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bFSBR CHAPTER 6g  

C''  

The Chancellor w 	g teful for your minute of 24 February and 

the draft of Chapt 	I attach a marked-up copy of the pages 

on which he had commen 

The other points he made 

i. 	He could not reconcile the last sentence of your 

paragraph 6 (saying that the forecast for 1988/89 has non 

oil taxes and NTCs adjusted A Budget change increasing by 

'P 
4011 21/2  points more than non-oil egvIa 	ith the figures in the table 

in your paragraph 5. The tigu0 	ere seem to be 2.9% before  

Budget changes, and 0.4% after Buet changes. 

<> He would wish if at all pole to publish a figure 

for the non-North Sea tax burden in c'988-89 identical to that 

in 1987-88. This would mean shading the present provisional 

forecast for 1988-89 down from 37.6 to 37.5; at the same time 

it would be helpful to shade down the forec 	of the total 

tax burden in 1988-89 from 37.8 to 37.7, the 	in 1987-88. 

Alternatively, but no doubt more problemati 	uld be to 
shade up the 1987-88 estimates. 

He was grateful for the charts on the tax 

ratio of GGE to money GDP; he prefers the version 

in 1978-79. 

iv. He agrees with your proposed change to the sign 

and 

ing 

convention in sNOViroaBVCDPIeD tabbb bdEr tit CtrElt elt  
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needed of the cogrVP.PgT t§ftC13 ETinanciaNcIT;MA.PRAKP 
as negative ana  BVD 3AL1,-1§T9hilrY it   as positive, which is 
counter-intuitive. 

He did not feel he wanted to carry through to the FSBR 

term 'public sector net debt repayment' (PSDR). 

On chart 6.2, why does the proportion of expenditure 

on debt interest not come down between 1978/79 and 1988-89 

(it is shown as 10% in both years)? He also wonders whether 

the figures for health (growing from 10% to 11%) may not cause 

confusion, 	ce we have used figures on a different basis 

(ie as 	ions of departmental spending) quite widely 

in other co 	- eg chart 1.10 of the PEWP. 

n-csPr 
AC S ALLAN 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COWD - 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



81106414-1§iiiiM4,01 er r eviMIGT( 110 uliEd CCOPIEta 

Public corporations' market and overseas 
borrowing -0.8 	-0.9 	-1.2 

Public sector borrowing requirement 

6.02 There is now esti 

tica 

recolutould- ik a 
lacparecat A-peefti- f about £3 

P-S8R 
forecast of 

3.9 
	-2.9 	-3.1 

a 

be Aftft6' public sector lb= 

ion in 1987-88, compared with 

of ;;. 

rtaiau  ET SECRET  
ITLC8kb,  

ET 	LIST ONLY 
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4)  and
BcUo9d9nEr(hilSciognL)f)  5 and provides an analysis and 

forecast of the public sector's finances in 1988-89 together 

with estimates of outturn in 1987-88. It also comments on the 

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

including the most important changes that have taken place since 

last year's projections. Table 6.1 is a summary 

FINANC 

Table 6.1 Public expei 

	ec 

r eipts and borrowing 

k& Sk 

e"‘  

VI& 

General government receipts 160.0 

General government expenditure 164.8 173.5 	171.6 	182.8 

168.8 
	

173.5 	184.7 

£ billion 

1986-87 
	

1987-88 	 1988-89 

Outturn 
	

1987 
	

Latest 	Forecast 
Budget 
	estimate 

General government borrowing requirement )4.9 	4.7 2.0 	- 1.9 

be the first budget £4 billion made a year ago. This would 

Public sector's 

finances: 

three-fold analysis 

014 

fi 454isV, N, 

surplus since 1969-70 and only the second 	1952, the earliest 

year for which PSBR 	es are available. 

 

t.9-4e-a-ftet—repa7men-t of about £3 billion inloiiipg4 
A 	 A 

NIOORP 
4,  

6.03 The public sector's finances can be ana41k, 	number lk 

of different ways: by type or activity, by sector a V onomic 

category. The rest of this chapter sets out these three analyses 

P8I--rT8 AV ENE' 
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6.o4 ROD GETat_l Co'N'LlPub ic sector's finances by type 

401146 
-4•1+0A 
r40,4 

04" , 
to the  1Vrk. 

(El bil1io "  

(k 

to 

1.1g7--gg 
General government receiptsA  are now projected to exceed 

Budget forecast by about £10-4 billion. As— le 1.2 

components of general government receipts are likely 

than originally forecast. 

receipts are income tax (£1 billion), VAT 

orth Sea Revenues (a billion), clA4A 607-074-teti 

The main contributors 

ii;41987 -88 are largely the than expected oil revenues 
0.11144AR 

result of a higherA  than assumed 

higher 

itq-4hve-4947-7Arutumn-Statcment. 	 

6.07 General government receipts are forecast t per 

987-88 Thiq ig 	little 

or activity. The main receipts of general government (ie. central 

plus local government) are grouped according to the kind of 

activity which gives rise to them, while spending is shown by 

department, as in Chapter 5 and in the public expenditure White 

Paper. Its bottom line, the PSBR, is derived from those two 

totals. This derivation is repeated in Table 6.1. 

Receipts 

6.06 Additional income 
iitQz _CravItr 9.01,itt 

of 11.1-ghav,  aggrogatc  

tax receipts are mainly the result 
et.ltwol.1 7 	btr irtAr4m 4 AS 
and d'alarl 	VAT receipts have 

increased by m re in 	8 than would have been expected from 

rease in total consumer spending: 
lAthdl tezt 

proportion o 	 ending on goods and services 

subject to VAT has increase 	estimates of consumer spending 

in 1987 4f2 be revised up la2ere  a-s—heapperte ettgr-. The 

cent in 1988-89, following an estimated 81/2  per c 	increase 

the clia24.ent-1-y—ea-t•et 

ttc*/, orfla‘ 	0,41 
either

A 
 the 

A  A 

in 

	

I ess than the rate of growth 

NN-TaillEccoM 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COWD 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



(t 	kt:A (AA kJ) 

1988-89. As can beWi 	from Table 1.2 there is within this 

overall increase: 

a 11/2  per cent increase me tax receipts. Without the 

Budget measures the forect increase would have been 10 

fore 
7E1'stE3(YE)(31TTr gEtFlrirh"  thl\leAgeitOniffenetkETY 

fore   aRePOSIFOLWERAIM41d  be  WIT TA0613JinGigWith 
BUDGET LIST ONLY  

above that of moncy GDP. 

6.08 Oil revenues, which in the event in 1987-88 were only 

slightly below the 1986-87 level, are forecast to fall by about 
ao a rcktkik 4 (AA 

El billion in 1988-89 doe—te
A 
 a lower average oil price and lower 

production. The forecast assumes that -54et11„, 	--Al oil prices 

remain close to recent leveg Oil production is assumed to 
/I 

C1161$  
tttit,A, Ivvil6Myould change revenues by about £250 million in 1988-89 
r4 
Ottol 

in oil ve..i.o t;tion in 1988, spread evenly across fields, would 
IIVS\ 1°' 

4-01.  

in a full y 

in 1988 to a level close to the centre of the Department 

s range. A $1 a barrel difference in the oil price 

an lion in a full year. A change of 1 million tonnes 

alter r about £40 million in 1988-89 and £45 million 

6.09 Non-oil receipts re forecast to rise by 7 per cent in 

per cent; 

of cot1".- fity
tiol4k n tax (including 

Uot" . • .w.e.4.* 

- 	• : 
1144116  of 

"
• 

1)1 1‘ 

di-Elt4V-Ca 

a further rise4  in receipts 

ACT but excluding North Sea main rporation tax). 

a 16 per cent rise in capital taxes reflecti 
4 

asset 

prices in earlier years; 

N8118 NE 69RE8 
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40' °P 

Cfr 	

‘Ct ggC°  

044  l'in-R1 
the 	 asures 	would have 4Anci-efteed.--by about one 

1n6N 

Or  - 
ble 6.2 Taxes and national insurance contributions (NICs) as a percentage of GDP 

Table 6.2 shows taxes (including rates) and national 

contributions as a percentage of GDP./ -glie—no4-94-1- 

Without 

percent 

Expenditure 	 6.11 expenditure is now forecast to be General government 

at 
6/114671114-81Eirc  

about £1711/2  billion in 1987-88, £2 billi 
v ft  ig? 

1987 Budget forecast. The planning 

lower than in the 

is expected 

to be £21/2  billion lower than debt interest 

payments nearly 	billion lower than forecas 

these is an increase in other national accounts t . 

offsetting 

The planning 

_41111.!4 

se by 

total, 

Fir 

£183 bi 

6.12 General government expenditure is expected 

634 per cent in 1988-89, to 

M522121.V-11121•MINNIZ:a 

1982-83 1983-84 1 

Total taxes and NICs as a 	38.9 	38.5 
share of total money GDP 

Non-oil taxes and NICs as a 	38.2 	37.8 
share of non-oil money GDP 

-85 1985-86 1986-87 1987-88 1988-89 
Latest Forecast 
estimate 

38.5 	37.8 	37.7 	37.8 

.0 	37.3 	37.5 	37.6 

	 AI IligillgallIVIEtainal   a  

I: :III DAttit IpitTlidj14 AA 
die..gsztaanilissireteis -sehitzi 	... • :in • 

a 51/2  per cent increase in the excise duties on petrol, tobacco 

and alcohol, a little below the increase in consumers' 

expenditure reflecting the trend decline in the share of 

these items in the total; 

a small fall in stamp duty following the fall in stock market 

prices and turnover. 

1\10r€TO-SECOPIE0t 
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-  P8U CKGERS E CR fiTai p 

B 13.0 	re„ .  sEroana 1 	_ 
overNOT TIOB 43 &IC OFkIEDt 

1cetr T9 B aescs°Est 1 	lower a projected reawth  

Whit 

Pa 

in 	the White Paper as a result o fA  lewer—bew-43e—a444—tre—be-- 

6.13 The difference between general government receipts and 

expenditure is the general government borrowing requirement 

(GGBR), as shown in Table 6.1. As general government lending 

to public corporations is included in general government 

enditure, the GGBR together with public corporations' market 

htrrita 
115MIX! 
w5„_ .010  
(s.A1 mont 	Excluding privatisation proceeds the PSBR 

410' • .. • 

erseas borrowing, gives the PSBR. 

e was a substantial budget surplus in the first ten 

was som 

This redu 

llion lower than in the same period of 1986-87. 

borrowing was almost entirely due to lower 

A central government own account borrowing. Local authority 
A 

higher than in 1986-87 and public corporations' borrowing has been 

borrowing little Taking into account the well 

established pattern 	lvely high borrowing in the final 

two months of the yea 	forecast for 1987-88 as a whole 

is a budget surplus 111",m-"140 f about 23 billion, or -4 per 3 
•• '40 

)4 	cent of-44p=ir GDP. 	
\woe 

irc 
ottAa 

flAkr kwitekil9NLIAd 

6.15 A 1g*DR/vof £3 billion, 

-5=iwo forecast for 1988-89. 

1985-86, butA 

Et is forecast to 

mk  
*t 	of\ expenditure 

\AA, 
expendite as 

-* 

7  Enhet 4L-A  P 
on-oil taxes 

17t:8, 1-82 and 
i.)0\41k  

...rr.•• 	-sr 

6.16 Chart 6.1 shows trends in 
aosews. 

percentages of =may GDP. 
a6 

and national insurance contributions fell A  
suullt.4,, 	Ito., kee,r1 

or 	per cent of -ffisrsay.  GDP, is 

Trends in receipts 

and expenditure 

rise marginally in 1988-89 

Riff T8 RE ERIE& 
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since 19t52-33 is forecast o fall again in 1988-89. 

 

    

L$n 
ET LIST 0 
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and expenditure 	GDP 

erx-;cof)ti ud( sp ridst Vin-81-tA4 
a. 	 414 	J 

Per eeret of UV 

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

_ 

(s0e) 

Chart (1.1" 
°'Nek 

Taxes  zOrIAA-Ot: 
(ty/ 

1 insurance contributions General government expenditure 

Eaclodlog prIvotlfatlee proceeds 

Per coot of OP 

39 

3. 

3. 

3. 

aa 

31 

1978 1983 	NM 	I 	 086 

-84 	 - 44 	- 

0 

39 	4,- 

36 

46 

34 	44- 

33 	4 

42- 

31

14  

	•I 
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-89 	-0 

44 

44 
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41 

............. 
14 

NO 

1979 	1493 	1981 	107 	1143 	Ak 	mmg 	ma 	lisu 	ma 

- 80 	-II 	-82 	-43 	-44 	-es 	-46 	-V 	-III 	-*I 

kifrA 

1 0"144) 

4°1110\ 

6.17 Chart 6.2 shows the significant changes i 	ucture 

of general government receipts and expenditure whi h 	taken 

place since 1978-79. 
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Public 	finances: analysis by sector 

6.18 T.1k shows 

Itetorrowing 
A 

local authorities and public corporations. 

6.2 The structure of 

e 

Ce,tt. 	tut fa 
Ca 	tIn1 fak•e s 

/get 

!Ca 
a ma 5 

NtY 
BUDGET LIST ONLY 

lec 	0% 

14. 
lit SEE- (-6\14e 

N 6rE 

311. 

tot tot 
7.  

Table 6.3 Public sector borrowing requirement 

2 billion 

1986-87 
	

1987-88 
Outturn 	Latest estinate 

0 Central government borrowing on own account 1 
2 	Local authority borrowing from central government 
3 	Local authority borrowing from market and overseas 
4 Total local authority borrowing 
5 	Public corporations' borrowing from central 

government 
6 	Public corporations' borrowing from market 

and overseas 
7 Total public corporations' borrowing 

8 Public sector borrowing requirement 

Memorandum item:- 
Central government borrowing requirement 
(lines 1+2+5) 

	

4.5 	 -2.8 

	

5.9 
	

5.2 

	

-5.6 	- 4.o 

	

0.2 
	 1.1 

	

0.1 	-0.3 

- 1.4 

3.4 

10.5 

N8T f8 HE ERIEB 
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Central government 

158.44 y Total expenditure 
	 1116.o 

Receipts  
Tax and royalties 
National insurance and other contributions 
Other 

Total receipts 

Expenditure  
Current expenditure on goods and services 
Current grants and subsidies 
Interest 
Net lending, capital expenditure, 
and cash expenditure on company securities 

4/1  . Excluding lending to local authorities and public corporation 
)0  2 04*Excluding any allocation from the Reserve 

6sw•Jifiv-1  
Local authorities 	6.21 Local authority receipts consist primar 

plus grants from central government. The 

in rate income (net of rate rebates) between 1987-8 

e income 

crease 

988-89 

115.2 121.7 
28.8 31.6 
11.2 11.3 

155.2 164.5 

	

53.0 
	

55.7 

	

80.7 
	

82.8 

	

16.9 
	

17.4 

	

1.8 
	

2.6 

104.4 
26.7 
.4 

16:0 
2.7 

tI0ItTu9nsB  fl(P clfse1XPs 
1NJOT TO BE  COPIED

1987-88  and 1988-89 for each 

of the three sectors. These tables include some of the analysis 

by economic category in Table 6.7. Expenditure in 1988-89 does 

not include an allocation of the Reserve, although the forecast 

of the PSBR assumes that the Reserve is fully spent. 

6.20 Central government spending includes grants and subsidies 

local authorities and public corporations (including 

ton.  nalised industries), which are included in the receipts etAAL  o e sectors, shown in Tables 6.5 and 6.6. 
011 

*4* :#14; 
£ billion 

6.1 

of 

Table 6.4 Central governme ons 

1986-87 
	

1987-88 	1988-89 
Outturn 
	

Latest 	Forecast 
estimate 

BUDGET  SECRET 
60-WEEIT LW INKY] 

BUDGET LIST ONLY 
NO] 
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to the system of rate rebates introduced by the Social Security 

Act 1986. 

6.22 The local authority borrowing requirement (LABR) fell 

sharply in 1986-87 to E1/4  billion, from £134 billion in 1985-86. 

The LABR in the first ten months of 1987-88 was higher than 

in the same period of 1986-87 and it seems likely that borrowing 

kg" 
itak' 4!miom-  estimates of local authority receipts and expenditure 

>4\  
he 

ell below the levels of Aim years,-ilweedi-at41,y prior--to 

year as a whole will be above that in 1986-87, although 
af 

64 :Of  t;:t explain the LABR in 1986-87 and 1987-88 (other 

receip  101kble  6.5 and miscellaneous financial transactions 

e  
in table  a eliA  de a balancing item). 

Table 6.5 Local authority transactions 

Receipts 
Rates net of rate rebates)1  
Rate support grant 
Other grants from central government 
Other 

1987-88 
Latest 
estimate 

17.0 
12.6 
12.1 
5.2 

1988-89 
Forecast 

19.2 
13.3 
12.2 
5.6 

Total receipts 
	

44.7 
	

46.9 	 50.4 

Expenditure  
Current expenditure on goods and services 
Current grants and subsidies 
Interest 
Net lending and capital expenditure 

Total expenditure 

1  Memo: Rate rebates 

2  Excluding any allocation from the Reserve 

31.1 
5.4 
4.1 
4.2 

44.8 

1.7 

Nefrelk 	 
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ahrafistly1r lude subsidies and capital 

grants from central and local government. For the nationalised 

industries (and the majority of other public corporations) their 

net external finance, ie. their borrowing plus subsidies and 

grants, is included in the public expenditure planning total. 

Public corporations' net external financing requirement, and 

not their borrowing requirement (PCBR), is the best measure 

of the public corporations' total contribution to the PSBR, 
awatheNi 

it ftltmr includes
)

-E1-9-nai4i.eg71:—#R,Gr borrowing subsidies and se 

provided by the central government which have to be 

am taxation or central government borrowing. 

Ler4 
.04  
jgr 

Table 6.6 Public corporations' tr. 1011  0114  

fr 

billion 

Receipts  
Gross trading surplus (including subsidies) 
Other 

Total receipts 

Expenditure  
Interest, dividends and taxes on income 
Net lending and capital expenditure 

1987-88 
Latest 
estimate 

7.0 
2.1 

9.1 

1988-89 
Forecast 

7.1+ 
2.2 

9.6 

3.3 
5.5 

3.1 
4.7 

3.8 
5.7 

Fiv 
t r.  o  0, 	t,,i. 	0.7 

0.8 	41011k 	0.8 
Ncr  4 

4f% 
‘11-121.re, 

PriO#  
v \ 4" tur e 

9. 42  

6.24 Changes in public corporations' income and 

)( Total expenditure 	 8.8 

Memo: nationalised industries' exLernal finance 
other public corporations' contribution 
to the planning total 

A Excluding any allocation from the Reserve 

from one year to another are affected by privatisations which 

l 

I
NUTTI9)11fEederiFE9) 

6.23 

publ 
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FSBR CHAPTER TWO: MTFS TEXT AND FISCAL PROJECTIONS 

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

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

which he had comments. 

i e 2. 	He saw no need to 1,Fve the VMvenue path as an "assumption" 

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

adjustment path of 3, 1, 2. 

• 

OtIvkA 

CSPr 

617149 
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CONFIDENTIAL 

410 
REDRAFTS OF 2.19 AND 2.23 

2.19 Continued restraint in total public spending is a vital 

element of the Government's economic strategy. 	Reductions in 

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

strong economic growth, have enabled the Government to increase 

spending on priority programmes while at the same time achieving 

its objective of reducing public expenditure as a proportion of 

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

taxation, helping to improve further the performance of the supply 

side of the economy. Public expenditure is considered more fully 

in Chapter 5. 

2.23 The strength of the economy coupled with fiscal prudence has 

enabled the Government to achieve a balanced budget on a 

sustainable basis. The Government remains committed to continuing 

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

maintaining the progress towards lower inflation, lower taxes and 

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

MTFS provides the financial framework within which the policies to 

achieve these objectives are set. 
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I 
2.08 A declining path 

Table 2.1, requires firm 

prudent fiscal policy. 

for money GDP growth, as in 

monetary policy supported by 

Fiscal policy is reviewed each 

rsSrL1 

tc-,"‘44A 	Staib 

rdk 

tkt /-61WO 0A•Pc.̀  

Inul 

P 41_ 

1987. 

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

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

Monetary Policy 

2.09 As the Chancellor made clear at the Mansion House 

last year, the Government is committed to maintaining a 

stable exchange rate, with the rate against the 

deutschemark being of particular Importance. This 

provides an important financial discipline, and is 

helpful to industry.A 

It

PfteraI-eurr 

he 	me lor industrial 

ebruary 1984,- Despl-te-the-e-ubs-eqwant1l_4n-the—d-o-1-1-ar 
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- 4. "ItO1 the declining path for money GDP growth and # 
inflation. 
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2.2 Sterling exchange rates 
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• 2.10 Achieving these objectives implies • reduction in 

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

continued to be a reliable indicator of monetary 

conditions, the Government is setting a target range for 

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

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

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

later years are illustrative, but show a steady fall 

consistent with the declining path for money GDP growth. 

2.11 Interest rate decisions are based on a continuous 

and comprehensive assessment of -fall the-indicaterc ef]  

monetary conditions so as to ensure that inflationary 

pressures are not accomodated. This means, in particular 

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

Chart 2.3 Velocity of monetary aggregates 

VELOCITY OF MO 	 VELOCITY OF M4 
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Ta10, 2.21 	Growth of NO* 

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

5 	11-51 	1-5 	0-4 	0-4  
. Per cent change on previous financial year. 1987-88 is 
a forecast. 	1988-89: target range. 	1989-90 onwards: 
illustrative ranges. 

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

range for broad money, the assessment of monetary 
conditions takei //the behaviour of/ broad money, or 
liquidity, into account. 

2.13 With the increasing overlap between activities of 

bAnks and building societies, it is sensible to 

concentrate on measures of broad money that include 
deposits held with both. I: 

en-sa 

VA--"brities 	s rieci  th 	 k 
A 

1.-1;  198-8-89 to fund the total orIA, T,Ing debt, ,the PSBR, 
(41-44-Iciul.e 	 4-ve4 

and any net
Aforeign exchangeA RAT1nte-rve-ntionli by sales 

of debt outside the banking and building society sectors. 
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Chart 2.4 Private and public sector borrowing 
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ago. 	This 
surplus.  

now expected that there will bel\net repayment 
debt in 1987-9R, compared with a borrowing 
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Adel-kag--Ereck-pr-i-vatiaati-on-preceeds-w444-be-equel 	te under 
;I per cent of GDP, smaller t-n-aLe-ka-t-lerr-t.o-ODP than in any 
year since 1969-70. 

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

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

the economy and th uoyancy of governmen revenues have 

f GDP. The recent s eligl_h of for it to equal 1 per cen 

already redu  -;  borrowing well be w this level; an. •n 

present •recasts tax reduc ons of [over 	million] 
wou  •  have been needed ' order to achie 	a PSBR of 1 per 

nt of GDP after 	ding privatis 	on proceeds. 



2.17 For 

projections 

expenditure 

White Paper 

lower than 

government 

higher. 

government 

terms in 

will be tak 

the period to 1990-91, the public expenditure 

in Table 2.4 use the figures for the public 

planning total shown in the public expenditure 

(Cm 288); gross debt interest payments are 

projected in the White Paper, reflecting lower 

borrowing while other adjustments are a little 

It is provisionally assumed that general 

expenditure will grow by 1 per cent in real 
1991-92. 	Decisions on expenditure in 1991-92 
en in the 1988 Survey. 

• 

Assumptions 

4o".fivrAb1 &SCRIMS IASI near WIRT 

2.16 The Government ha d.cjd,d not to reduce 
this 	

this y r. This cautious 
account of the u ertainties in the re 
minimises t 	risk of tax incre s being required later on if rev ues prove less bus nt than expected. The PSBR for 	8-89 is set at 	billion, equal to [ 	•  r cent GDP, little chan 	from the expected ou 	rn in 1987- 88. 	Thereafter 	e PSBR is projected 	zero, a balanced 
budget, whic 	s equivalent to the ..jective of 1 per cent 
of GDP a er adding back priva sation proceeds. The PSBR 
to 	

et in future Budget will as usual be reviewed in 
light of circwnstap 	at the time. 
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siraitk, ra2 u441 4-

It44-"Y"te  • 
2.15 The PSBR is now assumed to be zero over the medium 

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

level and can be maintained over the medium term.On 

practice, there are likely to be fluctuations around this 
fJ)Jlevel from year to year./ 	e rece t strength of the 

'vt';‘,1P/7Q4 "7 

economy and the buoyancy of government revenue have led 

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

tax reductions announced in the Budget there would have 

been, on current forecasts, a surplus of [over £7 billion] 
in 1988-89. 	 tte 	kL 	A/W LA, A1,4tr  1-c4, a ckt,-7ufe)-1-14t 	(.4Q MTPS''1)  nay jt,t/(- 03- 41.i_ 	 (-ce4, cmz?,/, 

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

from the expected outturn in 1967-88. The PSBR to be set 

in future Budgets will as usual be reviewed in the light 
of circumstances at the time. 
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2.18 The assumptions about output growth and inflation 

that underlie the revenue projections ars shown in Table 

2.3. They are consistent with the figures for money GDP 
growth in Table 2.1. 	Oil prices are assumed to rompa4m 

in 1988-89 and thereafter to remain 
broadly unchanged in real terms. 

&A-4y 
l'Ica /4.4-n) 

Output and inflation assumptions  
Percentage change on previous financial year  
1987-88 	1988-89 	1989-90 	1990-91 	1991-92 

5 3 3 3 3 41/2  21/2  21/2  215 215 

5 415 4 315 3 

Table 2.3 

Real GDP 
Non North Sea 
Total 

Inflation 
GDP deflator 

Public expenditure 

2.19 The Go nment's ob ctive is t reduce public 
spending 	a proport 	of nation 	income. With a 
bala d budget, t s reduction 	public expend •re will 
eate room f reductions 	the burden f taxation, 

helping t Improve furt.-r the supply 	e of the e nomy. 
Public expenditure i considered m e fully in_Cfi-apter 5. 

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

Public expenditure 
planning total 

Gross debt 
interest 

Other adjustments 

General go”rnment 
expenditure 

of which 
Privatisqtion 
proceeds' 

General government 
expenditure exclud-
ing privatisation 
proceeds 



,441.—desarril 	rUKUS Lib? 
. 	

1. For 1986-87 to 1990-91, the figures are taken from Table 5.1. 
2 

General government expenditure, and its components, are rounded to 
the nearest fl billion from 1987-88 onwards. General government 
llpenditure is assumed to grow by 1% in real terms in 1991-92. 
3 
See the public expenditure White Paper (Cm 288), Table 1.8. 

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

Revenue 

2.20 The growth in government revenues Sii--eive44--4,0644 over 

the medium term will depend on the growth of incomes, 

spending and prices, as well as on policy decisions. 	On 

the unchanged policy assumptions set out above, [general 

government receipts are expected to increase somewhat less 
than money GDP. 	Government revenues from the North Sea 
are projected to decline as oil output falls. 	Non-North 
Sea rcvenueb are projected to grow at around the rate of 
growth of non oil money GDP.] 

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

Taxes on incomes, 
expenditure and 
capital 

National insurance 
and other 
contributions 

Interest and 
dividends 

Other receipts 

General 9overnment 
receipts 

of which 
North Sea tax2 4.8 	5 	4 	4 	3 	3 

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

the nearest fl billion from 1987-88 onwards. 
2 

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



2.23 Soney GDP 

the last year, 

substantially 

GDP growth 

The as 

ft.. 	 ti? 

growth ha 	en higher than forecast over 
wit 	real growth in t er '' economy 

e.e expectations. Both minal and real 

''n  forecast to decline_pv er the next year. 
ptions on which the  ,,  edium-term projections are 

41.4,14^ 	JIAIDT 

Conclusion 

bas  •  may have to be modifi 	in the light of events 	But 
he government remai 	committed to reducist money GDP 

growth over the me um term, and to redu g the ratio of 
public expendi re and taxation to  2. 	The MTFS provides 
the financ 1 framework with 	which the policies to 
achieve these objectives 	set. 
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SECRET AND PERSONAL  

FROM: A C S ALLAN 

DATE: 29 FEBRUARY 1988 

MR BOTTRILL 

 

cc Sir P Middleton 
Sir T Burns 
Mr Odling-Smee 
Mr Sedgwick 
Miss C Evans 
Mr Hudson 
Mr Owen 

FSBR: CURRENT BALANCE OF PAYMENTS FORECAST 

The Chancellor was most grateful for your minute of 26 February. 

He will want to consider the issues further befor taking a final 

decision on the FSBR forecast for the current account. 

He notes that the new estimate for invisibles in 1987 is 

precisely what was forecast in last year's FSBR, and that the 

improvement in the current account to -El billion (cf our FSBR 

forecast of -E21 billion) is entirely due to improved visible  

trade, and exports in particular. 

He also noted that the roundings in our table 2 made the 

trends difficult to follow. For example, the balances on each of 

services, IPD and transfers are the same in 1987 and 1988, yet the 

total improves by El billion. 

A C S ALLAN 
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2. 	The Chancellor agreed with Ad/'  

allowances should, in this table, fol 

could be followed in table 4.1, but 

that the order of rates and 

Scorecard order. This 

a))would mean that there 
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FSBR CHAPTER ONE 

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

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

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

would be an unhappy juxtaposition of thabolition of the higher 

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

grateful for views. 
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.4.014e4  downward t er 
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NOT1113DEICTIEfilfirto 

1.01 The objective of the Government's economic 

policy is to defeat inflation and to maintain a 
rrnb6,4141Aampic and enter rising economy) •anci--kwaneemmithe 

coftditiono few sustained growth of output and 

employment. 

1.02 The Financial Statement and Budget Report 

(FSBR) supplements the Chancellor's Budget 

Statement. It presents the Medium-Term Financial 

Strategy (MTFS); describes developments in the 

economy over the past year; provides forecasts to 

d-1989; sets out the tax proposals in the 

et; summarises .the Government's 	spending 

the public 

for the year ahead. 

The Medium Term 	1.03 Chapter 2 describes the MTFS which provides 

down inflatio 

the Government's economic 

and fiscal policies are 

growth of money GDP on a 

the medium term, so bringing 

MTFS is complemented by 

ing new measures in the Budget, 

ise, 	efficiency 	and 

the growth of output and 

olic'es, incl 

A
to encourage dp 

flexibility and 

employment. 

The economy 	1.04 Chapter 3 describes the main developments 

in the economy in 1987 and e prospect until 

mid-1989. The economy grew 	ly in 1987a 

_ GDP A  
1 	

,. 
a 	 trIl'Il / 1141'M t  is forecast to grow byA3% in 19 

investment:  4growing by 811%. 	I 00 	

usiness 

1' should 

remain low and unemployment continuA -11. 
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Tax measures 1 U5 Ch apter 4 sets out the tax proposals in the 

 

Budget. They continue the Government's programme 

   

tt.2 	°f  
1`190-1  

tax reduction and reform. 	They include -\ 

independent taxation of husband  and wife- im* 
an. 
Increase in personal allowances, ca reduction of A 
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2p in the basic rate of income tax, the abolition 
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of rates of income tax above 40Varr4—a-n_1=.4,_ 
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measures are summarised in Table 1.1. 
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Public expenditure 
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ublic sector---- 	1.07 Chapter 

finances 

6 presents the complete finan ial 
1-4kT picture fof t . ublic sector. 	 A is 

expected toi(k ) truhrplus of £3 billion 4s.  1987- \  - 
88, the first  co 	s sincy 1969-70. 	ArC'surplus 
of £3 billion irvt-i!= —a-s-t for 1988-89. This 

takes account of  14,,,nt  proposals 	he Budget 

o 	a  reduce 	cil=4*-eam,@,s by £4 which are expect'l  
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billion,  e 	 the net cost of indexing 

tax rates and allowances. Table 1.2 shows the 

main components of general government receipts 

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

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

he had comments, together with vaft of table 1.1. 

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

allowances should, in this table, fol 	Scorecard order. This 

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

would be an unhappy juxtaposition of theoabolition of the higher 

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

grateful for views. 
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policy is to defeat inflation and to maintain a 
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1.02 The Financial Statement and Budget Report 

(FSBR) supplements the Chancellor's Budget 

Statement. It presents the Medium-Term Financial 

1!-  
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AiK71989; sets out the tax proposals 
I: 

Strategy (MTFS); describes developments in the 

conomy over the past year; provides forecasts to 

r; summarises the Government's 

and 	 ion ef the public 

spending 

in the 

for the year ahead. 

The Medium Term 

Financial Strategy 
1.03 Chapter 2 describes the MTFS which provides 

the framework for the Government's economic 

policy. Monetary and fiscal policies are 

designed to k 	the growth of money GDP on a 
downward t 	er the medium term, so bringing 
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employment.  
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Tax measures ap er sets out the tax proposals in the 

Budget. They continue the Government's programme 
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	-)independent taxation of husband and wfileima. 

increase in personal allowances `a reduction of 

2p in the basic rate of income tax,Ithe abolition 
aklkW‘424- 

of rates of income tax above 40Varmi-4141-.4.2uNgease-- 

1.Ub Ch t 4 

Cittx ote-44rxrS Liwt4A-J-e 

+nu' L441  9-sudt' 
viaerciti-rtk2 

GrAt04,01  

AW-11-1-AAA‘u2  

(AlrutA,  measures are summarised in Table 1.1. 
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the net cost of indexing 
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FSBR CHAPTER TWO: MTFS TEXT AND FISCAL PROJECTIONS 

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

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

which he had comments. 

i e 2. 	He saw no need to di ve the Vevenue path as an "assumption" 

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

adjustment path of 3, 1, 2. 

CSPr 

A C S ALLAN 
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• 
REDRAFTS OF 2.19 AND 2.23 

2.19 Continued restraint in total public spending is a vital 

element of the Government's economic strategy. 	Reductions in 

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

strong economic growth, have enabled the Government to increase 

spending on priority programmes while at the same time achieving 

its objective of reducing public expenditure as a proportion of 

nat;mal income. This in turn has created room for reductions in 

taxation, helping to improve further the performance of the supply 

side of the economy. Public expenditure is considered more fully 

in Chapter 5. 

2.23 The strength of the economy coupled with fiscal prudence has 

enabled the Government to achieve a balanced budget on a 

sustainable basis. The Government remains committed to continuing 

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

maintaining the progress towards lower inflation, lower taxes and 

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

MTFS provides the financial framework within which the policies to 

achieve these objectives are set. 
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2.08 A declining path for money GDP growth, as in 

Table 2.1, requires firm monetary policy supported by 

prudent fiscal policy. 	Fiscal policy is reviewed each 

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

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

Monetary Policy 

2.09 As the Chancellor made clear at the Mansion House 

last year, the Government is committed to maintaining a 

stable exchange rate, with the rate against the 

deutschemark being of particular importance. This 

provides an important financial discipline, and is also 
helpful to industry. 
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Chart 2.2 Sterling exchange rates 
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2.10 Achieving these objectives implies a reduction in 

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

continued to be a reliable indicator of monetary 

conditions, the Government is setting a target range for 

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

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

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

later years are illustrative, but show a steady fall 

consistent with the declining path for money GDP growth. 

2.11 Interest rate decisions are based on a continuous 

and comprehensive assessment of +all the indicators of] 

monetary conditions so as to ensure that inflationary 

pressures are not accomodated. This means, in particular 

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

Chart 2.3 Velocity of monetary aggregates 
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,Ta10.4 2.2: 	Growth of MO* 

110 	1987-88 1988-89 1989-90 1990-91 1991-92 

5 	11-51 	1-5 	0-4 	0-4  

* Per cent change on previous financial year. 1987-88 is 
a  forecast. 	1988-89: target range. 	1989-90 onwards: 
illustrative ranges. 

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

range for broad money, the assessment of monetary 

conditions take' /the behaviour of/ broad money, or 
liquidity, into account. 

2.13 With the increasing overlap between activities of 

banks and building societies, it is sensible to 

concentrate on measures of broad money X that include 
deposits held with both. fl 

bt to ball9 and 

-a - 	 t e authorities will seek 
A 

In 1988-.89 to fund the total cl,,!5,png debt, the PSBR, 
(-Azi--ceult (i n 	t4enta 

and any neyoreign exchangeA licant-Ionfi by sales 

of debt outside the banking and building society sectors. 
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Chart 2.4 Private and public sector borrowing 

Pr4vots Soctor 

........... • 

- 
• 

• 
• 	P.Abl.c $ottor 

• 
t• 

------------- • 

a 

. 

ION 	lift lin 	1171 	1171 1110 241 412 lei  3  me4 	w oie ver 
iinfactc.os or 



S 

(

Elie, 	fr.ue A4J 

iitzri Ito 
Itu.A.,J-J) P n  
pser 01;1'1' 1'4"/  
Jar L*144r  

W*.• 	 10%.V6i Ilik466011 

Fiscal policy 

aL 
2.14 It is now expected that there will beAnet repayment 

of public debt in 1987-88, compared with a borrowing 
requirement of a ound Lt.:15* cent of Velljacfgycast a year 
ago. This is/ the 44*ot timeA there has been a budget 
surplus. 	 e e 	 --retmen-EMer- 
AKkW811---boac 
1, per cent of GDP, smaller in---ap4a-lert-farr—to--6-13-P than in any 
year since 1969-70. 

- 	- - • - • 

Chart 2.5 Public sector borrowing requirement and privatisation 
proceeds 

- PSBR 
- - PSBR excluding prixotisotion 

proceeds 
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Version A of paragraphs 2.15 and 2.16  

The PSBR path 2.15 The Government's long term objective for the PSBR is 
for it to equal 1 per ce 	•  GDP. The recent s 	ngth of 
the economy and th 	oyancy of governmen revenues have 
already redu borrowing well this level; an 
present •recasts tax reduc •ons of [over 	million] 
wou  •  have been needed 	order to achie a PSBR of 1 per 

nt of GDP after 	ding privatis 	on proceeds. 
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2.16 The Government has 

this scale this 

account of the u 

xes on 
y •r. 	This cautious 	..roach takes 
ertainties in the re ue forecasts and 

risk of tax incre s being required later 
prove less bu nt than expected. The PSBR 
set at 	billion, equal to [ 	.-r cent 
chan 	from the expected ou 	rn in 1987- 

e PSBR is projected 	zero, a balanced 
s equivalent to the ..jective of 1 per cent 

adding back priva sation proceeds. The PSBR 

future Budget will as usual be reviewed in 
circumsta es at the time. 
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2.15 The PSBR is now assumed to be zero over the medium 

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

and can be maintained over the medium term.kin 
practice, there are likely to be fluctuations around this 
level from year to year./ 	e rece t strength of the 

ec.,P 

economy and the buoyancy of government revenue have led 

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

tax reductions announced in the Budget there would have 

been, on current forecasts, a surplus of [over £7 billion) 
in 1988-89. (ent;14.24,41 b'se 	 4J12J  
C1'ILlt-C,tefl4tt 	(Ilk Mr P 

Version B o 
he 2.15 and 2.16 

nvii) /tiff- 	rn, 	to-„, 	 ttz, 6/A24/, 

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

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

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

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

projections in Table 2.4 use the figures for the public 

expenditure planning total shown in the public expenditure 

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

lower than projected in the White Paper, reflecting lower 

government borrowing while other adjustments are a little 
higher. 	

It is provisionally assumed that general 
government expenditure will grow by 1 per cent in real 
terms in 1991-92. 	Decisions on expenditure in 1991-92 
will be taken in the 1988 Survey. 
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2.18 The assumptions about output growth and inflation 

that underlie the revenue projections are shown in Table 

2.3. They are consistent with the figures for money GDP 
growth in Table 2.1. 	Oil prices are assumed to somperin 

1-4D-se—to—rim;e444-4mmm.is in 1988-89 and thereafter to remain 
broadly unchanged in real terms. 

Table 2.3 	Out  ut and inflation assumptions  
Percentage change on previous financial year  
1987-88 1988-89 1989-90 1990-91 1991-92 

Real GDP 
Non North Sea 
Total 

Inflation 
GDP deflator 

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

5 41/2  4 31/2  3 

Public expenditure 

2.19 The Go nment's ob ctive is t reduce public 
spending 	a proport  e  Of nation 	income. 	With a 
bala d budget t s reduction 	public expend •re will 
eate room f reductions 	the burden 	f taxation, 

helping t improve furt.-r the supply 	e of the 3poiibrny. 
Publi expenditure i considered in. e fully in apter 5. 

 

Table 2.4 

 

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

   

   

Public expenditure 
planning total 

Gross debt 
interest 

Other adjustments 

General go”rnment 
expenditure 

of which 
Privatiskition 
proceeds' 

General government 
expenditure exclud-
ing privatisation 
proceeds 



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

2 

lire
General government expenditure, and its components, are rounded to 

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

3 
See the public expenditure White Paper (Cm 288), Table 1.8. 

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

Revenue 

2.20 The growth in government revenuesgin-ANNA4-4~44(over 

the medium term will depend on the growth of incomes, 

spending and prices, as well as on policy decisions. 	On 
the unchanged policy assumptions set out above, [general 

government receipts are expected to increase somewhat less 
than money GDP. 	Government revenues from the North Sea 
are projected to decline as oil output falls. 	Non-North 
Sea revenues are projected to grow at around the rate of 
growth of non oil money GDP.) 

Table 2.5 	 General government receipts 
billion cash  

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

Taxes on incomes, 
expenditure and 
capital 

National insurance 
and other 
contributions 

Interest and 
dividends 

Other receipts 

General ?overnment 
receipts 

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

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

the nearest El billion from 1987-88 onwards. 
2 

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

L." 	-..•••••• . . ' 



set. 

Conclusion 

2.23 Money GDP growth ha 	en higher than forecast over 
the last year, wit real growth in tha--  economy 
substantially a e expectations. Both minal and real 
GDP growth 
	

forecast to decline 	er the next year. 
The as ptions on which the 	ium-term projections 

bas•may have to be modifi in the light of events 
government remai 	committed to reduci 

growth over the me UM term, and to redu 
public expendi re and taxation to 

the financ 1 framework with 	which 
achieve these objectives 

are 

ut 

money GDP 

g the ratio of 

The MTFS provides 

the policies to 
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I attach the first printer's proof of Chapter 

 

has been 

 

amended to take account of the decisions at Monday' 	ew. 

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

of the comments you made on the first draft (Mr Alla 	ute 
of 26 February). But there are one or two 

Ote 

like to offer you further advice: 

points where 	ld 
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You asked whether the car parking exemption should be 

mentioned in the narrative. We think it is too minor 

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

4.1 and the Annex). 

You wanted to refer to the cost of entertaining overseas 

businessmen rather than customers. The Revenue feel 

that this is not sufficiently accurate: the relief 

current') 

the 

Govern 

with cus 

extends to (and is thus being withdrawn from) 

f entertaining the agent of an overseas 

public authority. Would you be cooptent 

110 LiU2--  I  (At etPASC-4  

essential to include a reference 

in the narra 	para 4.30) to the fact that there 

will be an incr 	in grants for forestry. While not 

essential, this is in line with the treatment of covenants 

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

aL\C44  

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

go in the Annex? Or do su want the only mention of 
eiAti  tri5 	the parallel public e  1  •ture changes on forestry 

and 	covenants to be made  0 	sibly) in a footnote to 

NAVIV 6el\v\ 	Table 1.1, and in Chapter 5 	ara 5.04)? 

‘.‘  -1-(AMAY'You asked if we could drop the 	graph in the narrative 
OA the easements to the VAT phalty regime. It has 

tig 

	

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

a case for including a shortened entry in th -  narrative, 
viz. 	 11,1 cdtt,P- k/) NI^ (4— 1---1  

"The VAT civil penalty system, introduce 	985, has 

been reviewed and amendments are proposed." 

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

line in Table 4.1, disaggregated from the ch 

duty on leaded petrol. The resulting figures 

be as follows: 

was 
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+110 

+165 

1 
I gat. 
,e.10. i((k  

No c / 
unlea 

\ 

n duty on 
rol 

e in duty on 
etrol 

[Net effect] 

- 85 

+165 

[+ 80] 

-495 

+545 

[+ 50] 
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1988-89 
Non-indexed 	Indexed 

NOT TO BE COPIED 

Em 
1989-90 
Indexed 

owviu i4"1 
io,crukr, teJJ k 

These 	ures would look rather odd among the other 

excis 	res in Table 4.1. Yet explaining them in 

the A 	uld require something to be said about the 

assumptio 	changes in market share. You might prefer 

to avoid t 

l‘f) 

dAuf 1:1,11;ot,td 

You asked if 	uld say somewhere that the MIR limit 

will remain atIlOOO. The limit is mentioned in 

paragraph 4.09. We do not normally confirm the status 

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

You asked what note 51 	the Annex was about. Last 

year's Finance Act ab 	d part of the definition 

of an investment trust b0 stake (in the context of 

changing the taxation of ompanies' capital gains). 

In a PQ answered on 23 J 	nisters undertook to 

restore the relevant provision s the 1988 Finance Bill 

with effect from 17 March 1987. 

The ordering of the income tax items in the narrative and 

in Table 4.1, and their costing, are consistent jth those in 

Mr Eason's submission of today's date 

The costings for home improvements loans and 

take account of the behavioural responses discussed 	 1 y's 

submission of 23 February . This fact is flagged up in 	tes 
in the Annex. 
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We need to return the proof to the printers on Friday, 4 March. 
would be very helpful to have your comments on the  morning  

day. 

( 
CAROLYN SINCLAIR 

0, 
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4 The Budget tax proposals 

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

Income tax 4.02 The basic rate of income tax will be reduced to 25 per cent. 
6 

4.0 	There will be a single higher rate of income tax of 40 icr c 
Avill-affoly—fe4a4-,  laic; ;nco me eJoer c14,34;10‘ 

_ 

4.0,The main income tax personal allowances il e increase, by twice 
the amounts due under the statutory indexation provisions (based on the 
increase of 3.7 per cent in the RP! in the year to December 1987). This will 
mean that: 

the single person's and wife's earned income allowances will rise by £180 
from £2,425 to £2,605; 

the married allowance will rise by £300 from £3,795 to £4,095; 

the age allowance for those aged 65 to 79 will rise by £220 from £2,960 
to £3,180 (single) and by £360 from £4,675 to £5,035 (married); 

the age allowance for those aged 80 or over will rise by £240 from 
£3,070 to £3,310 (single) and by £360 from £4,845 to £5,205 
(married); 

the income limit for age allowance will rise by £8(X) from £9,800 to 
£10,600;  

the additional personal allowance and widow's bereavement allowance 
will rise by £120 from k1,370 to L1,490. 

41•ki b rL texkl- IOWA i11%,-Af tAsal vs-V. 4414- 	 I  ii3n  
4.11(The dependent relative allowance 4449p.t.e.kevii, the housekeeper 
allowancc, ft and the allowance tor the services of a son or daughter 
*IR  will be abolished. 

4.01‘ From 6 April 1989 an unmarried couple ‘‘ ill not be entitled to more 
than one additional personal allowance. 

rof 

Life assurance premium 4.07 The rate of premium relief for life assurance policies taken out before 
relief 14 March 1984 will be reduced to 121 per cent from 6 April 1989. 

Benefits in kind 4.08 Car benefit scale charges for 1988-89 will be set at twice their 1987-88 
levels. 

Mortgage interest relief 4.09 For loans taken out from 1 August 1988, tax relief will be limited to the 
interest on £30,000 per residence, regardless of the number of borrowers. 
Relief on new loans for home improvements will be abolished from 
6 April 1988. So will relief on new loans for the purchase of residences for 
dependent relatives and divorced or separated spouses. 
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4 The Budget tax proposals 

• 
Covenants 4.10 The tax treatment of covenants will be reformed and simplified. Non-

charitable covenants made by individuals on or after Budget day will no 
longer attract tax relief, and income from such covenants made after Budget 
day will not be taxable in the hands of the recipient. 

ovenants to 
charities will not be affected, nor will non-charitable covenants made before 
Budget day. 

Charitable giving 4.11 The limit on charitable donations qualifying for tax relief under the 
payroll giving scheme will be doubled from £120 to £240 a year from 
1988-89. 

4.12 The tax treatment of m 
new maintenance arrangeme 
payments; relief for those m ng 
a divorced or separated 
provisions will be),..r roduced 

nanc payments will be reformed. Under 
lents will not be liableto,t,a y.on the 

jr- 
payments will be_restnetea to payments to 
to a limit o0.Z1,4904rFr-amitictrial 

. z 
---ec-t-existing maintenance arrangements. / 

Maintenance payments 

SeP 

Personal equity plans 4.13 The annual limit on investment in a personal equity plan will be 
increased from £2,400 to £3,000. 

Employee share schemes 4.14 Following consultation last year, the income tax charge on unapproved 
employee share schemes under Section 79 of the 1972 Finance Act will be 
eased. 

Lloyd's 4.15 Changes will be made to the present administrative arrangements for 
taxing members of Lloyd's. 

4.16 The legislation on Lloyd's reinsurance to close will be modified to give 
relief to Lloyd's members who leave syndicates at the end of the 
underwriting year. 

Trusts 4.17 The additional rate of income tax charged on discretionary and 
accumulation trusts will be reduced from 18 per cent to 10 per  centifosiiiii.-

WO. 

Capital gains 4.18 The base date for capital gains will be brought forward from 
6 April 1965 to 31 March 1982; gains accrued before that date will no longer 
be liable to tax. The present indexation provisions will continue to apply to 
gains accruing from 31 March 1982. This proposal will also apply to 
companies' gains. 

4.19 Gains, after deduction of the exempt amount and allowing for rebasing 
to 1982 and indexation, will be added to income and taxed at income tax 
rates (as if they were the marginal slice of income). 

4.20 The capital gains tax annual exempt amount will be reduced to £5,000 
in the case of individuals and Z[2,5001 in the case of most trusts. 

4.21 From 6 April 1988, 50 per cent of any gains between £125,000 and 
500,000 will qualify for retirement relief, subject to the general conditions 

for the relief. 
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Forestry 

Oil taxation 

Company residence and 
migration 

1. 

BUDGET SECRET-BUDGET LIST ONLY 
4 The Budget tax proposals • 

Inheritance tax 

Business tax 

Cectl'  

(J1* 

Business Expansion 
Scheme 

4.22 From Budge Day the threshold for inheritance tax will be increased 
from £90,000  a  £110,000. Chargeable transfers above this amount will be 
taxed at a 	rate of 40 per cent. The £100,000 limit on the amount that 
can be given to a political party without incurring inheritance tax will be 
abolished. 

4.23 The small companies' rate of corporation tax will be reduced to 25 per 
cent for the financial year 1988. 

4.24 The rate of advance corporation tax (ACT) for 1988-89 will go down 
automatically to 1/3rd as a consequence of the reduction in the basic rate of 
income tax. 

4.25 The main rate of corporation tax for the financial year 1988 will be 
35 per cent. 

4.26 In common with other business entertainment, the cost of entertaining 
overseas businessmen will no longer be an allowable business expense for tax 
purposes. This change will take effect from Budget Day, except for 
commitments entered into before that date. From 1 August 1988 the VAT 
paid by businesses on this entertainment will no longer be deductible. 

4.27 A number of changes will be made to prevent tax charges arising on 
the conversion of building societies into public limited companies. 

4.28 Investment in private rented housing will be encouraged by extending 
he Business Expansion Scheme to give relief on investment in companies  rz. 

the 

4.29 A general limit of £500,000 will be set on relief under the Business 
Expansion Scheme for total investment in any one company in any period of 
twelve months, with a higher limit of kltfmillion for investment in cvdt 0•L'h."\-x,  
companies providing private rented housingjtor shippazgt cl-ckyfc,----) • 

4.30 Income from the occupation of commercial woodlands will be 
removed from the scope of Income Tax and Corporation Tax.  (See 

rky 

4.31 Øil allowance for Petroleum Revenue Tax (PR.T) will be reduced to 
ioo,600 tonnes per chargeable period for all Southern Basin and onshore 

VI< 11,(orrorrAccA ro oripi:Ps 
0, 

	

	t 	
fields given development consent on or after 1 April 1982. (At the same time 

01.t. f«:- 19,..sti,esf 
no, VIZ 1-(orrurr,12-A  the Secretary of State for Energy proposes to abolish royalty payments for 

co-,,-Dv-a or 	,-, 
(orircs4-44 yud aJ,--.)  ft -0 ••-y-(.J ate,rua(  these fields.) 

a  6-414.1, 	,to 5"-'  i•-•44,Vq•osPeu•  4.32 A new capital gains relief will be provided for disposals of oil licence 
)interests in undeveloped areas wherever the consideration includes a work 
. programme or another licence i terest. 

tkA-) rail 
t ivr " 5 a44.zi 

4.33 i Section 482(1) (a) and (b) of the Taxes Act will be 
repea e with effect from Budget Day. In future companies will be resident 	;'• tz“. 

in the United Kingdom if incorporated here or centrally managed and 
controlled her-)' -  .:. 	 eir 
residence-abi-6-ad [and the criminal penalt 	-compliahce will cease]. 
Companies will be able to  .. :  . 1 t ey pay their tax liability, including 

0027 
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• 
VAT 	4.34 From 16 March 1988 the registration limits will become £22,100 per 

annum and £7,500 per quarter. 

4.3E The provision for applying VAT to confectionery will be amended 
with the main effect of taxing all cereal bars at the standard rate. 

I 	JJ1r  ,/ rat,/ 

Excise duties 4.36' The duties onlbe\--er-and wines will rise by the equivalent of lp on a 
typical pint of beerY)  4p on a bottle of table wine, and just over 6p on a bottle 
of sherry (all inclusive of VAT). The dutis on spirits will remain 
unchanged. The minimum duty charge for beer will be abolished and 
provision will be made for restructuring the duties on low strength mixed 
drinks. 

4.37' The duty on leaded petrol will be increased by the equivalent of ust 
044 6 r  over 5+p-fa gallon (inclusive of VAT). The duty on unleaded petrol will 

remain unchanged. 
retr.ol-wilL.be-iaerea 	The duty on dery will nse by the equivalent of bust 
under 5pra gallon. 

4.38 The specific duties on cigarettes, hand-rolling tobacco and cigars will 
-iise-by the equivalent o' over 3pron a packet of 20 cigarettes ancLffiearly 

2pron a packet of 5 small cigars. The duty on pipe tobacco will remain 
unchanged. 

c, 
Tax administration 4.* The VAT civil penalty system, introduced in 1985, has been reviewed 

and various easements are proposedj7ln the light of recommendations by the 
Keith Committee, changes will be made: 

to encourage people to notify the Inland Revenue if they are liable to tax; 

to-intreduee-a-tax=gearecipertalharnet-ify-liability; 

to improve the information powers of the Inland Revenue; 

to charge interest where payment to the Inland Revenue of incon.ç tax 
deducted by employers is delayed beyond the end of the tax year  the 

rraTITPutefitenaLarl-li2431".3 

4, 4 (  

kAAA 
Privtvi 

114).*:Canku- ukA vuit,) %‘-,s\iv-- 	4Aoil•-• 
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vu 	
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• 
Independent taxation for married couples 

The present system of taxing husbands and wives, under 
which a married woman's income is treated in law as if it 
belonged to her husband, has been unchanged since the earliest 
days of income tax. Green Papers published in 1980 and 1986 
have considered how the system might be reformed. There is 
general agreement that the present law is no longer 
acceptable, and wide support for an early change to a new and 
more up-to-date system. 

A major reform of the system is therefore proposed to give 
husbands and wives independence and privacy in their tax 
affairs and remove the tax penalties on marriage which can 
occur under the present system. The new system will be to 	., introduced from 6 Apr111990 to allow) tr,.  or the necessary 
preparations. 

From 6 April 1990, husbands and wives will be taxed 
independently on their income and chargeable capital gains. 
This will mean that: 

husband and wife will become independent taxpayers each with 
their own allowances and rate-bands to set against their own 
income (from whatever source); each will be responsible for 
handling their own tax affairs with the Inland Revenue; 

every taxpayer will be entitled to a personal allowance, equivalent 
to the existing allowance for single people; 

there will be a new married couple's allowance (based on the 
difference between the present married allowance and the single 
allowance). This will be set first against the husband's income, but 
any unused amount may be transferred to the wife; 

married women will qualify in their own right for the higher 
levels of personal allowance for taxpayers aged 65-79 and those 
aged 80 or over. Higher levels of married couples allowance will 
apply where either partner in a couple is aged 65-79 (or aged 80 or 
over). 

/1"here will be transitional protection for the small number of 
couples whose allowances would be reduced as a result of the 
change to the new system' 

a husband's and wife's capital gains will be taxed independently; 
each spouse will be entitled to the same exempt amount as a single 
person; 

the existing exemptions from capital gains tax and inheritance tax 
on transfers of capital between husband and wife will continue; 

the new system will mean that a number of provisions, including 
the wife's earnings election and separate assessment, can be 
abolished. 

0029 
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Table 4.1 Direct effects of changes in taxation 
4 million 
Estimated effect on receipts in: 

See Annex 4 	 1988-89 	 1989-90 
paragraph numbers 	 Changes from a 	Changes from 	Changes from 

non-indexed 	an indexed 	an indexed 
base 	 base 	 base  

INLAND REVENUE 
Income tax 
1 Increase in single allowance of £180 and married allowance of £300 	 - 1 245 	 -620 	 -810 
2 Increase in additional personal allowance and widow's bereavement 

allowance of £120 	 -15 	 -5 	 -10 

titiLIAL  aged 65 to 79 	 -90 	 -45 	 -55 

0`-- 	those aged 80 and over 	 - 15 	 - 10 

5 	%  Reduction of 2p in basic rate 	 -2-060 --i 7° 	-2-060- -21 70  

I 0 	Abolition of higher rates of income tax above 40p 	 -4-04,S. - /65S 	460- - 94s 

41 	5 Increase in income limit for age allowance of k800 	 -10 	 -5  

6 	Increase in basic rate limit of £2100 to k20-000- I IY, ;0o 	 --29-s_ -110  

tw• 4 Increase in age allowance of £240 (single) and £360 (married) for 

3 Increase in age allowance of £220 (single) and £360 (married) for those 

,---2-860 2-170 

-24 -84  2150 

-10 
-10 

-15.0 

7 	Abolition of minor personal allowances 	 +10 	 +10 
	

+10  

t Restriction on additional personal allowance for unmarried couples 	 — 	 +5 
11 Reduction in relief on life assurance premiums 	 — 	 + 70 
12 Fringe benefits—car benefit scales 	 I- 230  -1290 	+-230- + 29 0 	+-280- t 36o 
13 Psiskge-besiefiss easoisigs-shfesheld (4)1-l-P tins* 	 50 	 ' 	 -50 

divorced and separated spouses 

	

+45 	 +45 	 + 105 
Is  14 Payroll giving to charities—increase in donation limit to £240 a year 	 * 	 * 	 * 
i  i  .20 Change in rules for maintenance payments 	 - 10 	 - 10 	 5 
/a  p,  Change in additional rate on discretionary trusts 	 -5 	 -5 	 -10 
21.2ff  Lloyds: reform of administrative arrangements 	 — 	 — 	 * 
2233' Lloyd's reinsurance to close—relief for leaven 	 * 	 * 	 * 
7.4,24'  Unapproved employee share schemes: relaxation of charge 	 * 	 * 	 * 
2,4•Ff Employee priority in public offer of shares 	 * 	 * 	 * 
25,2(  Approved FA 1984 employee share option schemes—restricted shares 	 * 	 * 	 * 
2621/ Assessing procedure for Schedule D 	 -- 
27  21 Redundancy payments: change to scale of charge 	 * 	 * 	 *  
2l2rWithdrawal of" top-slicing" relief for tax charged on premiums 

for leases etc 	 * 	 * 	 * 
Income tax and capital gains tax 

2.4  Yr Independent taxation of income and chargeable capital gains of 
husband and wife from 1990-91 	 -30t 

if Business Expansion Scheme—limit on relief 	
+25 

lI  32"  Business Expansion Scheme—private rented housing 	 —ao 
3/.31  Personal Equity Plans—increase in limit 	 -5 

Income tax and corporation tax  
3 3  )4' Forestry—removal of commercial woodlands from scope of tax 	 — 	 *  

i35-Perserra1-petisieits—miner-thartges 	 10 	  10 ----51-- 
lii  36.  Refunds of employee pension contributions 	 + 15 	 +15 	 +15  
35  37 Occupational pensions—minor amendments  
34,  )-1( End of year interest on PAYE and subcontractors deductions 
31  Yr Capital allowances—exempt persons 	 — 	 — 	 — 
IA  46 Capital allowances—safety at sports grounds 	 * 	 * 	 * 
34  .4.1 Capital allowances—abolition of quarantine premises relief 	 * 	 * 	 * 
i.0  -4i Withdrawal of relief for business entertainment of overseas isinr.m 	 * 	 * 	 +5  
/A  t4f Rebasing capital gains of companies to March 1982 	 -25 	-25 	 - 235 

* = Negligible 	— = Nil 	t Allows for some postponement of reali don of gains by married couples (see annex note 
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i 3  4.r• Fringe benefits—car parking space 
itf  yr Mortgage interest relief ceiling applied to residence 

,t6 Abolition of tax relief on new home improvement loans  
6 ,k7' Abolition of tax relief on new loans for o - • - • - • elativest  0,,ya 
ii  %Abolition of tax relief on new ovenants 	

- CAAriteittt 

-5 	 -5 	 -5 
+5 	 +5 	 +20 

*80 4-10 	 f 	-1-280ee tilO  
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(ag p& 4& I ‘,„,,,fre (.1-4 
tf,v0 	 kyvY 

Capital gains tax 

(-41-4(  Rebasing capital gains of individuals and trusts to March 1982 
01, .44 Charging gains of individuals and trusts at income tax rates 
(A k 4‘  Annual exempt amount reettuelti ti"` # SUDO 
t, C Ai  Retirement relief 
Ow Building and Co-operative society shares 

4f Homes provided for dependent relatives 
9rporation tax 

Reduction in rate of ACT to 1/3rd of the amount of the distribution 
Reduction in small companies' rate to 25 per cent 

fose-  Company residence and migration—new rules 
sl  ST  Definition of an investment trust 
cz.   4  Indexation allowance—intra-group transactions 

WIntra-group share exchanges 
So 3e Capital allowances—assured tenancies relief 

Corporation tax and capital gains tax 
	

blv) 
55,87.  Rollover relief for satellites, spacecraft, milk and potato quotas 

Income tax, corporation tax and capital gains tax 

56 %Keith Committee administrative changes 
Income tax, corporation tax, capital gains tax and stamp duties 

57,51(Convcrsion of building societies into public limited companies 
—changes in tax rules 

Oil taxation 
,60-  Reduction  in PRT oil allowances for certain fields 

0,81 New capital gains relief for certain oil licence disposals 
6().-62 Petroleum revenue tax relief for certain tariff related costs 

Inhe n e tax 	 0 	CP*.V 
6(  d ltkschi Cflfhold and change to flat rate 
61- .64' Abolition of limit on gifts to political parties 

WOIRP(Stitio7  roriPJ 	; 	S rrarkwt_ 
64.6S Stamp duty and reserve tax on paired shares 

  

  

  

  

clA  

 

 

TOTAL INLAND REVENUE 

CUSTOMS AND EXCISE 
Value added tax 

6 	.6eChange in liability of certain confectionery 
6(3  for Keith Committee—review of civil penalties 
(1 1  ,65  Increase in tegisitation limits 
6t 645 Revised registration requirements 

7(1 Revision of approved self-billing arrangements 
71 Revised treatment of business entertainment for overseas customers 
Excise duties 

71  72 No change in rate of spirits duty 
7/.  73*.  Increase in rate of beer duty 
Ty  74-  Abolition of minimum duty charge for beer 

Increase in rate of duty on cider and perry 
1 VAS  Increase in rate of duty on light wine and made-wine duties 

aUDGET SECRET—BUDGET LIST ONLY 
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• 
Table 4.1 Direct effects of changes in taxation—continued 

4  million 
Estimated effect on receipts in: 
1988-89 1989-90 
Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

"le> 
+ 70 + 70 4150 

+-Ill t-i5 
-10 

- 380 - 380 -200 

- 50 ) 

-5 

+ 10 +10 +20 

+ 30 + 30 + 30 
-5 -5 

- 120 -1(X) -200 

- I 0 0 - -, 2s 

-4860 -4015 -6280 

+5 +5 +10 

+5 +5 +5 

-25 -25 
+ 80 +20 + 15 

* * * 

+5 + 5 * 

+ 20 +5 + 5 

* = Negligible 	— = Nil 
11(1C1(414 eilthen 

   0031  4, 
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• 
Table 4.1 Direct effects of changes in taxation—continued 

k million 
Estimated effect on receipts in: 
1988-89 1989-90 
Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

Excise duties—continued 
-)140 Increase in rate of duty on leaded petrol etc +275 +80 +50 
79  -80 Increase in rate of duty on dery +75 +25 +30 

81 No change in rates of minor oil duties -5 -10 
0  8/ Increase in rates of duties on cigarettes, hand-rolling tobacco and cigars + 100 

ti-J33 No change in rate of duty on pipe tobacco -5 
TOTAL CUSTOMS AND EXCISE 4-565 +110 +75 
Vehicle excise duty 

i8( No change in VED on car, light van and main lorry rates — -100 -110 
,16 Increase in certain other VED rates +20 +20 +20 

C486 New VED class for exceptional loads * * * 
TOTAL VED +20 -80 -90 
Other 

c4.5 87.  Bus fuel grants -5 -5 

TOTAL CHANGES IN TAXATION 73280 -_5-3430" 
* = Negligible 	— = Nil 

--4:3;04'• --011111tr 

0032 
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2 rite Medium Term Financial 
\‘1., 

Strategy 	,,\\ 
\\ 

2.01 The Medium Term Financial Strategy (MTFS) continues to provide 
the framework for the Government's economic policy, as it has done 

since 1980. 

2.02 It is intended to bring inflation down further over a period of years, 

and ultimately to achieve price stability. Accordingly, economic policy is set 

in a nominal framework. Monetary and fiscal policies are designed to keep 
the growth of money GDP on a downward trend over the medium terni. 
The MTI-'S is complemented by policies to improve the working of markets 
and the supply side of the economy. By encouraging enterprise, efficiency 
and flexibility, these policies improve the division of money GDP growth 
between output growth and inflation, thus assisting the creation of jobs. 

2.03 Money GDP growth has come down from over 20 per cent at the start 
of 1980 to under 10 per cent last year. At the same time retail price inflation 
has fallen from over 20 per cent at its peak in 1980 to 4 per cent last year. In 
real terms the economy has grown steadily at 31 per cent a year on average 
since 1983, and is set for a further year of growth at around 3 per cent, with 
inflation approaching 4 per cent. 

Chart 2.1 Money GDP, output and inflation 

BUDGET SECRET-BUDGET LIST ONLY 	 7 
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• 
Objectives and the framework of policy 
2.04 Monetary and fiscal policy is directed at maintaining conditions that 
will bring about a gradual reduction in the growth of money GDP over the 
medium term. Table 2.1 shows the intended medium term path for money 
GDP, although there will inevitably be fluctuations around it in the short 
term. 

Table 2.1 Money GDP growth' 
1987-88 	1988-89 	1989-90 	1990-91 	1991-92 

91 	 71 	 64 	 6 	 54 

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

2.05 Money GDP growth is expected to be around 91 per cent in 1987-88, 
higher than forecast in last year's FSBR. The division of money GDP 
growth between output growth and inflation was better than forecast, a 
further sign of improvement in the supply performance of the economy. 
Output growth is currently estimated at 14 percentage points above last 
year's forecast; inflation (as measured by the GDP deflator) is estimated to 
have been about 4  percentage point higher than forecast. 

2.06 For 1988-89, money GDP growth is forecast to be 74 per cent. Real 
growth is forecast to slow down from its 1987-88 level. The current forecast 
for the increase in the GDP deflator in 1988-89 is a little above the 
projection in last year's MTFS. 

2.07 For the later years, the growth of money GDP is projected to decline 
at much the same rate as envisaged last year. The medium term growth 
projection for the economy as a whole is unchanged from last year's MTFS, 
as is the medium term decline in inflation. 

Monetary policy 

2.08 	 requires a reduction in monetary growth over 
the medium term. l-'or MO, which has continued to be a reliable indicator ot 
monetary conditions, the Government is setting a target range for 1988-89 of 
1-5 per cent. This is the same as indicated in last year's MTFS. The ranges 
given in Table 2.2 for later years are illustrative, but show a steady fall 
consistent with the declining path for money GDP growth. 

Table 2.2 Growth of MO' 
1987-88 1988-89 1989-90 1990-91 1991-92 

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

1  Per cent changes on previous financial year. 

1987-88:forecast. 1988-89: target range. 1989-90 onwards: illustrative ranges. 
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2.09 While, as last year, there is no explicit target range for broad money, 
the assessment of monetary conditions continues to take broad money, or 
liquidity, into account. 

Chart 2.2 Velocity of monetary aggregates 

2.10 With the increasing overlap between activities of banks and building 
societies, it is sensible to concentrate on measures of broad money that 
include deposits held with both. The authorities will seek to fund the net 
total of maturing debt, the PSBR, and any underlying change in foreign 
exchange reserves, by sales of debt outside the banking and building society 
sectors. 

Chart 2.3 Private and public sector borrowing 
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12— 	 12 

	

10 — 	 Private 	 —10 
------- • • 

—8 • • • 
S. 

	

6— 	 • —6 • 
--. ...----- -............— 	• ..*** 	 • .. 	 • 

	

4— 	 • .. 	 • —4 Public %,, 	 • 

2—
S.  

0 	 0 
S. 

1 I I I I I I I I I I I I I 
1974-75 75-76 76-77 77-78 78-79 79-80 80-81 81-82 82-83 83-84 84-85 85-86 86-87 87-88 

estimate 

BUDGET SECRET—BUDGET LIST ONLY 	 9 



BUDGET SECRET-BUDGET LIST ONLY 

BUDGET SECRET-BUDGET LIST ONLY 



95 - 

85 - 	 ERI (1975=100) 

75- 

BUDGET SECRET—BUDGET LIST ONLY 
2 The Medium Term Financial Strategy 

• 
2.11 Interest rate decisions are based on a comprehensive assessment of 
monetary conditions so as to maintain downward pressure on inflation. 
Increases in domestic costs will not be accommodated either by monetary 
expansion or by exchange rate depreciation. Exchange rates play a central 
role in both domestic monetary decisions and international policy co-
operation. In their communique of 23 December the Finance Ministers and 
Central Bank Governors of the seven major industrialised countries re-
emphasised their common interest in more stable exchange rates. 

Chart 2.4 Sterling exchange rates 
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Fiscal policy 
2.12 It is now expected that there will be a net repayment of public sector 
debt in 1987-88, compared with a borrowing requirement of around 1 per 
cent of GDP forecast a year ago. This is only the second time since the early 
1950s that there has been a budget surplus. Even if there had been no 
privatisation proceeds at all, the PSBR would have been under per cent of 
GDP, smaller than in any year since 1969-70. 

The PSBR path 2.13 The PSBR is now assumed to be zero over the medium term: a 
balanced budget. This is a prudent and cautious level and can be maintained 
over the medium term. It also provides a clear and simple rule, with a good 
historical pedigree. In practice, there are likely to be fluctuations around this 
level from year to year. A PSBR of zero on the basis of current privatisation 
plans implies a PSBR of only 1 per cent of GDP in the absence of 
privatisation proceeds. 

2.14 The recent strength of the economy and the buoyancy of government 
revenue have led to a budget surplus over the last year; and without the tax 
reductions announced in the Budget there would have been, on current 
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! 
forecasts, a surplus of some £7  billion in 1988-89. Continuing the gradualist 
approach which has always been a characteristic of the MTFS, only part of 
this room for tax reductions has been used. The PSBR for 1988-89 has been - 	- 

) set at c- 3 illion, the same as the expected outturn in 1987-88. The PSBR 
to be s •4 uture Budgets will as usual be reviewed in the light of 
circumstances at the time. 

Chart 2.5 Public sector borrowing requirement 

Assumptions 2.15 For the period to 1990-91, the public expenditure projections in 
Table 2.4 incorporate the public expenditure plans shown in the public 
expenditure White Paper (Cm 288); gross debt interest payments are lower 
than projected in the White Paper, reflecting lower government borrowing, 
while other adjustments are a little higher. It is provisionally assumed that 
general government expenditure will grow by 1 per cent in real terms in 
1991-92. Decisions on expenditure in 1991-92 will be taken in the 1988 
Survey. 

2.16 The assumptions about output growth and inflation that underlie the 
revenue projections are shown in Table 2.3. They are consistent with the 
figures for money GDP growth in Table 2.1. Oil prices are assumed to 
remain close to recent levels in 1988-89 and thereafter to remain broadly 
unchanged in real terms. 

Table 2.3 Output and inflation assumptions 
Per cent changes on previous financial year 

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

Real GDP 
Non-North Sea 5 31 3 3 3 

Total 41 3 21 2/ 21 

Inflation 
GDP deflator 5 44 4 31 3 
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Public expenditure 
2.17 Continued restraint in total public spending is a vital element of the 
Government's economic strategy. Reductions in borrowing and hence in the 
burden of debt interest, coupled with strong economic growth, are helping 
the Government to increase spending on priority programmes while at the 
same time achieving its objective of reducing public expenditure as a 
proportion of national income. This in turn is creating room for reductions 
in taxation, helping to improve further the performance of the supply side of 
the economy. Public expenditure is considered more fully in Chapter 5. 

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

Public expenditure planning totall 139.2 146 157 167 176 184 

Gross debt interest 17.6 17 17 17 17 16 

Other adjustments 8.2 8 9 9 9 9 

General government expenditure2  165-0 172 183 193 202 210 

Privatisation proceeds 4.4 5 5 5 5 5 

General government expenditure 
excluding privatisation proceeds 169.4 177 188 198 207 215 

For 1986-87w 1990-91, the figures are taken from Table 5.1. 2  General government expenditure, and its components, are rounded to 
the nearest L1 billion from 1987-88 onwards. General government 
expenditure is assumed to grow by 1% in real terms in 1991-92. 

Revenue 
2.18 Thc growth in government revenues in cash terms over the medium 
term will depend on the growth of incomes, spending and prices, as well as 
on policy decisions. On the unchanged policy assumptions set out above, 
general government receipts are expected to increase somewhat less than 
money GDP. Government revenues from the North Sea are projected to 

- decline* oil output falls. After taking account of the tax reductions 
announced in the Budget, non-North Sea revenues are projected to grow at 
a little under the rate of growth of non-oil money GDP. 

Table 2.5 	General government receipts 

4 billion, cash 

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

Taxes on incomes, expenditure and capital 120-1 132 141 150 158 165 

National insurance and other contributions 26.6 29 32 34 36 38 

Interest and dividends 6.0 6 6 5 5 4 

Other receipts 7-5 6 6 7 7 7 

General government receipts I 1601 174 185 195 205 214 

of which 
North Sea tax2  4-8 5 3 3 3 3 

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

2  Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea oil and gas production (before advance 
corporation tax set oft). This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. See 
footnote 3 to Table 66.3. 
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Public sector borrowing 
2.19 The projections of government expenditure and receipts are brought 
together in Table 2.6 to provide projections of the general government 
borrowing requirement (GGBR), the PSBR and the fiscal adjustment. 

2.20 Changes since the 1987 MTFS are discussed in the Annex to this 
chapter. 

Table 2.6 Public sector borrowing' 

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

General government expenditure 165.0 172 183 193 202 210 
General government receipts 160.1 174 185 195 205 214 
Fiscal adjustment from previous years2  3 4 
Annual fiscal adjustment2  3 1 1 

GGBR 4-9 —2 —2 1 1 1 

Public corporations' market and 
overseas borrowing —1.5 —1 —1 —1 —1 —1 

PSBR 3-4 —3 —3 0 0 0 
Money GDP at market prices 386 424 456 486 516 545 

PSBR as per cent of GDP 0-9 1 1 0 

1  Net borrowing: positive; net debt repayment: negative. Rounded to the 
	

2  Means lower taxes or higher expenditure than assumed in 
nearest 1 billion from 1987-88 onwards. Further details for 1987-88 and 

	
lines 1 and 2. 

1988-89 are provided in Tables 1.2 and 6.7. 

Conclusion 
2.21 The strength of the economy coupled with fiscal prudence has enabled 
the Government to achieve a balanced budget on a sustainable basis. The 
Government remains committed to continuing with the policies which have 
helped to bring this about, and to maintaining the progress in the medium 
term towards lower inflation, coupled with lower taxes and public spending 
as a share of GDP. The MTFS provides the financial framework within 
which the policies to achieve these objectives are set. 

BUDGET SECRET—BUDGET LIST ONLY 	 13 
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Annex to Chapter 4 

How the figures in Table 4.1 have been calculated 
Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 
the nearest L5 million. "Negligible" means less than £3 million. 

The direct effect of a tax change is the difference between the yield of the tax which 
would arise on the basis of the rate of tax, allowances, etc prevailing before the 
Budget (the pre-Budget regime) and the yield after the changes proposed in the 
Budget (the post-Budget regime). 

For Inland Revenue taxes (and VED) the difference in yield for each tax is generally 
calculated by applying the pre- and post-Budget tax regimes to the same tax base. 
This base is the post-Budget base—that is the levels of income, profits etc forecast 
for future years on the assumption that all the measures proposed in the Budget 
take effect. In certain cases, however, the difference in yield also takes account of 
changes in taxpayers' behaviour arising from the tax change where these 

hanges can be directly attributed to the change in tax. Viv €11 

For Customs and Excise taxes and duties, the calculation takes into account, where 
possible, the effect of the tax change on the pattern of consumers' expenditure and 
the resulting impact on other expenditure taxes but makes no allowance for 
secondary effects: in particular, it is assumed that total consumers' expenditure does 
not change. A fuller description of the methodology is in Economic Trends, 
March 1980. 

Table 4.1 shows the expected change in receipts of tax resulting from the Budget 
proposals. Additional information is provided in the commentary below for those 
proposals where the effect on tax liabilities in the first complete year to which the 
change applies (full year effect) is substantially different from the effect on receipts 
in either 1988-89 or 1989-90; or where the impact of the proposal is expected to 
build up over a period of years. 

The figures in the first column of Table 4.1 show the direct effect of the Budget 
proposals on receipts in 1988-89. Budget proposals are compared with a non-
indexed base—that is, with the pre-Budget regime of allowances, thresholds and 
rates of duty at 1987-88 levels. 

The figures in the second column show the direct effect of the Budget proposals on 
receipts in 1988-89, measured against an indexed base. The indexed base for 1988--
89 is obtained by increasing 1987-88 allowances, thresholds and rates of duty by 
3.7 per cent, the increase in the R.PI over the year to December 1987. 

The figures in the third column show the direct effect on receipts in 1989-90, also 
measured against an indexed base. For this comparison, both the Budget proposals 
and the indexed base for 1988-89 have been further indexed by the forecast 
movement in the R.PI between the fourth quarters of 1987 and 1988 (shown in 
Table 3.13). 

The estimates shown in Table 4.1 do not reflect changes in the tax base arising from 
changes in money incomes and in the general level of prices and other economic 
variables which may result from the proposed tax change. These secondary effects 
are, of course, taken into account in estimating the impact of the tax change on 

2-C 
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• 
the PSBR. The base for the post-Budget forecast of each tax (given in Table 6B.3) 
takes account of the effects, direct and secondary, of all the measures announced in 
the Budget. 

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

tv 
Income tax 1 wig' See paragraph *:04  T1  t) 

fr See paragraph 4.02-. This item includes the saving in public expenditure on 
mortgage interest relief to those below the tax threshold. The effect of the 
consequential change in the rate of advance corporation tax (ACT) is shown in line 
[50] of Table 4.1 

Th 

 

rom -L17,900 to £19,300. 

 

'Lir See paragraph 4.03. 

o,9' Ser-paragicR5*4544 
 

54A- r"-"liarL 	° 

H4elifigMMOrranI6 4  

11 Following the reductions in the basic rate of income tax in successive Budgets, 
the rate of relief for life assurance premiums on policies taken out before 
14 March 1984 will be reduced to from 15 per cent to 12.5 per cent from 
6 April 1989. The starting date is to allow life offices time to make the necessary 
preparations. 

12 For 1988-89 the scale for taxing car benefits for directors and for "higher aid" 
employees will be double the 1987-88 levels. The(previously2nnouncecljCale for 
1988-89 will not apply3Y 
SC-a- 

fuetbene- 	 7 LA  ejf 
Ctill? ""- 6,144.41,- 	t14- ),1443(4,41-A. 0 	 se 
l'

3 
..6:41.1-tee_paragia

la44 
04.11441  

or tat 

icIA  rt 	eh_ ft.,, 

Pito( 17414 	tt /qv- 
• 

.1.1 The provision of a car parking space for the use of directors or higher-paid 
employees will be exempt from tax from 6 April 1988. 

(L( 	t 3  i (5 	 C `i 
,13 t o II See paragraph 4.1-0: Relief for loans for the purchase on improvement of 
et...propf-r-tirs,'s nr lffected. 73.. e-j i-n-  ...t...)r & 1;.4A,  i.ta, il`cgr", 5 )  /mite) 1.7 tfoci.,/ ,- 1 

V _ 	0 
7 .1.8-  Scc paidgi4ph4.1.11 The change is estimated to yield £160 million in 1990-91, 

£175 million in 1991-92, and £12101  million eventually. 	 s-do-not 
include-the_etka_on_public-ex-pendirwe of the .parallel- c ange-in-the-student grant 
sy

.,Y1 See paragraph 4.12/ 	
CiPlili-Sai .C.LA-A--ar-,  IN- ke S Irt4144t- 
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t10".. 	 cse-f- p"..-A se, 	s • 01-) 
2. 

20 The new tax regime for maintenance payments in paragraph 4.13(will mean 
that: 

for payments under new maintenance arrangements, relief will be restricted to 
payments to a divorced or separated spouse, up to a limit eq 
Recipients will not be liable to tax on maintenance payments; 

BU 	ET S EC R ET—BU D 



BUDGET SECRET-BUDGET LIST ONLY 

BUDGET SECRET-BUDGET LIST ONLY 	5695 



BUDGET SECRET-BUDGET LIST ONLY 
Annex to Chapter 4 

• 

d 

tkli(IP> 	

ta"  ziej million in i94f-94 and tt; 	 
[t " 0 	

[yicli)Otrmillroni eventually. 
g ;5) 

See paragraph 4.10.1 
IC 2/ See paragraph 4.28fthe legislation will first take effect for the Lloyd's 1986 

Account, which closes at the end of 1988A 

4 The legislation on Lloyd's reinsurance to close (RIG) will be modified so that it 
will not apply to Lloyd's members who ceased membership of a syndicate at the 
end of the underwtiting year, and are therefore not members of the syndicate to 
which the relevant RIG premium is paid. [The legislation will first take effect for 
the Lloyd's 1985 Account, which closed at the end of 1987. This is the first year to 
which the 1987 legislation on Lloyd's RIG will apply.] 

24 Changes will be made to the rules (Section 79 Finance Act 1972) governing 
unapproved employee share schemes. The present charge (to income tax) on the 
whole of any growth in value of certain employee-acquired shares is to be replaced 
in most cases with a new, more narrowly, targeted charge that will arise only ifi and 
to the extent thatrvalue is shifted preferentially into the employee shares. This 
relaxation will also apply to shares in "qualifying" subsidiaries. These changes will 
take effect from 26 October 1987 when draft clauses incorporating the proposed 
changes were published for consultation. 

From 23 September 1987, any benefit resulting from priority in applying for a 
public offer of shares given to employees by virture of their employment will be 
exempt from income tax. 

26 Changes will be made to approved discretionary share option legislation to 
enable employees to borrow to purchase their option shares without losing tax 
relief. 

Z7 Legislationwill be introduced to ensure that the Inland Revenue continue to 
have power to make an income tax assessment, on certain types of income assessable 
on the "current year" basis, in the course of the year in which the income is 
received. 

-7 
2f( The limit below which redundancy and certain other lump sum payments are 
exempt from income tax will be increased from £25,000 to £30,000. The reduced 
rates of tax which apply to the next £50,000 of such payment will be abolished. 

20 The "top-slicing" relief which applies to the tax charged on premiums for leases 
and certain other payments will be withdrawn. 
2 gi 

The new system of independent taxation for husbands and wives will apply 
from 1990-91. The revenue costs in 1990-91 and 1991-92 (based on the existing 
distribution of income between husbands and wives) are estimated at L[6301 and 
k[970] million respectively for income tax. For capital gains tax, the prospect of 
independent taxation may lead some couples to defer disposals until the new 

0098 
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for existing maintenance arrangements, in 1988-89 the present rules will 
continue to applyTexcept that a divorced or separated spouse will be exempt 
from tax on the first,gC1,49017of maintenance received (after grossing up at the 
basic rate where tax has been deducted by the payer),41From 1989-90, all 
payments will be made gross; relief for the payer will be limited to the amount 
which qualified for relief in l988-8d khe tax liability on the recipient will be 
limited to the amount taxable in 19g8-89;  60-4 A a (.04 	or STAY-0,44A Scovi.4 if 
b.t 	(-),110- f 	 a4.- 	 its?, 	 a-4 P-cf rricds'  
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_.berh4.U e figure for 1989-90 in Table 4.1 reflectse-dcfcrral of 	for 
capita gains tax in 1990-91 and 1991-92 are each estimated at £60 million;thd,se 
estimates 	 are subject to a high 
degree oHincertainty. 

31 and 32 See paragraphs 4.26' and 4.27. The estimated revenue effects depend on 
take up and are highly uncertain. 

33 The annual limit on investment in a PEP will be raised from £2,400 to £3,000. 
At the same time the amount which may be held in cash will be increased from 
£240 and £300 (or, in each case, 10 per cent of total market value of a plan). [And 
the amount which may be invested in a unit trust or investment trust will rise from 
£420 to kxxx (or, if greater, 25 per cent of total investment).] The changes will 
apply from calendar year 1988. 

It Schedule B will be abolished with effect from 1988-89. With effect from 
15 March 1988 (subject to transitional provisions extending to 5 April 1992) the 
right of occupiers of commercial woodlands to elect to be assessed to tax on their 

L..... 1Aolet I jaiV 	profits or losses under Schedule D will be abolished. The eventual net annual saving 
is estimated at k[10] million. 	 . - 

(7,76---, 

kr)') 

A)  

S.0 	CS*  rre 
35 
	

nges willbe m 	o the tax rules for 	onal pensions relatin 
p ment by DHS 	contracting-out re es. 

316 The rate of tax on refunds of employee pension contributions will be increased 
from 10 per cent to 20 per cent. 

31 Minor amendments are to be made to the 1987 legislation twhich dealt with 
exploitation of pensions tax reliefs) 

38` Interest will be charged where an employer or contractor delays payment to the 
Inland Revenue of amounts deducted under the PAYE or subcontractor deduction 
schemes beyond 19 April immediatel following the deduction year. This interest 
charge will not be introduced befo 	

1 	(tieCe 1 

39 The rules for calculating industrial buildings allowance following a sale and 
those for transfers of machinery or plant between connected persons will be 
amended to prevent excessive relief where one person is not chargeable to tax in the 
United Kingdom. These changes will prevent a potential Exchequer loss of up to 
£150 million in 1991-92 with a diminishing effect in later years/ 

i' 
40'  The legislation relating to capital allowances for safety expenditure at sports 
grounds will be amended from 1 January 1988 to take account of changes to the 
Safety at Sports Grounds Act 1975. 
l`k 
4'f Capital allowances on expenditure at certain quarantine premises will be 
abolished from 16 March 1988. 

6 
+2 See paragraph 4.24 The yield from the VAT change is shown separately at 
item 71. 
t(t 	2-- 

43-and 44 See paragraph 4.171 The total cost of rebasing will build up to a peak of 
some £850 million in 1991-92, of which the amount attributable to companies' 
gains is about three-quarters. The figures take account of the likelj,  effect of this 
measure on the volume and timing of disposals; and, .t6 individuals and trusts, are 
additional to the effect on item 4/5. 
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45" See paragraph 4.18. Until the introduction of independent taxation in 1990-91, 
the gains of married couples will be taxed as the marginal slice of the husband's 
income. The revenue yield in 1990-91 is estimated at 40 million and in 1991-92 at 
Z85 million. The figures take account of the likely effect of taxing gains at income 
tax rates on the volume and timing of disposals. 

U. 
46i See paragraph 4.W.  7 C' 

See paragraph 4.2g. Retirement relief currently exempts business gains up to 
Z125,000, subject to certain qualifying conditions. 

48/  From 4 July 1987, disposals of shares in Building and Co-operative Societies will 
not qualify for indcxation relief. 

6A;44•9  
49' From 6 April 1988, the capital gains tax exemption for homes provided for 
dependent relatives wil1EeergucJa4494447 There will be special provisions to 
ensure that exemption continues where a dwelling would have qualified for this 
exemption on a disposal before 1988-89. 

2 z, a-  LI • 

50'and Si See paragraph4-.224,The reduction in ACT will be balanced by an 
increase in the subsequent liability to mainstream corporation tax. 

Su: 
Ed See paragraph 4.33. 

51 The Finance (No 2) Act 1987 repealed part of the definition of an investment 
trust. The full definition will be reinstated, and the legislation will include provision 
to ensure that the repeal was never effective. 

54 The indexation allowance will be denied or restricted on disposal of certain 
intra-group debts and shareholdings. This provision counters use of the indexation 
allowance to create large artificial capital losses which could cause a significant loss 
of tax. 

As a result of a recent court ruling, share exchanges by companies in the same 
group can now give rise to capital gains or losses being taxed or allowed more than 
once. The legislation will be amended so as to remove that anomaly. 

Capital allowances in respect of properties let on assured tenancy terms by 
"approved bodies" will come to an end when the Housing Bill takes effect. 
Changes will be made to the capital allowances legislation to ensure that relief for 
past years is not withdrawn and to provide trAnsitional arrangements in respect of 
expendituie Alieady incurred. 

57 Rollov 	chief will be extended to satellities and spacecraft from 28 July 1987 
and to m and potato quotas from 30 October 1987. 

51e (a) The present flat rate penalty for failure to notify liability to tax will be 
replaced by a fully mitigable penalty up to the amount of tax unpaid. 

(b) The Revenue's power to call for returns of information will be extended to 
details (where relevant for tax) of payments for services by Government 
Departments, grants or subsidies paid out of public funds and the names of licence 
holders. 
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The Revenue's power to call for documents relating to taxpayers suspected of 
avoidance or evasion will be extended to include the Department of National 
Savings, and, in order to identify taxpayers suspected of serious default, to 
documents relating to taxpayers whose identity is not known to the Revenue. 

The Revenue will be allowed the same access to records held on computer as it 
is allowed to records held on paper. 

tAkkci-1") 

The estimated yield of these measures is based on the unreported tax 
liabilities which will be uncovered. 

-7 
59' Changes in the tax rules concerning the conversion of building societies into 
public limited companies are necessary in order to prevent unintended tax charges 
arising. 

64 See paragraph 4.31. The PRT oil allowance for Southern Basin and onshore 
fields given development consent on or after I April 1982 is to be reduced to 
100,000 tonnes per chargeable period, with a cumulative total of 2 million tonnes. 
The yield figures in Table 4.1 relate to this proposal only. At the same time, it is 
proposed to abolish royalty on these fields. These two measures have cumulative 
cost of around a4cii million in the first five years en part because it is estimated 
that they will accelerate certain developments,r, but in the long run they are 
expected to be broadly revenue neutral. 

frt See paragraph 4.32. For disposals of oil licences in undeveloped areas where the 
consideration includes a work programme or another licence interest, that work 
programme or other licence interest will be deemed to have a nil value. 

All tariff-related expenditure incurred by an asset owner will be allowed against 
his PRT liability on tariff income arising from third party use of those assets, even 
though his principal field has ceased production. No cost will arise until after fields 
owning assets used by others cease production. 

63 and 64 The estimated cost foi 1990-91 of the proposed rate structure for 
inheritance tax in paragraph 4.24' is £244) million, measured against 	indexed 
base. For 1991-92 it is £270 million. The estimated full year cost attributable to 
transfers in 1988-89 is £220 million. To qualify for exemption, transfers to political 
parties must be made on or within one year of death. 

0: Changes are proposed to stamp duties and the reserve tax on shares in a UK and 
a non-UK company where the shares are paired and can only be transferred as a 
unit. 

f4 Seeparagraph 4.44: 

6/ Amendments will be made to the civil penalty system including the 
introduction of a time-related penalty for late registration; the halving of daily 
penalties; changes to the rules about eligibility to repayment supplement; and 
changes to the rules for persons who persistently misdeclare their liability. 

at, , 
68 See paragraph 4.38. 

69 The rules for registration of voluntary and intending traders will be simplifed 
land restrictions and conditions removed. 

Ro pt.1 Alf64.   
70 From,14. where a taxable person issues himself with an invoice under the terms 
of an approved self-billing arrangement, he will be responsible for determining the 
correct VAT liability. 
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71 See paragraph 4.26. The change will britis,  the treatment of VAT incurred by 
businesses on entertaining foreign 	 into line with the treatment of other 
business entertainment. 

Oyu 6.27 
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Excise duties 

75 The duty on typica seer will be increased by,f4-7 per cent,}; equivalent to tipl/a 
pint (inclusive of VAT). 

Lt  October 1988, beer duty will be charged on the basis of 	.90ra hectolitre 
for every degree by which the original gravity of the beer exceeds 10000 . 

75' The duty on cider and perry will be increased by,r9.7Wer cent or Tipra pint 
(inclusive ofiusguen 	VAT). 

74 The duties on wine and made-wine will be increased by 4.5 per cent, equivalent 
to 3.8p on a 75cl bottle of still wine, 5-9p on a 70c1 bottle of sparkling wine and 
6.1p on a bottle of sherry (all inclusive of VAT). 

77,7-Sigeir47447. 
(.) 

72' Lower strength mixed drinks, not exceeding 5-5 per cent alcohol, will be dutied 
accord #1g to their alcoholic strength on a scale proportionate to table wine duty. 
This will bring duties on wine-based and similar mixed drinks into line. 

79' The duty on leaded petrol will be increased by (5.54 per cent or r5.6pla gallon 
(inclusive of consequential VAT). The duty on unleaded petrol will remain 
unchanged,so that the tax differential in favour of unleaded petrol will rise to 
1/10-6p,t a gallon. 

86 The duty on dery will be increased byt5.7jper cent, equivalent to t4/3pA a 
gallon (inclusive of eameetuential VAT). 
it 

Or•tfif—T-here-will be no change in the rates of duty on gas oil and fuel oil. 
— 

.82-  The specific duties on cigarettes, hand-rolling tobacco and cigars will be 
increased by Pill per cent orJ(3-4pra packet of 20 cigaretteland11.9pla package of 
5 small cigars (both inclusive of ciattsequet+tial VAT). (5 .3( 	c- 2.5 cya4,- 

ka+4 v-0 111-3  -tok.tr o 

Vehicle excise duties 8 There will be no change in the duties on cars, light vans, motor cycles, buses, 
coaches and most lorries. 

8$ From 16 March 1988 the rates of duty for the heaviest rigid lorries will rise by 
about 10 per cent bringing them more into line with rates for articulated vehicles of 
similar gross weight. 

86 From 1 June 1988 a new tax class will be introduced for heavy goods vehicles 
(special types) capable of carrying very long, wide or heavy loads. The rate of VED 
for these special types will be raised to £1,600. These vehicles cause as much wear 
and tear as the heaviest HGVs but currently pay a restricted HGV rate (Z130). 

There will be"no change in bus fuel grant. 

?c) 

0102 
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FSBR CHAPTER 6 

I attach a first proof of FSBR chapter 6 

2. It incorporates all your comments on the draft submitted 

on 24 February with two exceptions: 

5. 

CC 

Mr 
Mr 
Mr 
Mr 
Mr 
Mr 
Mr 
Ms 
Ms 
Mr 
Mr 

.Mr 
Mr 

t sentence 

88 being 

Your 

CT 

ever 

paragraph  6.05  - we have not included in t 

the reference to corporation tax (CT) in 

£k billion higher than forecast in the 1987 

suggestion was based on table 6B.3 which 

£800 million higher than forecast. Paragraph 6.05 

a commentary on table 1.2 (not available to you 

time). This shows non-North Sea CT only £500 million 

than forecast and we had advance warning from Inland R 

that this overshoot was likely to be revised down 

ue 

to 
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definition excludes North Sea  Li  and  Li 

in capital taxes in table 1.2). 

NOT TO BE COPIED 
.3, the table 1.2 

on gains (included 

h 6.14 - central government own account borrowing 

t hyphenated in other official publications. 

# • 
	tion we have made two alterations, to paragraphs 

6.11, suggested by Sir Peter Middleton. In paragraph 

idea of debt repayment is introduced without giving 

it a formal title such as the PSDR. The final sentence of 

paragraph 6.11 

and not essenti 
dA\ 

deleted because it is not very interesting 

4. We have al'. ght the description of the oil price 0 

assumption in parag 	6.08 into line with that agreed for 

chapter 3. There ar 	some small changes to the oil ready 

reckoners. 

Finally we have made 'a minor change to table 6.7 in light 

of your comment that we need to clarify the convention of showing 

6LI 	€4,11,) ,44-,44 
LoTi  

All the forecast numbers f..'3_7-88 and 1988-89 are the 

same as in the previous draft. 	revenue departments are 

still working on the post-Budget recasts of tax receipts, 

taking on board revised costings ofo 	Budget measures and 

changes to the economic assumptions. 	over we shall want 

to look again at all the figures when we have the provisional 

outturn for the PSBR in February next Wednesday. At that point 

we shall be giving you a final assessment of the PSBR in 1987-88 

and 1988-89. In the meantime we feel that it is not worth 

changing the numbers piecemeal. We note your wi9 o show no 

A 
increase in the non-oil tax burden in 1988-89, 	than the 

0.1 point increase in the proofs, and shall do 	est to 

accommodate this. 

You were quite right in saying that there 

inconsistency in my covering minute of 24 February. On 

currently proposed for publication, which may change, non 

3. 

6.02 and 

6.02 the 

the PSFD as negative. 
	

( 
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are forecast to 

rease before Budget changes by 2.9 percentage points more 

non-oil money GDP, as implied by the table in the minute 

by 21/2  points more as in my paragraph 6. 

not yet have the professionally produced charts, 

f employs our lower quality in-house efforts. You 

had two\vpoints on chart 6.2 showing the structure of receipts 

and expenditure. First you asked why the proportion of 

expenditure on debt interest does not come down between 1978-79 

a percentage of GDP general government gross 

ts rose from 41/4  per cent in 1978-79 to 51/4  

Although they have since fallen back, 

88-89 to be 4 per cent, only 1/4  per cent 

By contrast, GGE, the denominator 

from 431/4  per cent of GDP in 1978-79 

to a forecast 401/4  per 

9. 	Secondly you wondere 	h ther the figures for health may 

not cause confusion since we have used figures on a different 

basis (ie. as proportions of departmental spending) quite widely 

in other contexts. GEP's view is that the risk of confusion 

is small and that people wanting 	onduct a serious analysis 

of the composition of expenditure 	look in the PEWP rather 

than the FSBR. The limited obje 	of chart 6.2 is to 

illustrate trends in the compositi of general government 

and 1988-89. As 

debt interest 

per cent in 1 

they are forecast 

below the 1978-79 

for chart 6.2, has f 

receipts and expenditure 

table 1.2 for example. 

of departmental spending 

the risk of confusion by 

heading for the chart. 

departmental spending. 

as shown els 	e in the FSBR, in 

inserting "general government" in the 

This should distinguish it from 

(The FSBR does 	include a breakdown 

by function.) °But we can minimise 

Conclusion 

10. The proof of chapter 6 is due to be returned t 

on Friday 4 March. We should be grateful for furthe 

therefore by lunch-time on that day. 

COLIN MOWL 

inter 

ents 
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he public sector's finances 
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/Receipts 
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The scope of this chapter 

Table 6. 

6.01 This chapter brings together revenue (discussed in Chapter 4) and 
spending (in Chapter 5), and provides an analysis and forecast of the public 
sector's finances in 1988-89 together with estimates of outturn in 1987-88. It 
also comments on the main features of the public sector's finances in those 
wo years, including the most important changes that hay 	e since 

t year's projections. Table 6.1 is a summary. 

c expenditure, receipts and borrowin 
k billion 

Ndc 

General gove 	ent ex 	re 
General government  receipts 

General government borrowing requi 
Public corporations' market and overseas 
borrowing 

Public sector borrowing requirement 

1987-88 1988-89 

Forecast 1987 
Bud et 

Latest 
estimate 

173-5 
168.8 

171-6 
173.5 

182-8 
184-7 

4-7 

- 0.8 

-2O 

-09 

-19 

- 1.2 

3-9 -2-9 -3-1 

1986-87 • 

Outturn 

164.8 
160.0 

ent 4.9 

- 1.5 

PV-IY\  

ta 14t S 
Public s 	r's finances: 

three-fold analysis 

X. or 

6.02 There e a negative public sector borrowing 
of about £3 billion in 1987-88.comparefirs 
4 billion made a year ago. This would be 

nd only the second since 1952, the c o- 
available. A budget surplus of 

requiremen e. a b 
with the forecast of a 
the first budget surplus since 
earliest year for which PSBR 
about £3  billion is klie forecast 

6.03 The public sector's finances car?be analysed in a number of different 
ways: by type or activity, by sector and by economic category. The rest of 
this chapter sets out these three analyses in detail. 

r activity 
e or activity. The 

overnment) are 
them, while 
u blic 

from those 

Public sector's finances: analysis by 
6.04 Table 1.2 analyses the public sector's finan 
main receipts of general government (ie central p 
grouped according to the kind of activity which gi 
spending is shown by department, as in Chapter 5 an 
expenditure White Paper. Its bottom line, the PSBR, 
two totals. This derivation is repeated in Table 6.1. 

6.05 General government receipts in 1987-88 are now proj 
the 1987 Budget forecast by about £41 billion. As Table 1.2 s 
components of general government receipts are likely to be highrhañ 
originally forecast. The main contributors to the extra receipts are income 
tax (k1 billion), VAT (k1 billion), and North Sea Revenues (ki billion). 

tt &tC,  R ET
-CONL

y 

ceed 
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6.06 Additional income tax receipts are mainly the result of the stronger 
growth of the economy and higher incomes. VAT receipts have increased 
by more in 1987-88 than would have been expected from the recorded 
increase in total consumer spending: this implies either that the proportion of 
total spending which goes on goods and services subject to VAT has 
increased, or that estimates of consumer spending in 1987 may be revised up 
later. The higher than expected oil revenues in 1987-88 are largely the result 
of a higher dollar oil price than assumed last year. 

6.07 General government receipts are forecast to rise by 61 per cent in 1988-
following an estimated 8f per cent increase in 1987-88. This is a little less 

n the rate of growth forecast for money GDP. Without the Budget 
res however forecast growth in receipts would be about 11 percentage 
above that of money GDP, 

s-A•V\ 	 Az>kr c.. ‘30,c 4-41. \ 0.4  es. ws...a_ 0.44- ONNOA • 

6. 	venues, which in the event in 1987-88 were only slightly below 
the I 	evel, are forecast to fall 	by about 1 	billion in 1988-89 as a 

„A result o4t14"lower average oil price an ower production. A hke forecast  
assumesfc71,  ‘'  c.es 	 Oil pro suction is 

Energy's r 	A a barrel difference in the oil price in 1988 would change 
assumed t all a 	•  414,88 to a level close to the centre of the Department of 

an  
revenues by about Z2/07nillion in 1988-89 and Z3emillion in a full year. 
A change of 1 million tonnes in oil production in 1988, spread evenly across 
fields, would alter revenues by about Zsleinillion in 1988-89 and 
Z45 million in a full year. 

6.09 Non-oil receipts ar 	st to rise by 7 per cent in 1988-89. As can be 
seen from Table 1.2 there i 	ithiir'this overall increase: 

a If per cent increase in in 	e tax receipts. Without the Budget 
measures the forecast increas 	o • 'ave been 10 per cent; 

a further rise of 24 per cent in re 	f corporation tax (including ACT 
but excluding North Sea mainstre 	corporation tax). This reflects 
continued growth in company pros in 1987. 

a 16 per cent rise in capital taxes, mainly reflecting rising asset prices in 
earlier years; 

ay per cent increase in VAT, in line with the fore 	increase in 
consumers' expenditure; 

a 51 per cent increase in the excise duties on petr 	o and alcohol, a 
little below the increase in consumers' expcnditur 	the trend 
decline in the share of these items in the total; 

a small fall in stamp duty following the fall in stock ma 
turnover. 

6.10 Table 6.2 shows taxes (including rates) and national insuran 
contributions as a percentage of GDP. Non-oil taxes have risen sligtty a a 
percentage of non-oil GDP in each of the last two years, and [a further 
marginal increase] is forecast for 1988-89. Without the Budget measures the 

ea"  0  1988-89  figure  would have been 	percentage point high 
OT 	TO BE 	PD VaCoRNE  y  
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Table 6.2 Taxes and national insurance contributions (NICs) as a percentage of 
GDP 

1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 
Latest 
estimate 

Forecast 

38-9 38-5 391 38-5 37-8 37-7 37-8 

38-2 37-8 37-8 37-0 37-3 37-5 37-6 

Total taxes and,t4ICs a share 
of total money DP 
Non-oil taxes and NICs as a 
share of non-oil money GDP 

BUDGET SECRET-BU 

<(\ ' 4"okri II iNk 

a 	
f, INF 	f  i 

"41111.4146 
v.  

d 	
w, 

s *I 

	

Trends in receipts and 6.16 Chart 6.1 shows trends in taxes a expenditure as per 
 411 	

of GDP. 

	

expenditure Revenues from non-oil taxes and na onal insurance contrib i 	as a 

	

percentage of non-oil GDP betwee 1981-82 and 1985-86, bu 	cellik it 
has been rising. [It is forecast to risemarginally in 1988-89.] The rip o* 

/ general government expenditure (excluding privatisation proceeds to GDP 
has fallen every year since 1982-83 except for a small rise in 1984-85 as a 
result of the miners' strike; it is forecast to fall again in 1988-89. 

NOT TO Bi2Gla PI E5I? 

6.15 A further budget surplus of £3 billion, or 
forecast for 1988-89. 

r), 6.14 There was a substantial bud:,  s  ,lus in the firstEcim nths of 1987- 
88. Excluding privatisation procees  Lids  PSBR was some 4, billion lower 
than in the same period of 1986-87. This reduction in borrowthg was almost 
entirely due to lower central government own account borrowing. Local 
authority borrowing has been higher than in 1986-87 and public 
corporations' borrowing little changed. Taking into account the well 
established pattern of relatively high borrowing in the final two months of 
the year, the forecast for 1987-88 as a whole is a 	surplus of about 
k3 billion, or i per cent of GDP. 

Ega OCRNETLY 

DP, is 

DR,GET SECRU-BUDGET LIST ONLY 
e public sector s finances 

Expendit 	11 General government expenditure is now forecast to be about 
If billion in 1987-88, ,C2 billion lower than in the 1987 Budget forecast. 

utturn for the planning total is expected to be £21 billion lower than 
riginal plans, and gross debt interest payments nearly ki billion 
an forecast. 

X- 

6.12 	vernment expenditure is expected to rise by 6i- per cent in 
c.,N)04.0c- 	1988-8, 	1 billion. The planning total, at £156-8 billion, is as 

published in 	i  slic expenditure White Paper (Cm 288). General 
governmen gross debt interest payments in 1988-89 are now forecast to be 
lower than projected in the White Paper as a result of the marked reduction 
in the PSBR. 

Borrowing 6.13 The difference betwe 	eneral government receipts and expenditure is 
the general governmen 	ing requirement (GGBR), as shown in 
Table 6.1. As general go 	ent lending to public corporations is included 
in general government ex* u?e, the GGBR together with public 
corporations' market and ovras borrowingkgives the PSBR. 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COP* 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



D.L.Cavataa. 

0145.1 Visas Wu 

31,CA.C.4 

S4CNO, Nto  
Wt. 

11- 
101 

302 

12—

IT% 

3.7. 

Pcr cent of GDP 
o 

BUDGET SECRET-BUDGET LIST ONLY 
6 The public sector's finances 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

Chart 6.1 0  

0nTave and  o 

Taxes and expenditure as a percentage of GDP 

nsurance contributions 

Per cent of GDP 

aa 

Excluding privatisation 
proceeds 

General government expenditure 

. 	, ............ 

............. 
4. aa 

as 
laa 
-71 

19a 	1.43 
-al 	.14 

1914 	11t6 
-SI 

Ha. 	1967 
- es 

laa 	leo 
-80 

leo 	IM.13 

3.3 

so 

as 

rut' Oast kalAcc 

6.17 Chart 6.2 shows th 	nific nt changes in the structure of general 
ure which have taken place since 1978-79. government receipts and e 

Chart 6.2 The structure of receipts ande ature 
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4 Total local authority bo 
5 	Public corporations' borro 
6 	Public corporations' borrow 
7 Total public corporations' bo 

central government 
arket and overseas 

8 Public sector borrowing require 
Memorandum item:— 

Central government borrowing requires 	 
(lines 1+2+5) 

Central government 6.20 Central government 
authorities and public corpo 
are included in the receipts of 

includes grants and subsidies to local 
s including nationalised industries), which 

Sc sectors, shown in Table 6.5 and 6.6. 

Table 6.4 Central government transaction 
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Public sector's finances: analysis by sector 
6.18 Table 6.3 shows net borrowing in 1986-87 and 1987-88 by central 
government, local authorities and public corporations. 

c hle 6.3 Public sector borrowing requirement 

1 Central government borrowing on own account 
2 	Local authority borrowing 	central government 
3 	Local authority borrow 	market and overseas 

k billion 
1986-87 
Outtum 

1987-88 
Latest estimate 

4.5 

02 

—H 

5.9 
— 5.6 

0-1 
—1.5 

— 2-8 

1'1 

— 1-2 

5-2 
— 4-0 

—0.3 
—0-9 

3.4 —2•9 

10.5 2-1 

6.19 Tables 6.4 to 6.6 show estimated outturns and forecasts of receipts and 
expenditure in 1987-88 and 1988-89 for each of the three sectors. These 
tables include some of the analysis by economic category in Table 6.7. 
Expenditure in 1988-89 does not include an allocation of the Reserve, 
although the forecast of the 	R assumes that the Reserve is fully spent. 

billion 
1986-87 	1987-88 	1988-89 
Outtum 	Latest 	Forecast 

estimate 
Receipts 
Taxes and royalties 	 104- 
National insurance and other contributions 	26. 
Other 	 10-4 

Total receipts 	 141.4 
Expenditure 
Current expenditure on goods and services 
Current grants and subsidies 
Interest 
Net lending";  capital expenditure, and cash 
expenditure on company securities 
Total expenditure 

121-7 
31-6 
11-3 

164-5 

1. XExcluding lending to local authorities and public corporations 
XExcludinc any allocation from the Reserve 

BUDGET SECRET—BU 
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Public corporations 6.23 Table 6.6 shows public corporations' transactions. fe p lic 
corporations' receipts include subsidies and capital grants .s . 	tral and 
local government. For the nationalised industries (and the 	f other 
public corporations) their net external finance, ie their borro 
subsidies and grants, is included in the public expenditure plan 
Public corporations' net external financing requirement, and not's eir 
borrowing requirement (PCBR), is the best measure of the public 
corporations' total contribution to the PSBR, because it includes, in addition 
to borrowing, subsidies and grants provided by the central government 
which have to be financed from taxation or central  govenuoarkrowing. Gam  ky T 

ONLY 
R NL.E T y  NOT TO 	OPIED 
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0ocal authorities 6.21 Local authority receipts consist primarily of rate income plus grants 
from central government. The forecast increase in rate income (net of rate 
rebates) between 1987-88 and 1988-89 takes account of available 
information about rate decisions by local authorities, additions to rateable 
value, and changes to the system of rate rebates introduced by the Social 
Security Act 1986. 

6.22 The local authority borrowing requirement (LABR) fell sharply in 
1986-87 to Zi billion, from £11 billion in 1985-86. The LABR in the first 
ten months of 1987-88 was higher than in the same period of 1986-87 and it 

(ms likely that borrowing in the year as a whole will be above that in 
7, although still well below the levels of earlier years. The estimates 
authority receipts and expenditure do not fully explain the LABR in 
and 1987-88 (other receipts in Table 6.5 and miscellaneous financial 

t 	"sact ns in Table 6.7 include a balancing item). 

Table 6.5 Local a 	transactions 
,C billion 

1986-87 	1987-88 	1988-89 
Outtum 	Latest 	Forecast 

estimate 
Receipts 
Rates (net of rate rebates)' 

Rate support grant  "K) 
Other grants from central g 	me 
Other 

Total receipts 
Expenditure 
Current expenditure on goods and ser 

Current grants and subsidies 

Interest 

Net lending and capital expenditure 

Total expenditure 

Menus: Rate rebates 

2  Excluding any allocation from the Reserve 

15.6 17-0 19-2 
11.8 12.6 13-3 
11-0 12.1 12.2 

6.3 5.2 5.6 

44.7 46-9 50-4 

31-1 34.1 35-2 

5.4 5.8 6.0 

4.1 4.4 4-5 
4-/ 3.8 4.4 

44.8 48.1 50-12  
1•7 	 18 	 1.4 
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Total receipts 
Expenditure at i  

terest, dividends and taxes on income 

lending and capital expenditure 

expenditure 

emo: 	'onalised industries' external finance 
t 	public corporations' rontribution to the 

(\r/ 	i total 

Exc 	 °cation from the Reserve 

ding on 
fall above 

serve can 
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Receipts 

Gross trading surplus (including subsidies) 

Other 

NOT TO BE COPIED 

k billion 
1986-87 
Outtum 

1987-88 
Latest 
estimate 

1988-89 
Forecast 

7-4 

2.9 

7.0 

2.1 

7.4 

2.2 

10.3 94 9-6 

3.3 

5.5 

3.1 

4.7 

3.8 

5-7 
1 

88 7.9 
9.5  * 

0-4 

0-8 

0-4 

0-6 

0-7 

0-8 

Table 6.6 Public corporations' transactions 

6.24 Cha 	public corporations' income and expenditure from one 
year to another are affected by privatisation which involve re-classifying 
privatised industries from the public corporation to the private sector in the 
national accounts. For example, although Table 6.6 shows a fall in gross 
trading surplus in 1987-88, the gross trading surplus of those industries 
remaining in the public se tor rose strongly in 1987-88. The underlying 
buoyancy of the gross 	surplus is a major reason why the PCBR is 
estimated to have rise Ji lightly between 1986-87 and 1987-88, despite 
the inclusion in the 198 	f res of negative net borrowing by 
corporations now in the piite sector. 

Public sector's finances: sis by economic category 
6.25 The full analysis of receipts mid expenditure by economic category is 
shown in Table 6.7, with a breakdown between central government, local 
authorities and public corporations. This analysis, which distinguishes 
between current and capital transactions (and within the latter between 
physical and financial investment) shows the derivation of the public sector 
financial deficit. The financial deficit, unlike t 
measure of cash transactions because certain iiSe 	

R. is not wholly a 
11, e line 24 in Table 6.7, 

for example some taxes included in lines 1 and 	sured on an accruals 

- basis. An accruals adjustment is accordinglymad 

6.26 The unallocated Reserve is assumed to be used 
current items or physical capital formation ie. in transa 
the financial surplus/deficit line. In practice allocations fr 
affect financial transactions (lines 25 to 29). 

NVNIVE.CORNETLY  NOT TO *201)PIED61 
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Current and capital receipts 
Taxes on income,  and oil royalties 

Taxes on expenditure  

Taxes on capital 

National insurance and other con 

Gross trading surplus 

Rent and miscellaneous current trans 

Interest and dividends from private secto 

Interest and dividoids within public sector 

Imputed charge for non-trading ca  •  ital consu 
Capital transfers from private sector 

Total receipts 

10 

1 
2 
3 
4 
5 
6 
7 
8 
9 

	

59.2 
	

59-2 	-0•1 	59-1  

	

52-4 
	

17-0 
	

69-4 	- 	69-4 

	

3.6 
	

3.6 	- 	3.6 

	

28-8 
	

28-8 	- 	28-8 

	

- 0-6 
	

0.5 
	

-0-1 	7.0 	6-9 

	

0.3 
	

3-0 
	

3-4 	0-5 	3-9 

	

3.2 
	

0-9 
	

4-1 	0-7 	4-8 

	

5.8 
	

- 3-7 
	

2.1 	-2-1  

	

1.2 
	

1.6 
	

2-7 	- 	2.7 

	

- 	0-1 	0-1 

	

154-0 	19-3 	173-2 	6-1 	179-4 
Current and capital expenditure 
Current expenditure on goods and services 

Subsidies 

Current grants to personal sector 

Current grants paid abroad  

Current  grants within public sector 	 16 
Debt interest 	 17 
Gross domestic fixed capital formation 	 18 
Increase in stocks 	 19 

	

-23-7 	- 	- 	- 

	

0-6 	17-5 	0-6 	18-1  

	

3-8 	7-4 	4.5 	11-9 
-01 	0-1 

 

12 
13 
14 
15 

 

53.0 

5-2 

48.2 

3-6 

 

34-1 

1•0 

4-7 

 

87-1 

6-2 

53-0 

3-6 

 

- 87.1 

6.2 

53-0 

3-6 
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Table 6.7 Public sector transactions by sub-sector and economic category 
L billion' 

06, 
1987-88 Latest estimates 

General government  

Central 	Local 

  

 

Public 	Public 
corpora- 	sector 
tions 

Total 
govern- 	authori- 

Line' 	ment 	ties 

Capital grants to private sector 	 20 
Capital grants within public sector 	 21 

Total expenditure 	 22 	157.7 

Unallocated Reserve 	 23 

X> 
Financial transactions 
Net  lending to private sector and abroad 	 25 	-0-I 	0.6 

Cash expenditure on company securities (net) 
(including privatisation proceeds) 	 26 	5.4 	- 
Transactions concerning certain public sector 
pension schemes 	 27 	0-6 	- 
Accruals adjustments 	 28 	0-1 

	
0-1 i! 

Miscellaneous financial transactions 	 29 
	

0-6 	- 0.9 

Borrowing requirement 	 30 	- 243 	11 .- 

1.5 	0- I 	1.6 

1771 4-6 182.4 

- 4-6 1.6 - 3-0 

0-5 - 0-1 0-4 

- 5.4 

0-6 

S0.1 

- 0.3 - 

c  _2- 
- 0-6  

- 16 - 29 

Financial surpla/deficit (7) 24 	-3-7 	- 0-9 

0-6 
1.7 

O 

0 	0-7  

' Relationship between lines: ( 24) •= (11) - (221+ 
(30) •• -(24 to 29) 

fliUDGET SECRET-BU 
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. 

; 	orecasts 
• ernment 

Current and capital receipts 

	

- 0-7 	61.3 	Taxes on income, and oil royalties 

74-8 	Taxes on expenditure  

4.2 	Taxes on capital  

31.6 

	

7.4 	7.9 

	

0-6 	3.9 

	

0.7 	4.5 

2.0 Interest and dividends within public sector 

2-8 	Imputed charge for non-trading capital consumption 

0-2 	Capital transfers from private sector 

National insurance and other contributions 

Gross trading surplus 

Rent and miscellaneous current transfers 

Interest and dividends from Erivate sector and abroad 

90-7 

5.6 

55.5 

2.9 

1911 	Total receipts 

Current and capital expenditure 
Current expenditure on goods and services 

Subsidies 

Current grants to personal sector  

Current grants paid abroad 

I 	OCRNETLY  
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Line' 

Central(,-' 
govern- 
ment 

Local 
authori-
ties 

Total 

1 62.0 62-0 
2 55-6 19-2 4-8 
3 4.2 .2 

4 31-6 

5 -0•1 0-5 

6 0.4 3.0 

7 3.0 0.9 

8 6.1 -4.1 20 

9 1.2 1-6 2.8 

10 

11 1631 214 184.9 

12 55.5 35-2 90.7 

13 4.6 0.9 5-6 

14 50-5 5.0 55.5 

15 2.9 2-9 

16 24.7 -24.7 

17 17.4 0-9  17,6 

18 3.9 4.0 8-0 

19 
20 1-9 0.7 2-6 

21 1-5 -0.8 0-7 

22 1631 20-6 183-6 

23 

24 

25 -0.5 0-3 -0-2 

26 5.0 5-0 

27 0-6 0-6 

28 -0-1 -0-1 

29 0.3 -0-5 -02 

30 

Public 	Public 
corpora- 	sector 
tions 

NOT TO 131124APIW 

Current grants within public sector 

ebt interest 

13  <  9lss domestic fixed capital formation 

0-1 	ncrcase in stocks 

0-9 

5.4 

0-1 

-0-7 

5-3 189-4 To 

2.6 apitalv-ants to pnvate sector 

a 

nditure 

ts within public sector 

3.5 	Unalloted Reserve 

0-1 

1-9 	Financial surpli4deficit (-) 

Financial transactions 
-0-1 	-0•3 	Net lending to private sector and abroad 

Cash expenditure on corn any securities (net) 
5-0 	(including pnvatisati 	cis)  

Transactions conce 	2 	public sector 
0.6 	pension schemes 

Accruals adjustments 

-0-2 	-0-3 	Miscellaneous financial tran 

31 	Borrowing requirement 
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nex to Chapter 6 

 

k 

kes the receipts shown in 
earranges them 

r example, oil 
venue tax (included 

I "total taxes and 

INVAV ORNETLY  NOT TO BIPAPIED 64 
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Part A: relationship between tables in Chapter 6, and with 
Table1.2; and outturn data 

Relationship between 6A.1 Table 6.7 is based on the definitions used to compile the national accounts. In 
tables order to show the financial deficit for each sector, lending and other financial 

ransactions are separated from the analysis of receipts and expenditure in lines 1-23 
d shown in lines 25-29. These lines show the relationship between the financial 

Fit (line 24) and the borrowing requirement for each sector (line 30). 

ables 6.4-6.6 are summary versions of the sectoral columns of Table 6.7. 
ation in Table 6.7 is rearranged so that, for example, central 
t grants to local authoritic5 (which appear as negative expenditure in the 

es column of Table 6.7, lines 16 and 21) appear as receipts in Table 6.5. 
local authorities to central government (which appears as negative 

1 authorities column of Table 6.7, line 8) appears as expenditure in 
nding and other financial transactions (lines 25-29 of Table 6.7) 

the receipts and expenditure of Tables 6.4-6.6. 

6A.3 Table 1.2 in Chapter 1 uses the same information as Table 6.7, but again 
rearranges it. To derive general government expenditure, it starts by giving a 
departmental breakdown of the public expenditure planning total: that includes not 

tditure items in the third column of Table 6.7 
ions" in lines 25-26), but also borrowing or capital 

tion in the fourth column. General government 
s then obtained by adding general government 

mn of Table 6.7 and the national accounts 
bl 	and deducting public corporations' 

eas. 

6A.4 Alternatively, general government expenditure in Table 1.2 (and Table 2.4) 
can be obtained as the sum of lines 22, 23, 25 and 26 (third column) in Table 6.7 and 
on-lending to public corporations in Table 6.3. 

go 
10Ca a 
Inter 
receipts 
Table 6.5. 
are include 

only general government 
(including the "financia 
expenditure by public co 
expenditure as shown in Taae 
debt interest from the third c 
adjustments already included in 
borrowing from the market and 

6A.5 To derive general government receipts, Table 1. 
the third column of Table 6.7 (lines 11, 27, 28 and 
according to the type of activity which gives rise t 
revenues comprise North Sea corporation tax and pe 
in "taxes on income" in Table 6.7) plus oil royalties. 
royalties" is the same as the first line of Table 2.5 in Cha 

Outturn data 6A.6 Outturns for the PSBR and the statutory central gove 	ounts (as in 
Tables 6B.1-4 in Part B of the Annex) are compiled monthly an 	d by 
press notice 12 working days after the end of the month and then 	• 	etail in 
Tables 2.5 and 3.12 and 3.16 of the following issue of Financial Sta sties.  0  .•ils of 
the PSBR on national accounts definitions, as in Table 6.7, are compile ua erly 
and published in sections 2 to 5 of Financial Statistics three months after the end of 
the quarter. 
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Consolidated nd 

Revenue (Tabl(-4.3) 

Expenditure (Table 6B.2) 

National Loans Fund (Table 6B.4) 

Receipts 

Payments 

Surplus transferred from Co 

Total net borrowing by the 

Fund 

Loans Fund 

Surplus on other funds and accou 

Central government borrowing 

A Including borrowing for on-lending to local authors; '  

Table 6B.2 Consolidated Fund expenditure 

uiremene0 (Table 6.3) 

rporations. 

INIINVE  
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CRET 
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6A.7 The first outtum for the PSBR in 1987-88 will accordingly be published on 
April 20. The first national accounts outtums for 1987-88 will appear in the June 
issue of Financial Statistics.. i 	 • . • • 

Ta454c 	6.7. 

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

transactions, and are based on the statutory funds and accounts. Their relationship 
to the accounts of central government on a national accounts basis (as in Table 6.4) 
is described in the Financial Statistics Explanatory Handbook (1987 edition, p38). 
The receipts and payments in the Part B tables are all shown on a cash basis, not 

rued. Table 1.2, however, shows the main categories of taxes on an accrued basis 
the national accounts: for instance the item "income tax" in Table 1.2 differs 

from "income tax" in Table 6B.3. 

f central government transactions 

A: billion 
1987-88 
latest 
estimate 

123-0 

121-2 

16-7 

21-6 

1-8 

31 

1-0 

2.1 

million 
1987-88 
latest 
estimate 

Supply issues' 

Standing services 

Payment to the National Loans Fund in respect of service oft 

Northern Ireland—share of taxes etc. 

Payments to the European Communities 

Other services 

Total standing services 

Total Consolidated Fund expenditure 

debt 

105 190 

9 800 

2 220 

3890 

100 

16 010 

200 

'Supply Issues are monies paidfrone the Consolidated Fund to departments rash accounts with the Paymcuter 	 trig 

on Supply. Supply Expenditure ( see Table 5.4) equates closely w total Supply Issues in most years, although 	y sometimes 

be slight timing differences between the two. 

NOT  TeBee  comq,p 
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Table 6B.3 Consolidated Fund revenue 
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d Revenue 	 61 100 

Cu 	"Sc 

Value 

Cigarettes  "I  N  
" 

obacco 

Spirits, beer, inc 	and perry 

Betting and garg 

Car tax 

Other excise duties 

EC own resources6  

Customs duties, etc. 

Agricultural levies 

Total Customs and Excise 
Vehicle excise duties' 

Gas levy 

Broadcasting receiving licences 

Interest and dividends 

Others 

Total Consolidated Fund revenue 

23 300 

7 800 

4 800 
4 300 

800 

1 100 

20 

1 350 

230 

43 800 

117 500 

Petrol, d 

-3- 
49(8) 4590 
/360 1 500 

630 780 
off ACT arising on dividends 

ciated with North Sea 

IMTNViCRET 
ONLY BUDGET SECRET—BU 

NOT TO BEMISIED 

BUDGET SECRET—BUDGET LIST ONLY 
% Annex to Chapter 6 

k million 

Inland Revenue 

Income tax' 

Corporation tax2  3  
Petroleum revenue tax4  

Capital gains tax 

elopment land tax 

tance tars 

uties 

1987-88 

39 900 

15 000 

1 680 

1 300 
20 

1 100 

2 100 

1988-89 

Forecast Latest 
estimate 

41 250 41 730 

15 800 19 420 
2 210 1 340 

1 350 1 790 

25 10 

1 070 970 

2 450 2200 

64 150 67 460 

24 300 26 220 

7 700 8 370 

4 800 4 930 

4 300 4 400 

780 860 

1 100 1 210 

20 20 

1 440 1 480 

190 200 

44 630 47 670 

2 720 2 770 

520 500 

1030 1 140 

1 080 680 

8 930 7 050 

123 040 127 270 

1987 
Budget 

I See paragraph 68.1. 
1  Includes advance corporation tax 

(net of repayments, 	 4 700 

3  North Seel corporation 14X 	 1 400 

of which satisfied by sethng off ACT 	 800 

Liability to corporation tOX arising In respect of North Sea production may be so 

paid in previous periods in respect of both onshore ,vici offshore activities. Diem 
activities alone cannot be identified. 

Includes advance payments of petroleum revenue tax. 
5  Includes estate duty and capital transfer tax. 
'Customs duties and agricultural levies are accountable to the European Communities is' 
the Communities are recorded its Table 68.2. 

Includes driving licence receipts. 
* Includes the 10 per cent of 'own resources refunded by the European Communities to me 

proceeds and oil royalties (see Table 1.2). 

actual payments to 

it the c 	o 	privatisation 
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Table 6B.4 National Loans Fund receipts and payments 

J million 
1987-88 
Latest 
estimate 

Receipts 

Interest on loans, profits of the Issue Department of the 
Bank of England, etc. 	 6 920 

Total receipts 
	

16 720 

Payments 

ice of the National Debt: 

rest 
	

16 550 

ement and expenses 	 170 

e of the National Debt 	 16 720 

Lo 

Service of the National Debt—balance met from the Consolidated Fund 	 9 800 

na 	dustries —320 

other/pu  .10  ...orations —160 

local aud-1 - 5 190 

private se 	.r and 	'thin central government 180 

Total National I, an(tthd lendingX 4 890 

Consolidated Fund surplus 1 840 

Total payments 20 610 

)e, 
	

1- '4On-tending to local authorities and public corporations in Table 6.3 includes, in addition to National Loaru Fund lending, net 

lending from other funds and accounts (mainly Supply Issues in Table 68.2). 
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cf,ctr) cc Mr Sparkes 

I attach • • 

5- 1,r1) 

tre_ NOT TO BE COPIED 

bi4Mid 

1)5k 

— 

Or)  6Atv\s-i  
‘versions: 

ts)t cs  

as proposed by Chancellor updated to include cgt 
annual exemption and delete PhD threshold 

Cs:41 ore component 	_,- 	uty) than Version 1, 
mary explan on of compo nts, except excise 
s 

Version 

Version 2 

Version 3 	 n 2 but fuller expla ations 

Version 4 	As 	.  .ith explanation o duties 

Version 5 sly submit 
try) and 
ainten ce 

d, ie more components 
more explanation of car 
and covenants 

Versions 1-3 have In 

and 5 it comes after - 

includes both IT and cgt measures. 0 

ation before cgt; in Versions 4 

fact that Independent Taxation 

The notes are the same for all veP 
!r" 

paX F:e 
MISS C EVANS 

L/1 

r• 

COPY NO ( OF 1-COPIES 

2 

TABLE 1.1 

A 

•• I 

(4/ 
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home improvement loan 

covenants and maintenanc 

Independent taxation4  

Capital gains tax 

annual exemption 

rates 

rebasing 

+100 +70 

-95 

-5 

-5 

+350 

+15 

+100 

+105 

FPLUk 
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Table 1.1 The Budget measures' 

 

Income tax 

personal allowances 

basic rate
2 

basic rate limit 

higher rates 

car scales 

£ million 	 yield(+)/costH 
1988-89 	1989-90 
Changes from Changes from Changes from 
a non-indexed an indexed 	an indexed 
base 	 base 	 base 

-1375 -685 -895 

-2440 -2440 -3060 

+80 +80 +200 

+35 +35 +100 

-30 

Inheritance tax 

Corporation tax 

capital gains 

small companies' rate 

	

-100 	 -200 

	

-25 	 -235 

-50 

Excise duties 

oils 

VED 

tobacco 

alcohol 

Other tax changes 

Total 
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-100 	 -200 

_25  0.) 	-25 	 -235 

* 0 	 -50 

I7P20k1 
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1 Table 1.1 The Budget measures 

yield(+)/cost (-) 
1989-90 

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

£ million 
1988-89 

Income tax 

personal allowances up 71% 	 -1375 	 -685 	 -895 

Cip of basic rate2 	I 1A., 2 P 	 -2440 	 -2440 	 -3060 

basic rate limit up 7% 	 e 

higher rntes.xeducod 	 1- 40%  
car scales doubled 

home improvement 	 et ,4ilqa-4-..a  +80 	 +80 	 +200 

covenants and maintenan 	 +35 	 +35 	 +100 

Independent taxation4  

Capital gains tax 

annuj exemption reduced 

rates4  5% and 40% 

rebased to 1982 

-30 

Inherip. ce tax 

[ 
, A 

fla 40% rate ovq £110,000 	i- arreiA0 

Corporation tax 

capital gains rebased 

Cip ofSsmall companies' rate 

Capital duty abolished 

Excise duties 

oils 	 +350 	 1 

VED 	 +15 	 -80 

tobacco 	 +100 	 * 

alcohol 	 +105 	 * 

Other tax changes
3 

Total 
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1375 

2440 

	

-685 	 -895 

	

-2440 	 -3060 

nt loans abolished 	+80 	 +80 	 +200 

+35 	 +35 	 +100 

-100 	 -200 

-25 	 -235 

-50 

NOT TO BE COPIED BUDGET SECRET 
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able 1.1 The Budget measures" 

£ million 	 yield(+)/cost(-) 
1988-89 	1989-90 
Changes from Changes from Changes from 
a non-indexed an indexed 	an indexed 
base 	 base 	 base 

basic rate limit double index) 

hi her rates above 40p abolished 
CA" 

es doubled 

"---re.14411.xua-ilew home 

covenants and mainten 

Independent taxation -30 

Capital gains tax 

annual exemption reduced to £5,0 

gains Varged at income tax rates 

calak.e.1-4,1aas  rebased to 1982 

Inh ritance tax 

rate of 40% above threshold 	£110,000 

Corporation tax 

itt)( RA  capital gains rebased to 1982 

small companies' rate reduced to 25p 

Capital duty 	'-t   
7,41407<abolished 

Excise duties 40.7,:aliaaice41.44t-erfereril 
oevetti+e-term.$) 

oils 

VO4-"It 

tobacco 

alcohol 

tf  Other tax changes 

Total 

(.3(CA-Vr 

.••••• 

NOT TO B  E651±1  tD 

Income ta 

p rsonal owancesdouble indexed 

basic rate reduced to 25pZ 

+100 +70 

-95 

5 

5 

+350 

+15 

+100 

+105 
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-95 
-5 

-5 

+100 
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1989-90 
Changes from Changes from Changes from 
a non-indexed an indexed 	an indexed 
base 	 base 	 base 

£ million yield(+)/cost(-) 

 

1988-89 

personal 	saces double indexed 

basic rate reduced to 25p
2 

 

1375 

2440 

	

-685 	 -895 

	

-2440 	 -3060 

basic rate limit double indexed 

higher rates above 40p abolished 

car scales doubled 

relief on new home 	
v

ent loans abolished 	+80 	 +80 	 +200 

covenants and mainten 	 lified
3 

+35 	 +35 	 +100 

. 4 Independent taxation of husba 	 -30 

Capital gains tax 

annual exemption reduced to £5, 

gains charged at income tax rates 

capital gains rebased to 1982 

Inheritance tax 

single rate of 40% above threshold of £110,000 	-120 	 -100 	 -200 

Corporation tax 

capital gains rebased to 1982 

small companies' rate reduced to 25p 

Capital duty and unit trust investment 
duty abolished 

-25 	 -235 

-50 

Excise duties (illustrative price changes 
in brackets) 

oils (unleaded petrol unchanged; 	 +350 
leaded petrol up 5ip a gallon) 

VED (most rates unchanged) 	 +15 

tobacco (cigarettes up 31p for twenty; 	 +100 
pipe tobacco unchanged) 

alcohol (table wine up 4p a bottle; 	 +105 
beer and cider up lp a pint; 
spirits unchanged) 

Other tax changes3  

Total 
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LUIS. 

VERSION 5 — 

BUDGET LIST(-4 118Y 
Changes from 
a non-indexed 
base 

pe 	owances double indexed 	 -1375 	 -685 	 -895 

basic 	uced to 25p
2 

	

-2440 	 -2440 	 -3060 

basic ra 	ouble indexed 

higher rat s above 40p abolished 

life assurance premium relief reduced 	 +70 

valuation of company cars for tax 
purposes doubled 

£30,000 mortgage in 	elief ceiling 	 +5 	 +5 	 +20 
applied to residence 

relief on new home imp 	t loans abolished 	+80 	 +80 	 +200 

relief on new non-chrita• 	 +45 	 +45 	 +105 
covenants abolished 	

0  

changes in rules for maintenaiVe 	,ents 	 -10 	 -10 	 -5 

Capital gains tax 

annual exemption reduced to £5,00 

gains charged at income tax rates 

capital gains rebased to 1982 

Independent taxation of husband and wife4 	 -30 

Inheritance tax 

single rate of 40% above threshold of £110,000 	20 	 -100 	 -200 

Corporation tax 

capital gains rebased to 1982 	 -25 	 -235 

small companies' rate reduced to 25p 

Business expansion scheme 

investment ceiling of £1 million per company 

extension to private rented housing 

-50 

* +25 

-40 

Forestry removed from income/corporation tax3 

Capital duty and unit trust investment 
duty abolished 

Excise duties (illustrative price changes 
in brackets) 

oils (unleaded petrol unchanged; 	 +350 	 +100 
leaded petrol up 5ip a gallon) 

VED (most rates unchanged) 	 +15 

tobacco (cigarettes up 3ip for twenty; 	 +100 
pipe tobacco unchanged) 

alcohol (table wine up 4p a bottle; 	 +105 
beer and cider up lp a pint; 
spirits unchanged) 

Other tax changes 

Table 1.1 	Dtitggre_  
NOT TO RF COPIFD 

yield(+)/cost (-)  
1989-90 

Changes from Changes from 
an indexed 	an indexed 
base 	 base 

-80 

+TO 

Total BUDGET SECRET 
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These measures and the basis of the costings shown are described in detail in 
Chapter 4. 

Figures include the effect of the consequential c 	ge in the rate of advance 
rporation tax. 

_S 

of independent taxation, which is introduced in 1990-91, is shown in the 
Chapter 4. 

- = nil. * = negligible. 

4 
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BUDGET CONFIDENTIAL 

NOTE OF A MEETING IN THE CHANCELLOR'S ROOM HM TREASURY  

AT 11.30AM ON WEDNESDAY 2 MARCH 

Present Chancellor 
Financial Secretary 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr Anson 
Mr Scholar 
Mr Odling-Smee 
Mr Peretz 
Mr S J Davies 

Governor 
Deputy Governor 
Mr George 
Mr Fleming 
Mr Coleby 

The Governor said that his concerns about the draft had been 

alleviated by the amendments which had already been made to the 

second half of paragraph 2.09. But he was still concerned about 

the use of the words "the Government is committed to maintaining a 

stable exchange rate". He recognised that this was a quote from 

the Mansion House speech, but would much prefer something on the 

lines "the Government attaches particular importance to maintaining 

a stable exchange rate". He felt that use of the word "committed" 

in the MTFS could constrain monetary policy in a way that might be 

counter-productive. The Chancellor thought that the differences 

between his position and the Governor's were very slight. He was 

concerned that a departure from the Mansion House text might be 

seen as a weakening of the Government's anti-inflationary policies. 

He was prepared to accept the amendment proposed by the Governor, 

providing it was agreed that if there were any questions about 

whether there had been a change of policy since the Mansion House 

speech, the answer would be "no"; the Governor agreed. 

• • 

	 2. 	After some further discussion, the attached redraft of 

paragraphs 2.09 to 2.13 was agreed, subject to final polishing. 

Distribution  

Those present 
PS/Chief Secretary 
Mr R I G Allen 

A C S ALLAN 

2 March 1988 
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REDRAFT OF PARAGRAPHS 2.09 TO 2.13 OF THE MTFS 

2.09 Interest rate decisions are based on a continous and 

comprehensive assessment of monetary conditions so as to ensure 

that inflationary pressures are not accommodated. 

2.10 The Government attaches particular importance to maintaining a 

stable exchange rate, notably the rate against the deutschemark. 

This provides an important financial discipline, uwei- is a13o 

Sterling has remained stable against the 

deutschemark throughout the past year, following the Louvre accord 

in February 1987. The discipline of a stable exchange provides the 

underpinning for the declining path of money GDP •rowth and 

inflation. 

rosts will 
increases in domestic 

not he accommodated by a decline in the exchange rate. 

2.11 Achieving these objectives also requires a reduction in 

monetary growth over the medium terms. For MO, which has continued 

to be a reliable indicator of monetary conditions, the Government 

is setting a target range for 1988-89 of 1 to 5 per cent. This is 

the same as indicated in last year's MTFS. 	The ranges given in 

Table 2.2 for later years are illustrative, but show a steady fall 

consistent for the declining path for money GDP growth. 

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

broad money, the assessment of monetary conditions continues to 

take broad money, or liquidity, into account. 

2.13 With the increasing overlap between activities of banks and 

building societies, it is sensible to concentrate on measures of 

broad money that includes deposits held with both. Equally, the 

authorities will seek to fund the net total of maturing debt, the 

PSBR, and any underlying change in foreign exchange reserves, by 

sales of debt outside the banking and building society sectors. 
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OtJ 6k (vuitto) 

1414,41-eS 
tUf  

cc Principal Private Secretary 
Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir Peter Middleton 
Mr Anson 
Sir Terence Burns 
Mr Scholar 
Mr Odling-Smee 
Mr Culpin 
Mr Sedgwick 
Mr Turnbull 
Mrs Butler 
Ni S Davies 
Mr Mowl 
Miss Sinclair 
Mr R I G Allen 
Mr Pickford 
Miss Simpson 
Mr Hudson 
Mr Cropper 
Mr Tyrie 
Mr Call 

Mr Battishill) 
Mr Isaac 	) IR 
Mr PainLer 	) 

Mr Unwin) 
r Knox ) 	C&E 

FSBR CHAPTER I 

I attach the first proof of Chapter 1 of the FSBR. This takes 

on board your amendments to Mr Odling-Smee's draft of 29th February. 
-\ 

It does not include Table 1.1, which you are thinkiiia.ut. 

2. 	We need to return this to the printer on Monday 

it would be very helpful to have your amendments on Mon 

MISS C EVANS 

rch, so 

ning. 
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1.01 The objective of the Government's economic policy is to defeat 
inflation and to maintain a vigorous and enterprising economy, with 
sustained growth of output and employment. 

The Financial Statement and Budget Report (FSBR.) supplements the 
ellor's Budget Statement. It presents the Medium Term Financial 

(MTFS); describes developments in the economy over the past 
des forecasts to mid-1989; sets out the tax proposals in the 

Bu 	marises the Government's spending plans; and gives forecasts 
for t 	usj.ç mances for the year ahead. 

The Medium Term 
Financial Strategy 

The economy 

Tax measures 

Public expenditure 

side policies, including new measures in the Budget, designed to encourage 
enterprise, efficiency and flexibility and thus the growth of output and 
employment. 

1.04 Chapter 3 describes the 	developments in the economy in 1987 
and the prospect until mid- 	he economy grew strongly in 1987, with 
the largest fall in unemployi. since the war. GDP is forecast to grow by a 
further 3 per cent in 1988, witl a,.tlarly strong growth in business 
investment. Inflation should renI4 low and unemployment continue to fall. 

1.05 Chapter 4 sets out the tax pro o;. 	he Budget. They continue the 
Government's programme of tax red 	and refoi in. They include 
reduction of 2  in the basic rate of inco 	tax,ifn 	i Increase n persona • allowances/fh—Cabolition orall higher rates ot income tax above 40 per cent, 
and the introduction in 1990-91 of the independent taxation of husband and 
wife. Other measures include reforms of capital gains tax, inheritance tax 
and the tax treatment of maintenance and covenants. The measures are 
summarised in Table 1.1. 

kP1.06 Chapter 5 summarises the Government's spcndi -: • . • as set out in 
the latest 

1987-88. 

scribes the MTFS which provides the framework for the 
mic policy. Monetary and fiscal policies are designed to 
oney GDP on a downward trend over the medium 
n inflation. The MTFS is complemented by supply 

the public expenditure White Paper. This chapter also s it  • 
estimate of the outturn for the public expenditure planniN 

.9AP 	 s  

BUDGET SEC T 

1.07 Chapter 6 presents the complete financial picture for the 
There is expected to be a budget surplus of £3 billion in 1987— 8 

. A further surplus of £3  billion is envisage 
89. This takes account of the tax proposals in the Budget which ar 	pcc 
to reduce taxation by £4 billion, after adjusting for the net cost of ind 
direct and indirect tax rates and allowances. Table 1.2 shows the main 
components of general government receipts and expenditures. 

-ctor. 
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Table 1.2 The finances of the public sector' 
k billion 	 k billion  
1987-88 	1988-89 	 1987-88 	1988-89 
1987 	Latest 	Forecast! 	 1987 	Latest 	Forecast/ 
Budget.' estimate 	 Budget' estimate 

Gener overnment gross 
de 	st 	 17.9 	117.51 	[17-5] 

0 stments 7.0 	18-11 	18.51 

BUDGE 'SECRET 
6BUDGET SECRET-BUC, 	 ri+IWIF ONLY 

BUDGET SECRET-BUDGET LIST ONLY 
1 The Budget 

BUDGET LIST ONLY 
COPIED 

EXPENDITURE 

	

40-0 	41.0 	41-8 	DlISS-social security 	 46-0 	[46.31 	48-5 

DHSS-health and personal 

	

13-5 	14.0 	17-3 	social services 	 19-1 	[19-7] 	70-7 

	

3-6 	4-2 	Defence 	 18-8 	[18-7] 	19-2 
Education and science 	 16.6 	[17.1] 	18-0 

	

24-3 	26-2 	Scotland, Wales and 
Northern Ireland 	 16-0 	[16-41 	17.1 

	

local authority rates   0 	19-2 

petrol, derv, etc. 	 7- 	 8.4 	
Other departments 	 33-6 	[33-2] 	34.9 

spirits, beer, wine, etc. 	 4.3 	 4.4 	
Privatisation proceeds 	 -5-0 	[ - 5.0] 	-5.0 

cigarettes and other toba 	
Reserve 	 3-5 	 3-tobacco  

	

4.9 	4 	4.9 

stamp stamp duties 	 /.1 	 1 	Public expenditure planning 

other 	 8-5 	8- 

Total expenditure taxes 	 67.8 	69.4 

North Sea revenues: 

North Sea corporation tax' 	1.4 	1.4 	1-5 

petroleum revenue tax 	 1-7 	1.1 	1-3 

oil royalties 	 0-8 	1-0 	0.7 

Total North Sea 	 3-9 	4-6 	3-5 

Other' 	 - 0•8 	- 0-6 	- 0-7 

Total taxes and royalties 	127.8 	131.9 	140-9 

National insurance and other 
contributions 	 78-5 	28-8 	31-6 

Interest and dividend receipts 	5-7 	6- 7 	5.8 

Gross trading surpluses and rent 	3-3 	3.0 	3.6 

Other 	 3.5 	3.7 	3..14- :-.). : 

RECEIPTS 

Income tax 

Corporation tax excluding 
North Sea3  

Capital taxes 

Expenditure taxes: 

VAT 

total 	 148.6 [146.4] 156.8 

General government 	 General governr6ent 
receipts 	 168.8 	173-6 	184-0 7 	expenditure 	 173.5 	[171.61 	[183-91  

Expenditure, receipts and borrowing 

billion 

1987 88 

1(187 Budget2 	Latest estimate 

General government expenditure 	 173.5 	 171.6 

General government receipts 	 168.8 	 173.6 

General government borrowing requirement 	 4.7 	 - 7.ii 

Public corporations' market and overseas borrowing 	- ii•8 	 - 1)-9 	- 1 

Public sector borrowing requirement 	 3.9 	 - 2.9 	 - 31 

In these and other tables, constituent items may not add up to totals because ot rounding 

2 0n current definitions. 

3  Including advance corporation tax hut ex‘luding ‘orportnian-tax.anapital gains 

Before advance corporation tax set off See footnote (to Table h13 

5 .4dJustments for advance corporation tax set off against North Sea qporation tax plus accruals adiustment 

NOT TO BE 5)613fiED 
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Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr Anson 
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Mr Turnbull 
Mr R I G Allen 
Mrs R Butler 
Mr Mowl 
Mr Pickford 
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IstAA4 

`i• 'Al)•A`toe,,ke.). terwit.  

FSBR: CHAPTER 2 

I attach a copy of the proofs of Chapter 2 of the FSBR amended in 

manuscript to bring the drafting into line with what was agreed 

with the Governor on 2 March. 

2. 	I have also filled in the expenditure, revenue, and borrowing 

projections in Tables 2.4-2 .6, and in Annex Table 2.A3. These 

figures are still provisional; we have a further discussion with 

revenue departments tomorrow. The projections include an annual 

fiscal adjustment path of: 

(£ billion) 
	

1989-89 	1990-91 	1991-92 

3 

This differs from the run of fiscal adjustments that I proposed in 

my submission on fiscal projections of 23 February - and which you 

agreed - in that it has an annual fiscal adjustment of £1 billion, 

rather than £2 billion, in the final year. .This change reflects a 

‘lower estimate of post-budget tax 

 

revenue. 

 

) 7 
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covering 

BUDGET SECRET: TASK FORCE LIST 

III 3. 	
On the general government expenditure figures, I should point 

out one notable change from my previous submission: the gross debt 

interest figure for 1991-92 has been reduced from £17 billion 

(rounded) to £16 billion. Thus the series of gross debt interest 

figures now proposed is: 

(f billion) 	1987-88 	1988-89 	1989-89 	1990-91 	1991-92 

	

17.6 	17 	17 	17 	16 

This compares with PEWP figures of: 

(£ billion) 	1987-88 	1988-89 	1989-89 	1990-91 

	

17.8 	18 	18 	18 

The revisions since the PEWP reflect the repayment of public 

debt now projected: cumulated net borrowing at end 1990-91 is 

£10 billion lower in the MTFS than in the figures underlying the 

PEWP. 

The final sentence of paragraph 2.20 has been amended to say: 

"After taking account of the tax reductions announced in the 

Budget, non-North Sea revenues are projected to grow at a little 

under the rate of growth of non-oil money GDP." 	Our current 

estimates, consistent with the revenue projections proposed for 

publicationjshow a fall of around ¼ percentage point in the non-

North Sed tax burden between 1987-88 and the end of the MTFS 

period; all of the fall comes in the last two years of the period. 

The proofs have to be returned to the printers on 

Monday 7 March, so I would be grateful for further comments by 

noon on Monday. 

S J DAVIES 
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2 rthe Medium Term Financial 
Strategy 

2.01 The Medium Term Financial Strategy (MTFS) continues to provide 
the framework for the Government's economic policy, as it has done since 
1980. 

2.02 It is intended to bring inflation down further over a period of years, 
and ultimately to achieve price stability. Accordingly, economic policy is set 
in a nominal framework. Monetary and fiscal policies are designed to keep 
the growth of money GDP on a downward trend over the medium term. 
The MTFS is complemented by policies to improve the working of markets 
and the supply side of the economy. By encouraguig enterprise, efficiency 
and flexibility, these policies improve the division of money GDP growth 
between output growth and inflation, thus assisting the creation of jobs. 

2.03  Money GDP growth has come down from over 20 per cent at the start 
oT 1980 to under 10 per cent last year. At the same timeknflation has fallen 
from over 20 per cent at its peak in 1980 to apetwe4 4 per cent last year. In 
real terms the economy has grown steadily at 2.66“44-31 per cent a year on 
average since 1983, and is set for a further year of growth at around 3 per 
cent, with inflation eiiiai ii aru.14 4 per cent. 

Chart 2.1 Money GDPioutput and inflation 
241 	PeNr 	 crt, A 	f 
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rate against the deutschemark being-ef--p2rrictftrurrprurtarree. This provides 
an important financial discipline. 	 Sterling has 
remained stable against the deutschemark throughout the past year, 
following the Louvre accord in February 1987. The discipline of a stable 
exchange rate provides the underpinning for the declining path of money 
GDP growth and inflation.  SOAlifeeme, 	

a trt 411.A474.) 
wimpiteee....0 

2.4 Achieving these objectives • 	• a reduction in monetary growth 
over the medium term. For MO, which has continued to be a reliable 
indicator of monetary conditions, the Government is setting a target range 
for 1988-89 of 1-5 per cent 4.2.6„,,nrr. This is the same as indicated in 

,'L. 	last year's MTFS. tT414949-the-stiffe-as-last-yearzs-refrgH The ranges given in 
Table 2.2 for later years are illustrative, but show a steady fall consistent with 
the declining path for money GDP growth. 

0381 

B 	rt 3 LT S-Eefi-ET--.-13tiee-ET-tisi--oftty- 	towynq 

2 The' Medium Term Financial Strategy 

• 
Objectives and the framework of policy 
2.04 Policy is directed at maintaining monetary conditions that will bring 
about a gradual reduction in the growth of money GDP over the medium 
term. Table 2.1 shows the intended medium term path for money GDP, 
although there will inevitably be fluctuations around it in the short term. 

Table 2.1 Money GDP Growth* 
1987-88 1988-89 1989-90 1990-91 1991-92 

9i 7+ 61 6 5+ 

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

2.05 Money GDP growth is expected to be around 91 per cent in 1987-88, 
higher than forecast in last year's FSBR. The division of money GDP 
growth between output growth and inflation was better than forecast, a 
further sign of improvement in the supply performance of the economy. 
Output growth is currently estimated at 11 points above last year's forecast; 
inflation (as measured by the GDP deflator) is estimated to have been about 
1 point higher than forecast. 

2.06 For 1988-89, money GDP growth is forecast to be 71 per cent. Real 
growth is forecast to slow down from its 1987-88 level. The current forecast 
for the increase in the GDP deflator in 1988-89 is a little above the 
projection in last year's MTFS. 

2.07 For the later years, the growth of money GDP is projected to decline 
at much the same rate as envisaged last year. The medium term growth 
projection for the economy as a whole is unchanged from last year's MTFS, 
as is the medium term decline in inflation. 

2.08 A declining path for money GDP growth, as in Table 2.1, requires 
firm monetary policy supported by prudent fiscal policy. Fiscal policy is 
reviewed each year at budget time. Short-term interest rates, which are 
varied more frequently, are used to keep monetary conditions on track. 

Monetary policy 
2.01. The 
Government eibeeiteeelito maintaining a stable exchange rate, 	the 
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Chart 2.2 Sterling exchange rates 
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611"1 	2.)4, Interest rate decisions are based on a continuous and comprehensive 
assessment of monetary conditions so as to ensure that inflationar ressures 

pi 	  are not accommodated. 	 increases m .omesti mweiPmerm.. . 
or* 

cos s wi not e accommodated by a decline in t e :xchange rate. 

Chart 2.3 Velocity of monetary aggregates sri Ace) Brt 
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. 2 The Medium Term Financial Strategy 

• 
Table 2.2 Growth of MO* 

1987-88 	1988-89 	1989-90 	1990-91 	1991-92 
5 	X1-5X 	1-5 	0-4 	 0-4 

*Per cent change on previous financtal year. 

1987-88.adtforecast. 1988-89: target range. 1989-90 onwards: illustrative ranges. 

2.12 While, as last year, there is no explicit target range for broad money, 
the assessment of monetary conditions continues to take broad money, or 
liquidity, into account. 

rE;), 	 

2.13 With the increasing overlap between activities of banks and building 
Y- 

	

	societies, it is sensible to concentrate on measures of broad moneys  sucia-ae— 
#oft. that include deposits held with both. Equally, the authorities will seek 

 

to fund theltotal of maturing debt, the PSBR, and any nag-iiirasKaase 
foreign exchange reserves Feskiking-frem-tuar-kot-cr-ausacticas, by sales of 
debt outside the banking and building society sectors. 

 

Chart 2.4 Private and public sector borrowing 
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Fiscal policy 
2.14 It is now expected that there will be a net repayment of public debt in 
1987-88, compared with a borrowing requirement of around 1 per cent of 
GDP forecast a year ago. This is only the second time since the early 1950s 
that there has been a budget surplus. Even if there had been no privatisation 
proceeds at all, the PSBR would have been under I per cent of GDP, 
smaller than in any year since 1969-70. 
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— PSBR 
--- PSBR excluding privatisation 

proceeds -e 

-6 

-4 

-2 

2.16 The recent strength of the economy and the buoyancy of government 
revenue have led to a budget surplus over the last year; and without the tax 
reductions announced in 	Budget there would have been, on current 
forecasts, a surplus of-kaw•ef k7 billionk in 1988-89. Continuing the 
gradualist approach which has always been a characteristic of the MTFS, 
only part of this room for tax reductions has been used. The PSBR for 

set a-yk, 	 the expected outturn in 1987-88. 
The PSBR to be set in future Budgets ill as usual be reviewed in the light 
of circumstances at the time. 
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2 The Medium Term Financial Strategy 

• 
Chart 2.5 Public sector borrowing requirement and privatisation proceeds 
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The PSBR path 2.15 The PSBR is now assumed to be zero over the medium term: a 
balanced budget. This is a prudent and cautious level and can be maintained 
over the medium term. It also provides a clear and simple rule, with a good 
pedigree. In practice, there are likely to be fluctuations around this level 
from year to year. On the basis of current privatisation plans, a PSBR of 
zero implies that, even without any privatisation proceeds, it would be only 
1 per cent of GDP. 

2.17 For the period to 1990-91, the public expenditure projections in 
Table 2.4 use the figures for the public expenditure planning total shown in 
the public expenditure White Paper (Cm 288); gross debt interest payments 
are lower than projected in the White Paper, reflecting lower government 
borrowing, while other adjustments are a little higher. It is provisionally 
assumed that general government expenditure will grow by 1 per cent in 
real terms in 1991-92. Decisions on expenditure in 1991-92 will be taken in 
the 1988 Survey. 

2.18 'The assumptions about output growth and inflation that underlie the 
revenue projections are shown in Table 2.3. They are consistent with the 
figures for money G P growth in Table 2.1. Oil prices are assumed to 

Lerage 515a barrel 1988-89 and thereafter to remain broadly unchanged 
in real terms. 
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1986-87 1987-88 1988-89 1989-90 
161- 
1'7 

billion, cash 

Public expenditure planning total' 
Gross debt interest 
Other adjustments 
General government expenditure2  

Privatisation proceeds3  
General government expenditure 
excluding privatisation proceeds 

1990-91 1991-92 
1?-6 184 

16 
9 

102_ 2.10 1 	132 	ig3 	19 3 

1+4 	5 	5 	5 	5 	5 

(69.2_ 	 Ig2j 	20-÷ 	215  

139.i 	1 146 
17.6 
8.0 

dechrie-lcull output fa is. )(on-North Sea revenues are projected to grow at 
t e rate of growt of non-oil money GDP\ 

1 2BUDG ET SECRET—RUDGET--LI-S.T-ghi_i.X "rastz. (1-a.c,-e--  Li I T 

Jx4,  ttAAAX`‘ 

Revenue 
2.20 The growth in government revenues in cash terms over the medium 
term will depend on the growth of incomes, spending and prices, as well as 
on policy decisions. On the unchanged policy assumptions set out above, 

/general government receipts are expected to increase somewhat less than 
money GDP. Governmenvevenues from the North Sea are projected to 

0385 
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• 
Table 2.3 Output and inflation assumptions 

Percentage change on previous financial year 
1987-88 1988-89 1989-90 1990-91 1991-92 

Real GDP 
Non-North Sea 
Total 
Inflation 
GDP deflator 

5 
41 

5 

3 
21 

41 

3 
21 

4 

3 
21 

31 

3 
2+ 

3 

Public expenditure 
2.19 Continued restraint in total public spending is a vital element of the 
Government's economic strategy. Reductions in borrowing and hence in the 
burden of debt interest, coupled with strong economic growth, are helping 
the Government to increase spending on priority programmes while at the 
same time achieving its objective of reducing public expenditure as a 
proportion of national income. This in turn is_creating room for reductions 
in taxation, helping to improve further the performance of the supply side of 
the economy; Public expenditure is considered more fully in Chapter 5. 

Table 2.4 General government expenditure 

For 1986-87 to 1990-91, thefigures are taken from Table 5.1. 
2General government expenditure, and its components, are rounded to 
the nearest £1 billion from 1987-88 onwards. General government 
expenditure is assumed to grow by I% in real terms in 1991-92. 

3See the public expenditure White Paper (Cm 288), Table 1.8. Proceeds 
are assumed to be the same in cash terms in 1991-92 as in 1990-91. 
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• 
Table 2.5 General government receipts 

k billion, cash 
1986-87  

Taxes on incomes, expenditure and capital 	I 19.4 
National insurance and other contributions 	2.6.? 
Interest and dividends 	 6.0 
Other receipts 	 6.41 
General government receipts ' 
of which 
North Sea tax2  

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

1987-88 1988-89 1989-90 1990-91 1991-92 
I. 141 14-q 157-  165 

Z.G1 31 3 Li- 3 6 3 3 
C (2 5 S if 
6. 7-  7- 7 7- 

133 I'S 14 105 

2  Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea oil and gas production (before advance 
corporation tax se)off). This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. See 
footnote 3 to Table 68.3. 

4.8 	5 	4 	4 	3 	3 

Public sector borrowing 

2.21 The projections of government expenditure and receipts are brought 
together in Table 2.6 to provide projections of the general government 
borrowing requirement (GGBR), the PSBR and the fiscal adjustment. 

2.22 Changes since the 1987 MTFS are discussed in the Annex to this 
chapter. 

Table 2.6 Public sector borrowing' 

k billion, cash  

1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 
General government expenditure 	 1124..$ 	 t g 3 	19 3 	2.0 a 	2-0 gr 

General government receipts 	 160.0 	(-4-  3 	18 S. 	 20  S 	2..14 
3 Fiscal adjustment from previous years2  

Annual fiscal adjustmenr2 	 1 	1 
GGBR — 1 
Public corporations' market and 
overseas borrowing — 	—' 	-t — I 

PSBR 	 3.4 	— 5'. 	—'3$ 	0 	0 	0 
Money  GDP at market prices 	 387 	426 	451 g 	481 V 	5148 	54% 6 
PSBR as per cent of GDP 	 0.9 	—4341. 	--ip 	0 	0 	0  

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

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

'1? 
Conclusion 

2.23 The The strength of the economy c upled with fiscal prudence has enabled 
the Government to achieve a balan ed budget on a sustainable basis. The 
Government remains committed  re  continuing with the policies which have 
helped to bring this about, and te maintaining the progress in the medium 
term towards lower inflation, 	lower taxes and public spending as a share 
of GDP. The MTFS provides the financial framework within which the 
policies to achieve these objectives are set. 

13 
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Annex to Chapter 2 

Money GDP 

Changes since the 1987 MTFS 
2A.1 The growth rate of money GDP is expected to be higher in both 1987-88 
and 1988-89 than envisaged in last year's MTFS, with growth in the GDP deflator 
I percentage point higher in both years. Thereafter inflation is projected to decline 
at the same rate as last year. The projection of output growth over the medium 
term in the whole economy is unchanged from last year's MTFS. 

Table 2A.1 Money GDP growth 
Differences from 1987 MTFS projections, percentage points 
1987-88 1988-89 1989-90 1990-91 

+21 +1 + + 

Monetary aggregates 2A.2 The growth of MO in 1987-88 has been within its target range throughout 
the year. The target range for 1988-89Ais the same as the illustrative range given 

Ir."( 
	

last yearl. The illustrative ranges for subsequent years are *also  the same. 

Table 2A.2 The growth of MO 
Per cent changes on a year earlier 

 

1987-88 	1988-89 
5 

1_6 	1-5 

 

1989-90 
1-5 
1-5 

 

1990-91 
0-4 
(1-4 

1988 MTFS 
1987 MTFS 

  

Fiscal projections 2A.3 Table 2A.3 shows changes in the fiscal projections since the 1987 FSBR. 
Additional information on 1987-88 is given in Chapter 6. 

Expenditure 

Receipts 

2A.4 The expected undershoot on the planning total in 1987-88 is described in 
Chapter 5. General government expenditure is also lower in 1987-88 than projected 
last year, reflecting the lower planning total. The planning total for 1988-89 
onwards is as in the public expenditure White Paper (Cm 288), which incorporates 
higher figures than assumed last year. The general government expenditure figures 
for the future have also been revised up: but to a lesser extent than the planning 
total, as the lower path now adopted for the PSBR implies substantially lower debt 
interest payments. 

2A.5 Revenues in 1987-88 have been much higher than forecast, in large part 
reflecting higher money GDP growth in both 1986-87 and 1987-88. Because of the 
lag between accruals and payments of taxes on corporate profits, the buoyancy of 
the economy over the last year will still be contributing to the growth of revenues 
in 1988-89. North Sea revenues in 1987-88 were slightly higher than forecast, as 
the oil price for much of the year was well above the assumed level of 815 a barrel. 
On the assumption that oil prices remain close to recent levels, oil revenues in 
1988-89 are now forecast to be much as projected a year ago. 
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Table 2A.3 Revenue and expenditure' 

Changes from 1987 MTFS projections k  billion 
1986-87 1987-88 1988-89 1989-90 1990-91 

—1 —2} +211 +gyi  
+1 ++ — 1/2. —t —2 

0 —2 +2 +11.Y2  4 (=. 

	

1 	 —I 	—Y.. 
I 	+Va. t Vs- +S 

	

+1 	+10 	Y,_ 	44 	4 K.  
1 	+ WI 6 

— — - 3 - I YL  —3 

0 -Vs.  0 -4-Ya 

—1 - -s -s 

Expenditure 

1 Planning total 
2 Other 
3 General government 

expenditure 

Receipts 

4 North Sea taxes 
5 Other taxes and contributions 
6 Other 
7 General government receipts 

8 Implied cumulative fiscal 
adjustment 

9 Public corporations' market and 
overseas borrowing 

10 PSBR 

-t/e. 

2  In 	 Lb 4Lk 04,4 

I  TAR., 	 drd itsAJK, td 	ki.-vkk f-eAL et":1 crIttts,. 

va ci.6.6.14-te-A 61fii 	1.4..t± 	0-41...c.z. 	 /1,2k 

	

s.„.e, 	z Tai,G 8,3 

	

z 	o 	- 3 4-- 4- 
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FSBR CHAPTER 6 

72)  The Chancellor was g 	for your minute of 2 march. I attach a 

copy of the pages on w 	had comments. 

He would not wish to insist on showing no increase in the 

non-oil tax burden in 1988-89: 	it is desirable, though not 

essential. 

He still thinks it looks a 	t dd that a Financial deficit 

and a Budget surplus are both sho 	as negative: while he agrees 

that this is correct, he feels a fo.5might help.if a neat one 

could be devised. 
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he public sector's finances 

The scope of this chapter 6.01 This chapter brings together revenue (discussed in Chapter 4) and 
spending (in Chapter 5), and provides an analysis and forecast of the public 
sector's finances in 1988-89 together with estimates of outturn in 1987-88. It 
also comments on the main features of the public sector's finances in those 
wo years, including the most important changes that 	 • cc since 

t year's projections. Table 6.1 is a summary. 6t.  A ." 
litrAtk  Table  s_ 	,1;  expenditure, receipts and borrowing 

billion 

Public corporations' market and ove 
borrowing 

Public sector borrowing requiremen 

cermk 74.51, 

1986-87 	1987-88 

Outturn 
	1987 

Budget 

	

164-8 
	

173-5 

	

160.0 
	

168.8 

	

4.9 
	

4.7 

	

1.5 	- 0.8 

3.9 

1988-89 

Latest 
estimate 

Forecast 

171.6 182.8 
173.5 184-7 

-2-0 -1.9 

-0-9 -12 

6.02 There 
requiremc 
wit t e orecast o 
the first budget surp us sin 
earliest year for which PSB 
about £3 billion is also forecas 

a negative public sector borrowing 
of about £3 billion in 1987-88, comparets 
4 billion made a year ago. This would be 

nd only the second since 1952, the 
c a__ 

available. A budget surplus of 
9. 

6.03 The public sector's finances (.41<?be analysed in a number of different 

three-fold analysis ways: by type or activity, by sector and by economic category. The rest of 
this chapter sets out these three analyses in detail. 

Public sector's sector's finances: 

Receipts 6.05 General government receipts in 1987-88 are now prc. ,44•‘•111titc:ed ik  
the 1987 Budget forecast by about £41 billion. As Table 1.  l't•wl,••  st 
components of general government receipts are likely to be hi.4,(PiNn 
originally forecast. The main contributors to the extra receipts are income 
tax (£1 billion), VAT (Q billion), and North Sea Revenues (£1 billion). 

Public sector's finances: analysis by 	
4 

'rl
P

i  r activity 
6.04 Table 1.2 analyses the public sector's fint A  ve. 

 or activity. The 
main receipts of general government (ie centra 

 **.4  -
overnment) are 

grouped according to the kind of activity which  :14  sior- y  them, while 
spending is shown by department, as in Chapter 5 	 ublic 
expenditure White Paper. Its bottom line, the PSB  kr. ..A.  from those ie (t) 
two totals. This derivation is repeated in Table 6.1.  ), 

4, 

I

t cl',1411V37; N warlk41.  ' 
Oh& .11 wA tr. i 
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6.06  Additional income tax receipts are mainly the result of the stronger 
growth of the economy and higher incomes. VAT receipts have increased 
by more in 1987-88 than would have been expected from the recorded 
increase in total consumer spending: this implies either that the proportion of 
total spending which goes on goods and services subject to VAT has 
increased, or that estimates of consumer spending in 1987 may be revised up 
later. The higher than expected oil revenues in 1987-88 are largely the result 
of a higher dollar oil price than assumed last year. 

Briitikk4TOSIctikty 
BUDGET -LIST ONLY 

6.07  General government receipts are forecast to rise by 61 per cent in 1988-
, following an estimated 81 per cent increase in 1987-88. This is a little less .. 

iLill'ql,n  the rate of growth forecast for money GDP. Without the Budget 

vois tx,twigleit  ures however forecast growth in receipts would be about 11 percentage 
4  	above that of money GDP. 

\ , 
01,  •*.:,:o.venues,  which in the event in 1987-88 were only slightly below 

.)- 
/•' 	

. . 	
th 	evel, are forecast to fall by about 1-1 billion in 1988-8i.  9 

:„...„„,  
 

resu  -44;16 I45.  . lower average oil price anc[TOwer production. tie 	forecast 	N..  - 	N.1‘  
>>• 	(--C - 0,-  V.e.. 

 4--  6-- 
assum  -nitet,  6 :nces - - : . 	 Oil pros ucnon is 
assume.'  4‘  ‘(1-114:88 to a level close to the centre of the Department of 

4., Energy's r n ,A\_\ • a barrel difference in the oil price in 1988 would change 
*. X. 	revenues byCTKout Z2/0 million in 1988-89 and Z3 million in a full year. 

A change of 1 million tonnes in oil production in 1988, spread evenly across 
fields, would alter revenues by about ,C.4ermillion in 1988-89 and 
Z45 million in a full year. 

6.09 Non-oil receipts a 	st to rise by 7 per cent in 1988-89. As can  be 
seen from Table 1.2 ther 	th 	his overall increase: 

— 

BUDGET SECRET-BU NeW ITO 

a 11 per cent increase in 
measures the forecast incre 

e tax receipts. Without the Budget 
aye been 10 per cent; 

f corporation tax (including ACT 
corporation tax). This reflects 

s in 1987. 

a further rise of 24 per cent in r 
but excluding North Sea mains 
continued growth in company pr 

a 16 per cent rise in capital taxes, mainly reflecting rising asset1=rth4, 
earlier years; 

ay per cent increase in VAT, in line with the for 	increase in 
consumers' expenditure; 

a 51 per cent increase in the excise duties on pe 	 alcohol, a 
little below the increase in consumers' expenditu 	the trend  
decline in the share of these items in the total; 

a small fall in stamp duty following the fall in stock 
turnover. 	 110140..40 

6.10  Table 6.2 shows taxes (including rates) and national  insur*v• 
contributions as a percentage of GDP. Non-oil taxes have risen sli 
percentage of non-oil GDP in each of the last two years, and [a further 
marginal increase is forecast for 1988-89. Without the Budget measures the 
988-89 figure would ave  •  e 	percentage point higher 

Itt) 	  
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41$1* Ai-16140V 

rION ,44 
Total taxes 	AN  a share 

loorAof total money  t  

Non-oil taxes and NICs as a 
share of non-oil money GDP 

Expendit 

1  BUDGET SECRET  
B  tit5gtfiAke614iFY  
BUDGET LIST ONLY  

11 General government expenditure is now forecast to be about 
If billion in 1987-88, £2 billion lower than in the 1987 Budget forecast. 

utturn for the planning total is expected to be £21 billion lower than 
ginal plans, and gross debt interest payments nearly ki billion 

an forecast. 
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Table 6.2 Taxes and national insurance contributions (NICs) as a percentage of 
GDP 

1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 
Latest 
estimate 

Forecast 

38.9 38.5 39.1 38.5 37.8 37.7 37.8 

38.2 37.8 37.8 37-0 37-3 37-5 37-6 

S . 	 I 	• 	. • • 

X 
c ') IC 

6.12 
1988-8 
publishe 
governmen 

vernment expenditure is expected to rise by 61 per cent in 
billion. The planning total, at £156.8 billion, is as 

lic expenditure White Paper (Cm 288). General 
ss ebt interest payments in 1988-89 are now forecast to be 

lower than projected in the White Paper as a result of the marked reduction 
in the PSBR. 

Borrowing 6.13 The difference betwe 	eneral government receipts and expenditure is 
the general governmen 	ing requirement (GGBR), as shown in 
Table 6.1. As general  g.A40144"1  nt lending to public corporations is included 
in general government 	!ad  , the GGBR together with public 
corporations' market and  oXf'-on  borrowingxgives the PSBR. 

• 

6.14 There was a substantial bu 	lus in the first  . 	1..ths of 1987- 
88. Excluding privatisation procc 	9  SBR was some 4 5 ..illion lower 
than in the same period of 1986-8 	is reduction in borrowing was almost 
entirely due to lower central govern cnt own account borrowing. Local 
authority borrowing has been higher than in 1986-87 and public 
corporations' borrowing little changed. Taking into account the well 
established pattern of relatively high borrowing in the final two months of 

i 
the year, the forecast for 1987-88 as a whole is a 	surplus of about 
£3 billion, or per cent of GDP.  

A 

Trends in receipts and 
expenditure 

6.15 A further budget surplus of £3  billion, or 
forecast for 1988-89. 

6.16 Chart 6.1 shows trends in taxes and expenditure as p4'.(c 
Revenues from non-oil taxes and n ional insurance contrib 
percentage of non-oil GDP betwee 1981-82 d 1985-86, b 
has been rising. [It is forecast to ri margin 

	
1988-89.1 Th 

general government expenditure (excludin 	 to GDP atisation procee 
has fallen every year since 1982-83 except for a small rise in 1984-85 as a 
result of the miners' strike; it is forecast to fall again in 1988-89. 

of GDP. 
as a 

it 
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FROM: A C S ALLAN 

DATE: 4 March 1988 

MISS C EVANS 

FSBR: CHAPTER 1 

cc PS/Financial Secretary 
Sir P Middleton 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Miss Sinclair 
Mr RIG Allen 

\) 	 Mr Pickford 

... The Chancellor was grateful for your minute of 3 March. I attach a 

copy with his comments marked. 

A C SCALLAN 
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1.01 The objective of the Government's economic policy is to defeat 
inflation and to maintain a vigorous and enterprising economy, with 
sustained growth of output and employment. 

The Financial Statement and Budget Report (FSBR) supplements the . 

g V  Nor's Budget Statement. It presents the Medium Term Financial 

4-4.4  (MTFS); describes developments in the economy over the past 
es forecasts to mid-1989; sets out the tax proposals in the , 

BY 	marises the Government's spending plans; and gives forecasts 
for ' f'ilit?inances for the year ahead. 

44/-* 
he  Medium Term 1.03 Cha 

- t • 
cribes the MTFS

)which provides the framework for the 
Financial Strategy Governm;/•S t.tmic policy. Monetary and fiscal policies are designed to 

keep the A, >, ,,  .-4.  n e y GDP on a downward trend over the medium 
term, so bringis, io n inflation. The MTFS is complemented by supply 
side policies, in uding new measures in the Budget, designed to encourage 
enterprise, efficiency and flexibility and thus the growth of output and 
employment. 

The economy 1.04 Chapter 3 describes the 
and the prospect until mid- 10;1 the largest fall in unemplo  Var' 
further 3 per cent in 1988, wi 
investment. Inflation should re 

developments in the economy in 1987 
e economy grew strongly in 1987, with 

nce the war. GDP is forecast to grow by a 
larly strong growth in business 

low and unemployment continue to fall. 

Tax measures 1.05 Chapter 4 sets out the tax pro 
Government's programme of tax red 
reduction of 2 in the basic rate of inco 

he Budget. They continue the 
and reform. They includ  a 

tax, n increase in sersona 
allowances, e a o ition o a 	ig er rat s o income tax above 40 per cent. 
and t e introduction in 1990-91 of the independent taxation of husband and 
wife. Other measures include reforms of capital gains tax, inheritance tax 
and the tax treatment of maintenance and covenants. The measures are 
summarised in Talple 1.1. 

Public expenditure 1.06 Chapter 5 summarises the Government's spend CPA, s  set out in 
the public expenditure White Paper. This chapter also :;41t10A- to ...  he latest 
estimate of the outturn for the public expenditure planni,,:,  s..------I  1987-88. 

Public sector finances 1.07 Cha ter 6 presents the corn lete financial icture for 

C  

t 4 sctor. .  44i 
T ere is expecte to be a budget surplus of k3 billion in 1987- 

tVidY •,\%. .s.1.1.r.pluia-6444€41-14)4.9. 	A further surplus of £3  billion is envisageV• 
89. This takes account of the tax proposals in the Budget which ar•

‘  x.ect.'N 

144. \.:01  
to reduce taxation by £4  billion, after adjusting for the net cost of ind 
direct and indirect tax rates and allowances. Table 1.2 shows the main 
components of general government receipts and expenditures. 
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MISS SINCLAIR cc PS/Financial Secretary 
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Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr R I G Allen 
Mr Pickford 
Mr Riley 
Miss Simpson 
Miss C Evans 
Mr Cropper 
PS/IR 
Mr P R H Allen - C&E 

FSBR: CHAPTER 4 

 

... The Chancellor was grateful for your minute of 2 March. I attach a 

copy of the relevant pages with 	omments marked. 

2. 	He had a few comments on the 	in your covering note: 

(1) 	He will want to consider fu  <1; 
the withdrawal of relief 

businessmen/customers. 

he best formulation for 

entertaining overseas 

0 

 

On the public expenditure implications, he feels that for 

both covenants and forestry the best treatment is to 

mention the expenditure measures in he annex to 

Chapter 4 and in Chapter 5 only (ie no 	ble 1.1 and 

not in Chapter 4 apart from the annex). 

He is considering further the presenta 	 the 

unleaded petrol impact. 

He is content not to refer to the MIR limit re 

£30,000. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



  

i 

NOT TO BE COPIED, 

• 

BUDGET SECRET 
BUDGET LIST ONLY 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

n maintenance, I attach a redraft: the Chancellor would be 

1 if this could be checked for accuracy and clarity, 
C\ 

ACSALLAN - 
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The tax treatment of maintenance payments will be reformed. 

who receive maintenance payments under new arrangements 

into after Budget day will not be liable to tax on their 

rece 	s the person making the maintenance payments will get tax 

relief only for payments to a divorced or separated spouse, up to a 

limit of £1490. Special provisions will be introduced for existing 

maintenance dLLdlly ements no-one will get less tax relief on their 

payments orTpay more tax on their receipts than they do now; 

and all diva 	separated spouses will be able to receive up to 

£1490 free of 
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tAsteint 

Life assurance premium 
relief 

Benefits in kind 

Mortgage interest relief 

the age allowance for thos 
£3,070 to £3,310 (singli x. •  evv: 
(married); 

the income limit for age allo 
£10,600;  

the additional personal allo‘vance a 
will rise by £120 from k-,1,370 to 

80 or over will rise by £240 from 
£360 from £4,845 to £5,205 

tge,s  .4ce %%111 rise by L8110 from k9.800 to 

<9' 
%.v's bereavement allowance 

BUDGET SECRET—BUDGET LIST ONLY 	
e.11. • 

e Budget tax proposals 
4,  4 

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

Income tax 	The basic rate of income tax will be reduced to 25 per cent. 

k•.-.i'st&  , 
4.  

ecr will be a single higher rate of income tax of 40 per =to-v.444k— . 	II A tout 
4.r  0111  n income tax personal allowance ill be increase y twice 
the a koS#4110•Pie  under the statutory indexation provisions (based on the 
increas ,,ii,ii..!. \ 

.4C, 
 cent in the RN in the year to December 1987). This will 

mean tha 
NN . the singl rsoA d wife's earned income allowances will rise by £180 

from £2,425t "
\ 605; 

the married allowance will rise by £300 from £3,795 to £4,095; 

the age allowance for those aged 65 to 79 will rise by £220 from £2,960 
to £3,180 (single) and by £360 from £4,675 to £5,035 (married); - 

4.01rThe dependent relative allowance of up to £145, the housekeeper 
allowance of kloo and the allowance for the services of a son or daughter of 
£55 will be abolished. 

4.017From 6 April 1989 an unmarried couple will n( 	itled to more 
than one additional personal allowance. 

, 
4.07 The rate of premium relief for life assurance polict\ a T.', t before 
14 March 1984 will be reduced to 124 per cent from 6 April 89 

4.08 Car benefit scale charges for 1988-89 will be set at twice 	—88 
levels. 

4.09 For loans taken out from 1 August 1988, tax relief will be limi 
interest on k30,000 per residence, regardless of the number of borro 
Relief on new loans for home improvements will be abolished from 
6 April 1988. So will relief on new loans for the purchase of residences for 
dependent relatives and divorced or separatespouses. 1 
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4.16 The legislation on Lloy • 
relief to Lloyd's members who 
underwriting year. 

rance to close will be modified to give 
e syndicates at the end of the 

<9. 

BUDGET SECRET-BUDGET LIST ONLY 
4 The Budget tax proposals 

14144N:471 1-1ATCWIY 

4.10 The tax treatment of covenants will be reformed and simplified. Non-
charitable covenants made by individuals on or after Budget day will no 
longer attract tax relief, and income from such covenants made after Budget 
day will not be taxable in the hands of the recipient. T-14.F...m.441.44-per.e.1444 

Covenants to 
charities will not be affected, nor will non-charitable covenants made before 
Budget day. 

• • - 

Charitable giving 4.11 The limit on charitable donations qualifying for tax relief under the 
payroll giving scheme will be doubled from £120 to ,4,240 a year from 
1'  ::  89. 

tiV tax treatment of ma 
tenance arran 	

ance payments will be refor 
nts recipients will not be lia•  :- •  tax on the 

_ 

1 . ritirt  -lief for 

	

	 .,.1 N'-., xv- ose making payments will b . - -  .  o payments to 1:-..1 400  ..arated spouse, ue,  to a limit  • ,  k1,49(eFfansisiona1 
provkl..7V,1  .e introducedt•&-proteci-. 'sting maintenance arrangements. Av il 

4.13 T h -  el:" . 
increased  lily 0,Q 

‘ 
Employee share schemes 

Lloyd's 

4.14 Followin• consultation last year, the income tax charge on unapproved 
employee share schemes under Section 79 of the 1972 Finance Act will be 
eased. 

4.15 Changes will be made to Aispresent administrative arrangements for 
taxing members of Lloyd's 

Al 

Maintenance payment 

S6 

f2APr  

Personal equity plans on investment in a personal equity plan will be 
to £3,000. 

Trusts 4.17 The additional rate of income t 	ged on discretionary and 
accumulation trusts will be reduced frorn98 per cent to 10 per cent iela-1-4844- 

-8.9,— 	 • 

Capital gains 4.18 The base date for capital gains will be brought forward from 
6 April 1965 to 31 March 1982; gains accrued before that sate will no longer 
be liable to tax. The present indexation provisions wt,nue to apply to 
gains accruing from 31 March 1982. This proposal 	 ly to 
companies' gains. 

4.19 Gains, after deduction of the exempt amount and al 
to 1982 and indexation, will be added to income and taxed 
rates (as if they were the marginal slice of income). 

4.20 The capital gains tax annual exempt amount will be reduce 
in the casc of individuals and Z[2,5001 in the case of most trusts. 

rebasing 
tax 

4.21 From 6 April 1988, 50 per cent of any gains between £125,000 and 
£500,000 will qualify for retirement relief, subject to the general conditions 
for the." 

NOT TO  vi  1,6)PIED 
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411111.10g: 

E1411111ErT LlitAT &kW 
i‘ 	 ; ; 	4); " 	I 1) 

eritance tax 4.22 From Budget Day the threshold for inheritance tax will be increased 
from £90,000 to L110,000. Chargeable transfers above this amount will be 
taxed at aattioRkrate of 40 per cent. The £100,000 limit on the amount that 
can be given to a political party without incurring inheritance tax will be 
abolished. 

e main rate of corporation tax for the financial year 1988 will be 

, on with other business entertainment, the cost of entertaining 
S F.- 	E en will no longer be an allowable business expense for tax coj  	h./61)E 	.  *4--'i*-4 1. 

commit 4* 
purposes. 44nge will take effect from Budget Day, except for 

\3.  • 
ed into before that date. From 1 August 1988 the VAT 

paid by  bui 1\ sesS 4,-  ooioNthis entertainment will no longer be deductible. 

4.27 A numbe4  of changes will be made to prevent tax charges arising on 
the conversion of building societies into public limited companies. 

Business Expansion 4.28 Investment in private rented housing will be encouraged by extending 
Scheme the Business Expansion Scheme o give relief on investment in companies 

"Gibe) Aii444/ itOolt, tA4 

siness tax 4.23 The small companies' rate of corporation tax will be reduced to 25 per 
cent for the financial year 1988. 

4.24 The rate of advance corporation tax (ACT) for 1988-89 will go down 
automatically to 1/3rd as a consequence of the reduction in the basic rate of 

e tax. 
92;  

• 
1 4.2 

over 
 Ao ti 

A 1P4tialitirt rhP new 	• 
NA.) ass ti.ted trA4444 	V! 

Ns iee 4.29 A general limit of k56....t1  I 	be set on relief under the Business 
Expansion Scheme for total i i‘ie e nt in any one company in any period o 
twelve months, with a higher li 	of kJ/el rriillion for investment in 
companies providing private rente 	,  ,,., 	. ,Ko )) r shipping* c.,:,,*(•.•-ft . 

	

Forestry 4.30 Income from the occupation 	ercial woodlands will be 
removed from the scope of Income Tax4nd Corporation Tax.-(-goe. 

••  • 

I 	) - 
llowance for Petroleum Revenue Tax (PRT) will be reduced to 

tonnes per chargeable period for all Southern Basin and onshore 
fields given development consent on or after 1 Apri 	i.  the same time 
the Secretary of State for Energy proposes to aboli  (kcA  At 

payments  for 
these fields.) 	 \. 	leP  

4.32 A new capital gains relief will be provided for d ilOON  1 licence 
interests in undeveloped areas wherever the consideration4‘.., ,wrk 
programme or another licence 

	consideration 

BUDGET SECRET—BUDGEMOSEVILILWT ONLY 

Company residence and 
migration 

, 

4.33 f3Section 482(1) (a) and (b) of the Taxes 
repea ed with effect rom Budget Day. In future companies will b 
in the United Kingdom if incorporated here or centrally managed an 
controlled here3'They-w+11--ne-longer-need-Treasury-conf,e0HQ-movz ir 
residence abroad [and the criminal penalt 
Companies will be able _t 

-compliahce will cease]. 
1 t ey pay their tax liability, including 

lialaili-r-̀ jugatitEirSECR ET NOT TOolt€290PIED 
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hi, 	1(1) 	MON NM 171161..1 •:•.142:•kI 

Excise duties 

„ 	r 

5 
VAT 	4.34-  From 16 March 1988 the registration limits will become 422,100 per 

annum and k7,500 per quarter. 

4.35' The provision for applying VAT to confectionery will be amended 
with the main effect of taxing All cereal bars at the standard rate. 

4.36' The duties orubeer and wines will rise by the equivalent of lp on a 
typical pint of beer4p on a bottle of table wine, and just over 6p on a bottle 
of sherry (all inclusive of VAT). The dutilis on spirits will remain 
unchanged. The minimum duty charge for beer will be abolished and 

ision will be made for restructuring the duties on low strength mixed oft,* 

sT4P.-  duty on leaded petrol will be increased by the equivalent ofAlust 
gallon (inclusive of VAT). The duty on unleaded petrol will i   

_ 
*.r )X2P-,  
44 

The duty on dery will rise by the equivalent of-tust 

Tax administration 

N:\  1  1 

under p 

4.38-  The 	,1 t ies on cigarettes, hand-rolling tobacco and cigars will 
rise by the equ 0 ,r

over 3pron a packet of 20 cigarettes ancl-filearly 
2p,ron a pack of 5 smal cigars. The duty on pipe tobacco will remain 
unchanged. 

4.39-  The VAT civil penalty system,Lintroduced in 1985, has been reviewed 
and various easements are pro sedpn the light of recommendations by the 

made: 

Q•1-ti  

Keith Committee, changes 

to encourage people to 

to-ituretfuee-a-taxgeared 

to improve the information 

the Inland Revenue if they are liable to tax; 

for fzitu=t-o notify liability; 

he Inland Revenue; 

nland Revenue of income tax 
nd the end of the tax yea{pHi-r6t+- 

to charge interest where paymen 
deducted by employers is delayed 

-eempteter-§reen+s-ffe-m-thisee}r— 

• 
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1989-90 

Changes from 
an 

 
in 

base 

uples 

—296- A/c 
-4414 -fciS 

 

- 
—960- -'15 

 

-13-0 
-2-880 -2/ S-G 

  

+ 10 	 +10 
	

+10 
+5 

+70 
230  inc. 	+-239- + 

	
+.28e- 3tc 

married allowance of 4300 - 1 245 -620 
and widow's bereavement 

-15 -s 
and 4360 (married) for those 

-90 -45 
4360 (married) for 

-15 -10 
: -10 -5 

--2-060 -2-,  7u  —2-OW 

810 

-10 

-55 

-10 
-10 

-2,70 
	

—2-868 -2-i 7C 

3 Increase in age allowance of 4220 
NEM 	aged 65 to 79 

4 Increase in age allowance of 42 

Reduction of 2p in basic rate 

6 	Increase in basic 

chose aged 80 and over 
5 Increase in income limit for age allo  '4\t 

limit rate of 42 100 to 

- 301' 
+23 

40 
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See Annex 
paragraph nu 

INLAND REVEE 
Income tax 

EfillFt§tErTIMATStikblf 

Table 4.1 Direct effects of changes in taxation 
million 

Estimated effect on receipts in: 
1988-89 

Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

1 Increase in single allowance of £180 and 
2 Increase in additional personal allowance 

111owance of 4120 

Restriction on additional personal allowance fo 
11 Reduction in relief on life assurance premiums 
12 Fringe benefits—car benefit scales  

A 

76 7X Change in additional rate on discretionary trusts 
21 21 Lloyds: reform of administrative arrangements  
iz 23' Lloyd's reinsurance to close—relief for leavers  

-5 
+5 

+ 6, 

 

-5 
+5 

 

-5 
+20 

-4-260 Ti" 

  

  

+45 +45 	 +105 

-10 
-5 

-5 
10 

,41Abolition of tax relief on new loans for homes for 
divorced and se arated s ouses 

18 Abolition of tax relief on new •venants 

W Payroll giving to charities— rease in  donation limit to 4240 a year 
ler Change in rules for maintenance payments 

14 Fringe benefits—car parking space 

18' Mortgage interest relief ceiling applied to residence 
,16 Abolition of tax relief on new home improvement loans 

C 	ikbolition of hi hcr rates of income tax ab 
Abolition of minor personal allowances 

1 424 Unapproved employee share schemes: relaxation of charge  
Employee priority in public offer of shares  

2.1 26 Approved FA 1984 employee share option schemes--restricted shares 
7.1,21/  Assessing procedure for Schedule D  
:7 2ti Redundancy payments: change to scale of charge  
fi,29'Withdrawal of" top-slicing" relief for tax charged on premiums 

for leases, etc  
Income tax and capital gains tax 

2.4 30' Independent taxation of income and chargeable capital gains of 
husband and wife from 1990-91  

- 14 Business Expansion Scheme--limit on relief 
n' Business Expansion Scheme—private rented housing 
J 	Personal Equity Plans—increase in limit  

-t35 -Personal pensions--minet-changes-- --- 	• •------ - - 	 - 10 
..36 Refunds of employee pension contributions 	 + 15 

35 31 Occupational pensions—minor amendments  
34 End of year interest on PAYE and subcontractors deductions  

3 	36/ Capital allowances--exempt persons  
46 Capital allowances—safety at sports  rounds 
Ar Capital allowances—abolition of quarantine premises relief  

tx, 41 Withdrawal of relief for business entertainment of °verse businessmen 
(At4I Rebasing capital gains of companies to March 1982  

* = Negligible — = Nil t Allows foi somentigGrEsTeeeteRVISy ma 

443UDGET SECRET—BU 	Melt UST ONLY 

Income tax and corporation tax  

3.r Forestry—removal of commercial woodlands from scope of tax 

-zoott64**. 	 
+5 

-25 	 -235  

ed  ccIVOT irenBI,I.  COPIED 
0030 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED. 

0 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



1989-90 
Estimated effect on receipts in: 
1988-89 
Changes from a 
non-indexed 
base 

Changes from 	Changes from 
an indexed 	an indexed 
base 	 base 
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. 	 MOM /182.111•1' 
i• 	sat •.I 111-2.• 	.11mm j 

Capital gains tax 

-380  
1r 

-380 -200 

-50  

SI. 54" Indexation allowance—intra- rou transactions 

/ - 

(At  A.( Rebasing capital gains of individuals and trusts to March 1982 
AS Charging gains of individuals and trusts at income  tax rates 
d(Annual exempt  2 mntinr 

4c.4/ Retirement relief  
tib4g  Building and Co-operative societ 
1/14i  Homes provided for dependent r 

prporation tax 

Reduction in rate  of ACT to 1/3rd o 
Reduction in small coin anies' rate 

52' Com an residence and mi ration—new 
55 Definition of an investment trust 

t4i to 

,75-- 
-1,5o 4-
+411 t• 

the distribution 

se Intra-group share exchanges  
S1-4 56-Capital allowances—assured tenancies  relief 

Corporation tax and capital gains tax 

f Rollover relief for satellites,  spacecraft,  millxnd potato  quotas  
Income tax, corporation tax and capital gams tax 

Q., „se Keith Committee administrative changes 

Income tax, corporation tax, capital gains tax and stamp duties 

Sy sr Conversion of building societies into public limited companies 
—changes in tax rules 

Oil taxation 
'17; .66' Reduction in PRT oil allowances for certain fields 

..15/ Petroleum revenue tax 	ief for certain tariff related costs 

,irf New capital gains relief for certain oil licence disposals 

24 	40  
6 	6'S Increase 	reshold and change t 	at rate  

194  Abolitign of limit on gifts to polit al parties  

Inheritance tax 

6 10,71P,1.!"tiel- c 	,-(1, :kJ 	4 	, 	s 	Auk:, 
(14 es Stamp duty and reserve tax  on paired shares  

TOTAL INLAND REVENUE 

+70  + 70 

-5 

-10 

+10 	 +10 	 +20 

+3() 	 +3() 
-5 	 -5 

-1(X) 	 -2(X) 

-4015 	 -6280 

- re, 

-4860 

BUDGET SECRET 
cBUIDIGED UST ORLY 

ir78.  Revised duty regime for low strength mixed drinks 
* = Negligible 	— = Nil 

BUDGET SECRET—BU 

-1-5 	 +5 

CUSTOMS AND EXCISE 
Value added tax 
66 Change in liability of certain confectionery  

1,1) 6r Keith Committee—review of civil penalties 
,65 increase in registration limits 

(A 69 Revised registration requirements 
1;\ 76 Revision of approved self-billing arrangements  
1 -, 7f Revised treatment  of business entertainment for overseas customers  

Excise duties 

71 No change in rate of spirits duty  
75" Increase in rate of beer duty 	 • 

rib, 4 
-1.178"  Increase in rate of duty on cider and perry 

( 76 Increase in rate of duty on light wine and made-wine duties  

'11,  74 Abolition of minimum duty charge for beer 

+5 

+5 
• 

+80  

+5 
+20 
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How the figures in Table 4.1 have been calculated 

Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 
earest Z5 million. "Negligible-  means less than Z3 million. 

A,,4 1betct effect of a tax change is the difference between the yield of the tax which 
se on the basis of the rate of tax, allowances, etc prevailing before the 

it1.  toe pre-Budget regime) and the yield after the changes proposed in the 
B  ,„..  •  Agto, 	ost-Budget regime). 

For  IiSlins 	nue taxes (and VED) the difference in yield for each tax is generally ,.,s4 
calculat,v-  wytill-.  mg  the pre- and post-Budget tax regimes to the same tax base. 
This base  401!". ..k  Budget base—that is the levels of income, profits etc forecast 
for future 

 • t \\ Budget 
%;"  assumption that all the measures proposed in the Budget 

take effect. In 
changes in taxpa 

'Vt.  :0) 

131' aviour arising from the tax change where these 
ikes, however, the difference in yield also takes account of 

&L.1440444.146gchanges can be directly attnbuted to the change in tax.,", 

For Customs and Excise taxes and duties, the calculation takes into account, where 
possible, the effect of the tax change on the pattern of consumers' expenditure and 
the resulting impact on other expenditure taxes but makes no allowance for 
secondary effects: in particular, i 	sumed that total consumers' expenditure does 
not change. A fuller descript 	methodology is in Economic Trends, 
March 1980. 

Table 4.1 shows the expected chat 	receipts of tax resulting from the Budget 
proposals. Additional information i 	ovided in the commentary below for those 
proposals where the effect on tax liab 	 first complete year to which the 
change applies (full year effect) is substa 	fferent from the effect on receipts 
in either 1988-89 or 1989-90; or where  t a ..  sact of the proposal is expected to 
build up over a period of years. 

4i3UDGET SECRET—BU 

The figures in the first column of Table 4.1 show the direct effect of the Budget 
proposals on receipts in 1988-89. Budget proposals are compared with a non-
indexed base—that is, with the pre-Budget regime of allowances, thresholds and 
rates of duty at 1987-88 levels. 

The figures in the second column show the direct effect 	get proposals on 
receipts in 1988-89, measured against an indexed base. Th 	base for 1988- 
89 is obtained by increasing 1987-88 allowances, thresholds 	of duty by 
3.7 per cent, the increase in the RP1 over the year to Decemb 

The figures in the third column show the direct effect on receipt 	 also 
measured against an indexed base. For this comparison, both the B g 	osals 
and the indexed base for 1988-89 have been further indexed by the f 
movement in the RPI between the fourth quarters of 1987 and 1988 
Table 3.13). 

The estimates shown in Table 4.1 do not reflect changes in the tax base ansi g from 
changes in money incomes and in the general level of prices and other economic 
variables which may result from the proposed tax change. These secondary effects 
are, o7-e-t+iffsel-6144fi-i4440-11C-{-444344-44i-ostiR4.44441g-,he impact of the tax change on 

BUDGET SECRET 	NOT TO BE CV6bE613 
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car benefits for directors and for "higher 
vels.rThe(.  previously_ announced-kale for 

1 /4"/ 
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for payments under new maintenance arrangements, relief wifl be restricted to 
payments to a divorced or se.arated spouse, up  to a limit oilliresrfts.„ 

"PicBUbartif.,
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the PSBR. The base for the post-Budget forecast of each tax (given in Table 6B.3) 
takes account of the effects, direct and secondary, of all the measures announced in 
the Budget. 

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

1 tof See paragraph4:047 Lt• 

-1 
,fr See paragraph 4.021 This item includes the saving in public expenditure on 

rtgage interest relief to those below the tax threshold. The effect of the 
quential change in the rate of advance corporation tax (ACT) is shown in line 

Table 4.1 
(.. O (,  

Following the reductions in the basic rate of income tax in successive Budgets, 
the rate of relief for life assurance premiums on policies taken out before 
14 March 1984 will be reduced its from 15 per cent to 12-5 per cent from 
6 April 1989. The starting date is to allow life offices time to make the necessary 
preparations. 

11 

6k/446f 	)( 

12 For 1988-89 the scale for 
employees will be double the 
1988-89 will not apply3Y-ieiel 
sea-les,Ne-eita-rtge-is-repete8-fert 
fuel benefit-also-used-fee VAT- 

_ 	• 	. 
1-3--See-pafaph-4,09-. 

89- 4nd 	1989 '90 tu tlic )Lale dzai ges for--car 

	

h ,q)Zck 	/IA 

/ • 	)71-,  

- 

( 14) 	)d 

, 3 
,14 The provision of a car parking space for the use of directors or higher-paid 
employees will be exempt from tax from 6 April 1988. 

‘L. 	:, • L, 
.13- to 17 See paragraph 4.141. Relief for loans for the purc 	L 
let property is not affected. =1-4 	- 	4. . 	) 	At Art\\*  

) ..x.....1,.....L...0...r.7.tri.tr_frrr... .4...k.,...,....,t_s  , 	UM Vi 
,• 

1 ) .18" See paragraph 4.1,1. The change is estimated to yield L 11., .1* b•  4n in 1990-91, 
£175 million in 1991-92, and £12101  million eventually.  ''" .11/4  ,  -„_,..m. !iiii.„.. 	, „ • • 

include-the_effecton public_expenditure of the parallel  chan;tteAt.;ent  grant 
system.-- i1 	4/ Iva/ k 

1' t 	
141 
 'sVsi 

1t"44- 	 4101c‘ lei See paragraph 4.12 

A 	
V -I\ 2,8" The new tax regime for maintenance payments in paragraph 4.P wis 
, 

	

- 	v 
that:  

n improvement of 
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t 

arrangements are in plac ax-• Fr GI rri 1 CXKI—Q 1 04.wAuddi, cciajia,k4423.24/ frlric r co-rs 

figure for 1989-90 in Table 4.1 reflects +1,e-elefkipool-ei.ciiefwagAl 	osts for 
capital gains tax in 1990-91 and 1991-92 are each estimated at £60 million:thee 
estimates voitisli-elle gee.ma-cear.p.a4cags'-iasiwar4Amea are subject to a-high 
degree of uncertainty. 

1, I 	 't; 

31 and 32 See paragraphs 4.26' and 4.21i The estimated revenue effects depend on 
take up and are highly uncertain. 

33' The annual limit on investment in a PEP will be raised from £2,400 to £3,000. 
e tme time the amount which may be held in cash will be increased from 

£300 (or, in each case, 10 per cent of total market value of a plan). [And .̂ n t which may be invested in a unit trust or investment trust will rise from 
xxx (or, if greater, 25 per cent of total investment).] The changes will 

110. ---  alendar year 1988. 
'1,%4* 	• 

S ;  • •  ....110 ill  be abolished with effect from 1988-89. With effect from 
15 Mar 	bject to transitional provisions extending to 5 April 1992) the 
right of 404,‘  commercial woodlands to elect to be assessed to tax on their 
profits or 1:`Triiii:0%.Schedule D will be abolished. The eventual net annual saving 
is estimate.  .'01411,11 
intrcreluted- 	AX, 

35 nges willbe m o the tax rules for 	onal pensions relatin 
ment by DHS 
	

contracting-out re es. 

3f(The rate of tax on refunds of employee pension contributions will be increased 

3/ Minor amendments are to  sAN  • to the 1987 legislation (which dealt with 

from 10 per cent to 20 per centieeN. 

exploitation of pensions tax reli  ccs,  

38' Interest will be charged where a mployer or contractor delays payment to the 
Inland Revenue of amounts deducte 	 PAYE or subcontractor deduction 
schemes beyond 19 April immediately qj 	the deduction year. This interest 
charge will not be introduced before 199 

39 The rules for calculating industrial buildis allowance following a sale and 
those for transfers of machinery or plant between connected persons will be 
amended to prevent excessive relief where one person is not chargeable to tax in the 
United Kingdom. These changes will prevent a potential Exchequer loss of up to 
£150 million in 1991-92 with a diminishing effect in later y 

44:( The legislation relating w capital allowances for safe  (kckl 
; 

ure at sports 
grounds will be amended from 1 January 1988 to take acco nges to the 
Safety at Sports Grounds Act 1975. 	

) 
41 Capital allowances on expenditure at certain quarantine pre 
abolished from 16 March 1988. 

42 See paragraph 4.24. The yield from the VAT change is shown sep 
item 71. 

L 

43-and 44 See paragraph 4.17. The total cost of rebasing will build up to a 
some £850 million in 1991-92, of which the amount attributable to companies' 
gains is about three-quarters. The figures take account of the likely effect of this 
measure on the volume and timing of disposals; and, ;6individuals and trusts, are 

'NOT TOAgifoqOPIED 
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(b) The Revenue's power to call for returns of information will be extende. to 
details (where relevant for tax) of payments for services by Government 
Departments, grants or subsidies paid out of public funds and the names of licence 
holde 

57 	er relief will be extended to satellities and spacecraft 	ly 1987 
and torn and potato quotas from 30 October 1987. 

58' (a) The present flat rate penalty for failure to notify liability to ta 
replaced by a fully mitigable penalty up to the amount of tax unpaid. 

.5. 
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45' See paragraph 4.1g. Until the introduction of independent taxation in 1990-91, 
the gains of married couples will be taxed as the marginal slice of the husband's 
income. The revenue yield in 1990-91 is estimated at L40 million and in 1991-92 at 
L85 million. The figures take account of the likely effect of taxing gains at income 
tax rates on the volume and timing of disposals. 

40 See paragraph 4.14. 10 

5 

41 See paragraph 4.20. Retirement relief currently exempts business gains up to 
Z125,000, subject to certain qualifying conditions. 

om 4 July 1987, disposals of shares in Building and Co-operative Societies will 
*fy for indexation relief. 

   

,.4 .r.7- .  . pril 1988, the capital gains tax exemption for homes provided for 
	dep
0I.  II-  - nves willease.tra-lar-aaisi.laie. There will be special provisions to 

ensu  la; e  , 	ption continues where a dwelling would have qualified for this 
exernpt1I sposal before 1988-89. 

iii, 	(`( 	 LI •2.; 	4.2  
Wand 5'i 	 447-22. The reduction in ACT will be balanced by an 
increase in th. u.:-.  '  .t liability to mainstream corporation tax. 

S-: 
54 See paragraph 4.33. 

5 	The Finance (No 2) Act 1987 repealed part of the definition of an investment 
trust. The full definition will be r stated, and the legislation will include provision 
to ensure that the repeal was 	ective. 

CG-c iziA414,4 

54' The indexation allowance 
intra-group debts and sharehold 
allowance to create large artificial 
of tax. 

ied or restricted on disposal of certain.  
his provision counters use of the indexation 

tal losses which could cause a significant loss 

-t, / ..-- 
55 As a result of a recent court ruling, sh

-.. 
 xcxchanges by companies in the same 

group can now give rise to capital gains or Vsses being taxed or allowed more than 
once. The legislation will be amended so as to remove that anomaly. 

56' Capital allowances in respect of properties let on assured tenancy terms by 
"approved bodies-  will come to an end when the Housm 	takes effect. 
Changes will be made to the capital allowances legislatiolt:f i1tt4) ure that relief for 

%A .,•'1.1s, . past years is not withdrawn and to provide transitional 	i. 	ts in respect of 
expenditure already incurred. 

V 
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Changes in the tax rules concerning the conversion of building societies into 

\ 41#  

.c..  limited companies are necessary in order to prevent unintended tax charges 

4,1 	agraph 4.31. The PRT oil allowance for Southern Basin and onshore 
=/r-'4;1  evelopment consent on or after 1 April 1982 is to be reduced to 

1000.i  vr,.  per chargeable period, with a cumulative total of 2 million tonnes. 
Ther *A " . . 	,  in Table 4.1 relate to this proposal only. At the same time, it is 
propo4d  1. ir .1,,,,,,,tks  royalty on these fields. These two measures have cumulative 
cost of a  0#401PIN,t;'  million in the first five years ein part because it is estimated 
that they•  fti'll). 	e certain developmentsr, but in the long run they are 
expected to  ., .  1.,..41411‘evenue neutral. 

BUDGET SECRET-BUDGET LIST ONLY 
Annex to Chapter 4 0..01 

EgiligtErTagi-TcfNIAY 

The Revenue's power to call for documents relating to taxpayers suspected of 
avoidance or evasion will be extended to include the Department of National 
Savings, and, in order to identify taxpayers suspected of serious default, to 
documents relating to taxpayers whose identity is not known to the Revenue. 

The Revenue will be allowed the same access to records held on computer as it 
is allowed to records held on paper. 

The estimated yield of these measures is based on the unreported tax 
liabilities which will be uncovered. 

fai See paragraph 4.32. For disposals of oil licences in undeveloped areas where the 
consideration includes a work programme or another licence interest, that work 
programme or other licence interest will be deemed to have a nil value. 

12' All tariff-related expenditure 	urred by an asset owner will be allowed against 
his PRT liability on tariff 1 r  cv,_.A.14 	in g from third party use of those assets, even 
though his principal field ha 

40\ f  •roduction. No cost will arise until after fields 
owning assets used by others 

( 	1... 	
ipor000t.  don. 

'‘ 
621 and 64 The estimated ( ost f )-91 of the pro osed rate structure for 

measured against 	indexed 
ted full year cost attributable to 
for exemption, transfers to political 

yea,W death. 

inhentance tax in paragraph 4. 	is 
base. For 1991-92 it is Z27() million. 
transfers in 1988-89 is £220 million. T 
parties must be made on or within one 

6 Changes are proposed to stamp duties and the reserve 
a non-UK company where the shares are paired and can only 
unit. 

be transferred as a 
tax on shares in a UK and 

Value added tax 64See paragraph 4.46: 

H Aot 

61- !-4. 	; 5-  :1-,L 1 i ;-t 	,-%.,, 
and restrictions and conditions removed. 

11,... r.,,,, 	1 ,..., ....!. 	,,-... 
N., •I' , • i Pv rk;st. (I ,11.• 	 70 From,--tw-he-re a taxable person issues himself with an invoice under the terms 

of an approved self-billing arrangement, he will be responsible for determining the 

c°rre4t V  litititSET SECRET 	NOT 1r9 Comm 
49 

\ -> t J24.. 

)41  

67 Amendments will be made to the civil penalty system 
introduction of a time-related penalty for late registration; t 
penalties; changes to the rules about eligibility to repayment s 
changes to the rules for persons who persistently misdeclare thei 

' 	1- 7?r 	!if 	 1 
68 See paragraph 4.3$. 

j7"".-y • t 1'4  C.- 	r n^ti,11 	e 	ti 
.69 The rules for registration of voluntary and intending traders will be 

)  the 
w:r 	f daily 
We*,  
471Wt:f&and  
"104) 
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e\() 

,11!  tobacco and cigars will be 

00  0 cigaretteijandil.9pla package of 

---84—Seeincagraph 	 5k1:4.j -(-:-11 2/ .4 1:0 	fr 

781  Lowe 
according t 
This will bring 

79 The duty on leaded petrol will be increased by t5-54 per cent or ft•Opta gallon 
(inclusive of conscqucirtial VAT). The duty on unleaded petrol will remain 
unchanged, so that the tax differential in favour of unleaded petrol will rise to 
r10-6p,t a gallon. 

The duty on dery will be 
gallon (inclusive of 
71 

There will be no change in till> 

.82" The specific dunes on cigarettes, 
increased by 041 per cent or4'3.4pra 
5 small cigars (both inclusive of c 

ixed drinks, not exceeding 5-5 per cent alcohol, will be dutied 
r  at.  olic strength on a scale proportionate to table wine duty. 4/4.. 

wine-based and similar mixed drinks into line. 

byt5.7/ per cent, equivalent to 1444 a 
)• 

of duty on gas oil and fuel oil. 

BUDGET SECRET—BUDGET LIST ONLY 
Annex to Chapter 4 

0 
7t See paragraph 4.26. The chan e will brin the treatment of VAT incurred by 
businesses on entertaining foreig usinessme into line with the treatment of other 

j 

business entertainment. 

uties 72 See paragraph 4.44'. '; 

76 The duty on typical beer will be increased by,f4.7 per cent K equivalent toepya 
pint inclusive of VAT). 

6-- 
71ji October 1988, beer duty will be charged on the basis of 40.90ra hectolitre 
for every degree by which thc oliginal gravity of the beer exceeds 1000. 

he duty on cider and perry will be increased by/(9-7Wer cent or tlpra pint 
e ofEestsospiumasi3 VAT). 

ties on wine and made-wine will be increased by 4.5 per cent, equivalent 
75c1 bottle of still wine, 5.9p on a 70c1 bottle of sparkling wine and 

of sherry (all inclusive of VAT). 

Vehicle excise duties 
.7 

81 There will be no change in the duties on cars, light vans, motor cycles. 
coaches and most lorries. 

85 From 16 March 1988 the rates of duty for the heavies 
about 10 per cent bringing them more into line with ra 
similar gross weight. 

84 From 1 June 1988 a new tax class will be introduced for h 
(special types) capable of carrying very long, wide or heavy loa 
for these special types will be raised to Z1.600. These vehicles ca 
and tear as the heaviest HGVs but currently pay a restricted HGV 

d There will be no change in bus fuel grant. 

buses, 

rries will rise by 
ulated vehicles of 

vehicles 
te of VED 

wear 
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BUDGET SECRET - TASK FORCE LIST 

COPY NO1  OF 10 

From: J ODLING-SMEE 

4th March 1988 

MISS SINCLAIR 
cc Principal Private Secretor: 

PS/Financial Secretary 
Sir Peter Middleton 
Mr Scholar 
Mr Culpin 
Ms Evans 

Mr Calder - IR 

FSBR: CHAPTER 4 

I have a couple of editorial points, in addition to the minor 

points I mentioned on the telephone. 

First, I do not think that the text of the box on independent 

taxation should be in bold print. This would be the only place in 

the whole of the FSBR where text, as opposed to headings and some • rows in tables, was in bold print. It would therefore completely 

alter the character of the document, and we would have to consider 

whether it made sense to have other bits of text in bold print as 

well. Anyway, I understand that it was a mistake that the bold 

print appeared here in the first place. 

Secondly, I suggest that the heading of the annex should be: 

"Explanatory notes to Table 4.1". The present heading ("How the 

figures in Table 4.1 have been calculated") is no longer strictly 

accurate since some of the notes describe the measures rather than 

the figures. 

Co 

• 	 J ODLING-SMEE 

• 
• 



RA7.85 

4 

(i) 	He will want to consider fu 

the withdrawal of relief 

businessmen/customers. 

	  rifc5A. .27 

L
BUDGET SECRET 
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COPY NO OF 

FROM: A C S ALLAN 

DATE: 4 March 1988 

MISS SINCLAIR cc PS/Financial Secretary 
Sir P Middleton 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr R I G Allen 
Mr Pickford 
Mr Riley 
Miss Simpson 
Miss C Evans 
Mr Cropper 
PS/IR 
Mr P R H Allen - C&E 

FSBR: CHAPTER 4 

... The Chancellor was grateful for your minute of 2 March. I attach a 

copy of the relevant pages with 	omments marked. 

2. 	He had a few comments on the 	s in your covering note: 

NOT TO BE COPIED 

he best formulation for 

entertaining overseas 

On the public expenditure implications, he feels that for 

both covenants and forestry the best treatment is to 

mention the expenditure measures in he annex to 

Chapter 4 and in Chapter 5 only (ie no 	ble 1.1 and 

not in Chapter 4 apart from the annex). 

He is considering further the present 	 the 

unleaded petrol impact. 

He is content not to refer to the MIR limit re 

£30,000. 
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• On maintenance, I attach a redraft: the Chancellor would be 

1 if this could be checked for accuracy and clarity. 

A C S ALLAN 
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EDRAFT OF PARAGRAPH 4.12 
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en 

rece 

The tax treatment of maintenance payments will be reformed. 

who receive maintenance payments under new arrangements 

into after Budget day will not be liable to tax on their 

the person making the maintenance payments will get tax 

relief only for payments to a divorced or separated spouse, up to a 

limit of £1490. Special provisions will be introduced for existing 

maintenance arrangements:no-une will get less tax relief on their 

payments or 	pay more tax on their receipts than they do now; 

and all divo 	separated spouses will be able to receive up to 

£1490 free of 
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e Budget tax proposals 

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

•••••• 

iç  The basic rate of income tax will be reduced to 25 per cent. 

koitoracre  will be a single higher rate of income tax of 40 per cente-Alikeil... 
II 	II II 	 . • 

rf  

• tip 	 ri 

4. 
the a 
increas 
mean tha 

the single 
from £2,42 

n income tax personal allowance ill be increase y twice 
e under the statutory indexation provisions (based on the 

cent in the RPI in the year to December 1987). This will 

d wife's earned income allowances will rise by £180 
,605; 

Income tax 

1 

the married allowance will rise by £300 from £3,795 to £4,095; 

the age allowance for those aged 65 to 79 will rise by £220 from £2,960 
to £3,180 (single) and by £360 from £4,675 to £5,035 (married); 

the age allowance for thos  " 
L3,070 to £3,310 	\ ,..4  (singl<10 
(married); 

80 or over will rise by £240 from 
£360 from 1,4,845 to £5,205 

the income limit for age allo 
Z10,6(X); 

cc will rise by L,*8(io from £9,800 to 

<P
O
*  

.1007 

4.05/-Thc dependent relative allowance of up to £145, the housekeeper 
allowance of k100 and the allowance for the services of a son or daughter of 
£55 will be abolished. 

the additional personal allowance 
will rise by £120 from £1,371) to 

w's bereavement allowance 

Life assurance premium 
relief 

14 

( 4.0f(From 6 April 1989 an unmarried couple sill n  OVI4,itled  to more 
\ than one additional personal allowance. 

4.07 The rate of premium relief for life assurance polie\if 	t before 
(.. 14 March 1984 will be reduced to 124 per cent from 6 Apri 

ttLe 	/4.;.j 
telt n;t-e 

I40D fT  
90 ifi- TiLogia(e 

Benefits in kind 

Mortgage interest relief 

'1-2 c- 

4.08 Car benefit scale charges for 1988-89 will be set at twice 
levels. 

4.09 For loans taken out from 1 August 1988, tax relief will be limi 
interest on L30,000 per residence, regardless of the number of borro 
Relief on new loans for home improvements will be abolished from 
6 April 1988. So will relief on new loans for the purchase of residences for 
dependent relatives and divorced 	 spouses. 
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4.21 From 6 April 1988, 50 per cent of any gains between £125,000 and 
£500,000 will qualify for retirement relief, subject to the general conditions 
forth 

BUDGET SECRET-BUDGET LIST ONLY 
4 The Budget tax proposals 

vitouiretsit .:;411.=;:• • 10 	i.; ; ;; 4,44;;"' .1:14 
EnticariTutwomple 

Covenants 4.10 The tax treatment of covenants will be reformed and simplified. Non-
charitable covenants made by individuals on or after Budget day will no 
longer attract tax relief, and income from such covenants made after Budget 
day will not be taxable in the hands of the recipient. T-her4.-144144345-per.a.141 

. Covenants to 
charities will not be affected, nor will non-charitable covenants made before 
Budget day. 

Charitable giving 4.11 The limit on charitable donations qualifying for tax relief under the 
payroll giving sdieine will be doubled from £120 to £240a year from 

-:*  89. 

Maintenance 	 j payments)  pOte 4111,  

	

e tax treatment of ma 	ance payments will be refor 

See' 	 '01-' 
 . tenance arran 	nts recipients will not be ha tax on the 

lief for ose making payments will b .  

gai21Pr 	ra3-cli. 	 arated 	.spouse, u  :10  - .
to payments to 

provi 
 ,....: .,7,diop.  14p, to a limit . , k1,490eFransitional, ),- 

e introduced te-Pc.A.,..Lt 'sting maintenance arrangements. 1 ?",.. 

Personal equity plans 4.13 The *°11;41111' it on investment in a personal equity plan will be 
- increased  filekte'‘‘ ,11  to £3,000. 1.\  

*4  ‘ Employee share schemes 4.14 Following consultation last year, the income tax charge on unapproved 
employee share schemes under Section 79 of the 1972 Finance Act will be 
eased. 

	

Lloyd's 4.15 Changes will be made to 	present administrative arrangements for 
taxing members of Lloyd's 

4.16 The legislation on Lloyd* 
relief to Lloyd's members who 
underwriting year. 

ranee to close will be modified to give 
'e syndicates at the end of the 

Trusts 4.17 The additional rate of income ta(O. 	ged on discretionary and 
accumulation trusts will be reduced fron08 per cent to 10 per cent

. 
fec-14403—•- 

Capital gains 4.18 The base date for capital gains will be brought forward from 
6 April 1965 to 31 March 1982; gains accrued before thaate will no longer 

31 March 1982. This proposal 
 tSt"ly  to 

be liable to tax. The present indexation provisions 	nue to apply to 
gains accruing from  
companies' gains. 

4.19 Gains, after deduction of the exempt amount and all.\ning jte rebasing 
to 1982 and indexation, will be added to income and taxed  %ir,". — 	tax 
rates (as if they were the marginal slice of income). 	•  %P0 

< ‹ 4.20 The capital gains tax annual exempt amount will be reduces  A % 	s s 
in the case of individuals and Z[2,5001 in the case of most trusts. 	\ 	

\ 
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Business Expansion 
Scheme 

A 

Forestry 

X 	Oil taxation 

I 

1 	' 	• 	, 

' • 	•", I rva. 

I 	 4h' lZkei*1  :04  

;71 k 	 • 	 ) 

Company residence and 

cvi 	migration 

IED i#1(1) 
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— 1.111" ::1) 

diltittiff-TMATatikif 

eritance tax 4.22 From Budget Day the threshold for inheritance tax will be increased 
from £90,000 to £110,000. Chargeable transfers above this amount will be 
taxed at aprate of 40 per cent. The km ,000 limit on the amount that 
can be given to a political party without incurring inheritance tax will be 
abolished. 

siness tax 

d. • 
410Ati 
'‘ 	"- 

4.2,  . .,
4 
 ' , on with other business entertainment, the cost of entertaining .1 

over  -.  ti:40..issrh-c.  n will no longer be an allowable business expense for tax 

commit 	
nge will take effect from Budget Day, except for purposes. 

4.23 The small companies' rate of corporation tax will be reduced to 25 per 
cent for the financial year 1988. 

4.24 The rate of advance corporation tax (ACT) for 1988-89 will go down 
a tomatically to 1/3rd as a consequence of the reduction in the basic rate of 

e tax. 

e main rate of corporation tax for the financial year 1988 will be 

- ed into before that date. From 1 August 1988 the VAT 
paid by 	ses *'1 	in * this entertainment will no longer be deductible. bu  

4.27 A numb ' of changes will be made to prevent tax charges arising on 
the conversion of building societies into public limited companies. 

4.28 Investment in private rented housing will be encouraged by extending 
the Business Expansion Scheme o give relief on investment in companies 

/tt..AA) el4Stali tr..444,44 
4.29 A general limit of k5 	be set on relief under the Business 
Expansion Scheme for total i 	Olt  ent in any one company in any period o 
twelve months, with a higher  11;  of kW 	for investment in 
companies providing private rent.k  711):  ,{{3r shipping 

4.30 Income from the occupation o
( ))

ercial woodlands will be 
removed from the scope of Income TaxInd Corporation Tax.+See-

• 

llowance for Petroleum Revenue Tax (PRT) will be reduced to 
tonnes per chargeable period for all Southern Basin and onshore 

fields given development consent on or after 1 Apri 
 t( 0  . 

At the same time 
the Secretary of State for Energy proposes to aboli 	i7,ayments for 
these fields.)  

s 
.\\,...  .14?'„,  

work 

4.32 A new capital gains relief will be provided for di 	°L.I.1 licence 
interests in undeveloped areas wherever the consideration 

 

programme or another licence interest. 
 

<7  ) 

4.33 faection 482(1) (a) and (b) of the Taxes  
repea ed with effect rom Budget Day. In future companies will 	8  esid  y 

* 
in the United Kingdom if incorporated here or centrally managed 

a 
 n )\  

controlled her4T-h-erwill-na-longer-need-T-reasury-Gon e If 
residence abroad [and the criminal penalt 	-compliance will cease]. 
Companies will be able to 	i t ey pay their tax liability, including 
I .  

RIOT TO MR 
39 BUDGET SECRET—BU WIDIGED UST ONLY 
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NV. EfiltilftErTOORRALblY 
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5 
VAT 	4.34' From 16 March 1988 the registration limits will become £22,100 per 

annum and £7,500 per quarter. 
6 

4.35(The provision for applying VAT to confectionery will be amended 
with the main effect of taxing All cereal bars at the standard rate. 

4.36' The duties orOeer and wines will rise by the equivalent of lp on a 
typical pint of beeni•zip on a bottle of table wine, and just over 6p on a bottle 
of sherry (all inclusive of VAT). The dutials on spirits will rern2in 
wiLlianged. The minimum duty charge for beer will be abolished and 

sion will be made for restructuring the duties on low strength mixed 

AlOw4j  
duty on leaded petrol will be increased by the equivalent ofAust 

-417":11111  gallon (inclusive of VAT). The duty on unleaded petrol will 

ti-4% 	,.ngedome-t,12.a.t-t4e-ekttl.-eiiiiefentiel-im-4ts-Covetw-vis-ii-vis.4estee,e1.. 
The duty on dery will rise by the equivalent oust 

Excise duties 

under 

rise by the equ 
2p,ron a pack 
unchanged. 

4.38' The ties on cigarettes, hand-rolling tobacco and cigars will 
over 3pron a packet of 20 cigarettes and-filearly 

of 5 smal cigars. The duty on pipe tobacco will remain 

Tax administration 4.39' The VAT civil penalty system,7introduced in 1985, has been reviewed 
and various easements are pro sect/ n the light of recommendations by the 
Keith Committee, changes 	made: 

to encourage people to 	the Inland Revenue if they are liable to tax; 

to-intrethiera-tax,ge-ared jØfor  

to improve the information p 

to charge interest where paymen 
deducted by employers is delayed 

he Inland Revenue; 

inland Revenue of income tax 
nd the end of the tax yeaci, 

. Ast. . 
-earrrputer-9riems-efe-in-194— 

:Lt.: Lc)  

4." A At.t3 tdyt,.. 4 tvy....t. 
tou.tio 	1e tA.S14444e411  

MiAid ar( 4e.tt— 	t*t t4 trh( 
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MCCITTMRI:FanypiirD AigialsrrgEgiSlarr 
EftigligtErTaSsirothtox 

Table 4.1 Direct effects of changes in taxation 
k million 

See Annex 

paragraph nu 

INLAND REVE 
Income tax 

Changes from 
an indexed 
base 

1989-90 

Changes from 
an indexed 
base 

Estimated effect on receipts in: 
1988-89 

Changes from a 
non-indexed 
base 

1 245 

15 
and 4360 (married) for those 

0004 Increase in age allowance of 42 
those aged 80 and over 

5 Increase in income limit for age allo 
Reduction of 2p in basic rate 

Increase in basic rate limit of 42 100 to 
Abolition of hi her rates of income tax abo 
Abolition of minor personal allowances 

Restriction on additional personal allowance fo 
11 Reduction in relief on life assurance 
12 Fringe benefits—car benefit scales  
13 imins- 	-^"^gs 	(1241D lirnie}  

5 	 -5 	 -5 
+5 	 +5 	 +20 

• I. 	 lativ 
a,  Ili 

	 +-MO -1-11° 

+ 45 

— 
„,, Unapproved employee share schemes: relaxation of charge 	 * 	 * 

i,S 2( Approved FA 1984 employee share option schemes—restricted shares 
(2 Assessing procedure for Schedule D 

:_,, 2

.•  	* *  

z 

S' Employee priority in public offer of shares 

:7 21 Redundancy payments: change to scale of charge  

At..29"Withdrawal of" top-slicing" relief for tax charged on premiums 
for leases, etc  

Income tax and capital gains tax  
30-  Independent taxation of income and chargeable capital gains of 

husband and wife from 1990-91  
.}If Business Expansion Scheme—limit on relief  

11 
 

3•2" Business Expansion Scheme—private rented housing  
31 Personal Equity Plans—increase in limit  
Income tax and corporation tax  

5  34" Forestry—removal of commercial woodlands from scope of tax 
.{-35 -Personal pensions—tninor-changes---- 
_it  Refunds of employee pension contributions  

35 31 Occupational pensions—minor amendments  
3ff End of year interest on PAYE and subcontractors deductions  

31 3.9-  Capital allowances—exempt persons  
4d Capital allowances—safety at sports  rounds 

iy la Capital allowances—abolition of quarantine premises relief 	 
4 Withdrawal of relief for business entertainment of overse businessmen 

6 
CO 

; 44 Fringe benefits—car parking space 
14-  Mortgage interest relief ceiling applied to residence 

,c tic Abolition of tax relief on new home improvement loans 
+4tt,41/ Abolition of tax relief on new loans for homes for 

A 	
divorced and se arated s ouses 

1( Abolition of tax relief on new •venants 

1 Increase in single allowance of k180 and married allowance of 4300 
2 Increase in additional personal allowance and widow's bereavement 

allnwance of 4120  
3 Increase in age allowance of 4220 

Ngtd  aged 65 to 79 

Z I 22 Lloyds: reform of administrative arrangements 

If Payroll giving to charities— rease in donation limit to 4240 a year 
,20" Change in rules for maintenance payments  
.21' Change in additional rate on discretionary trusts 

213-  Lloyd's reinsurance to close—relief for leavers 	 *  

remiums 

4360 (married) for 

uples 

90 

15 
10 

4060 

+10 

-10 

5 

730  i2it: 

50- 

-620 -810 

-5 -10  

-45 -55 

-10 -10 
-5 -10 

2. 7o —21360- -21 70  -2.7C-2-860  
-1-70 -g< - -414.14. 

- toSS -060. - `I`f5 - 2-084 - 2j Sc 
+10 +10 

+5 
+70 

zio 	4-28e- t 3ic 

+ 45 

-10 
-5 

+ 105 

-5 
-10 

+ 15 

+5  
Rebasing capital gains of companies to March 1982 

	

-25 	 -25 	 - 235  
* = Negligible — = Nil t Allows fo someIWOGrE,TreSECREFy maried cciMelF TanaiE.copiED 
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ration—new f- 	Corn an residence and mi 

5151 Definition of an investment crust 

transactions Si. 54 Indexation allowance—intra- rou 

57 54f Conversion of building societies into public limited companies 
—changes in tax rules 

Oil taxation 

- 200  

/ If - 

-4860 -4015 -6280 

BIUDGET SECRET—BUDGET LIST ONLY 
4 The Budget tax proposals 

i-1 7-- Atf Rebasing capital gains of individuals and trusts to March 1982 	 — 	 — 	--as' — 36  
4 .40 Charging gains of individuals and trusts at income tax rates 	 +70 	 +70 	 4-60 4.  30  
14( Annual exempt amount 	 — 	 — 	 +40 r 1 6  (4  c Ai 	Retirement relief 

	

— 
* 	 * 	 * 

	

— 	 - 10   
i; #S1 lkb 48-  Building and Co-operative societ   

PO itti 4  ...•  	 — 	 — 	 *  

v Reduction in rate of ACT to 1/3rd of 
,Al 	

the distributicn 	 -380 
Reduction in small com anies' rate to 25  laialup  q  kil 

	

* 	
-380 	 -200  

*  - 50 ) 11.....-_,.-A 
, 

5-, 581  Intra-group share exchanges  
Cu 58-Capital allowances—assured tenancies relief 

Corporation tax and capital gains tax 

55  -8/ Rollover relief for satellites, spacecraft, milknd potato quotas 

Income tax, corporation tax and capital gains tax 

,56( Keith Committee administrative changes  

Income tax, corporation tax, capital gains tax and stamp duties 
+10 	 +20 + 10 

60 Reduction in PRT oil allowances for certain fields  
A/f New capital gains relief for certain oil licence disposals 

bc.,-62 Petroleum revenue tax 	ef for cer:ain tariff related costs 

24 	 
6 61 Increas A  threshold and change t at rate 
b‘- k4 Abolitign of limit on gifts to polit al parties 

6 	Atte,71,P,1-!'tiel c 	.PJLLft 	, r ,k I  

t,6 65 Scamp duty and reserve tax on paired shares  
TOTAL INLAND REVENUE 

Inheritance tax 

CUSTOMS AND EXCISE 
Value added tax 

6 	66' Change in liability of certain confectionery  

6r Keith Committee—review of civil penalties 
/AI Increase in registration limits 

61, fici Revised registration requirements 
CA .70-  Revision of approved self-billing arrangements 

1', 71 Revised treatment of business entertainment for overseas customers 
Excise duties 

-71 No change in rate of spirits duty 
73"  Increase in rate of beer duty 
74 Abolition of minimum duty charge for beer 

PS Increase in rate of duty on cider and perry 

7(74 Increase in rate of duty on light wine and made-wine duties  

1"(78  Revised duty regime for low strength mixed drinks 
* = Negligible 	— = Nil 
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+ 10 

-25 
+20 

+5 

+83) 
• 

+5 

+5 
• 

• 

+5 
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-5 

Homes provided for dependent r 
prporation tax 

-5 	 -5 

+33) 	 +34) 
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The estimates shown in Table 4.1 do not reflect changes in the tax base arisi g from 
changes in money incomes and in the general level of prices and other economic 
variables which may result from the proposed tax change. These secondary effects 

NOT TO BE 
are, o 	 he im_pact of the lax chmito 
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COMODGEOLIST ONLY gbr 
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How the figures in Table 4.1 have been calculated 
Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 
t... . earest £5 million. "Negligible" means less than Z3 million. 

ect effect of a tax change is the difference between the yield of the tax which 
-10,:t\se  on the basis of the rate of tax, allowances, etc prevailing before the 
:4A111:"ZI,t _td.e  pre-Budget regime) and the yield after the changes proposed in the 
BV:, 	.ost-Budget regime). 

For I 	'0"  :nue taxes (and VED) the difference in yield for each tax is generally 
0 

calculati,  A.  :  . ,  ing the pre- and post-Budget tax regimes to the same tax base. 
,4°,P&* This base  . 	Budget base—that is the levels of income, profits etc forecast 

for future 	."  assumption that all the measures proposed in the Budget 
take effect. In rta '‘.V°  *  es, however, the difference in yield also takes account of 
changes P s,,b4aviour arising from the tax change where these 

EbelimbioiehicAchanges can be directly attributed to the change in tax...1N 

For Customs and Excise taxes and duties, the calculation takes into account, where 
possible, the effect of the tax change on the pattern of consumers' expenditure and 
the resulting impact on other expenditure taxes but makes no allowance for 
secondary effects: in particular, i 	sumed that total consumers' expenditure does 
not change. A fuller descript 	methodology is in Economic Trends, 
March 1980. 

Table 4.1 shows the expected cha 	receipts of tax resulting from the Budget 
proposals. Additional information i 	ovided in the commentary below for those 
proposals where the effect on tax halm 	first complete year to which the 
change applies (full year effect) is substa 	fferent from the effect on receipts 
in either 1988-89 or 1989-90; or where t 	act of the proposal is expected to 
build up over a period of years. 	 0 
The figures in the first column of Table 4.1 show the direct effect of the Budget 
proposals on receipts in 1988-89. Budget proposals are compared with a non-
indexed base—that is, with the pre-Budget regime of allowances, thresholds and 
rates of duty at 1987-88 levels. 

The figures in the second column show the direct effectt '  V''  •  .  get proposals on 
Si, 

receipts in 1988-89, measured against an indexed base. T  j 	S.  ?I base for 1988- 
89 is obtained by increasing 1987-88 allowances, thresholds 

..,,,, 
of duty by 

3:7 per cent, the increase in the RPI over the year to Decemb-  X, • 111 ) 

The figures in the third column show the direct  effect  on receipt 	i"  v  g, also ., 4,k.. 
measured against an indexed base. For this comparison, both the B<.-i.1-1.4r...osals 
and the indexed base for 1988-89 have been further indexed by the  
movement in the RPI between the fourth quarters of 1987 and 1988 (  .. > .7. --
Table 3.13). 
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' 	7, 
,15-  to 17 See paragraph 4.141. Relief for loans for the purc 
let property is not affected. ;+-1 	  

improvement of 
) 	,  
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the PSBR. The base for the post-Budget forecast of each tax (given in Table 6B.3) 
takes account of the effects, direct and secondary, of all the measures announced in 
the Budget. 

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

Income tax 1 to% See paragraph 444- It  0 L. 

(Lvitiv. 

( 

See paragraph 4.0i: This item includes the saving in public expenditure on 
..rtgage interest relief to those below the tax threshold. The effect of the 

Oquential change in the rate of advance corporation tax (ACT) is shown in line At"Table 4.1  
, 	L t 0 u 

*Alt* 

) kc..  •  4:-(071• 

54, ro iarLL, 0 41 

Following the reductions in the basic rate of income tax in successive Budgets, 
the rate of relief for life assurance premiums on policies taken out before 
14 March 1984 will be reduced vs from 15 per cent to 115 per cent from 
6 April 1989. The starting date is to allow life offices time to make the necessary 
preparations. 

rom £T79001 £19,300. 

h 

11 

syuem.- lltb-e kval 

el+1,0:14/41/1  
UDGET SECRET—BU 

12 For 1988-89 the scale for ise... 
employees will be double the 1  Vs 
1988-89 will not apply3Y-ielel 
seales-.44e-eitaitge-is-p-nspeled-fer 
fuel benefit-also-ased-for VAT- 
, t44‘ 	ow— h-114,11,— I 

car benefits for directors and for "higher 
vels.rTl*previously..announcecricale 

aid" 
for 

89., 	1989-90 1989-90 to the NLale Iliarges form 

7 

h 	64- IL, 
frz„:. 

, • 	d 1  

L- 	te.rf 

,14 The provision of a car parking space for the use of directors or higher-paid 
employees will be exempt from tax from 6 April 1988. 

I i 18' See paragraph 4.11. The change is estimated to yield Li  6-i ,.i.y  i..n in 1990-91, . . . 
£175 million in 1991-92, and L[210l million eventually.  " 
include-the._ettect on public_expenditti-re of the parallel change 

	

.ent 'grant 
1/4 	?",414. 

::...
tel  

19' See paragraph 4.12 	tvikki-  Art‘st 
A 	

((KA< 

20 The new tax regime for maintenance payments in paragraph 4.13 wi S\ .>\ 

.1.0 

that: 	 \ 

for payments under new maintenance arrangements, relief will, be restricted to 
payments to a divorced or separated spouse, up to a limit 

Miegt/barrintettrimairtirnein)  BE COPIED 
(311DLSEETAJOIT ONLY 	 0 0 9 7 45 
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••;;•itti•'- ; ibl (4:;)" 
ElWariTLIM'artIVY   

[Waite-en_ the ram 
arrangements are in plac 2 	fr 	 061.,,,ards 	mq), tr-incirr  

baluitrie figure for 1989-90 in Table 4.1 reflects 41/e-elefeticia4-ogiii‘posel 	osts for 
capital gains tax in 1990-91 and 1991-92 are each estimated at £60 million:tEee 
estimates vohislauillevo-for-siaaatioc.iia.aaaciaay.er 	 are subject to atigh 
degree of uncertainty. 

'1 
31 and 32 See paragraphs 4.26' and 4.2,7. The estimated revenue effects depend on 
take up and are highly uncertain. 

/- 
3,3' The annual limit on investment in a PEP will be raised from £2,400 to £3,000. 

. 	• e same time the amount which may be held in cash will be increased from 1.  
k

$ 'A c'N  •  • •  £300 (or, in each case, 10 per cent of total market value of a plan). [And 
i:10  - nt which may be invested in a unit trust or investment trust will rise from 
Attir 	xxx (or, if greater, 25 per cent of total investment)] The changes will riA.,...  alendar year 1988. 
'1, er-oit,  

34, s,,L,.,  i, :  ill be abolished with effect from 1988-89. With effect from 

right of  :"St110-#4'  '  •  commercial woodlands to elect to be assessed to tax on their 
15 Mar 

	

	bject to transitional provisions extending to 5 April 1992) the 

Schedule D will be abolished. The eventual net annual saving profits or I 

35 
	

ges wilbe m 	o the tax rules for 	onal pensions relatin 
ment by DHS 
	

contracting-out re  e  es. 

ViThe rate of tax on refunds of employee pension contributions will be increased 
from 10 per cent to 20 per cent. 

37(  Minor amendments are to 	to the 1987 legislation(which dealt with 
exploitation of pensions tax reli 

38' Interest will be charged where a mployer or contractor delays payment to the 
Inland Revenue of amounts deducte 	 PAYE or subcontractor deduction 
schemes beyond 19 April immediately ( 	the deduction year. This interest 
charge will not be introduced before 199 

39 The rules for calculating industrial buildiRgs allowance following a sale and 
those for transfers of machinery or plant between connected persons will be 
amended to prevent excessive relief where one person is not chargeable to tax in the 
United Kingdom. These changes will prevent a potential Exchequer loss of up to 
£150 million in 1991-92 with a diminishing effect in later ye ,K 
1 
46 The legislation relating to capital allowances for safet 	ure at sports 
grounds will be amended from 1 January 1988 to take acco 	nges to the 
Safety at Sports Grounds Act 1975. 

A 

41 Capital allowances on expenditure at certain quarantine pre 
abolished from 16 March 1988. 
t!1., 

42 See paragraph 4.24. The yield from the VAT change is shown sep 
item 71 

1 L.  
43-and 44 See paragraph 4.17. The total cost of rebasing will build up to a 
some £850 million in 1991-92, of which the amount attributable to companies' 
gains is about three-quarters. The figures take account of the likely effect of this 
measure on the volume and timing of disposals; and, to individuals and trusts, are 
additi 
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45 See paragraph 4.1g. Until the introduction of independent taxation in 1990-91, 
the gains of married couples will be taxed as the marginal slice of the husband's 
income. The revenue yield in 1990-91 is estimated at £40 million and in 1991-92 at 
£85 million. The figures take account of the likely effect of taxing gains at income 
tax rates on the volume and timing of disposals. 

40/ See paragraph 4.W. 10  

47/ See paragraph 4.20". Retirement relief currently exempts business gains up to 
£125,000, subject to certain qualifying conditions. 

TUBE 	COPIED 

„44t voie,om  4 July 1987, disposals of shares in Building and Co-operative Societies will 
Ty for indexation relief. 

nves willreee.t.Q.Jar....a.u..14.494e. There will be special provisions to 
ens. 	 iption continues where A dwelling would have qualified for this 
exem 	 sposal before 1988-89. 

pril 1988, the capital gains tax exemption for homes provided for 

Lfi 
50'and 51 
increase in t 

z; a. L I  • 2 

ft47-22. The reduction in ACT will be balanced by an 
t liability to mainstream corporation tax. 

ki See paragraph 4.33. 

5" The Finance (No 2) Act 1987 repealed part of the definition of an investment 
trust. The full definition will bestated, and the legislation will include provision 
to ensure that the repeal was • --10\14  ective. , 

40.1 54' The indexation allowance  111, 
 /'" vitl‘ied or restricted on disposal of certain / intra-group debts and sharehol. 	his  provision counters use of the indexation 

allowance to create large artificial  4i4.!  ;tal losses which could cause a significant loss 
of tax. 

1, 
55 As a result of a recent court ruling, s s,.exchanges by companies in the same 
group can now give rise to capital gains or\-Ksses being taxed or allowed more than 
once. The legislation will be amended so as to remove that anomaly. 

Lt,  

56' Capital allowances in respect of properties let on assured tenancy terms by 
"approved bodies-  will come to an end when the Housin:161 cakes effect. 
Changes will be made to the capital allowances legislat 	.4,ure that relief for 
past years is not withdrawn and to provide transitional • 	Ns  in respect of 
expenditure already incurred. 

57 	er relief will be extended to satellines and spacecraf 	 ly 1987 
and to mi and potato quotas from 30 October 1987. 

(a) The present flat rate penalty for failure to notify liability to ta 
replaced by a fully mitigable penalty up to the amount of tax unpaid.V 

• 
(b) The Revenue's power to call for returns of information will be extende. to 
details (where relevant for tax) of payments for services by Government 
Departments, grants or subsidies paid out of public funds and the names of licence 
holden. 	  

irdiegfeirAKIREff--  NoT 
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The Revenue's power to call for documents relating to taxpayers suspected of 
avoidance or evasion will be extended to include the Department of National 
Savings, and, in order to identify taxpayers suspected of serious default, to 
documents relating to taxpayers whose identity is not known to the Revenue. 

The Revenue will be allowed the same access to records held on computer as it 
is allowed to records held on paper. 

The estimated yield of these measures is based on the unreported tax 
liabilities which will be uncovered. 

Changes in the tax rules concerning the conversion of building societies into 

:

*c limited companies are necessary in order to prevent unintended tax charges 

agraph 4.31. The PRT oil allowance for Southern Basin and onshore 
evelopment consent on or after 1 April 1982 is to be reduced to 

100 	per chargeable period, with a cumulative total of 2 million tonnes. 
The •  ,01.4  in Table 4.1 relate to this proposal only. At the same time, it is 
propos4•  Al ie:14..1.  royalty on these fields. These two measures have cumulative 
cost of ar  00,01104;  million in the first five years.en part because it is estimated 
that they  la-, 	e certain developmentsr, but in the long run they are 
expected to 	 evenue neutral. 

fat See paragraph 4.32. For disposals of oil licences in undeveloped areas where the 
consideration includes a work programme or another licence interest, that work 
programme or other licence interest will be deemed to have a nil value. 

4,4 urred by an asset owner will be allowed against 
1p ing from third party use of those assets, even 

.roduction. No cost will arise until after fields 
pr•  •1.  tion. 

63' and 64 The estimated ost f•  VW-91 of the ro osed rate structure for 
•••-, in entance tax in paragraph 4. is 	 indexed 

base. For 1991-92 it is L270 million.  .
0. ea  .0, measured against 

Iced full year cost attributable to 
transfers in 1988-89 is £220 million. To 	for exemption, transfers to political 
parties must be made on or within one yealtf death. 

_6 Changes are proposed to stamp duties and the reserve tax on shares in a UK and 
a non-UK company where the shares are paired and can only be transferred as a 
unit. 

Value added tax 4-See paragraph 4.40: 

61 Amendments will be made to the civil penalty system  
.1, 

\ 6  —5 1 1 J tta414)  w .  i I  NJ' J-2-4_ 	introduction of  a  time-related penalty for late  registration;  t 	'''*\  -  tiP'sf  daily "0-  ),), X I  
i s I t"." !it?. ii.,;i•-1}-.•P- 

) 	1-?,14.isi-, I: — f-r4->- - J C.t i'-‘41.-.... 

. changes to the rules for persons who persistently misdeclare thei 
, penalties; changes to the rules about eligibility to repayment  su*„.  ,t4.,nd 

h., 	 68 See paragraph 4.3$.  
. 7 	 4 

,7---...-) .., 0 4 	C•-• IL.) trl., 	./ 1,Lfr.11 1.)t el: i.,  t,  it  	

<(‘ 60 The rules for registration of voluntary and intending traders will be 	p 0  l' H4r 1 5..  t 11,1 i'l L 1 	t  i i  f I 4.. " 
and restrictions and conditions removed. 

P11., P ..... 1.# 	.., L-, ( X y fri 

L' "j' psi.i.d..4... 	70 From,44where a taxable person issues himself with an invoice under the terms 

 6 *1 

of an approved self-billing arrangement, he will be responsible for determining the 
-- - ---__... 	 corre 

BUDGET SECRET-6U 

All tariff-related expenditure 
his PRT liability on tariff ir 
though his principal field ha 
owning assets used by others c 
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0 
71 See paragraph 4.26. The chan e will brin the treatment of VAT incurred by 
businesses on entertaining foreig usinessme into line with the treatment of other 

j 

business entertainment. 

uties 72 See paragraph 4.44'. "; 7  

73 The duty on typical beer will be increased by,f4.7 per cent K equivalent to,f4pJ4 
pint (inclusive of VAT). 

71 Ji October 1988, beer duty will be charged on the basis of kAt5-90ra hectolitre 
for every degree by which the original gravity of the beer exceeds 1000. 

t (q.!) he duty on cider and perry will be increased byA9-7Wer cent or ,{1 pra pint 
ve ofieutioit• 	VAT). 

' ties on wine and made-wine will be increased by 4-5 per cent, equivalent .1  • I 

t* '417.1146i  75cl bottle of still wine, 5-9p on a 70c1 bottle of sparkling wine and 
6-1 p 	4  of sherry (all inclusive of VAT). 

ixed drinks, not exceeding 5-5 per cent alcohol, will be dutied 
olic strength on a scale proportionate to table wine duty. 

wine-based and similar mixed drinks into line. 

79 The duty on leaded petrol will be increased by (5 per cent or ft.i6pta gallon 
(inclusive of conscplcoti.d VAT). The duty on unleaded petrol will remain 
unchanged so that the tax differential in favour of unleaded petrol will rise to 
rl 0.60 a gallon. 

80 The duty on dery will be 	6451/ per cent, equivalent tof4/3pA a 
gallon (inclusive of 
71 

SC There will be no change in t 
-t- 
.82' The specific duties on cigarettes, 
increased by 4.3.fil per cent or 4'3•4pYa 
5 small cigars (both inclusive of c • 

?‹.1 

Vehicle excise duties 81 There will be no change in the duties on cars, light vans, motor cycles, buses, 
coaches and most lorries. 

3 
85 From 16 March 1988 the rates of duty for the heavies  rt..'t% •  rries will rise by 

V‘ about 10 per cent bringing them more into line with rar• 	\ulated vehicles of 
similar gross weight. 

84 From 1 June 1988 a new tax class will be introduced for '  11\..0 	vehicles 
(special types) capable of carrying very long, wide or heavy loa 
for these special types will be raised to £1.600. These vehicles 

te of VeaErD 

and tear as the heaviest HGVs but currently pay a restricted HGV 

84 There will be. no  change in bus fuel grant.  

7/1' Lower 
according to 
This will brin 

of duty on gas oil and fuel oil. 

d- 	g tobacco and cigars will be 

	

cigarettegand/1•9pia 	package of 
AT). ."ç:5 r 	c- 2 C 	 ice 

rc 	ft In • H 
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FROM: J HIBBERD 
DATE: 4 March 1988 

tv.rF' 

cc: Sir P Middleton 
Sir T Burns 
Mr Odling-Smee 
Mr Pickford 
Mr R I G Allen 
Miss Simpson 
Mr Hudson 
Mr Allum 
Ms C Evans 

CHAPTER 3 OF 	R: THE INDUSTRY ACT FORECAST 

I attach the fir f of Chapter 3 of the FSBR, which takes account 

 

of the comments 	u bade on the draft submitted on 26 February. We 
will be returning fs to IL printers 	pL=Lo on Monday 7 March so am& 

1P 
it 

would be helpful to • 	your comments on this draft during Monday 
morning. 

New data 

  

We will receive the final estimates of the 1987 current account 
from the CSO early next week. 	We wi I then resubmit revised versions 
of the relevant sections of Chapte 

We will be discussing with theVin the middle of next week 

the final estimates for GDP and domes c demand in the fourth quarter 

and for 1987 as a whole. These will,hop 	, be incorporated in the 

version submitted to you on Thursday. or the moment we have not 

changed any of the main numbers in the drft, though some of the 

details have been updated. 

Drafting changes  

4. 	The following changes have been made to the 

saw it. 

(i) 	As you requested a paragraph on inflation (3.04) 

to the summary section.  

nce you last 

added 
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ii) A proposed am  rigal?QgitielUnck 	ce of paragraph 3.05, on 

prospects for unemployment, is marked in manuscript. The 

forecast shows growth in non oil GDP of 21/2-3 per cent over the 
next year, broadly in line with estimated growth of 23/4  per cent 
n non-oil productive potential. Despite more modest growth we 

/4411 expect some further fall in unemployment, but largely 

use of the lagged effects of high growth which has already 

ed. The revised draft removes the link between the 

prospects for unemployment and future growth. 

(iii) The chart of personal sector financial assets and liabilities 
which you 

Chart 3 

chart. I 

uested is attached. We propose to insert it, as 

ter the new paragraph 3.34, which discusses the 

aid the version of this chart attached to 
Mr Owen's 	 of 26 February showed an incorrect series for 
'gross financ 	bilities'. The corrected chart makes the 
point even m 	rongly that gross assets have been rising 
faster than gros 	lities. The estimates shown for 1987 now 
incorporate our fo 	of the effect of the stock market crash 

in the fourth quarte2Although data are only available to the 

third quarter it might be regarded as misleading not to make 

some allowance for the effect of the crash. 

iv The first sentence of the old 

include a more explicit indi 

in 1987 which the CSO will be 
notice. 	(Profits growth in 

agraph 3.35 has been amended to 

of the rate of profits growth 

o g in their March 18 press 

l7 has, not surprisingly, turned 
out to be greater than in 1986.) 0 

(v) As agreed, a sentence on the TP,1> has been added to 
paragraph 3.44. 

iN3 

Other issues  

5. 	The reference to the oil price assumption 	raph 3.02 is 
in line with your suggestion. However, in view of 	recent oil 

price fall, we could describe the assumed $15 oil pr 	'close to 
recent levels' and maybe also remove the reference to la 
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US trade figu 
ey turn out to 

sonal dwellings investment) has been broadly flat 
ond half of 1986 and is 

  

 

expected to remain 

  

reflects the general slowdown 
s the Budget proposal to withdraw 

 

in personal 
tax relief 

 

-n  mortgage 
improvement sp 

A improvements, which,  by  itstmlf,  reduces 
by about 11/2  •er cent in 1988. A. vt(^Ati  

6.0 A d 
J HIBBERD 
EA1 

!It rences to improved US trade figures 
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lished on 11 March. 	If 
to consider removing the 

in paragraphs 3.08 and 3.16. 

7 Allan's minute of 29 February raised two other issues. 

(i) 

CU/ kt̀f-

L4WAtt-til 

bxi.>asked why the forecast of investment in dwellings slows to 

03ipercent in 1988. For new dwellings, it reflects a return 
to a more "normal" growth rate relative to income. 	(New 
dwellings investment rose exceptionally fast in 1986, after 
falling in 1985.) Expenditure on improvements (about half of 
all new 
since th 
sluggish. 
spending as 

11 We will let you 11(1S1‘ w e updated forecast of manufacturing 
" 

production in 198941', and its relationship with projected GDP 
growth, when we have the new GDP data next week. 
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The econoileolity__ 

elopments and prospects to 
89 

Summary 

3.01 1988 should see gro th of 3 per cent, the average rate over the last 
ix years, butpceciabielow the 41 per cent growth in 1987. Inflation is 

ected to remain low and there are good prospects for a further fall in 
ployment. 

Assumptions 

A 
ret4s-~t,  

l4svisbA/ 

Demand and activity 

orecast assumes that fiscal and monetary policies are operated 
dLitcwink of die Medium Term Financial Scram y. As last year, 

North Sea oil pricesEill average 515 a barrel ver the year 
he exchange rate will remain close to its current level. 

3.03 The ec my grew strongly in 1987, with GDP growth of 41 per cent 
and manufacturing output growth of 54 per cent. Domestic demand grew 
by just under 4 per cent, the same as in 1986. It is expected to grow at a 
similar rate in 1988, with slightly lower growth of consumer spending being 
offset by markedly faster growth of investment. GDP is forecast to grow by 
3 per cent (34 per cent for 	eil GDP). 

.  4  

wio 
it ass 
ahead, 

Inflation 3.04 R.PI inflatio 	 er cent in 1987. It fell to 3f per cent in 
January 1988, 	 4 per cent Ahe fourth quarter of 1988. 

lot 

Labour market 3.05 Employment 	sen stron 	the past year, with 

World economy 3.06 GNP in t e main in ustrial economies grew b 
year. Some slackening in growth is likely in 198 
States, and growth in the main industrialised cou 
ease slightly to 24 per cent. Industrial production pi 
1987. Associated with this were faster growth in trad 
some recovery in industrial materials prices. World trad 
appears to have grown by about 54 per cent in 1987 and 
similar amount this year. 

out 3 per cent last 
larly in the United 

gregatc could 
trongly during 

factures and 
ufactures 

ow by a 

IN( 
UK trade and current 

account 
3.07 Both export and import volumes grew rapidly last year: soie  
moderation in growth is likely in 1988. Following recent revisions 	the 
surplus on  s  visibles the current account is now estimated to have been in 
deficit b 	P.iIlion in 1987. A deficit of 
forecast for jaia, 	. 
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Financial conditions 

nge rates3.08 Sterling has been stable against the Deutschemark over the past year. i 
There was an inflow of S1204 billion into the reserves in the year to February. 
Following the Louvre accord the dollar remained stable against the major 
currencies for much of 1987, before falling further towards the end of the 
year. It has risen slightly in the early months of 1988, in the wake of the G7 
statement just before Christmas and improved US trade figures. 

3.09 Short-term interest rates in the UK fell from 11 per cent at the 
inning of 1987 to 9 per cent in July. They rose to 10 per cent in August, 

ame down again to 8+ per cent in the immediate aftermath of October's 
arket collapse. Following the restoration of more settled markets 

s year short-term interest rates returned to around 9 per cent. 
m interest rates have followed a similar profile to short-term rates, 

but 	13A-0411er fluctuations. In recent weeks they have been around 9+ per 
cent. 

Chart 3.1 Interest rate 	t UK 

_Narrow money 3.10 MO growth, which fell in early 1987, rose rapidly in t 	er 
reflecting lower interest rates. It may move to the top of or o 	• 	target 
rane in the early part of the financial year but should be with 	t _  

er cent range later in the year. 

Broad money 3.11 M4, which includes the liabilities of both banks and building societies, 
has grown at close to 16 per cent over the past year. As in recent years there 
has peen's 	oiyd4-6,  SE&RET 	NOT TO RFFIPIED 
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World economy 
Recent developments 3.12 Output growth in the 

second half of 1987, partic 
the major seven OECD c 
in 1987, marginally taster th 

ustrialised countries strengthened in the 
n North America and Japan. Real GNP in 
is estimated to have increased by 3 per cent 

6. 

Chart 3.3 Real commodity prices 
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Chart 3.2 Growth rates of monetary aggregates 
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Chart 3.4 Major se omies' real GNP and industrial production 
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3.13 Part of the substantial falls in import prices in 1986—notably for oil, 
but also for many other primary commodities—were reversed in 1987. Oil 
prices recovered from their low point of the summer of 1986, but have 
weakened zaittitein recent months. Prices of other industrial materials rose as 
world activity picked up. Nevertheless, consumer price inflation in the 
major c.conomies has remained low. In Japan and Germany the appreciation 
of their currencies meant that inflation was close to zero. But in the US, 
consumer price inflation rose to 44 per cent at the end of 1987. 

3.14 The improved terms of trade for developing countries boosted the 
Ions of the major industrialised countries and helped to strengthen 

t IP  ess investment. This more than offset some slowdown in the growth of 
-,.  Afvonal incomes and in consumer spending. As a result industrial 

in 
d(jith  

t  ,  t 
 on has been particularly buoyant; output the major seven OECD zi) 

was over 5 per cent higher in December 1987 than a year earlier. 

1.2 — 

— 

4 - 

0 

— 

-e — 

3.15 Equity prices in the US and most other countries 
the first part of 1987, reaching an all-time high in a num 
around mid-year. In large part the subsequent fall in equity 
seen as a correction, even though the scale and sharpness of th 
October were unprecedented. Prompt action by the monetary 
the major countries to reduce interest rates and provide sufficient 
helped to prevent a major collapse of confidence. 

to rise in 
ntries 

n be 

s in 

3.16 In the United States domestic demand growth, which had averaged 
54ps. 	
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result the growth of import volumes has also slowed. US export volumes 
are now responding strongly to the massive depreciation of the dollar from 
its 1985 peak; by the fourth quarter of last year they were 17 per cent higher 
than a year earlier. These favourable movements in trade volumes were, for 
much of 1987, offset in money terms by the effects of the dollar's fall. But 
more recent figures have suggested some decline in the US trade deficit. 

3.17 A two year phase of relatively slow growth in Japan ended in the 
spring of 1987 as exports stopped falling and domestic demand picked up 
sharply. But in Germany both real domestic demand and GNP grew slowly 
in 1987. The current account surpluses of both Japan and Germany fell 

tly in relation to their GNP in 1987, with that of Japan falling rather 

ld import volumes are estimated to have grown by more than 
4p 	ent i 1987. This is slightly lower than in 1986, when there was a 
subs _ 	in oil trade as stocks were rebuilt _ The growth of trade in 
manuf. 	1987—provisionally estimated at about 51 per cent—picked 
up substa 	elped by the continued buoyancy of domestic demand in 
the major 	ntries and by increased demand from the rest of the 
world. 

3.19 Table 3.1 shows the forecast for activity and inflation in the major 
seven OECD countries, and for world trade. In aggregate real GNP in the 
major seven countries is expected to grow a little less strongly in 1988 than 
in 1987, though industrial production should remain buoyant. Inflation is 
likely to stay low. 

Table 3.1 World economy 
er cent changes on a year earlier 

Estimate 	Forecasts 

198 	1987 	1988 	1989 HI 

Major seven countries': 

Real GNP 
Real domestic demand 
Industrial production 
Consumer prices 

World trade, at constant prices 

Total imports 

Trade in manufactures 

I  US, Japan. Germany, LK, France, Italy and Canada. 

3} 
3i 

 

5 	4
2 	5j 	

 

2i 
	

3 	 24 
3i 
	

3 	 2f 
3f 	4f 

3 

3.20 As a result of the continued strength of industrial acti 	further 
modest rise in non-food commodity prices is expected durin I 	od 
prices, however, are likely to be held down by continued over-
encouraged by high levels of support in many OECD countries. 
forecast is based on the assumption that North Sea oil prices will a er 
a barrel in 1988. 

3.21 mports by industrial countries are expected to grow less rapidly than 

22BUDGET SECRET-BU 
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be helped by stronger commodity prices, and hence export earnings. Total 
world trade in 1988 is forecast to continue to grow at close to the rate 
experienced in 1987. 

UK trade and the balance of payments 
Relative cost and prices 3.22 UK unit labour costs in manufacturing rose only slightly in 1987, at a 

similar rate to the average in the other major economies, with rapid 
productivity growth largely offsetting a continuing high level of pay 
increases. Despite some appreciation of sterling against the dollar the UK's 

st competitiveness remains clearly more favourable than in 1984 and 1985 
re the fall in world oil prices. The maintenance of competitiveness in the 

ead will depend on success in continuing to restrain unit cost 

Table 3.2 Th  exc  ge rate and cost competitiveness  
Sterling index 	 Relative unit labour costs* 
(1975=100) 	 (1980= 100)  

80 	 88 
68 	 71 
75  

* Ratio of UK manufacturing sector's costs to those overseas. 

Trade volumes (goods 3.23 Non-oil export volumes rose by 7 per cent in 1987. Manufactured 
other than oil) exports rose particularly stron y, reflecting renewed growth in world trade 

and the UK's strong corn 	4  position. Non-oil export volumes are 
forecast to rise in 1988 by 	er 5 per cent. 

3.24 The UK increased its sh2 	world trade in manufactures slightly in 
1987. Its volume share has rema d broadly stable since 1981, in marked 
contrast to the previous long—ter 	This improved performance is 
forecast to continue in 1988. 

Table 3.3 Visible trade 

Per cent changes on previous year 
All goods 	Goods less oil 

Export 	Import 	Terms of 	Export 
volume 	volume 	trade* 	volume 

1986 	 3/ 	61. 	—5 	 4 
1987 	 51 	7i 	1 	 7 
1988 Forecast 	 3i 	7 	 1 	 5 
*Ratio of UK export average values to import average values. 

ort 	Terms of 
trade* 

3.25 Non-oil import volumes fell unexpectedly in early 1987, 
during the rest of the year, and were 84 per cent higher than in 1 
increases were widespread with higher imports of materials and capit 
goods reflecting the strong growth of UK production, stocks and 
investment. Consumer goods imports also rose in response to the rise in 
consumer spending. The volume of imports is forecast to rise less rapidly 

e througirloyeEtagt 	lktr °ws"N  OT TCbR!FOPIED 
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Chart 3.5 Export shares and import penetration 

Oil trade 
.v  

I/P1 	 lj?s?..1- "1 I.-  
" tY e 	t. 	s  1)r •  

1Vt!. r‘ tradeCprices  and the 
terms of trade 

0‘• 

Invisibles and overseas 
assets 

Current account 

3.26 There was a surplus in oil trade of £4  billion in 1987, little changed 	- 
a fall in domestic demandgnOre than offset':  
. In 1988 oil production is likely to decline 

c Department of Energy's range while 
odestly. The oil trade surplus is expected 
billion 

3.27 The terms of trade, which fell 	as oil prices declined, improved 
again in 1987 as oil prices firmed and 	crling's appreciation offset some 
rise in world commodity prices in the liAer part of the year. Little further 
change in the terms of trade is 	during the rest 	1988. 

	 taStAiN" 
3.28 The latest estimate for the surplus on inviibles in 1987, at £84 billion, 
is as forecast in last year's FSBR.. This is the same as t 	utturn in 1986. 
with increased transfers to the European Commun 
earnings from services and from the UK's net over 
surplus seems likely to rise in 1988 partly because of 
abroad by North Sea oil companies. 

3.29 The value of the UK's stock of net overseas assets is e 
provisionally to have been about £90 billion at the end of 1 
£20 billion down on end-1986. This decline is largely due tot 
world equity markets and in the sterling value of UK assets in 
America following the fall in the US dollar. 

3.30 The current account deficit is estimated to have been £1 billion in 
1987, the improvement over the forecast in last year's FSBR being due 
trun  -xpege6  t%tr.hrtdifig-ranUfaCturNi.oyeitt Of3 E co  pow 

from from 1986. Higher oil price 
a decline in North Sea pr 
further and be close to the 
domestic demand for oil may 
to fall by £11 billion, to about 

1 

t by higher net 
The invisible 
payments 
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£3 billion (per cent of GDP) is forecast for 1988, largely as a result of the 
projected decline in the oil surplus. The deficit on non-oil trade is forecast to 
show little further change from the level in the second half of 1987. 

  

le 3.4 Current account 

  

k billion 

Manufactures Oil 	Other Invisibles Current 
goods 	 balance 

1986 

dik:  Forecast 

and activity 
3.3‘mr, 	economy grew by 4+ per cent in 1987 Growth was strong  
throug1t•tA economy; manufacturing output rose by 54 per cent, 
constru 	' 	• ut by 8 per cent and output of the service industries by 
51 per ce 

Personal sector 3.32 Consu 	e penditure is now estimated to have risen by 5 per cent in 
expenditure 1987, slightly less than in 1986. The growth in consumer spending was faster 

than the 31 per cent growth in real personal disposable income, and the 
savings ratio once again fell. 

3.33 A number of factors c 	account for the decline in the savings ratio 
in recent years. Inflation 	at a low level not experienced since the 
1960s. Recent increases in 	ouse prices and in equity prices up to 
October 1987 may also have Qo 	uted. Finally, employers have taken so- 
called "holidays-  on their con sutions to employees' pension funds, which 
score as reduced personal saving. 

Chart 3.6 Personal savings ratio 

0 - 	 - 0 
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S.  3.3,f Consumers expenditure is forecast to increase by 4 per cent in 1988 
and the savings ratio is expected to bounce back a little. Private investment 
in new dwellings could rise by around 2+ per cent in 1988, rather more 
slowly than over the last two years. 
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„ f 1C,,  letn • 
3.35 ', Company 	, 	•• • . 	 • • 

. For the year as 
a whole the rate of return of non-North Sea industrial and commercial 
companies was probably 10-11 per cent—the highest level for about 

4Til
ears. Manufacturing profitability grew particularly strongly. 

\-7-. 7 

Company incomes and 
expenditure 

real rate/of return 

3 14'PeENErmr:ErcUTdAYptriarsTanid  gs(,?erXido  mid 1989 

3.36 Itfelit:airtar-y estimates suggest that manufacturing 	ent grew by 
3+ per cent last year, while total non-oil business invest 

'k 
luiloy 

cent. The latest DTI Investment Intentions Survey sugges  r* 
 by

g  7p
p 

k 
up in manufacturing investment gowth, to about 11 per c 	

r 
, 

January CBI Industrial Trends E444414-Ahe first full enquiry  mew.  all in 
share prices, confirms that prospect, with a near record balance  .171bit  
manufacturing firms expecting to increase investment. The DTI 
indicated further steady growth, of about 6 per cent, in non manufac 
investment. This outlook for company investment is consistent with ice 
recent and prospective buoyancy in output, real profitability, and company 
finances, and it will add to industrial capacity. North Sea investment has 
fallen 	 titt,ty  ecovisiepritt. • 	cogrg 

UtTi4t4rioNgfr  ONLY 26BUDGET SECRET—BU 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



-o 

x 

BUDGET SECRET-BU 

Prospects for demand 3.38 GDP growth is likely to mod rate to around 3 per cent 	ent 
and activity excluding oil) in 1988, close to the1average, 

Domestic demand is forecast to rise at around the same rate in 1 
1987; some slowdown in consumer spending should be offset by b 
investment prospects. But declining North Sea output (and lower oil 
exports) may reduce GDP growth by around 4i4.1 per cent, rather more than 
in 1987. Manufacturing output is expected to rise faster than non-oil GDP in 
198 as  'WIDGET SECRET 
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Table 3.5 Gross fixed domestic capital formation 

Private dwellings2  
1,, General government 

Total fixed investment 

billion at 
1980 prices 

1986 

Businessl 	KV\-2\ 29-8 
of which (i) non-oil business 	27.8 

(ii) manufacturing 	71 
9.6 

Per cent changes on a year earlier 
Forecast 

1986 	 1987 	 1988  

3 	 44 	 84 
-2 	 64 	 84 

54 	 34 	 114 
64 	 5 	 2 
54 	 -14  
0 	 3-4 	 6 

7.0 

'Includes investment by public corporations. 'Includes purchase less sales of land by persons, companies and public 

corporations, other than purchases of council houses. 

3.3 	es 	a rise in stocks in 1987, stock-output and stock--sales ratios 
contui 	trend decluie of the last eight years. These downward trends 
are expec 	ontinue in 1988, though, as last year, there is still likely to 
be modes  • 	ding. 

Chart 3.8 Stockbuildin s a share of GDP 

Per cerit. 	 3- 

- 

I 	DIiI 
I ii 

19701 
	1 7,2 1 	1741 	1761 	1781 	1 60 1 	1 	1 	I 54 I 

IISS1- (12  

- 
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Domestic demand and GDP 

Per cent changes on a year earlier 

1987 
Forecasts 
1988 1989 H1 

Domestic demand 
Exports of goods and services' 

4 
54-7(0,) 

4 
; (1-)  

24 

Imports of goods and services' 7 	(.8P V2.) 4q.z.(6 1 
GDPI2  4-1 3(34) 24(3) 
Manufacturing production 54 5 24 

Table 3.6 

n-oil shown in brackets. 
rage measure. 

In 

3.39  • ,.1  ual rate of inflation as measured by the RPI was 4-1 per cent in 
1987Q4#1  with the forecasts in the 1987 FSBR and Autumn Statement. 
The aver-  :  - 1;t: or 1987 as a whole was he 471-2-per cent. Last year was the 
first time  \  23 	rs that inflation was lower than the growth in GDP, 
which is now tim ed at 4-3 per cent. 

Chart 3.9 Annual increases in the RPI 

	

3.40 Settlements in manufacturing industry recorded by the C 	fall 
of about J  percentage point between the 1985-86 and 1986-87 pay 
There was a similar picture in the services sector. Average earnings, oosted 
by record overtime working in manufacting, rose by 8 per cent. But unit 

	

unchanged in the 	year to thc 
increamidercipatrypirD  
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Chart 3.10 Unit labour costs in manufacturing 0 

	SECRE 	 NOT TO BE COPIED 

k .A 1988 Forecast 

¶ Producer prices excluding food, drink and tobacco  industries_7_,i 

5 

0 

2  Including costs of bought in services. 

1986 
1987 

4 

2- 

Prospects 3.41 It is difficult to discern a reliable trend in recent private sector pay 
settlements. They have been markedly lower than the recent high growth in 
earnings, which reflects recor vertime working and bonus payments. 
Recent data suggest that 	jnts may turn out a little higher in 1988 than 
in 1987, butovertime wor 	d overtime earnings) should fall as 
economic growth moves ba 	to trend. 

3.42 In 1987 rapid growth in pr'Mu 	meant that manufacturing unit 
labour costs rose only fractionally, 	ith other major industrial 
countries. Continued growth in un 	g productivity should mean that 
manufacturing unit labour costs grow qply slowly in 1988, though in other 
major industrialised countries no unit labour cost growth at all is forecast. 

Table 3.7 Costs in manufacturing 

Per cent changes on a year earlier 
Unit labour 	Cost of materials 	Esti 	 Output 
costs 	 and fuel' 	unit 	 prices' 

3.43 Table 3.7 shows that manufacturers' profit margins rose significantly in 
1987 for the third year in succession. There may be further increases in 1988 
if pr DducButorir arEhect Efalling impriwyptsrlyafriprO0  PIED 

BUDGET SECRET-BUDattr-MTOWff ONLY 4321 29 
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they did in 1986. Over the longer term, high profitability should lead to 
continued growth in investment, capacity and productivity. Together these 
should enhance prospects for controlling industrial costs. 

3.44 Inflation has come down during the first quarter of 1988, aided by 
lower import costs and recent cuts in mortgage interest rates. It may edge up 
a little partly as a result of the Budget proposals and the effects of local 
authority rate increases. There will also be some real increases in nationalised 
industry prices following a decline in real terms over the past three years. 
The RPI is forecast to rise by 4 per cent in the year to the fourth quarter of 

	

198/ t kg_ -1-:"A 	c:.2- Len 	 F ) 'Ls L.17-21,4, 	AA _ p 	_ 	---, <3.5 	‘`. 	- 	(4- IA 	 - JC 
* V  • rices index -' t's4-  

Per cent changes on a year earlier 

Wei 
1987 

4 
	

4 	 4 

3.45 The GDP deflator measures the price of domestic value adde ----- 
principally unit labour costs and rofits per unit of output. Ito not include 
import prices. The GDP defl 	t market prices is  raw-  to rise by 51 per 
cent in 1987-88 (a little fas 	xpected in the Autumn Statement), 
following an increase of 3rp ent 1986-87. The higher rate of increase in 
1987-88 is accounted for by a 'itel°ry in North Sea profits, which had fallen 
by over 50 per cent in 1986-87 fi. ,wing the sharp fall in oil prices. The GDP 
deflator is now forecast to rise by • 0.in 1988-89. 

t----Productivity atulle 3.46 Preliminary estimates suggest thOemployed labour force in Great 
''• 

._ 	labour market ' Britain rose sharply during 1987; in the Orar to September 1987 it is 
estimated to have risen by 450000. Self-employment has grown particularly 
strongly, as many more people have taken advantage of the opportunities 
offered by the buoyant economic climate. Total employment has now risen 
by over 1+ million since March 1983. 

Table 3.9 Employment 

Thousands, change in GB seasonally adjusted 
Employees in employment 	Self- 	 HM 	mployed 

employed 	Forces 	our force 
Male 	Female 

 

Forecasts 
1987 Q4 

31 
2i 
7 
31 

1988Q4 	 1989Q2 
2) 	 --, 
61 	 913/4- 

31 J/7_ 	 31'12 

Food 	 161 
Nationalised industries 	 6 
Housing 	 15 
Other 	 62f 
Total 	 100 

September 1984 to 
September 1985 
September 1985 to 
September 1986 
September 1986 to 
September 1987 

+55 + 200 + 90 

—8/ 2.. +150 +71 

+2f 5 +225 +207* —XLt 

3oBUDGET SECRET—BU 
'awns  IStitittrgECITET  Prevt  

DCERTEDZEICINDT  ONLY 

+453 

),;(isroT  TO In 9pPIED * Figures for self-employment after June 1987 are proj 
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3.47 Productivity has also been growing strongly. In 1987 manufacturing 
productivity rose by almost 7 per cent. In the year to 1987Q3 (the latest 
period for which comparable data are available) UK manufacturing 
productivity rose faster than in any other major industrial country. It has 
now risen by an average of 4 per cent per annum since 1979. Underlying 
growth in labour productivity in manufacturing industry may now be 
higher than in the 1960s. This has been accompanied recently by a substantial 
improvement in capital productivity. Non-manufacturing output per hour 
has risen by about 2 per cent a year since 1979, and by about 21 per cent a 
year since 1983. Output per head has grown less than this, as a result of the 

41 
e rise in part-time employment. 

Table 3.10 t per head of the employed labour force 

Pc e 	ges 

Manufacturing 
Non-manufacturingl 
Whole economy 
Non-North Sea economy 

'Excludes public services and North Sea oil and gas extraction. 

4 	21 	6/ 	61 
11 	3/ 	3/ 	31.34t 
2 	21 	31 	31 
2 	2+ 	31 	3/ 

2Partly forecast. 

t40r1 Mant.A1-0crusin,9*  
(exck.chn5 	servIces and 

3ea oil A goo exfractren) 
— L50 

— /40 

—130 

Chart 3.11 Output and productivity 
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3.48 Seasonally adjusted adult unemployment in the UK has fallen in each 
of the last eighteen months. It has now come down by almost 650,000 since 
July 1986. Over the same period long term unemployment (over one year's 
duration) has fallen by around 250,000. The improved trend in 
unemployment has been mainly the result of strong growth of output and 
employmetdnemployment should continue to fall in the year ahead.--littt-
excessive pay settlements could threaten further progress. 

recast and outturn 

Table 3.11 compares the main elements of the forecast published in the 
BR with the outturn or latest estimate. 

Table 3.11 d outturn 

1987 	Latest 	A v erage 
FSBR 	estimate/ errors from 
forecast 	forecast 	past forecasts 

es I  S' product; per cent 
19:1J • d 1987 

RPI: per cent ir6e‘e etween the 
fourth quarters of 1986 and 1987 	 4 	4 	lf 
Money GDP, per cent change 
between 1986-87 and 1987-88 	 7i 	91 	1i 

6  V 
3.50 Inflation in the fourth qu 	r of 1987 was in line with the foiecast 
made a year ago while the curre account deficit is now estimated to have 
been rather smaller than forecast. kl 	the data on w,tii-c-li the latest 

,-• estimates of GDP in 1987 are based 	very uncerAmn, it is clear that 
both money and real GDP growth ha seen 	er than forecast. The 
PSBR in 1987-88 is likely to turn out Sout 	illion lower than last 
year's forecast. This error—which is slightly 	r than average errors on 
past forecasts—reflects a combination of lower than expected general 
government expenditure and, in particular, higher than forecast tax 
revenues. 

3.51 This year's forecast is summariscd in Table 3. 

Risks and uncertainties 
3.52 No forecast is complete without an indication of err. 
Table 3.12 sets out the average errors from past forecasts, alo 

%‘t. forecasts themselves. These average errors provide an indicatio  451. .ble 
errors in the current forecast. Those items which represent the r 
small balance between large flows in either direction are particular‘ 
to error. For example, the flows on either side of the PSBR, includ. 	the 
revenues of the public corporations, are about fk200] billion; and for the 
current account of the balance of payments exceed [150] billion. 

Total gros 
change betw 3 

	
41 	1 
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Table 3.12 The prospects: summary 

Forecast 

1986 to 1987 	1987 to 1988 

per cent changes 

Average errors 
from past 
forecasts' 

percentage 
points 

Output and expenditure at 
constant 1980 prices 
Domestic demand 
of whirh• 

consumers' expenditure 
general government consum 
fixed investment 
change in stockbuilding (as per c 
level of GDP) 

Exports of goods and services 
.< Imports of goods and services 

Gross domestic product: total 
manufacturing 

Inflation 
Retail prices index 

1987 Q4 to 1988 Q4 
1988 Q2 to 1989 Q2 

Deflator for GDP at market prices 

X Financial year 1987-88 
Financial year 1988-89 

Money GDP at market prices 

Financial year 1987-88 
Financial year 1988-89 

Balance of payments on current account 

1988 
1989 first half (at an annual rate) 

PSBR 

Financial year 1987-88 
Financial year 1988-89 

1 

1 
2* 

11 
2* 

14 

1* 
11 

11 

34 
44 

The errors relate to the average diffirences (on either side of the central 
figure) between forecast and outturn over the last ten years. 

Per cent change on previous finatu 
shown relates to the forecast of the 

3  Per cent of GDP at market prices 

brackets, average error 
ange. 

ets. 

4 4 

5 4 
fil [2] 
34 6 

54 3. 
7  6 4/, 7„\ 
4i 
54 

,).'. per cent changes 

per cent changes on a year earli r 

(9i) 
457 (74 

4 
4 
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Table 3.13 Constant price forecasts of expenditure, imports and gross domestic product* 

Consumers' 
expenditure 

General 
government 
consumption 

Total 
fixed 
investment 

3 

51 

31 

2 

34 64 44 3 3 

31 

6 

41 

44 	7 54 44 44 

4 	 6 4 3 3 

24 	34 2 21 24 

Exports 	Change 
of goods in stocks 
and 
services 

unfounded levels and then rounded to half per cent. Figures for 
1988 HI and beyond are forecasts Figures for periods up to 
the end of 1987 are based mainly on the national accounts 
published earlier (covering periods up to 1987 Q3) 

and incorporate some revised and later data imafistcdists. A full 
set of national accounts, to end 1987, will be published by the 
CSO on 18 March. 

11
8 -

13
 t

i  0
 3
 S

 1
3

 9 C
11

1 
9K

  

z 
0 

0 

1983 	 144-4 	50-6 	41.6 	64-4 	0.7 	3011 	62-6 31-6 	0-2 2071 	104-0 

1987 171.3 51-6 	48-1 

3-6 244-1 122-2 

0-4 

0-2 

17-4 

18-0 

18 -3 

38-9 

38-4 

165-8 

170-4 

1721 

1984 	 147-6 	51-0 	45-0 	68-8 	0-3 	3121 	68-7 

1985 	 153-3 	51-0 	46-4 	72-7 	0-6 	324-0 	70-5 

1986 	 162-9 	51-4 	46-4 

1988 	 178-2 	52-5 	51-1 	81-8 	1-0 	364-6 

74-9 	0.6 	336-3 	75.1 

79-2 	0-8 	3511 

80.3 

82-6 

84-1 

87.2 

88.6 

89.6 

91•1 

Per cent changes _ 

25-7 	22-8 	36-6 

25-8 	2315 	38-3 

25-6 	23•7 	38-9 

26.0 	24.4 	40-4 0, 

26.2 	252 	44 

26.3  

26.5 

0.4 	1121 	112.9 

0-9 	114-4 	114-6 

1-5 	116-9 	117-0 

19-0 	1.9 	119-9 	120-1 

19-3 	1-8 	1211 	121-9 

19-5 	1.8 	122-4 	122.6 

19-7 	1-8 	124-2 	124.4 

179-0 	41.9 

181-3 	42.2 

0-5 	183-3 	43-1 

.6 	0.4 	1851 	43-6 

1.3 	212/ 	106.5 

0.6 	220-3 	110-3 

1-3 	2271 	113.7 

3-4 	236.8 	118-6 

1986 HI 

H2 

1987 HI 

H2 

1988  H1 

1-12 

1989 HI 

k billion at 1980 prices, seasonally adjusted 

m, 

Total 
final 
expenditure 

Less 
imports of 
goods and 
services 

Less 
adjustment 
to factor 
cost 

Plus 
statistical 
adjustment 

Gross 
domest 
produ 
factor cost 

P index 
(average 
estimate) 
1980=100 

61 

5 

1987 to 1988 	 4 

1988 H1 to 1989 HI 

GDP figures in the tabl 
estimates of gross dom I( 

movements in co 
estimates of C 

promise 
cling, for the past, average 

ure, output and income 
anges are cakulated from 

1985 to 1986 

1986 to 1987 
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Sir T Burns 
Mr Odling-Smee 
Mr Sedgwick 
Mr Pickford 
Mr R I G Allen 
Miss Vmpson 
Mr Hudson 
Mr Allum 
Miss C Evans 

CHAPTER 3 OF THE PSBR 	INDUSTRY FORECAST 

• • The Chancellor was grateful for your minute of 4 March. I attach a 

copy of the pages on which he had comments. 

He would be grateful to know 	y, if domestic demand for oil 

fell in 1987, it is expected to 	(albeit "modestly") in 1988? 

Is this a stocks point? 

He also asked when, on the basis< 

manufacturing output (ie 5 per cent in 

peak? 

forecast for growth in 

do we regain the 1973 
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six years, butiressaaky below the 4iper cent growth in 1987. Inflation is 
cted to remain low and there are good prospects for a further fall in 

loyment. 

Assumptions 3. 	()recast assumes that fiscal and monetary policies are operated 
witFh 	ework of the Medium Ter in Financial Strate y. As last year, 
it assu 	orth Sea oil prices willEerage SI5 a barre over the year A 	ahead, a 	e exchange rate will remain close to its current level. 

Demand and activity 3.03 The econfiTy grew strongly in 1987, with GDP growth of 4+ per cent 
and manufacturing output growth of 5+ per cent. Domestic demand grew 
by just under 4 per cent, the same as in 1986. It is expected to grow at a 
similar rate in 1988, with slightly lower growth of consumer spending being 
offset by markedly faster growth of investment. GDP is forecast to grow by 
3 per cent (3+ per cent for no ) GDP). 

Summary 

3.01 1988 should see growth of 3 per cent, the average rate over the last 

Inflation 3.04 RP! inflation 
January 1988, b 

just oily, r cent in 1987. It fell to 34 per cent in 
er cent •Web the fourth quarter of 1988. 

Labour market 3.05 Employment has risen strongl 	he past year, with 
nem loyment falling by half a million,—the largest decline since the war. 

1044cigk ed1 ,<./40fiftfr-PROC+ 
unem'ployment should continue to fall. 

World economy 3.06 GNP in the main industrial economies grew by 	ut 3 per cent last 
year. Some slackening in growth is likely in 1988 	rly in the United 
States, and growth in the main industrialised count 	regatc could 
ease slightly to 2+ per cent. Industrial production plc 	ongly during 
1987. Associated with this were faster growth in trade 	tures and 
some recovery in industrial materials prices. World trade 	a mires 
appears to have grown by about 55 per cent in 1987 and sh 	by a 
similar amount this year. 

UK trade and current 3.07 Both export and import volumes grew rapidly last year: som 
account moderation in growth is likely in 1988. Following recent revisions t 	e 

surplus on invisibles the current account i n 	estimated to have been in 
deficit by 41 billion in 1987. A deficit of k3 billion (1 per cent of GDP) is 
forect  for 1988. 
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Chart 3.5 Export shares and import penetration 
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3.26 There There was a surplus in oil trade of £41billion in 1987, ',tale changed _ -- . 
from 1986. Higher oil prices 	fall in domestic demandrmore than offset 
a decline in North Sea pro 	In 1988 oil production is likely to decline 
further and be close to the cc 	of 	Department of Energy's range while 
domestic demand for oil may r 	odestly. The oil trade surplus is expected 
to fall by Zlf billion, to about Albillion 

0 
Trade prices and the 3.27 The terms of trade, which fell i 	s oil prices declined, improved 

terms of trade again in 1987 as oil prices firmed and as rung's appreciation offset some 
rise in world commodity prices in the latr part of the year. Little further 
change in the terms of trade is 	- 	d ring the rest of 1988. 

Lnvisibles and overseas 3.28 The latest estimate for the surplus on invisibles in 1987, at L.,8i billion, 
assets is as forecast in last year's FSBR. This is the same as ch 	turn in 1986. 

with increased transfers to the European Communit o 	by higher net 
earnings from services and from the UK's net overse 	he invisible 
surplus seems likely to rise in 1988 partly because of lo 	ayments 
abroad by North Sea oil companies. 

3.29 The value of the UK's stock of net overseas assets is em 
provisionally to have been about £90 billion at the end of 198 , 
£20 billion down on end-1986. This decline is largely due to the 
world equity markets and in the sterling value of UK assets in Nor 
America following the fall in the US dollar. 

Current account 3.30 The current account deficit is estimated to have been Ll billion in 
1987, the improvement over the forecast in last year's FSBR being due 
t une 
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Table 3.5 Gross fixed domestic capital formation 

k billion at 
1980 prices 

Per cent changes on a year earlier 

 

  

Forecast 

Business' 

of which (i) 
(ii) 

Private dwellings2  

non-off business 
manufacturing 

1986 1986 1987 1988 

29.8 —3 41 85 

27.8 —2 65 85 
71 — 55 34 114 

9.6 65 5 2 

7.0 55 —15 

4 0 35 6 

2 Includes purchase less sales of land by persons, companies and public 

corporations, other than purchases of council houses. 

X General government 

Total fixed investment 

'Includes investment by public corporations. 

3.37 
contin 
are expe te 
be modest 

A rise in stocks in 1987, stock-output and stock-sales ratios 
trend decline of the last eight years. These downward trends 

ntinue in 1988, though, as last year, there is still likely to 
ding. 

Chart 3.8 Stockbuildini,4 s are of GDP 

Per cerx_ 
—3 

L11
1
1111  

I 	1r 

—2 

-0 

- - 

--2 
lgq7ol 	l 7.Z 741 	I 76 I 781 	1801 	1 82 1 I 6.4 1 	 1'28 1 

q81- 37 
3.38 GDP growth is likely to mod ate to around 3 per cent (3 
excluding oil) in 1988, close to thikaverage, 
Domestic demand is forecast to rise at around the same rate in 198Sas in 
1987; some slowdown in consumer spending should be offset by buo 
investment prospects. But declining North Sea output (and lower oil 
exports) may reduce GDP growth by around 4441 per cent, rather more than 
in 198  L4 • 	ring output is expected to rise faster than non-oil GDP in 
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Per cent cent changes on a year earlier 

Forecasts 
1987 Q4 

Food 	 16+ 
Nationalised industries 	 6 
Housing 	 15 
Other 	 62+ 
Total 

1988Q4 	 1989Q2 

21 
6+ 	 91-3/4. 
7,1'6 

1/2._ 

4 	 4 

Figures for self-employment after June 1987 are project "  bat UtStil IrSECR ETevwul 
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they did in 1986. Over the longer term, high profitability should lead to 
continued growth in investment, capacity and productivity. Together these 
should enhance prospects for controlling industrial costs. 

3.44 Inflation has come down during the first quarter of 1988, aided by 
lower import costs and recent cuts in mortgage interest rates. It may edge up 
a little partly as a result of the Budget proposals and the effects of local 
authority rate increases. There will also be some real increases in nationalised 
industry prices following a decline in real terms over the past three years. 

0j.,  	 The RPI is forecast to rise by 4 per cent in the year to the fourth quarter of 
- 

._ 	kV-A 	 t kg_ itlA a not rice. Le, ritz.A 	("T P I ) "Ls  
— 	IciLA-r,--5 -̀ `eir • C?)‘-'\ "-e• 	 cm. 	LS  

Table 3.8 ' • 	rices index 44' 	E 	v.-J 	 c1/4  Lent- 

es 
3.45 The GDP deflator measures the price of domestic value adde 
principally unit labour costs and profits per unit of output. It 
import prices. The GDP deflato 
cent in 1987-88 (a little Casty 
following an increase of 3t pe 
1987-88 is accounted for by a reat 
by over 50 per cent in 1986-87 fol 
deflator is now forecast to rise by 4-4- 

Productivity and the 3.46 Preliminary estimates suggest tha 	mployed labour force in Great 
labour market. _. Britain rose sharply during 1982; in the yv to September 1987 it is 

estimated to have risen by 45A000. Self-employment has grown particularly 
strongly, as many more people have taken advantage of the opportunities 
offered by the buoyant economic climate. Total employment has now risen 
by over 14 million since March 1983. 

Table 3.9 Employment 

Thousands, change in GB seasonally adjusted 

Employees in employment 	Self- 	 HM 	 ployed 
employed 	Forces 	a 	r force 

es not include 
market prices is 	to rise by 5/per 
pected in the Autumn Statement), 

in 986-87. The higher rate of increase in 
in North Sea profits, which had fallen 

ing the sharp fall in oil prices. The GDP 
1988-89. 

Male 	Female 

September 1984 to 

	

September 1985 	 +55 
	

+ 200 
September 1985 to 

	

September 1986 	 -8/2.. 	+150 
September 1986 to 

	

4 September 1987 	 +2/5 
	

+225 

+90 	-3 

+71 	 -3 

+207* +453  
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3.47 Productivity has also been growing strongly. In 1987 manufacturing 
productivity rose by almost 7 per cent. In the year to 1987Q3 (the latest 
period for which comparable data are available) UK manufacturing 
productivity rose faster than in any other major industrial country. It has 
now risen by an average of 4 per cent per annum since 1979. Underlying 
growth in labour productivity in manufacturing industry may now be 
higher than in the 1960s. This has been accompanied recently by a substantial 
improvement in capital productivity. Non-manufacturing output per hour 
has risen by about 2 per cent a year since 1979, and by about 2+ per cent a 
year since 1983. Output per head has grown less than this, as a result of the 
lar• e rise in part—time employment. 

Table 3.10 per head of the employed labour force 

es 

NOT TO BE COPIED 

Annua áver 

1964-73 

Manufacturing 
Non-manufacturing' 
Whole economy 
Non-North Sea economy 

'Excludes public services and North Sea oil and gas extraction. 

1984 Q4 	1985 Q4 	1986 Q4 

79 	1979-87 	
to 
1985 	Q4 	

to 
1986 Q4 	

to 
1987 Q42  

4 	 21 	61 	61 
If 	 31 	3f 	3/141 
2 	 2+ 	31 	3+ 
2 • 	2f 	3/ 	3f  

2Partly forecast. 

31 
3 
21 
21 

Chart 3.11 Output and productivity 
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ASnetnployment 
3.48 Seasonally adjusted adult unemployment in the UK has fallen in each 
of the last eighteen months. It has now come down by almost 650,000 since 
July 1986. Over the same period long term unemployment (over one year's 
duration) has fallen by around 250,000. The improved trend in 

) 	unemplo ment has been mainly the result of strong growth of output and 
----efitro-yment nemployment should continue to fall in the year ahead. -But- 

, 	 y settlements could threaten further progress. 

Table 3.11 F 

tiril  . ble 3.11 compares the main elements of the forecast published in the 

F e ecast and outturn 

eTf 	ft. with the outtum or latest estimate. i  ( i  ,1/4N4 i liP 

ner 	.8 

1987 	Latest 	Aveiage 
FSBR 	estimate/ errors from 
forecast 	forecast 	past forecasts 

Total gross .1 	, oduct; per cent 
change betwe 	986 to 1987 3 41 1 
RPI: per cent incja‘between thc 
fourth quarters of 1986 and 1987 4 4 1+ 
Money GDP, per cent change 
between 1986-87 and 1987-88 7f 91 
Current account of the balance of 
payments in 1987, billion 	 -2f 	- 1 	3 
PSBR, financial year 1987-88, 	 4 	 5 

3.50 Inflation in the fourth guar 	of 1987 was in line with the forecast 
made a year ago while the currentco  a  echcit is now estimated to have 
been rather smaller than forecast. Al 	e data on which the latest 
estimates of GDP in 1987 are based ar 	cry uncertain, it is clear that 
both money and real GDP growth have en stronger than forecast. The 
PSBR in 1987-88 is likely to turn out about k[ I billion lower than last 
year's forecast. This error—which is slightly higher than average errors on 
past forecasts—reflects a combination of lower than expected general 
government expenditure and, in particular, higher than forecast tax 
revenues. 

3.51 This year's forecast is summariscd in Table 3.12. 

0 ttUZLI 

S ref 

Risks and uncertainties 
3.52 No forecast is complete without an indication of error m 
Table 3.12 sets out the average errors from past forecasts, alongsi 
forecasts themselves. These average errors provide an indication o 
errors in the current forecast. Those items which represent the relat 
small balance between large flows in either direction are particularly s 
to error. For example, the flows on either side of the PSBR, including the 
revenues of the public corporations, are about [Z200] billion; and for the 
current account of The balance of payments exceed L[1501  billion. 
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Chart 2.1 Money GDP,output and 
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. 

uniMinl rtisT  6thcial 

2.01 The Medium Term Financial Strategy (MTFS) continues to provide 
the framework for the Government's economic policy, as it has done since 
1980. 

2 t is intended to bring inflation down further over a period of years, 

Olti'.*.  al framework. Monetary and fiscal policies are designed to keep 
ately to achieve price stability. Accordingly, economic policy is set 

the f money GDP on a downward trend over the medium term. 
The 	omplemented by policies to improve the working of markets 
and th 	ide of the economy. By encouraging enterprise, efficiency 
and flexi.il Adiskse  policies improve the division of money GDP growth 
between o 	wth and inflation, thus assisting the creation of jobs. 

2.03 Money Gl11 growth has come down from over 20 per cent at the start 
--61778-07T-t—a—Min under per cent last year. At the same timelinflation has fallen 

from over 20 per cent at its peak in 1980 to arei+94 4 per cent last year. In 
real terms the economy has grown steadily at aessemei-31 per cent a year on 
average since 1983, and is set fo further year of growth at around 3 per 
cent, with in ation 	.  via!  4 per cent 	 
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Objectives and the framework of policy 
2.04 Policy is directed at maintaining monetary conditions that will bring 
about a gradual reduction in the growth of money GDP over the medium 
term. Table 2.1 shows the intended medium term path for money GDP, 
although there will inevitably be fluctuations around it in the short term. 

c • 
Money GDP prowth* 
1987-88 	1988-89 	1989-90 	1990-91 

91 	 71 	 61 	 6 

er cent change on previous finark-ial year. See Table 2.3 for assumptions on output and Inflation. The _figure 
88-89 is a forecast; the figures for subsequent years describe the Government's broad medium term 
yes. 

ney GDP growth is expected to be around 9i per cent in 1987-88, 
forecast in last year's FSBR. The division of money GDP 

gro 	b 	een output growth and inflation was better than forecast, a 
furthe 	improvement in the supply performance of the economy. 
Output  • 	currently estimated at 14 points above last year's forecast; 
inflation 	ed by the GDP deflator) is estimated to have been about 

point hig 	th. 	orecast. 

2.06 For 198:":9, money GDP growth is forecast to be 7+ per cent. Real 
growth is forecast to slow down from its 1987-88 level. The current forecast 
for the increase in the GDP deflator in 1988-89 is a little above the 
projection in last year's MTFS. 

2.07 For the later years, the 
at much the same rate as 
projection for the econom 
as is the medium term declinOi 

2.08 A declining path for mon 
firm monetary policy supported 
reviewed each year at budget time. 
varied more frequently, are used to keu 

1991-92 

wth of money GDP is projected to decline 
d last year. The medium term growth 

ole is unchanged from last year's MTFS, 
anon. 

rowth, as in Table 2.1, requires 
t fiscal policy. Fiscal policy is 

term interest rates, which are 
monetary conditions on track. 

Monetary policy 
2.09 
Government 4moomovt.:*teito 
rate apinst the deutschemar 
an important financial discip 
remained stable against the deus emark throughou 
following the Louvre accord in February 1987. The dis 
exchange rate provides the underpinnin for the declinin 
GDP growth and inflation 

Bruy 

Ct;u6/)6_r;  
ge rate, 	the 

. This provides 
Sterling has 
ear, 
ía stable 

money 

2.10 Achieving these obj 
over the medium term. For A 

mcve -ri-h_s 
CA-P-Pt 	e_14\3 

Ei-frf-6 2,  z 
hi1 /411) 2 . 3 

8 BUDGET 

re ctuctit5'n-  in monet 
as continued to be a re 

indicator of monetary conditions, the Government is setting a targ 
for 1988-89 of 1-5 per cent 1.2.4-per-cerrtI This is the same as indicated in 
last year's MTFS. 	 . The ranges given in 
Table 2.2 for later years are illustrative, but show a steady fall consistent with 
the se 
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Chart 2.2 Sterling exchange rates 
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assessment of monetary conditions so as to ensure that inflationar 
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Chart 2.5 Public sector borrowinz requirement and privatisation proceeds 
-10 

-- PSBR 
--- PSBR excluding privatieatinn 

proceeds -6 
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it•tc L5 K  

The PSBR path 

-6 

-4 

1925 1976 1977 1978 1979 1980 1981 1982 /983 1984 198.5 1986 1987 1984 

.15 The 	ow assumed to be zero over the medium term: a 
balanced bus g 	is a prudent and cautious level and can be maintaine 
over the medi m term. It also provides a clear and simple rule, with a good 
pedigree. In practice, there are likely to be fluctuations around this level 
from year to year. On the basis of current privatisation plans, a PSBR of 
zero implies that, even without any privatisation proceeds, it would be only 
1 per cent of GDP. 

55 

 s 

'NAN;  

,..k. 
t9 	 9 

2.16 The recent strength o  kil•  ec, omy and the buoyancy of government 
revenue have led to a budget.  .-10n  over the last year; and without the tax 
reductions announced in the B.. :et there would have been, on current 

	

K 	forecasts, a surplus of4,147£7 b 	1988-89. Continuing the 
gradualist approach which has alw 	a characteristic of the MTFS, 

	

L-v9v) 	1988-89 set --ip.zt, 	 the expected outturn in 1987-88. 
only part of this room for tax reduc  e.  as been used. The PSBR for 

The PSBR to be set in future Budgets will as usual be reviewed in the light 
of circumstances at the time. N.4v)trel)  

tIte .Sor,rett 

Assumptions 2.17 For the period to 1990-91, the public expe 
Table 2.4 use the figures for the public expenditu  fr . 	g total shown in 

n 
It 

in 
et.  

the public expenditure White Paper (Cm 288); gro 	. 	terest payments 
‘4  are lower than projected in the White Paper, reflect 	1 	overnment 

borrowing, while other adjustments are a little higher. 	pr e isionally 
** 

assumed that general government expenditure will gro  . ,•  cent in 
real terms in 1991-92. Decisions on expenditure in 1991-9 	taken in 
the 1988 Survey. 

2.18 The assumptions about output growth and inflation that und 
revenue projections are shown in Table 2.3. They are consistent wi?1 the 

figures for money G P growth in Table 2.1. Oil prices are assumed to 
Layerage $15 a barrel in 1988-89 and thereafter to remain broadly unchanged 
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Table 2.6 Public sector borrowing' 

billion, cash 

General government expenditure 

General government receipts 

Fiscal adjustment from previous years2  
Annual fiscal adjustment-2  

1986-87  1987 
164-8 	11-2-S)  
160.0 	IT 

•••• 

-214ape,E,Tjurritivn;;WGET-L-16T-4)44L-NE Tent rattcx UV' 
rategy 
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Table 2.5 General government receipts 

 

 

k billion, cash 

 

Taxes on inc 	lenditure and capital 
National insura , 	her contributions 
Interest and divide 
Other receipts 

General government receipts I 
of which 
North Sea tax2  

1986-87 1987-88 

	

1 19.1. 	13/ 

	

6.0 	6  

	

6 -9 	6 

	

16 0 -0 	171 

4.8 	5 

1988-89 1989-90 1994-91 1991-92 
141 14-9 15 7- 16 5 
31 31+ 3 6 3,9 
6 5 

I $ 5 14 5 ZO5 214. 

4 4 3 3 
'General government receipts, and its coin 
nearest ,t1 billion from 1987-88 onwards. 

e rounded to the 	 2  Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea oil and gas production (before advance 

le 	corporation tax selloff). This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. See 
footnote 3 to Table 613.3. 

Publi 

2.21 The 
together in 
borrowing req 

borrowing 

s of government expenditure and receipts are brought 
to provide projections of the general government 

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

2.22 Changes since the 1987 MTFS are discussed in the Annex to this 
chapter. 

1989-90 1990-91 1991-92 
19 3 	20 z 	2..ko 

ot 
 

	

205 	2_14 

	

3 	4. 

GGBR 
	

Lt.t 	-1 
Public corporations' market and 
overseas borrowing S 	— 1 — — I - r 	- 
PSBR 	 3.4 

	
0 

Money GDP at market prices 	 387 	426 	451 6 	48 1 	514 8 	54%  
PSBR as per cent of GDP 	 0-9 

for 1987-88 and 1988-89 are provided in Tables 1.2 and 6.7. 	 lines 1 and 2. 

' Rounded to the nearest £1 billion from 1987-88 onwards. Further details 	 2  Means lower taxes or higher expendi 

Conclusion 

2.23 The strength of the economy coupled with fiscal prudenc 	led 60.4ip 	 the Government to achieve a balanced budget on a sustainable ba 
Government remains committed to continuing with the policies w) iljha 
helped to bring this about, and to maintaining the progress in the medium 
term towards lower inflation,, -lower taxes and public spending as a share 
of GDP. The MTFS provides the financial framework within which the 
policic eo 
	' 	etianset. 	NOT  -abgwopiED 
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t changes on a year earlier 
1988-89 	1989-90 	1990-91 
141 -5i, 	 1-5 	 0-4 

1 -5 	 1-5 	 0-4 
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Changes since the 1987 MTFS 

Money GDP 2A.1 The growth rate of money GDP is expected to be higher in both 1987-88 
and 1988-89 than envisaged in last year's MTFS, with growth in the GDP deflator 

centage point higher in both years. Thereafter inflation is projected to decline 
same rate as last year. The projection of output growth over the medium 

the whole economy is unchanged from last year's MTFS. 

Table 2A.1 Mo lailm growth  
Differ 	1987 MTFS projections, percentage points  
1987-88 	 1988-89 	 1989-90 

+2} 	 +1 	 +  

 

 

1990-91 

 

Monetary aggregates 2A.2 The growfi of MO in 1987-88 has been within its target range throughout 
the year. The target range for 1988-89Ais the same as the illustrative range given 

IC"( 	last year). The illustrative ranges for subsequent years areltals0 the same. 

Table 2A.2 The growth of MO 

1988 MTFS 
1987 MTFS 

Fiscal projections 2A.3 Table 2A.3 shows changes in the estrojecuons since the 1987 FSBR. 
Additional information on 1987-88 is givec>in Chapter 6. 

Expenditure 2A.4 The expected undershoot on the planning total in 1987-88 is described in 
Chapters. General government expenditure is also lower in 1987-88 than projected 
last year, reflecting the lower planning total. The plannin 	al for 1988-89 
onwards is as in the public expenditure White Paper ( 	which incorporates .--\' 
higher figures than asciimed last year. The. general gov 	penditure figures 
for the future have also been revised up: but to a lesser ex 	the planning 
total, as the lower path now adopted for the PSBR implies 	4lly lower debt 
interest payments. 

Receipts 2A.5 Revenues in 1987-88 have been much higher than forecast, 	rt 
reflecting higher money GDP growth in both 1986-87 and 1987-88. 	•f the 
lag between accruals and payments of taxes on corporate profits, the b. 'yan  •  f 
the economy over the last year will still be contributing to the growth of 	en 
in 1988-89. North Sea revenues in 1987-88 were slightly higher than forecast, as 
the oil price for much of the year was we,U, above the assumed level of S15 a barrel. 

A On the assumption that oil prices remain close to recent levels oil revenues in 
1988-89-ere-new-feeeetst-m-be-eritreiresfrrojected a 
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cc 	Chancellor 
Sir T Burns 
Mr Odling-Smee 
Mr Sedgwick 
Mr Pickford 
Mr R I G Allen 
Miss Simpson 
Mr Hudson 
Mr Allum 
Miss C Evans 

INDUSTRY ACT FORECAST 

Sir Peter Middleton 	een your note of 4 March covering the 

first proof of Chapter 	the FSBR. He has suggested that we 

need to consider whethe 	he first sentence of paragraph 3.08 is 

still correct. We might need to talk instead about stability against 

the Deutschmark over most of the past year. 

S D H SARGENT 

Private Secretary 
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in the FSBR including 6.1, despite the 

6.02 which is now very good. 

2. 	With regard to the tables 	 asked whether we need a 

footnote to explain the sign conven on, now that we have negative 

borrowing. He thinks this would he 	a number of the tables 

ual change in paragraph 

S D H SARGENT 

Private Secreta 

ss/34 / 3643 
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From: S D H SARGENT 

Date: 7 March 1988 

cc 	PPS-- 
PS/Financial Secretary 
Sir T Burns 
Mr Scholar 

lun 	Mr Odling-Smee 
Mr Culpin 
Mr Sedgwick 
Mr Mowl 
Miss Sinclair 
Mr R I G Allen 
Mr Pickford 

FSB CHAPTER 1 

Sir Peter Middleton has 	the first proof of Chapter 1 of the 

FS 4R circulated under cover of your minute to the Chancellor of 

3 rarch. In paragraph 1.05 he has suggested that the third sentence 

sho ld begin "They include a reduction in the basic rate of income 

tax to 25p ...". 
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