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FSBR CHAPTER 6Q§S§%§

The Chancellor w féi?i%teful for your minute of 24 February and

the draft of Chapt

on which he had commen

I attach a marked-up copy of the pages

2\
AN
T

The other points he made ‘w -

ikl He could not reconcile the 1last sentence of your
paragraph 6 (saying that the forecast for 1988/89 has non
oil taxes and NTCs adjusted 0k Budget change increasing by
2% points more than non-oil ith the figures in the table
in your paragraph 5. The figun%;gﬁ%ere seem to be 2.9% before
Budget changes, and 0.4% after Budget changes.

@)

LS L He would wish if at all po e to publish a figure
for the non-North Sea tax burden in §@88—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.

L 1 (e He was grateful for the charts on the tax
ratio of GGE to money GDP; he prefers the version{<st
in1978-79.

AV He agrees with your proposed change to the sign

convention in R IBGET BECEETSTY s TRy icnPiED
BUDGET LIST ONLY
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as negative a dByDFGrEIﬁLLSTfQNLx‘ as positive, which is

counter-intuitive.

'@ needed of the ll corﬁUngETtﬁgtca E-irinancia|l\I Os.Er-EQ]sBElsCQIPOLEiD

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

@tem '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, ince we have used figures on a different basis
(ie as pfo ions of departmental spending) quite widely
in other co -~ eg chart 1.10 of the PEWP.

By s
b Aok

A C S ALLAN
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TEE PUBLIC SECTOR'S FINANGES BUDGET SECRET NOT TO BE COPIED
- 6.01 | BRIMGEEILESTCONEY. oo reRHRT(FE uBEd GO LG
L) a BUDGET LIS L 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.

Table 6.1 Public expen%%@, receipts and borrowing

£ billion
1986-8T 1987-88 1988-89
Outturn 1987 Latest Forecast
> 2 Budget estimate
General government expenditure 164.8 1735 171.6 182.8
General government receipts 160.0 168.8 1785 18L.7
N
General government borrowing requirement 4.9 0 ¢ =20 ==Y
Public corporations' market and overseas
borrowin =l - 0.8 =0.9 =.1.:2
= LA
Public sector borrowing requirement A " 3.9 - 2.9 i
B
<
& a Alﬁabe hvm/u?
6.02 There_ is now ,esti be =mes public sector T=LE
r&yufemf' , 12 a hu’;geé‘
sepeyment—PSPR) of about £3 ion in 1987-88, compared with

the PSBR
—a forecast of a -pub;;,c_see-tep—bermﬁng—*eq&ﬁemeﬂ%—@s%) of

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

A &‘—wﬁ . akeo

Public sector's 6.03 The public sector's finances can be ana

finances: of different ways: by type or activity, by sector and
three—fold analysis category. The rest of this chapter sets out these three analyses
in d]eta'

NGT 18 8 ESEES

LL 3L
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[ic sector's finances by type

or activity. The main receipts of general government (ie. central
plus local government) are grouped according to the kind of
activity which gives rise to them, while spending is shown by
department, as in Chapter 5 and in the public expenditure White

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

totals. This derivation is repeated in Table 6.1:

n 1487 -8

General government receiptsA are now projected to exceed

Receipts

6.06 Additional income tax receipts
msww

of gegresat PR —a ARG cried. VAT receipts have

8 Aathan would have been expected from

~ the : rease in total consumer spending:

tces implass ot > which goed
Aeither,\ the proportion of V4o ending Aon goods and services
subject to VAT has increase estimates of consumer spending

in 1987 :Q)z be revised up laQer, The

higher than expected oil revenues in 1987-88 are largely the

L 4

result of a higherA than assumed -4 .r“_f-\;b rice “Aitkeush-
non=Nerth—Sea—Corporatio 3 eeetpts :g’:\v!‘z,";@'—“- Q-DEC e
5 ) \ éﬁw’
(VA
40>
7

6.07 General government receipts are forecast to

cent in 1988-89, following an estimated 8% per c increase

in 2987=88 This is a little less than the rate of growth

Dllnp:l%j:f? ﬁ{y NI\&]-'II&B%E%EB)

BUDGETLIST ONTY
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6.08 0il revenues, which in the event in 1987-88 were only

slightly below the 1986-8T level, are forecast to fall by about

as a resudt & (vt
£]1 billion in 1988-89 d-u@-‘be)\a lower average oil price and lower

production. The forecast assumes that stenddmsms=awd oil prices

(ﬁ kMMM) Eemain close to recent leveg 0il production is assumed to

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

1988-89. As can be from Table 1.2 there is within this
overall increase: )
<&
&
a 1% per cent increase i me tax receipts. Without the

Budget measures the foreca@t increase would have been 10

per cent;

J),[]/w'wnf'
a  further riseA in receipts of coion tax (including
!
‘A
e ACT but excluding North Sea ~"‘5—‘:‘—;‘\ orporation tax).
v
Sy

’ ] (5N
= na an inereagse—ia—-profits—n 98 k\ /\\
(\,a(,»f) «/\\

: : : SN
a 16 per cent rise in capital taxes) reflecting\risi asset

®

prices in earlier years;
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a 5% 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.

Table 6.2 shows taxes (including rates) and national

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

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

estimate
Total taxes and NICs as a 38.9 38.5 38.5 37.8 37.7 3728
share of total money GDP o
Non-oil taxes and NICs as a 382 378 £$§é? Y 33 3Ted 3.6
share of non-oil money GDP
&
Expenditure 6.11 General government expenditure 1is now forecast to Dbe

about £171% billion in 1987-88, £2 billiaong
owktim v tre
1987 Budget forecast. TheAplanning &, \: wbburR 1s expected

lower than in the

debt interest

6.12 General government expenditure is

’ 6% per cent in 1988-89, to £183 bit;}on. The planning total,

hed
X EHREERS BRIy | N7 1o Be copes

1

IBEF L
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in the White Paper as a result ofAlowep-—ber-mi-n-g—%é—-te——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 1is included in general government

senditure, the GGBR together with public corporations' market

87-88. Excluding privatisation proceeds the PSBR
ion lower than in the same period of 1986-8T.
bbrrowing was almost entirely due to lower
/\ central government own:Taccount borrowing. Local authority
borrowing has been higher than in 1986-8T and public corporations'
borrowing little ch 3 Taking into account the well
established pattern @\ ively high borrowing in the final
two months of the yeae forecast for 1987-88 as a whole

O

—
e A
o e o 85w g

X is a budget surplus 9f about £3 billion, or % per

X cent of=memey GDP.

6.15 A BSBR pof £3 billion, or % per cent of wowe®¥ GDP, is
A

=atso forecast for 1988-89.

Trends in receipts 6.16 Chart 6.1 shows trends 1in tak& ) expenditure as

and expenditure percentages of mmemsy GDP. < G 2 2E oK) on-0il taxes

and national insurance contributipng, fell, be €N
st thon o hao been Huing, )L
1985-86, but , rese—siERtIy=tnIS-STTand—eekf

ﬁ’l‘% _ E_t is forecast to rise marginally in 1988—893 \ A e
Asnd

JUD
T

HREETSEERET, | NGT 70 BE CORIED
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—ens)since 1982-83 emgpis forecast to fall again in 1988-89.
Bty year) 2 fova small rise in fmxrf

a e munens' s 3
and expenditure redadive—He- GDP

Taxes an ’\ insurance contributions General government expenditure

Per ceat of QP
Per ceat of P

o ree re8
=l
fom pr “
e
el
Le3
rd
¥ "
......... Lo
v v - - v < 3 » e »

1978 1979 1980 1981 1962 1983 1584 1585 1586 a7 1988 1978 1979 1980 1981 1982 1983 18 1988 1986 1987 wea

-19 80 -81 -2 -83 -84 -85 -8 ~87 &8 -89 -79 -80 -81 -82 -43 -84 -85 86 o -8 9

6.1T Chart 6.2 shows the significant changes i
of general government receipts and expenditure whi
place since 1978-T9.

L NOTTO SE SoRIED
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LI
1
Oetor  buranast 1o% 1ol
OLinan Acﬁ.“\'wﬁ 4% CsA
* a~d L‘sr.t dq_em\—a.‘q...\,,
+ whobucing Provobinabicon becusls ot Reseove
finances: analysis by sector
: g ¢ ing
e 98682
orroving in 9 7—88{5 entral government,

local authorities and public corporations.

Table 6.3 Public sector borrowing requirement ///«\
TAN

£ billion
0 1986-87 1987‘88
Outturn Latest estimate
ANA Ty
3
1 Central government borrowing on own account 4.5 =5 2+8
2 Local authority borrowing from central government 5.9 5.2
3 Local authority borrowing from market and overseas 3 - 5.6 - 4.0
4 Total local authority borrowing 0.2 g (3
5 Public corporations' borrowing from central (61 =103
government
6 Public corporations' borrowing from market = 5 ~.10.9
and overseas
T Total public corporations' borrowing - 1.k - 1.2
8 Public sector borrowing requirement 3.4 2.9
N
Memorandum item:-
Central government borrowing requirement
(lines 1+2+5) 0.5

Ly

~SUREETSECRET. | NoT 6 BE €8RIEB

4 U1 LI T Ul




" BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE CORgED -

NOT TO BE COPIED



fr e

6.1 ’T‘QUD TS RET ﬁimat[é!ioltzgnsB gn anelcggs
HETISSERINLY [| NOT TO BE COPIED
of remEnr ErsepdGNtYLn 1687-88 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.

Central government 6.20 Central government spending includes grants and subsidies

to local authorities and public corporations (including

Kignalised industries), which are included in the receipts

2e sectors, shown in Tables 6.5 and 6.6.

Table 6.4 Central government ansdebions
SO\
d N
\S £ billion
198687 1987-88 1988-89
Outturn Latest Forecast
estimate
Receipts
Tax and royalties 104.4 115.2 121.7
National insurance and other contributions 26.7 28.8 3126
Other ; b 11.2 113
7
Total receipts <o 1.4 155.2 164.5
X A DTN
Expenditure o
Current expenditure on goods and services 5840 59l
Current grants and subsidies 80.7 82.8
Interest » 16.5 16.9 17.h
Y Net lending,é’bapital expenditure, 2.7 1.8 2.6
and cash expenditure on company securities
y Total expenditure 146.0 0 ( @)&.5 158.

[ analing

Local authorities 6.21 Local authority receipts consist primarg

plus grants from central government.

BUDGET SECRET—| NOT.TO BE COPIED
BUDGET 19T ONLY NOT TO BE COPIED
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to the system of rate rebates introduced by the Social Security

Act 1986.

6.22 The 1local authority borrowing requirement (LABR) fell

sharply in 1986-8T7 to £% billion, from £1% 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

Table 6.5 Local authority transactions

illion
87 1987-88 1988-89
Latest Forecast
< estimate
NS
Receipts (¢
Rates (net of rate rebates)l 15 17.0 19.2
Rate support grant B 12.6 13.3
Other grants from central government 115050 121 1232
Other 663 B el 5.6
Total receipts by 7 46.9 50.4
Expenditure
Current expenditure on goods and services 35 ] 352
Current grants and subsidies 5 6.0
Interest 4.1 4.5
Net lending and capital expenditure 4.2 L.k

Total expenditure 4y.8 hB.I\% 50.12

1 Memo: Rate rebates 1.7 1.8 \@ 1.4

2 Excluding any allocation from the Reserve

NGt 13 BE CBRIER

)
Lio1T

BDODGOTCT
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publ B é; IS Y clude 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 PSEBR,

n
it ad=se includes)ﬁﬂeﬂ—ae- borrowing) subsidies and

7
£ billion
1986-87 1987-88 1988-89
Outturn Latest Forecast
@ estimate

Receip ts @

Gross trading surplus (including subsidies)

Wb
Other \ 2/2_\\

n =
)

\2
Total receipts 9@3 9.1 9.6

Expenditure

Interest, dividends and taxes on income 33 Sl 3.8
Net lending and capital expenditure o Yo L7 S
X Total expenditure 8.8 N @ 9-9"2

Memo: nationalised industries' external finance 0.4
other public corporations' contribution 0.8
to the planning total

@

1
X, ] Excluding any allocation from the Reserve

b SE ey [ TR YRR
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FROM: A C S ALLAN
DATE: 29 February 1988

MR S J DAVIES cc PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Sir G Littler
Mr Anson
Mr Scholar
Mr 0Odling-Smee
Mr Peretz
Mr Sedgwick
Mr Turnbull
Mr R I G Allen
Mr Grice
Ms Turk — /ﬁg . aarS
Mr Cropper
Mr Tyrie
Mr Call

FSBR CHAPTER TWO: MTFS TEXT AND FISCAL PROJECTIONS

The Chancellor was grateful for your minute of 23 February, and the
Vew-raraftiof ‘Chapter 24 I attach a marked up copy of those pages on
which he had comments.

2% He saw no need to qgive the Revenue path as an "assumption"

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

adjustment path of 3, 1, 2.

ACSH

Rl

A C S ALLAN




RA7.59 CONFIDENTIAL

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 1in
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.



2.08 A declining path for money GDP growth, as in
Table 2.1, requires firm monetary policy supported by
. prudent fiscal policy. Piscal 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.j

¥ hole 5 3
toir lﬁarovide_g the
.szzgg“‘¥3¥ the declining path for money GDP growth and ¢
inflation.

Sterling exchange rates

: g\/\\\ /\\ FER I
5 :1 /\\/\_\ — ;
LB 3 \/ - - - N—
" \f\/
. a3 |
-- 3 kv 4
o S A
: : //"’ i
o /\\ ~
¥ :\J/\\\Q\\xﬁ\\ ,f\,/);;\\,//
5 { \\\A o :
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VELOCITY OF MO
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2.10 Achieving these objectives implies a reduction in
monetary growth over the medium term. FPor MO, which has
continued to be a reliable indicator of monetary
conditions, the Government ie 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 decisgions are based on a continuous
and comprehensive assessment of +ai—the—indiecators—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 vVelocity of monetary aggregates

VELOCITY OF M4
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W v - G aree e &9

Growth of MO*

S5AR 8 WSS

&SSawa

1987-88 1988-89 1989-90

1950-91 1991-92

) [1-5)] 1-5

0-4 0-4

*

a forecast. 1988-89:

illustrative ranges.

2.12 While,
range

as
for broad money,
conditions take{

liquidity, into account.

Per cent change on previous financial year.
target range.

last year,

1987-88 is
1989-90 onwards:

there is no explicit target

the assessment of monetary

the behaviour ogj broad money, Or

2.13 With the increasing overlap between activities of
banke and building societies, it is sensible to
concentrate on measures of broad moneyA that include
deposits held with both.

‘“d"—t°—b“i4é*ﬂ§—see£e%ie&——4égtze authorltles will seek

45—1588-89 to fund the total of ﬂ

Nl TANAL Ly
and any netAforelgn exchange marke

Eﬂe-r_is——i—t—-[-&gh-t—]—i:h—{un&rﬂg

and

ring debt, the PSBR,
intervention by sales

of debt outside the banking and building society sectors.

Chart 2.4 Private and public sector borrowing
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-
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" FPiscal policy

a
2.14 It is now expected that there will be,\net repayment
' of public debt 4in 1987-88, compared with a borrowing

requirement of agound 1 pej cent of ﬁgP forpcast a year
rwe b“g‘f
ago. This 1sA_the first timeA theréuhas been a budget

ourplus_

-adding—bac
kﬁ;;fkkaﬂ e 4 per cent of GDP, smaller in-melatiem—to—GBP than in any
i : :
PS@R U year since 1969-70.
e et
Chart 2.5 Public sector borrowing requirement and privatisation
i proceeds it
‘ — PSBR
8- ===~ PSBR excluding privotisation 2
proceeds

USE VERSION IF

THS GRAPH STHETWE
N 1951

%X of GOP

-2

-
“eo.

-2

'9:76 D?B "76 ‘l'ﬂ"n \;70 "79 1:30 ﬂvll 0'82 ﬂ‘BJ 0164 afas "36 |"l7 "88
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 ngth of

revenues have

GDP. The recent

nt of GDP after

ding privatis

on proceeds.



Assumptions

& being required later
nt than expected. The PSBR

e light of Circumsta

Version B of

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

term: a balanced budget. This is a prudent and cautious
level and can be maintained over the medium term. / In

pPractice, there are likely to be fluctuations around this
level from Year to year,( eeuégce t 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 forecaste, a surplus of [over £7 billion)

in 1988-89. ( mubtm 6&9«.4“&44 ~nh M&g»&a@amﬂa
Tohiabs oy Sl

mrr:s',ndywac}q&m/ﬂ bt redidions hos lten wsed,
2.16 The PSBR for 1988-89 jis set at [ ], little changed
from the expected outturn in 1987-88. The PSER to be set

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

2.17 PFor 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 pProjected in the White Paper, reflecting lower
government borrowing while other adjustments are a 1little
higher. 1t 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.



s B S 84404

2.18 The assumptions about output growth and 4inflation
£ 2 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. 0il prices are assumed to zemain

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

Table 2.3 Output and inflation assumptions

Percentage change on previous financial year
1987-88 1988-89 1989-90 1590-91 1991-92

Real GDP

Non North Sea 5 3 3 3 3
Total 4% 2% 2% 2% 2%
Inflation

GDP deflator S 4 4 3% 3

Public expenditure

2.19

&€£ —
e

Table 2.4

General government éxpenditure
£ billion cash

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

Public expendi&ure
Planning total

Gross debt
interest

Other adjustments

General government
expenditure

of which
Privatisgtion
proceeds

General government
expenditure exclud-
ing privatisation
proceeds




.

. the nearest £1 billion from 1987-88 onwards.

weetlBl weawaail TASKA FUNRLE LIBT
1'Por 1986-87 to 1990-91, the figures are taken from Table §.1.

General government expenditure, and its components, are rounded to

General government
'enditure ie 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 revenuesM 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 o0il 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 ?overn-ent
receipts

of which 2
North Sea tax 4.8 5 4 £ 3

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

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

2.23 Money GDP growth ha
the last year, wit

en higher than forecast over
real growth dn ¢t economy
substantially above expectations. Both n6minal and real
GDP growth forecast to decline er the next year.
The as ptions on which the jum-term projections are
may have to be modifi in the light of events

e government remai committed to reduci
growth over the mediim term, and to redu
public expenditdre and taxation to

1 framework with
achieve“these objectives

SCE. RE-DRAM-T

money GDP
g the ratio of
The MTFS provides
which the policies to
set.
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SECRET AND PERSONAL

A C S ALLAN
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.

2 He notes that the new estimate for invisibles in 1987 1is
precisely what was forecast in last year's FSBR, and that the
improvement in the current account to -£1 billion (cf our FSBR
forecast of -£2% billion) 1is entirely due to improved visible
trade, and exports in particular.

3 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

St

]

A C S ALLAN

total improves by £1 billion.
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<§§%?§§> DATE: 29 February 1988

MR Oﬁﬁ;;é—SMEE cc PS/Financial Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Scholar
Mr Culpin
Mr Sedgwick

<§§§b MrefTurnbull
Miss Sinclair

Miss C Evans
//A\ Mr Cropper
<> PS/IR

<§§i§> Mr P R H Allan - C&E

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

%

FSBR CHAPTER ONE

draft of Chapter 1. T attach a marked-up copy of the pages on which
he had comments, together with a aft of table 1l

20 The Chancellor agreed with 90 that the order of rates and
allowances should, in this table, follow the Scorecard order. This
could  be followed in. table 4.1, but | would mean that there
would be an unhappy juxtaposition of thgoabolition of the higher

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

grateful for views.
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hijher rate thresholds

higher rates

car scal
PEID T
home impr

covenants &

Independent taxation

Capital gains tax
rebasing
rates

Inheritance tax

Corporation tax

capital gains

small companies rate

Excise duties
oils
VED
tobacco
alcohol

Other tax changes
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1.01 The objective of the Government's economic
policy is to defeat inflation and to maintain a
~dynam+c and ente;grising economy) -and— haneamseic

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

1d-1989; sets out the tax proposals in the

summarises , the ,Government's spending
and sgzzsiéggg::éhzgiicn—aaf the public

for the year ahead.

The Medium Term 1.03" Chapter 2 describes the MTFS which provides
Financial Strategy the framework for the Government's economic
policy. Monetary and fiscal policies are

designed to ke the growth of money GDP on a
downward t er the medium term, so bringing
hﬁy%yﬁgiyn inflatio ?se MTFS 1is complemented by
A golicb'es, incl new measures in the Budget,
AtO' encourage énterprise, efficiency and

flexibility and jthe growth of output and

employment. S

The economy 1.04 Chapter 3 describes the main developments

in the economy in 1987 and e prospect until
mid-1989. $

i |
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Tax measures 1.05 Chapter 4 sets out the tax proposals in the
Budget. They continue the Government's programme
of tax reduction and reform. They include - the
independent taxation of husband and wife)les
t}ncrease in personal allowances,)a reduction of

2pw&n'izg basic rate of incgag:gi;TXthe abolition

of rates of income tax above 40%. -

-rates, the removal of the tax liabiltity —on

measures are summarised in Table 1 1

Public expendlture / ‘ Chapter 5 summarises the Government's

e WPJ‘J e MMM\ &- plans) -Public——expenét%ufe—rs—pmm

s - o g
Gl o 6‘1”0/“"”‘"& e f . -

0 o |A87- -88.
- 1.07 Chapter 6 presents the complete financial
finances picture for t uplic, sector. -?ﬁﬁ::ﬁiégeli is

expected to, Asurplus of £3 billion in 1987-
88, the first urplus ’sinci 1969-70.  A';surplus

of £3.BiY¥Tion ia—% for 1988-89. This

proposals in zhe Budget

which are cted 4 reduce zowenwes by £4

billion, eker—ar el “tha st cost ot indexing

dAﬂ4kaMJ tax rates and allowances. Table 1.2 shows the
qukﬁuk' main components of general government receipts

and expenditures.
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DATE: 29 February 1988

MR ODLING-SMEE : cc PS/Financial Secretary

Sir P Middleton
Sir T Burns

Mr Anson

Mr Scholar

Mr Culpin

Q!§§> Mr Sedgwick
Mr Turnbull

Miss Sinclair

(ii;b Miss C Evans

Mr Cropper
PS/LR

N
% Mr P R H Allan - C&E

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

FSBR CHAPTER ONE

he had comments, together with aft ofwtablesd il

24 The Chancellor agreed with §0 that the order of rates and
allowances should, in this table, foltaw e Scorecard order. This
could be followed in table 4.1, but | would mean that there
would be an unhappy juxtaposition of thgoabolition of the higher

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

NOSi
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%@
D

grateful for views.
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1.01 The objective of the Government's economic
policy 1is to defeat inflation and to maintain a
V%%ﬁmbé.dgna-éc and ente;grising economy) ARE heReamtiTe

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
sets out the tax proposals in the

summarises , the ,Government's spending
and méwm&twa——eﬁ the public

for the year ahead.

The Medium Term l.Ojézéhapter 2 describes the MTFS which provides
Financial Strategy the framework for the Government's economic
policy. Monetary and fiscal policies are

designed to ke the growth of money GDP on a

downward t er the medium term, so bringing

Adzwn inflatio
71 %\ Eolicbes, Encl
to encourage

A ise, efficiency and
flexibility and )the growth of output and

e MTFS 1is complemented by
ing new measures in the Budget,

employment. 2N
The economy 1.04 Chapter 3 describes the main developments
in the economy in 1987 and e prospect until
mid-1989. %m
----- L - GDP
.8 ”‘
is forecast to grow byA3% 38, 3 Dusiness

investment, grewiRg—by—84%— ~ should
- 4
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Tax measures T.0U5 Chapter 4 sets out the tax proposals in the
Budget. They continue the Government's programme
of tax reduction and reform. They include — +he
independent taxation of husband and wife)las

(jfgzzzease in personal allowances,)a reduction of
2pw&n‘32g basic rate of income tax,)the abolition

of ré@%s of income tax above {Eiﬁ?and—an_inc:ease_

' '\(s\), ks : >—tax—retiefs}. T\ The

{géssLmeasures are summarised in Table 1.1.

Public expenditure S WA\ Chapter 5 summarises the Government's

/VM(\ ng pl:fms)z
N ONer—EH

o o - a3 o _aro = apieaty S3:

SR e e Ba ket 000

= (/—,/-‘I-’i‘;i .

La)]'ﬁ " \L"\ l;i g7/g>
Lﬂipﬂﬁhx ublic sector ~ 1.07 Chapter 6 presents the complete financial
Thect
!#Ei:lﬁnkﬁﬁi is

finances picture for t ublic, sector. A
expected toy ﬁsurplus of -£3:billion in 1987~

88, the first {}5§Zus since 1969-70. AC&éurplus
o g é
ofi=e3 - bdl lHon I%& 4 for 1988-89. This
- roposals in the Budget
f prop i g

0 reduce zeowenwes by £4
o SALL
#®e the net cost of indexing

takes account of &b

which are

billion, e ATIG
tJTij tax rates and allowances. Table 1.2 shows the
At%A&ﬁut main components of general government receipts

and expenditures.
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FROM: A C S ALLAN
DATE: 29 February 1988

W e T |

MR S J DAVIES cc PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary |
Sir P Middleton
Sir T Burns
Sir G Littler
Mr Anson
Mr Scholar
Mr Odling-Smee
Mr Peretz
Mr Sedgwick
Mr Turnbull
Mr R I G Allen

Mr Grice )
Ms Turk ’/—/¢’(d équg
Mr Cropper

Mr Tyrie
Mr Call

FSBR CHAPTER TWO: MTFS TEXT AND FISCAL PROJECTIONS

The Chancellor was grateful for your minute of 23 February, and the
+ s+ Graft of Chapter 2. I attach a marked up copy of those pages on

which he had comments.

2o He saw no need to q%ive the Revenue path as an "assumption"
this year, and was content for you to work towards a fiscal

adjustment path of 3, 1, 2.

ageeiis

b e

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 1in
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&nal income. This in turn has created room for reductions in
taxation, helping to improve further the performance of the supply
side of the economy. Public expenditure is considered more fully
in Chapter 5.

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

achieve these objectives are set.



& 2.08 A declining path for money GDP growth, as in
' Table 2.1, requires firm wmonetary policy supported by
prudent fiscal policy. Piscal policy is reviewed each
year at budget time. Short-term interest rates, which are

varied wmore 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.)

-
Do =

) | ﬁrovide_; the
-gg;gguﬁ g the declining path for money GDP growth and
inflation.

Sterling exchange rates
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2.10 Achieving these objectives implies a reduction in
monetary growth over the medium term. Por 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). Thie 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 +ail—theindieators—of}
monetary conditions 80 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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Growth of MO*

1987-88 1988-89 1989-90

1990-91 1991-92

5 [1-5)] 1-5

0-4 0-4

*

a forecast. 1988-89:

illustrative ranges.

2.12 While,
range

as
for broad money,
conditions takel
liquidity, into account.

2.13 With the increasing overlap between activities

Per cent change on previous financial year.
target range.

last year,

1987-88 is
1989-90 onwards:

there is no explicit target

the assessment of monetary

the behaviour o%f broad money, or

of
sensible to

banke and building societies, it 18
concentrate on measures
deposits held with both. ):

PO forein E“?WW i
»sales—to—buiiééag~seeie%ie&——4§g't e authorities will seek

4n—1988-89 to fund the total of ﬂ

and any netAforelgn exchange mark

of broad moneyA that include

and

ring debt, the PSBR,
iate;vea%&en 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

a_
. 2.14 It is now expected that there will be net repayment

of public debt in 1987-88, compared vlth a borrowing
requirement of(mgfund 1 pej cent of ﬁgP £§‘f°‘°t a year

ago. This is “the £irst time | there has been a budget
surplus

% per cent of GDP, smaller in-selatiom—toGBP than in any
year since 1969-70.

Chart 2.5 Public sector borrowing requirement and privatisation

proceeds
0+ - %0
=, PSBR
- ==+ PSBR excluding privotisotion .
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
the economy and th
already redu

GDP. The recent ngth of
oyancy of governmen revenues have
borrowing well
recasts tax reduc
have been needed
nt of GDP after

w this level; an

present
wou

of [over
order to achie

million]
a PSBR of 1 per
ding privatis on proceeds.




this scale this Yo&r. This cautious roach takes
account of the u ertainties in the re ue forecasts and

billion, equal to -
from the expected ou

sation proceeds. The PSBR
et in future Budgets“will as usual be reviewed in

Version B of paragraphs 2.15 and 2.16

2.15 The PSBR is now assumed to be zero over the medium
term: a balanced budget. This ig a prudent and cautious
level and can be maintained over the medium term. / In

Assumptions

Practice, there are likely to be flu%Fuations around this
level from Year to year7( ég”rece t strength of the
economy and the buoyancy of government revenue have led
to a budget 8Burplus 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)
J0 1988:89. Conbinvineg ¥ godialishmirond ihid o diayyo been a
handensbee 4—@Q/HTFS,nJyfﬁé—ﬂ»kernn/y G vedichne kot Lok cuied.
2.16 The PSBR for 1988-89 is set at [ ], little changed
from the expected outturn in 1987-88. The PSBR to be set

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

2.17 For the period to 1990-91, the public expenditure
Projections in Table 2.4 use the figures for the public
expenditure Planning total shown in the public expenditure
White Paper (Cm 288); gross debt interest payments are
lower than Projected in the White Paper, reflecting lower
government borrowing while Oother adjustments are a 1little
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 4nflation
that underlie the revenue projections are shown in Table
2.3. They are consistent with the figures for money GDP
grovth 4in Table 2.1. 041 pPrices are assumed to memein

= 5 in 1988-89 and thereafter to remain
broadly unchanged in real terms.

Table 2.3 Output and inflation assumptions

Percentage change on previous financial year
1987-88 1988-89

1989-90 1950-91 1991-92

Real GDP

Non North Sea 5 3 3 3 3
Total 4% 2% 2% 2% 2%
Inflation

GDP deflator 5 4% . 3% 3

Public expenditure

i reduce public
e i i With a
kggg@ﬁ;>r Te will
pTRED

f taxation,

ide of the e omy.

Public-expenditure i€ considered moré fully i apter 5.

Table 2.4 General governhent expenditure

£ billion cash
1986-87 1987-88 1988-89 19895-90 1990-91 1991-92

Public expendi&ure
planning total

Gross debt
interest

Other adjustments

General government
expenditure

of which
Privatisgtion
proceeds

General government
expenditure exclud-
ing privatisation
proceeds
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1'Por 1986-87 to 1990-91, the tigures are taken from Table 5.1.

2 General government expenditure, and its components, are rounded to
&e nearest €1 billion

from 1987-88 onvards. 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

)0 2.20 The growth in government revenues M 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 ?overn-ent
receipts

of which 2
North Sea tax 4.8 5 4 4

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 and gas production (before advance
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Conclusion

2.23 Money GDP growth ha en higher than forecast over

the last year, with-Teal growth in the— economy
substantially a Both

minal and real

g the ratio of
The MTFS provides
wvhich the policies to

.

achieve“these objectives

SCE. RE-DRA-T
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FSBR: CHAPTER 4 Q(/Q’
I attach the first printer's proof of Chapter t has been
amended to take account of the decisions at Monday's iew.
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

of 26 February). But there are one or two points where Id
{ / like to offer you further advice: <§§>>
|
A , ‘ , i
Ckﬁ%ﬂafia?§?hmﬁ&b}',
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<:ijj> (a) You asked whether the car parking exemption should be
mentioned in the narrative. We think it is too minor
to warrant this (it will, of course, appear in Table

YXTS 2 .1 and the Annex).

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

businessmen rather than customers. The Revenue feel
that this is not sufficiently accurate: the relief
fjlbb° curre extends to (and is thus being withdrawn from)
LJW?kLthA? Q§§§> of entertaining the agent of an overseas
Govern . -public ‘authority. Would you be content

W w1t]::‘ _..'———-No S L sl (U w:;"""'\ ;

. S e::3,1\/

i? (c) You asked 1f/)j was essential to include a reference
in the narra para 4.30) to the fact that there

will be an incr in grants for forestry. While not
essential, this is in line with the treatment of covenants
(para 4.10). If we were to take out the cross-reference

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

IM w\’ go in the Annex? Or do u want the only mention of
Va
\

the parallel public e iture changes on forestry
k{L and covenants to be maded sibly) in a footnote to
\
»\g Uﬂ\ Table 1.1, and in Chapter 5 ara 5.04)?
o
0””)&/<KQ¢J¢&5;' [ ‘:::’

ty‘“ C»}A Qﬂﬂh You asked if we could drop the p graph in the narrative
¢ ’,. érp on the easements to the VAT p@nalty regime. Tt has
”A é%ﬂ been omitted from the printer's proof, but Customs see

a case for including a shortened entry in the narrative,

M & mj/;iz' — Ok : M- 2 a2 N

"The VAT civil penalty system, introduce 985, has
been reviewed and amendments are proposed." <§i§b

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

line in Table 4.1, disaggregated from the chs

in
duty on leaded petrol. The resulting figures 28;§§
be as follows:
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in Table 4.1, and their costing, are consistent Wi in

Mr Eason's submission of today's date

4.

submission of 23 February . This fact is flagged up in

les now
take account of the behavioural responses discussed i af‘i'ley's
‘?§;> tes

in the Annex. : <§§§S§

BUDGET SECRET NOT TO BE COPIED
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£m
1988-89 1989-90
Non-indexed Indexed Indexed
+110 - 85 -495
+165 +165 +545
[+ 80] [+ 50]

ures would look rather odd among the other

excise A_\fes in Table “4.1. Yet explaining them in
the An vould require something to be said about the
assumptioqz::} changes in market share. You might prefer
to avoid tt )A'J W\“\) kl\rs" Borrr ?‘g\‘\mm

(£) You asked if uld say somewhere that the MIR limit
will remain at ;000. The 1limit is mentioned in
paragraph 4.09. We do not normally confirm the status

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

(g) You asked what note 51 i the Annex was about. Last
year's Finance Act ab d= part . of  ‘the “definition

of an investment trust b923§?%take (in the context of

changing the taxation of ompanies' capital gains).
In a PQ answered on 23 Juf§ nisters undertook to
restore the relevant provision the 1988 Finance Bill

with effect from 17 March 1987. <o

The ordering of the income tax items in the narrative and

The costings for home improvements loans and ca
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'4The Budget tax proposals

Income tax

|

|
|
|
|
|

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

/4.02i The basic rate of income tax will be reduced to 25 per cent.

4. 03 There will be a single higher rate of income tax of 40 per ¢

4.04” The main income tax personal allowances®vill be increased by twice
the amounts due under the statutory indexation provisious (based on the \
increase of 3-7 per cent in the RPI 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 £800 trom £9.800 to
£10,600;

the additional personal allowance and widow's bereavement allowance
will rise by £120 from £1,370 to £ 1,490. ‘ |
B bast bt M lomy sl W d“"“ 1,90 & %H 36D @%
4.05" The dependent relative allowance d-a-p-be*iﬁ the housckeeper !
allowance, of==+00 and the allowance for the services of a son or daughter ot ,

| +@85 will be abolished. (

{
{

Life assurance premium
relief

Benefits in kind

Mortgage interest relief

BUDGET SECRET—BUDGET LIST ONLY

4-2<

Y
4.06" From 6 April 1989 an unmarried couple will not be entitled to more )
than one additional personal allowance.

4.07 The rate of premium relief for life assurance policies taken out before
14 March 1984 will be reduced to 124 per cent from 6 April 1989.

4.08 Car benetfit scale charges for 1988-89 will be set at twice their 1987-88
levels.

4.09 For loans taken out from 1 August 1988, tax rclief will be limited to the
interest on £ 30,000 per residence, regardless of the number of borrowers.
Reclief 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.

0020
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4 The Budget tax proposals

Covenants

Charitable giving

Maintenance payments

Personal equity plans

Employee share schemes

Lloyd’s

Trusts

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 rec1plent erc paratle]

charmes will not be affected nor will non—charltable covenants made before
Budget day.

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

4.12 The tax treatment of maint nance payments will be reformed. Hﬂd-er
new maintenance arrangemerits reefpients will not be li aELe to tax on  the
payments; relief for those making payments will be fesmeeed-to payments to

p, to a limit o%,él 490 Fransitional bpm,/l

O C‘f"CxiStlng maintenance arrangemcnts {

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

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.

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.

4.17 The additional rate of income tax charged on discretionary and
accumulation trusts will be reduced from 18 per cent to 10 per cent fomS88.

s

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 £[2,500] 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.
0026
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Inheritance tax 4.22 From Budget Day the threshold for inheritance tax will be increased
from £90,000-t6 £110,000. Chargeable transfers above this amount will be
taxed at a'w 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.

Business 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
Income tax.

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

[Py 7 ;, 4.26 In common with other business entertainment, the cost of entertaining
overseas businessmen will no longer be an allowable business expense for tax

\\ G.I\f;( 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.

Business Expansion 4.28 Investment in private rented housmg will be encouraged by extendmg

Scheme & Busmess Expansion Scheme to give relief on investment in compames ?M\' "‘X
) hc J rfdbtﬁ—bﬁ }Wouw} u.rvi U/

aased Waalhew Lo #ﬁw ’
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 £ 10 million for investment in ?/MJ' h'\X
companies providing private rented housing for shipping}: cl«wf“

e —E O ——————— A

§?
’ S l\jf«”) My’}"f‘(fy «

Forestry 4.30 Income from the occupation of commercial woodlands will be

/[\/\( , _removed from the scope of Income Tax and Corporation Tax. (See
% [ “paragraphs.04 for details-of he-propesed-inerease-inprrTEToToTesTy ) ]

. ke e

T O =73 :

— Oil taxation 4.31' @il allowance for Petroleum Revemlze Tax (PRT) will be reduced to
100,000 tonnes per chargeable period for all Southern Basin and onshore

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

\ the Secretary of State for Energy proposes to abolish royalty payments for

|these fields. )

Y V\w\/wfun ‘\f—ok fcv’*f orats

Wi JJ/\INJ R mouk fﬁ\(,, business
é\"ml r new (/K Inforpen
[un—’/’uwm 0 ViFe ﬂ‘f(“r(Jw((/ru.( 1
o b il $ w"t" V’“‘JW 4 32 A new capital gains relief will be provided for disposals of oil licence
IJ’ fhay % s ( w ‘ /interests in undeveloped areas wherever the consideration includes a work

| i on tappired §any) / programme or another licence i terest
{ ________,_,_,/—/" % > B

Company residence and 4.33 J Section 482(1) (a) and (b) of the Taxes Act will be
} migration repeale with effect from Budget Day. In future companies will be resident jor 74
| (“pocpese>  in the United ngdom 1f mcorporated here or central]y managed and
j : controlled herelIThey-will-no-longe : : i

Compames wxll be able to migrate if they pay their tax liability, mcludmg

0027
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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.
b
4.35 The provision for applying VAT to confectionery will be amended
w1th the main effect of taxing : all cereal bars at the standard rate.
D

Excise duties 4. 3ﬁ’ The duties or:&)eer and wines will rise by the equlvalcnt of lpona

/ typical pint of beer¥4p on a bottle of table wine, and just over 6p on a bottle
of sherry (all inclusive of VAT). The dutiés 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/ﬁ/ust
whe b a gallon (inclusive o e duty on unleaded petrol wi
" bp gallon (incl fVAT)Thdy lddp 1 will

remain unchanged.

2The duty on derv will rise by the equxvalcnt of {just
under 5p}/a gallon.

Prstire 4.38 The specific duties on cigarettes, hand-rolling tobacco and cigars will
4 J \M},‘”“ rise by the equivalent ot:gf)ver 3pJon a packet of 20 cigarettes and/fﬁearly
B 2pYon a packet of 5 small cigars. The duty on pipe tobacco will remain

unchanged.

4o
\ Tax administration 4 }9( The VAT civil penalty system,(introduced in 1985, has been reviewed
and various easements are proposed/In 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 improve the information powers of the Inland Revenue;

to charge interest where payment to the Inland Revenue ofincmz,iiax

\ b deducted by employers is delayed beyond the end of the tax year/tehe—=a
\ wE : e

\ '35 ;&Aﬂf Sl :

\\‘ - ) .................. e

31 Stobmp dlts 4 34, ( 4).}”;1( duky y vnil Vil (G franank duly 111 ke
‘ a b luL%\ Wk pHuF (/mk [}, dyok dmﬂ :

_,.//

\\/\(X m\’m L.ul A %\\3\1\;_;_) S &,\z\’\(c{gw‘-ﬂu okalls
M e ™
U\MVLM wk,i\\\!ggoﬂf‘* o Luet :}?ﬁ‘gﬁ'\

0028
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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
introduced from 6 April 1990 to aiioT\;\'rE'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).

/{{herc 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 198889 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 =95 =10
3 Increase in age allowance of £220 (single) and £360 (married) for those
N aged 65 to 79 =20 —45 =55
9:06‘\’ 4 Increase in age allowance of £240 (single) and £360 (married) for
those aged 80 and over =il 5 210 =10
‘k 5_Increase in income limit for age allowance of £800 210 ) =10
9 Reduction of 2p in basic rate —2060 ~2i7¢ —2060- ~2170 —2860 ~2170
6 Increase in basic rate limit of £2100 to £20-000- ,L 19, %00 —295- 70 ~215--¢S =400- ~iS0
ko) Abolition of higher rates of incomc tax abuve 40p —+015 - oSS —960 ~ 795 —2050 -2;5%
7 Abolition of minor personal allowances +10 +10 +10 )
% Reestriction on additional personal allowance for unmarried couples — — +5
11 Reduction in relief on life assurance premiums — — +70
12 Fringe benefits—car benefit scales +230-429¢ +236 4+ 2q¢ +280- 4 340
i 1 it) 56 50 50
|3 A4 Fringe benefits—car parking space =5 =5 =5
/ty ¥53” Mortgage interest relief ceiling applied to residence £S5 +5 +20
{$ 46 Abolition of tax relief on new home improvement loans 80 460 +80 160 +200 170
i 1/7/ Abolition of tax relief on new loans for ho elativesy,
o) _divorced and separated spouses SE : ;; F; : ;_ ; @; N * * i
17 18 Abolition of tax relief on new €6venants +45 +45 +105
1% 19 Payroll giving to charities—increase in donation limit to £240 a year X x o
{4 20" Change in rules for maintenance payments =10 - 10 5
20 2¥ Change in additional rate on discretionary trusts =D =5 —-10
2122 Lloyds: reform of administrative arrangements S == x
2223 Lloyd’s reinsurance to close—relief for leavers * * *
2324 Unapproved employee share schemes: relaxation of charge b X *
2425 Employee priority in public offer of shares o 2 2
2326 Approved FA 1984 employee share option schemes—restricted shares x x X
2627 Assessing procedure for Schedule D e = —
27 28 Redundancy payments: change to scale of charge X 3 X
2329 Withdrawal of top-slicing ”’ relief for tax charged on premiums
for leases, etc X 5 i
Income tax and capital gains tax
24 30" Independent taxation of income and chargeable capital gains of
husband and wife from 1990-91 * x =307
7© 31 Business Expansion Scheme—limit on relief " o +25
31 32" Business Expansion Scheme—private rented housing ki * —40
4. 33 _Personal Equity Plans—increase in limit * . =5
Income tax and corporation tax
%% 34 Forestry—removal of commercial woodlands from scope of tax = = *
135 Personal-pensions—miner-changes— —0 = 10—— 5]
34 36 Refunds of employee pension contributions +15 +15 +15
35 37 Occupational pensions—minor amendments = = =
14 38 End of year interest on PAYE and subcontractors deductions e == o
17 39 Capital allowances—exempt persons = = ==
4% 40 Capital allowances—safety at sports grounds X i )
14 4L Capital allowances—abolition of quarantine premises relief ,/ \ e X o
(0 42_Withdrawal of relief for business entertainment of ovcrscasd i x +5
1,{;43, Rebasing capital gains of companies to March 1982 =25 =25 =235
* = Negligible — = Nil t Allows for some postponement of rcah tion of gains by married couples (see annex note Z(‘)")
7
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Table 4.1 Direct effects of changes in taxation—continued
4 A4 million

Estimated effect on receipts in:

d 2)
AP { m
.| ;
(art /« i '\;)&bs Mt 2% o 1988-89 1989-90
: WJ:W v v Changes from a Changes from Changes from
W ' \/W non-indexed an indexed an indexed
base base base
Capital gains tax
U™ 44" Rebasing capital gains of individuals and trusts to March 1982 — — =75 19
g capital g
U% 45 Charging gains of individuals and trusts at income tax rates +70 +70 +60 10
46 Annual exempt amount rCelamanyd & f SUo0 — — +40 +i5
i
& 47 Retirement relief — — —-10
({948 Building and Co-operative socicty shares i * *
i 49 Homes provided for dependent relatives — — *
3 _Corporation tax
2% 509 R eduction in rate of ACT to 1/3rd of the amount of the distribution —380 —380 —200
# Reduction in small companies’ rate to 25 per cent o * —50 )
,52” Company residence and migration—new rules = — —

%( 53 Definition of ai iuvestinent trust . e e
S. 54 Indexation allowance—intra-group transactions — p— =

% 55" Intra-group share exchanges — Sty HE

4 56" Capital allowances—assured tenancies relief — Ll L

Corporation tax and capital gains tax \w )

557 Rollover relief for satellites, spacecraft, milkjand potato quotas * x =5
Income tax, corporation tax and capital gal'ns tax

St 58 Keith Committee administrative changes +10 ; +10 +20
Income tax, corporation tax, capital gains tax and stamp duties

57 .59 Conversion of building societies into public limited companics'
—changes in tax rules e = LA
QOil taxation

% 60° Reduction in PRT oil allowances for certain fields +30 +30 +30
$4 61 New capital gains relief for certain oil licence disposals =5 =5 =50

062 Petroleum revenue tax relief for certain tariff related costs — — —

b\ UOph tav >
b0 63 reshold and change tojflat rate l —120 - 100 =200

b% 64 Abolition of limit on gifts to polmcal parties

— oot :
6% % lgftoe,rr l"w?nld«k.. > Unib frusv 1o STronead c{a}c, — 100 — (00 ( <} 28 /j QA »

b5 65 Stamp duty and reserve tax on paired shares = = =

TOTAL INLAND REVENUE —4860 —4015 — 6280
CUSTOMS AND EXCISE
Value added tax
b5 66~ Change in liability of certain confectionery =55 +5 +10
* *

b 67" Keith Committee —review of civil penalties

b7 68 Increasc in registration limits

6% 69 Revised registration requirements

61 70° Revision of approved self-billing arrangements +5 +5 +5
70 2 Revised treatment of business entertainment for overseas customers i X e
Excise duties
71 .72 No change in rate of spirits duty = TR LD
72 73 Increase in rate of beer duty +80 +20 +15
Ty 74 Abolition of minimum duty charge for beer - X i
9475 Increase in rate of duty on cider and perry D +5 ®
1676 Increase in rate of duty on light wine and made-wine duties +20 +5 D

e = =R L 7 5 T

% g’f 78 Revised duty regime for low strength mixed drinks \

* = Negligible — = Nil \ {V\CM W 4 M 0031
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.‘

Table 4.1 Direct effects of changes in taxation—continued

£ million
Estimated effect on receipts in:
1988-89 198990
Changes from a Changes from Changes from
non-indexed an indexed an indexed
base base base
Excise duties—continued
7Y 79 Increase in rate of duty on leaded petrol etc +275 +80 +50
73 80 Increase in rate of duty on derv £75 +25 +30
44 81 No change in rates of minor oil duties — =5 =10
%0 82 Increase in rates of duties on cigarettes, hand-rolling tobacco and cigars +100 — —
4183 No change in rate of duty on pipe tobacco == o i
TOTAL CUSTOMS AND EXCISE +565 +110 El>
Vehicle excise duty
%2 84 No change in VED on car, light van and main lorry rates — —100 =110
49 85 Increase in certain other VED rates +20 +20 +20
(486 New VED class for exceptional loads * * *
TOTAL VED +20 — 80 - 90
Other
45 87 Bus fuel grants =5 * =5
TOTAL CHANGES IN TAXATION —4280 —3985" — 6360
* = Negligible — =Nl - ISeS= — Tors 7
= 4308 ~ (00S 1
=62 50

4BUDGET SECRET—BUDGET LIST ONLY
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- 2 The Medium Term Financial

, - i
Strategy i 7

\ \
L Y

2.01 The Medium Term Financial Strategy (MTES) 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 2 nominal framework. Monetary and fiscal policies are designed to keep
the growth of money GDP on a downward trend over the medium term.
The MTES 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 3} 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

Per cent changes on a year earlier

25— =25
A
0= —20
el
150 -15
’
Maonev GDP
1 LR e i = e 7 i ZexSh= 10
N

Y )
0. *e o T e e ;
- 5- S
9798 ) 1980 | 1981 | 1982 -t 1983 | 1984 | 1985 | 1986 | 1987 |
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" Table 2.1

Table 2.2

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.

Money GDP growth!
198788 1988—89 1989-90 1990-91 1991-92
93 73 6} 6 51

! 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 93 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. For MU, 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.

Growth of M0'
1987-88 1988—89 198990 1990-91 1991-92
5 1-5 1-5 04 04

! Per cent changes on previous financial year.
1987-88: forecast. 1988—89: targetrange.  1989-90onwards: 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

MO M4

26— % —2:6
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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

Per cent of GDP
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estimate

BUDGET SECRET—BUDGET LIST ONLY



BUDGET SECRET—BUDGET LIST ONLY

BUDGET SECRET—BUDGET LIST ONLY



196
2 The Medium Term Financial Strategy L2k

BUDGET SECRET—BUDGET LIST ONLY

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 4 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 ro,ggl for tax reductions has been used. The PSBR for 1988—89 has been
set at {— £3 billion, the same as the expected outturn in 1987-88. The PSBR
to be set-infuture Budgets will as usual be reviewed in the light of
circumstances at the time.

Chart 2.5 Public sector borrowing requirement
Per cent of GDP
10— =10
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A =6
PSBR excluding
oo privatisation proceeds g
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S
é\.\& %Qboo
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 198889 1989-90 1990-91 1991-92
Real GDP
Non-North Sea 5 34 3 3 3
Total 4% 3 2} 2} 24
Inflation
GDP deflator 5 41 4 34 3

BUDGET SECRET—BUDGET LIST ONLY 11
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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

£ billion, cash

198687  1987-88  1988—89  1989-90  1990-91 1991-92
Public expenditure planning total 1392 146 157 167 176 184
Gross debt interest 17-6 1574 17 17 17 16
Other adjustments 8-2 8 9 9 9 9
General government expenditure’ 1650 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 1986-87 to 1990-91, the figures are taken from Table 5.1. 2 General government expenditure, and its components, are rounded to

- ! /
R R L PEYA
8 ‘ =Y "‘2\/“‘(‘ 3 Table 2.5

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

Revenue

2.18 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. Government revenues from the North Sea are projected to
dééﬁﬁg}‘as 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.

General government receipts

£ billion, cash
1986-87 1987-88 198889  1989-90  1990-91 _ 1991-92

'l'axes on incomes, expenditure and capital 120-1 132 141 150 158 165
National insurance and other contributions 266 29 32 34 36 38
Interest and dividends 6-0 6 6 5 5 4
Other receipts 7:5 6 6 7 7 i
General government receipts ' 160-1 174 185 195 205 214
of which

North Sea tax? 4-8 5 3 3 3 3
! General government receipts, and its components, are rounded to the 2 Royalties, petroleum revenue tax (including advance payments) and

nearest £ 1 billion from 1987—88 onwards.

corporation tax from North Sea oil and gas production (before advance
corporation tax set off). This does not correspond exactly to tax receipts
in the same financial year in respect of North Sea production. See
footnote 3 to Table 6B.3.
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Public sector borrowing

2.19 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'

£ billion, cash

1986—87 198788 1988-89 198990  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 years? = - — — 3 4
Aunual fiscal adjustment® — — — 3 1 1
GGBR 49 =2 —2 1 1 1
Public corporations’ market and
overseas borrowing =15 = =il =1 =1 =l
PSBR 34 =3 =3 0 0 0
Money GDP at market prices 386 424 456 486 516 545
PSBR as per cent of GDP 0-9 -3 o 0 0 0
! 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.

198889 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 MTES 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 £5 million. “Negligible” means less than £3 million.

The direct effect of a tax change is the difference between the yield of the tax which
would arise on the basis of the rate of tax, allowances, etc 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 1o
i hanges can be directly attributed to the change in tax. fov G‘XONQ‘L’ ;‘)

—-—-——/////#\ T e e

T m mﬂ For Customs and Excise taxes and duties, the calculation takes into account, where

L QV\%M 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

v v s : . P : .

g -{-a)( g secondary effects: in particular, it is assumed that total consumers’ expenditure does
not change. A fuller description of the methodology is in Economic Trends,
g P gy

it S
Ao \o March 1980.
’(“ e Table 4.1 shows the expected change in receipts of tax resulting from the Budget
\w - f\,% P g P g
—

proposals. Additional information is provided in the commentary below for those
KR proposals where the effect on tax liabilities in the first complete year to which the
a("gm 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 RPI over the year to December 1987.

The figures in the third column show the direct effect on receipts in 198990, also
measured against an indexed base. For this comparison, both the Budget proposals
and the indexed base for 1988-89 have been further indexed by the forecast
movement in the RPI between the fourth quarters of 1987 and 1988 (shown in
Table 3.13).

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

«,. “BUDGET SECRET—BUDGET LIST ONLY 0096
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Ul

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.

b
Income tax 1to08 See paragraph4:64: [.0L

<
2’ 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
g Sepamyapl (00
7 The basicrate-imit-wittrise by £2,100 from £17,900 to £19,300-

% [ T —— 48 See paragraph4.03’t

B (09 Seeparagraph4:65-> S‘*‘}””‘“ﬂ”ﬂl‘lf'eq
el G4
y&}%f M‘%‘)
[/%‘)M / “:ji | 11 Following the reductions in the basic rate of income tax in successive Budgets,
L A %u} i{ the rate of relief for life assurance premiums on policies taken out before
5 As ¥ 14 March 1984 will be reduced te from 15 per cent to 12-5 per cent from
& ic {;&'f r 6 April 1989. The starting date is to allow life offices time to make the necessary
LAM ﬁ) ﬁ/‘ P /!, 374 preparations.

12 For 198889 the scale for taxing car benefits for directors and for ‘‘higher paid”

’(' D ,\Jf‘& i
tg o 1 \( /‘YP' employees will be double the 1987-88 levels. The(prewously announced scales/for
N

1988—89 will not apply)Y’

{.cl,;‘l r ﬂl U:-x
- fw,ab& o /987 }58

L ta lh ok
= TR

LM‘\ rine )’)&tﬁ/"s— \,\k f"ﬁ ))““ju

N L2 hed ,ohal + -
Z &-See—p&néfaph‘l—@‘) L S
/\ £ 5 ¢

13
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.

(k to]C 09
157to 17 See paragraph 4. HT Relief for loans for the purchase on improvement of

é:t,p;epmy 1_5 r)nr affected. ]‘*"_W‘?)nue’v\‘ {- Ao TSRO % sTE

v ad - TR JlveA V70 T reiwvt
70" 3 i

s

%
e

%

E_

\:.1

2 )

3

:

e

1) 18" Sce paugule 1. The change is esumated to yield £160 million in 1990-91,

£175 million in 1991-92, and £[210] million eventually.
include the effect on public expenditure of the parallel change-in-the-student grant
systerm:~ 'nnh PR L 73;:-&9(

£~ A
¢ 19 See paragraph4.1 § &1 .{.\_\\{rp‘,—‘ (5,(4, 'PMK% . U\—('),
% \_Tp\ i 5

20" The new tax regime for maintenance payments in paragraph 4.13/W1H mean

that:

for payments under new maintenance arrangements, relief will be restricted to

payments to a divorced or separated spouse, up to a limit equal
Recipients will not be liable to tax on maintenance payments;
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for existing maintenance arrangements, in 1988—89 the present rules will
continue to apply fexcept that a divorced or separated spouse will be exempt
from tax on the first /£ 1,490}of maintenance received (after grossing up at the
basic rate where tax has been og ducted by the payer).JFrom 1989-90, all
payments will be made gross; relief for the payer will be limited to the amount
which qualified for relief in 1988-897and the tax liability on the recipient will be
limited to the amount taxable in 1988-89; @4 & clivorceed of sepavadeh Spouse wal(
)/ b (;Lbhvrl’ fn;- B Ot aA- mmoﬁk oy }q/-f\& ‘L‘,”'k“;,ui zaéb-vu—k o _Sry-tj/..;k Gy Parricd
Teoo Lehen) he-changes-ace-estima ‘- £ L.,J!', @ alloromces
‘g Ciaen- Z[10] million in 1991-92, and to{yield £20 million] eventually.
N/W [£453 ,. (1%5) ;
21 See paragraph 4.16.7
\ I§
27 See paragraph 4.287 [ The legislation will first take effect for the Lloyd’s 1986
Account, which closes at the end of 1988,]/
2
23 The legislation on Lloyd’s reinsurance to close (RIC) will be modified so that it
will not apply to Lloyd’s members who ceased membership of a syndicate at the
end of the underwriting year, and are therefore not members of the syndicate to
which the relevant RIC 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 RIC will apply.]
iy
24 Changes will be made to the rules (Section 79 Finance Act 1972) governing
unapproved employee share schemes. The present charge (to income tax) on the
whole of any growth in value of certain employee-acquired shares is to be replaced
in most cases with a new, more narrowly, targeted charge that will arise only if and
to the extent that value is shifted 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.

2? 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.

b
27’ Legislation will 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 1is
received.

7
2# 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.

¥
29 The “top-slicing” relief which applies to the tax charged on premiums for leases
and certain other payments will be withdrawn.
24
30" 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 £[630] and
£[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
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arrangements irﬂéwiﬁmplacﬁﬂd-{m:n-lﬂwm“a*dereeaﬁemm&ﬁmS

_.band. [The figure for 1989-90 in Table 4.1 reflects 1 Costs for

capital gains tax in 1990-91 and 1991-92 are each estimated at £60 million;'lfhﬁse
estimatesghmmgﬁmre subject to a high
degree of uncertainty.

%o Y ] A

31 and 32 See paragraphs 4.26 and 4.27. The estimated revenue effects depend on

take up and are highly uncertain.
1

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
X £420 to £xxx (or, if greater, 25 per cent of total investment).] The changes will
apply from calendar year 1988.
S
34 Schedule B will be abolished with effect from 1988-89. With effect from
15 March 1988 (subject to transitional provisions extending to 5 April 1992) the
right of occupiers of commercial woodlands to elect to be assessed to tax on their
profits or losses under Schedule D will be abolished. The eventual net annual saving
is estimated at £[10] million. {Rrevisionfor-inereased-fe § ill-be

()

M("" UW/; mtrodn cas<tEom - 0 b L L S B ey

| (5 Ml ‘) : 5 :

A &’ 6‘ L. 35 [Changes willbe m o the tax rules for onal pensions rclilyg,«ffﬂc

o (%’ “%\‘? # ment by DHS contracting-out rebates.]

%RS g g ; 0\-(‘) ' 36" The rate of tax on refunds of employee pension contributions will be increased

from 10 per cent to 20 per cent.
4

37 Minor amendments are to be made to the 1987 legislation(which 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 immediately following the deduction year. This interest

c%arge will not be introduced befo @ i ( R fm-;«r*i“@wa: )

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,

7%

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.

34

#1 Capital allowances on expenditure at certain quarantine premises will be
abolished from 16 March 1988.

yo &
42 See paragraph 4.24. The yield from the VAT change is shown separately at
item 71.

L 4 4

43 and 4‘4/ See paragraph 4.17. 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 likely effect of this
measure on the volume and timing of disposals; and, to individuals and trusts, are
additional to the effect on item 43. 2 pr

BUDGET SECRET—BUDGET LIST ONLY 0099

o,



BUDGET SECRET—BUDGET LIST ONLY

BUDGET SECRET—BUDGET LIST ONLY 5673



BUDGET SECRET—BUDGET LIST ONLY

Annex to Chapter 4

% A

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
A£85 million. The figures take account of the likely effect of taxing gains at income
tax rates on the volume and timing of disposals.

L
46  See paragraph 4.19. 2°

S [
47 See paragraph 4.20. Retirement relief currently exempts business gains up to
£125,000, subject to certain qualifying conditions.

b

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

7
49 From 6 April 1988, the capital gains tax exemption for homes prov1ded for

dependent relatives w1l.lM 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.

7, SR 422 ¥ 42U —

50'and 51 See paragraphj4-22. mductlon in ACT will be balanced by an
increase in the subsequent liability to mainstream corporation tax.

¢o

52 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 reinstated, and the legislation will include provision
to ensure that the repeal was never effective.

7
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.

o
55 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.

Y
56 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
expenditure already incurred.

S
57 Rolloverfelief will be extended to satellities and spacecraft from 28 July 1987
and to milk\and potato quotas from 30 October 1987.

b

58 (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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(c) 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.

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

[ Vswk % 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.
5%
60 See paragraph 4.31. The PRT oil allowance for Southern Basin and onshore
fields given development consent on or after 1 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
proposcd to abolish royaity on these fields. These two measures have cumulative
cost of around £f40] million in the first five years fin part because it is estimated
that they will accelerate certain developments}, but in the long run they are
expected to be broadly revenue neutral.
S
61 See paragraph 4.32. For disposals of o1l 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.

32/ All tariff-related expenditure incurred by an asset owner will be allowed against
his PRT liability on tanff 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.

\ T w/\
63 and 64 The estimated cost for 1990-91 of the proposed rate SINW
1 ' indexed

inheritance tax in paragraph 4.2t 1s £240 million, measured against
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.
o

g/
/ 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 6¢(See paragraph4.40. % b

\\‘ ﬁ'f Amendments will be made to the aivil penalty system including the
hl LLJA, o ,[ \_ introduction of a time-related penalty for late registration; the halving of daily
"“ )J(M(’ | penalties; changes to the rules about eligibility to repayment supplement; and

e } changes to the rules for persons who persistently misdeclare their liability.

/ L\}H(r)s Nank (G55 Unik vt [, [y

i stvunenl dudyy il mk ha \ 68 See paragraph 4. 38. 35

;’{ Payable on wstruments frecvlid
| af R IS Hanl 14 8%, nor om

‘§

,7'M4)L L‘ (.;

6; The rules for registration of voluntary and intending traders will be simplifed
,and restrictions and conditions removed.

| PRelrry pot b un tpytin |64 Ro . gad Psod )
Feudb oV [hol dake . /70 From,[/zwhere a taxable person issues himself with an invoice under the terms
__— of an approved self-billing arrangement, he will be responsible for determining the
b P et correct VAT liability.
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Annex to Chapter 4

'@

%

0
72 See paragraph 4.26. The change w1ll bngg the treatment of VAT incurred by
businesses on entertaining foreign y into line with the treatment of other
business entertainment. !

' §
Excise duties #2 ey
{2
73 The duty ontypical beer will be increased by J4-7 per cent}, equivalent to [1p}a

pmt (mcluswe of VAT).

74 )_ Octobcr 1988, beer duty will be charged on the basis of £{0-90}a hectolitre
for every degree by which the original gravity of the beer exceeds 1000°.

7? The duty on cider and perry will be increased by {9 7}{er cent or [1p}a pint
)Q (inclusive of Enaqaenaq! VAT):

S
76 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 70cl bottle of sparkling wine and
6-1p on a bottle of sherry (all inclusive of VAT).
P

L
78" Lower strength mixed drinks, not exceeding 5-5 per cent alcohol, will be dutied
according to their alcoholic strength on a scale proportionate to table wine duty.
This will bring duties on wine-based and similar mixed drinks into lme

/7
79 The duty on leaded petrol will be increased by [5-3] per cent or [’Bﬁp] a 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

[/10 6pf a gallon.

g
80 The duty on derv will be increased by ,{57} per cent, equivalent to [4/gp/] a
gallon (inclusive of eonsequential VAT).

M—Sﬂhere-wdl be no change in the rates of duty on gas oil and fuel oil.

- e

,82‘ The specific duties on cigarettes, hand-rolling tobacco and cigars will be
increased by {3 é‘] per cent or{3-4pJa packet of 20 cxgarette&landil 9p) a package of
5 small cigars (both inclusive of consequental VAT).

) —es——

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

\\
€5{’ u-‘C—ZSL).,.n-FohU‘— \
of hard NI'/N) tobatie /’

s

85 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.

8¢l 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 (£130).

8; There will be'no change in bus fuel grant.
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FSBR CHAPTER 6

S
I attach a first proof of FSBR chapter 6.@

o
2. It incorporates all your comments on the draft submitted
on 24 February with two exceptions:
paragraph 6.05 - we have not included in t t sentence
the reference to corporation tax (CT) in 88 Dbeing

£% billion higher than forecast in the 1987

suggestion was based on table 6B.3 which
£800 million higher than forecast. Paragraph 6053 ever
a commentary on table 1.2 (not available to Yyou
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