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SECRET 

FROM: MISS M O'MARA 
DATE: 5 NOVEMBER 1986 

PRINCIPAL PRIVATE SECRETARY 	 CC 
	

Mr Scholar 
Mr Culpin 
Mr Pickering 
B/10 

AUTUMN STATEMENT BRIEFS: Al AND B1 

As you know, we are planning to put the key briefs to the Chancellor this evening. But in 

view of all the photocopying which has to be done in the special circumstances of this year, 

we have to run off the Autumn Statement Brief tonight, so we shall not be able to reflect 

any of the Chancellor's amendments in the version which is circulated widely tomorrow. 

2. 	Senior officials have looked at the draft at various stage but, given the sensitivity in 

presentation, we thought that the Chancellor might like to glance at briefs Al and B1 during 

the course of today, if he has time to do so. The drafts below are still in the process of 

being checked for details by divisions but it would be helpful to know if the Chancellor is 

content with the overall tone. (There is deliberately some overlap.) These drafts have 

benefited from comments by Mr Scholar and Mr Culpin. 

..Irfrte,--f-al—teNthe-CYiasztcellees amendments on board, we would need his comments 
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Al 	STRATEGY 

Factual 

(1) 	No change in strategy. 1986-87 PSBR in line with Budget forecast. 
Government's fiscal stance remains as set out in MTFS at Budget time. No 
relaxation. 

Further healthy, balanced growth forecast with inflation remaining low. 
Current account moves into small deficit but prospects for fall in unemployment 
more promising. 

General government expenditure (GGE) fallen as percentage of GDP in 
every year since 1982-83, including or excluding privatisation proceeds. Plans 
imply further fall in ratio in each of Survey years. 

Planning totals increased to 

enable higher spending on priority services: health, education 
(including teachers' pay), housing, roads, law and order 

make provision for social security expenditure. 

Al 

New totals represent Cabinet's allocation of spending priorities within 
constraint of declining ratio of GGE to GDP. 

How the sums add up: 

Comparison with FSBR forecast for 1986-87 	 £ billion 

Expenditure 	 Receipts 

Increase in GGE 

Reduction in public 
corporations' market 
and overseas borrowing 

Net change 

	

+1 	Increase in non-North 	+2 
Sea revenue 

Decrease in North Sea 	-1 1 
revenue (including APRT 
policy change) 

Net change in revenue 

	

+ 	(including policy 	 + 
change) 

So no change in PSBR, despite higher public expenditure, lower North Sea revenues 
and policy change in North Sea fiscal regime. Reflects buoyancy of non-North Sea 
revenues. 

Positive 

(i) 	Success of Government's economic strategy reflected in inflation at 
levels not seen for almost two decades, economic growth averaging nearly 
3 per cent for 5 successive years and nearly 1 million more new jobs since 1983 
election. Now forecasting growth of 3 per cent in 1987, with underlying inflation 
remaining broadly stable. Prospects for fall in unemployment more promising too. 

WPU 
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Strategy on course. Prudent management of economy in past permits 
increase in priority services now: health, education (including teachers' pay), 
housing, roads, law and order. Yet no relaxation of fiscal stance. 

Plans show continuing decline in GGE as proportion of GDP over Survey 
period, reducing burden of State on private sector. Profile similar, even excluding 
privatisation proceeds. 

Credibility of public expenditure plans: Increase4 provision for LAs and 
social security. 	Large and rising Reserves of 9.5J billion (1987-88) to 
9/7.y/ billion (1989-90). 

PSBR on track: No change from FSBR forecast. Higher spending 
matched by higher receipts, despite lower North Sea revenues and policy change in 
North Sea taxation. 

Adjustment to lower oil revenues: Autumn Statement demonstrates, as 
predicted in Budget, that public finances have accommodated reduction in oil 
revenues. Oil revenues in 1986-87 forecast down £61 billion on 1985-86 but PSBR 
up by only £11 billion. Even excluding privatisation proceeds, PSBR up only 
£31 billion - much less than oil revenue fall. 

Government responding positively to concerns of offshore supplies 
industries etc. in Scotland and North East England, in wake of oil price fall. But no 
PSBR increase. 

Defensive 

Policy U-turn: No. "The State takes too much of the nation's income; 
its share must be steadily reduced" (1979 Manifesto). Continued reduction in GGE 
as percentage of GDP throughout Survey period fully consistent with this aim. 

Fiscal stance: Remains as set out in MTFS at Budget time. No 
relaxation. 

No scope for future tax cuts: Wait for Budget. Any fiscal adjustment 
in 1987-88 will depend on spending and revenue. Extra spending clearly reduces 
scope for any tax cuts. No revenue projections or fiscal adjustment published with 
Autumn Statement. None published in 1985 either. 

Fiscal policy too loose? No. 

For 1986-87 PSBR lower as percentage of GDP (11 per cent) than 
in any year since 1971-72 (also 11 per cent), barring 1985-86 (1/ per 
cent). Even excluding privatisation receipts (3 per cent), only 1985-86 
(21 per cent) had lower PSBR/GDP ratio since 1971-72. 

Fiscal outlook for future years remains as set out in MTFS. 

Fiscal stance too tight? Present level of borrowing consistent with 
prudent management of nation's resources. Government not prepared to take risks 
with inflation. 

Alteration in fiscal/monetary mix needed (Budget Speech referred to 
possibility of change in mix over short term): No. MTFS remains as set out at 
Budget time. 
WPU 
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(vii) 	Current account deficit i 1  86-87: Emergence of small deficit (only 
/ per cent of GDP) not surprising give deterioration in oil balance, sluggish world 
trade growth in 1986 and relatively high domestic demand. But volume of non-oil 
exports now growing again. Recovery set to continue in 1987, reflecting faster 
growth in UK markets and UK's improved competitiveness. 

f" PA 	
cviii) 	Further devaluation needed in view of forecast current deficit? No. 

+AA' 	
I6ey to sustained improvement in competitiveness is lower pay settlements. A 

94th-4,-6 t 	(ix) 	Inflation rising again. Rise in all items RPI 1986Q4 to 1987Q4 
attributable to mortgage interest component. Excluding this, RPI inflation unlikely 

d4to.eri  "k 	to be very different in 1987Q4 from what it is now. 

Wit 

t 

	

	
(x) 	Price stability objective abandoned. No. Never suggested likely to be 

‘tle 641441 reached in next two years. Government inherited inflation in double figures in 
1979. More than halved by end of last Parliament. Price stability realistic 

Pr4  - ' 	objective for next Parliament. 

(xi) 	Chancellor's Party Conference rejection of "irresponsible spending 
spree" overturned. Nonsense. GGE continues to decline as percentage of GDP in 
every Survey year. Contrast irresponsibility of Opposition who, in own words, 
would increase PSBR by £6 billion in first year of office, let alone implications of 
full spending commitments. 

(xii) 	What has happened to "revenue determines expenditure"? Expenditure 
plans still set in relation to what nation can afford to finance either by taxation or 
borrowing. 

(xiii) 	How can Government afford to increase planning totals this autumn but  
not last, despite subsequent oil price fall? Need to look at overall fiscal stance, 
not just expenditure increase. Despite £1 billion fall in North Sea revenue 
(including oil taxation change), receipts overall up by estimated El billion in 
1986-87. So revenue buoyancy fully offsets increase in general government 
s e mg. For future years, wait for Budget.7 

xiv 	Revised plans not credible. 	Increases, including prudent Reserves, 
reflect determination to make plans which can be delivered. 

(xv) 	Planning totals too low; increased public spending better for jobs than 
tax cuts. Those who justify such calls on basis of model simulations fundamentally 
misguided. No model fully captures incentive and other supply side effects of tax 
reductions - what really matter for jobs. 

(xvi) 	Government favouring public spending above tax cuts. Government 
remains firmly committed to reducing tax burden when prudent to do so. But has 
never ruled out selective increases in spending in priority areas. 

(xvii) 	Employment programme should have been increased. Government 
spending around £3 billion in 1986-87 on measures to promote enterprise, 
employment and vocational education and training, including £1.2 billion targeted 
on long term unemployed. Budget already added around £300 million to programme 
in 1987-88 and 1988-89. But key to more jobs lies primarily in better performance 
of economy and slower growth of pay; not in large and rapid increase in public 
spending. 

• 
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Policies have not delivered falling unemployment in past. Nearly 
1 million new jobs since June 1983. Not reflected in lower unemployment because 
labour force growing even more rapidly. Budget measures and pick-up in activity 
mean immediate prospects of reducing unemployment more favourable. Slower 
growth of labour force projected for rest of decade should improve chance of 
reduction over next few years. But pay developments remain critical. 

If public expenditure under pressure in 1986-87, why give £300 million 
to oil industry? Rise in non-oil revenues sufficient to offset both higher spending 
and APRT repayment without increase in PSBR. Change in North Sea fiscal regime 
is simply phasing adjustment, in response to oil companies' reduced tax liability 
following oil price fall. Will reduce PSBR in later years. 

Contact point:  Miss C Evans (FP) 233 8737 

WPU 
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B1 	FISCAL POLICY 1986-87 TO 1989-90: REVENUE PROSPECTS 1986-87 

[See also Public sector borrowing: historical statistics and international 
comparisons (Brief 132), Content, changes and timing compared with 1985 (D1), 
North Sea tax regime (E3), Public expenditure: 	1986-87 (G1) and Public 
expenditure: 1987-88 to 1989-90 (G2)] 

Factual  

PSBR for 1986-87 forecast at E7 billion, 11 per cent of GDP. No 
change from FSBR forecast. 

PSBR excluding privatisation proceeds for 1986-87 forecast at 
£12 billion, 3 per cent of GDP. 

Margin of error: Average absolute margin of error on current year 
PSBR forecast at time of Autumn Statement around I per cent of GDP, equivalent 
to £3 billion at current level of GDP. 

General government receipts in 1986-87: Ei billion higher than FSBR 
forecast overall. Following change announced in North Sea fiscal regime (see E3), 
North Sea revenues now forecast Eli billion lower than in FSBR, but more than 
offset by higher non-oil receipts: 

(a) 	North Sea receipts forecast lower 

lower dollar oil price and 

early repayment of Advance Petroleum Revenue Tax 
(APRT). 

Non-North Sea corporation tax receipts forecast up - in line with 
higher profits. 

VAT receipts forecast up. Experience to date suggests FSBR 
forecast for 1986-87 was underestimate. 

Stamp duty forecast up, reflecting buoyant stock market and 
higher asset prices. 

(See also Autumn Statement Table 1.13.) 

General government expenditure (GGE) in 1986-87: El billion higher 
than FSBR forecast. (See also Gl.) 

Public corporations' market and overseas borrowing (PCMOB) in 
1986-87: Around El billion lower than FSBR forecast. FSBR based on earlier 
expectations of demands of nationalised industries for external finance in 1986-87, 
subsequently revised. 
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Comparison of forecasts 

1985-86 
Outturn 

£ billion 

FSBR 
Forecast 

1986-87 
AS 

Forecast 

GGE 158.7 163.4 164 

General Govt receipts 151.9 155.9 1561 
o/w North Sea revenues 11.3 6.1 41 

General Govt Borrowing 
Requirement 6.9 7.5 8 

PCMOB -1.0 -0.4 -1 

PSBR 5.8 7.1 7 

PSBR excluding privatisation 
proceeds 

8.5 11.9 12 

Changes to components of PSBR since Budget  

£ billion 

B1 

Expenditure 

General Government 

Public corporations' market 
and overseas borrowing 

Net change 

Receipts 

Non-North Sea receipts 

North Sea revenues (including APRT 
policy change for 1986-87) 

1985-86 	 1986-87 

	

+1 	 +1 

	

0 	 - 

	

+1 	 +1 

	

+2 	 +2 

	

0 	 -11 

Net change (including APRT change in 
1986-87) 

PSBR 
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No PSBR forecast for 1987-88: Government's fiscal stance remains as 
set out in MTFS at Budget time. No relaxation. 

MTFS path for PSBR published at Budget time: 

Per cent of GDP 

1987-88 
	

1988-89 
	

1989-90 

ii 

Full MTFS will be produced with 1987 Budget, as usual. 

Revenue projections: None in Autumn Statement beyond 1986-87 
forecast. 

(xii,' 	Fiscal adjustment: None published. (See D1.) 

FSBR projected fiscal adjustments of: 

£ billion 

1987-88 
	

1988-89 	 1989-90 

2 
	

4 	 3 

MTFS remains in place, as set out at Budget time. 

Path for money GDP growth; GDP deflator  

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

Money GDP 

FSBR 9 1 6 I 6i 6 5i 

Autumn Statement 9 i 5 i 7 not app not app 

GDP deflator 

FSBR 6 3 I 3 1 3 1 3 

Autumn Statement 6 3 3 I not app not app 

Money demand pledge: MTFS "provides as firm a guarantee against 
inadequate money demand as it does against excessive money demand" (1986 
Budget Speech). 

Key PSBR components: See Annex. 
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Positive 

1986-87 PSBR on track: No change from FSBR forecast, despite 
El billion increase in general government expenditure and £.300 million PSBR cost 
of policy change in North Sea fiscal regime. 

MTFS remains in place, as set out in Budget. 

PSBR as percentage of GDP in 1985-86 lower (1/ per cent) than 
expected at Budget time (2 per cent) and lower than for any year since 1971-72. 
Also true of PSBR excluding privatisation proceeds (21 per cent of GDP). (See B2.) 

PSBR as percentage of GDP in 1986-87 (11 per cent) lower than any 
year since 1971-72, barring 1985-86. Also true of PSBR excluding privatisation 
proceeds (3 per cent). Even excluding privatisation proceeds, under half the 
average for 1974-75 to 1978-79 (61 per cent). (See B2.) 

General government receipts for 1986-87 now forecast Ei billion higher 
than in FSBR, although forecast of oil revenues £1/ billion lower (including PSBR 
cost of bringing forward APRT repayments). 	Non-oil receipts therefore more 
buoyant than torecast in FSBR - indicative of healthy non-North Sea economy. 
(See also E3.) 

If 1985-86 PSBR were set at same proportion of GDP as at 1975-76 
peak under Labour Government, it would now amount to over E35 billion. 

Defensive 

(i) 	Fiscal stance: Government's fiscal stance remains as set out in MTFS 
at Budget time. No relaxation. 

(ii) 	No scope for future tax cuts: Wait for Budget. Any fiscal adjustment 
in 1987-88 will depend on spending and tax revenues. Extra spending clearly 
reduces scope for any tax cuts. No revenue projections or fiscal adjustment 
published with Autumn Statement. None published in 1985 either. 

(iii) 	Fiscal policy too loose? No. 

For 1986-87 PSBR lower as percentage of GDP (11 per cent) than 
in any Year since 1971-72 (also 11 per cent), barring 1985-86 (1/ per 
cent). Even excluding privatisation receipts (3 per cent), only 1985-86 
(2; per cent) had lower PSBR/GDP ratio since 1971-72. 

Fiscal outlook for future years remains as set out in MTFS. 

(iv) 	PSBR misleading measure of fiscal stance? Alternative measures (eg 
PSBR excluding privatisation receipts) show substantial loosening of policy 1986-87  
on 1985-86? No unique measure of fiscal stance. Increase in PSBR excluding 
privatisation proceeds (E3 billion) much smaller than fall in oil revenues 
(E6i billion). 

(v) 	Forecast increase in PSBR in 1986-87 over 1985-86 (around Ell billion) 
fraction of forecast fall in oil revenues of £6i billion over same period. Even 
excluding privatisation proceeds, increase in PSBR of Z31 billion well below oil 
revenue fall. 

WPII 



17313 	• • SECRET 
until after Oral Statement 

then -UNCLASSIFIED 
B1 

PSBR rising again as percentage of GDP. PSBR in 1985-86 and 1986-87 
expected to be lower than in any year since 1971-72 as percentage of GDP, with or 
without privatisation proceeds. 

Forecast rise in money GDP g.rowth means policy too expansionary. 
(Forecast to increase from 5i per cent in 1986-87 to 7 per cent in 1987-88.) Money 
GDP growth in 1986-87 lower than envisaged at Budget time (6i per cent). Now 
expected to be higher in 1987-88 (7 per cent rather than 6f per cent MTFS 
projection). Result is to bring level of money GDP in 1987-88 back to MTFS path. 
Money GDP figures in any case medium-term objectives, not short term targets. 
Policy on track. 

Fiscal/monetary policy mix is wrong? 	High real interest rates 
indicative of loose fiscal, tight monetary policy? No. MTFS set at Budget time 
remains in place. 

Why no forecast of revenues/fiscal adjustment for 1987-88 (and future 
years)? See Dl. 

Fiscal adjustment unpublished because eliminated. No. See Dl. 

Why no PSBR forecast for 1987-88? No forecast published at time of 
Autumn Statement. But fiscal stance remains as set out in MTFS at Budget time. 

Revision to MTFS necessary. No. Chancellor reaffirmed MTFS in Oral 
Statement. 

Government favouring public spending above tax cuts. 
Government remains firmly committed to reduction in tax burden when prudent to 
do so. But has never ruled out selective increases in spending in priority areas. 

Case for tax cuts weak even in principle. No. Those who pray in aid 
model simulations to support their case fundamentally misguided. No model fully 
captures incentive and other supply side effects of tax reductions. No coincidence 
that Japan and US, two most successful economies, have lowest level of tax as 
proportion of national income. 

Contact point:  A W Ritchie (PSF) 233 5507 

WPU 
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Key PSBR components 

FSBR 
1985-86 

outturn Change FSBR 

B1 

ANNEX 

E billion°°  
1986-87 

AS 	Change 

Planning total 133.9 133.6 -0.3 139.1 140  / +1 } 
(01w: privatisation 

proceeds) (-2.6) (-2.7) (-0.1) (-4.7) (-4U (-) 

Interest payments 17.7 17.7 - 18.2 17  

Less PCMOB* -1.3 -1.0 +0.2 -0.4 -1 - 1 

Other adjustments 5.0 6.3 +1.3°  5.7 5 1 

General govt. exp 157.7 158.6 +0.9 163.4 164/ +1 

North Sea revenues 11.5 11.3 -0.2 6.1 4/ -1 1 

Non-NS taxes 101.6 103.3 +1.7 111.5 113 1 +2 

Nat. Ins. contributions 24.3 24.4 +0.1 26.2 26 1 

Interest and other 
receipts 12.5 13.2 +0.7°  12.2 12 - 

Accruals adjustments -0.3 -0.5 -0.2 -0.1 

General govt. receipts 149.6 151.7 +2.1 155.9 156 1 +1 

GGBR 8.1 6.9 -1.3 7.5 8 +1 

Plus PCMOB* -1.3 -1.0 +0.3 -0.4 -1 - 

PSBR 6.8 5.8 -1.0 7.1 7 

PSBR as per cent of 
GDP - 1 .  1 1 

Public corporations' market and overseas borrowing 

Includes classification change on central government VAT refunded, worth 
£0.3 billion. Of remainder, major differences are on accruals adjustments 
and central government temporary lending to public corporations. 

oo 	All £ figures rounded to nearest £100 million for 1985-86 outturn and FSBR 
and to nearest £1 billion for Autumn Statement forecast. PSBR as 
percentage of GDP rounded to nearest per cent. Figures do not necessarily 
sum to totals, either down or across, because of rounding. 
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31 August 1988 	 TU 

Dear Chancellor, 

PUBLIC SPENDING WHITE PAPER 

I understand your office did not receive a copy of my 
submission on the above. 

I enclose a further copy for your consideration. 

Yours faithfully, 

Gordon Brown 



PUBLIC EXPENDITURE WHITE PAPER 

We were asked for our views on the new arrangements proposed for 
the Public Expenditure White Paper. 

We agree that as much information as is available should be 
published at the time of the Autumn Statement. We suggest that 
this expanded Autumn Statement should include all the material 
at present published in Volume 1 of the White Paper and all the 
information about nationalised industries' finance (internal and 
external) and capital expenditure and about local authority 
spending now published in Volume 1 and Volume 2. 

We oppose any delay in the publication of material now part of 
Volume 2. Instead we believe that there is a strong case for the 
publication in one volume of the departmental figures in Volume 
2. We see no reason why these should not be published in January. 
This is in line with the important convention that information 
about policy decisions should be made available at the earliest 
opportunity. We therefore oppose the proposal that separate 
departmental should be delayed until the time of the Budget and 
that there should be no Treasury publication of the material now 
in Volume 2. We see noreason why additional material should not 
be published after by the departments themselves after January - 
on the lines of the detailed Scottish Office figures - but we 
believe it important to retain the requirement to make a full 
public spending report in January as soon as possible after the 
plans have been finalised. 

We oppose the view that there should be only one Publ3c 
Spending debate during the year. We believe there should be a 
debate on the Autumn Statement AND a debate on the Public 
Spending documents produced in January. We see no reason why 
there should not also be departmental debates on public spending estimates, but this should be in addition to these two major 
Treasury debates. 

We believe there is an overwhelming case for the Autumn 
Statement to include updated estimates of tax and other 
government receipts for both the coming financial year and the 
two subsequent years of the planning period. These estimates 
should be based on the conventional assumption that rates of 
taxation and levels of allowances remain unchanged in real terms 
They should be accompanied by a provisional statement of 
Government intentions regarding borrowing in the coning year and 
over the remainder of the Survey period. Without such 
information, it will remain impossible to assess government 
spending plans in terms of overall budgetary strategy and the 
availability of finance which must form the basis for them. It 
will continue to be difficult to consider tax and public spending 
issues together even though they are counterparts in a common 
budgetary decision-making process as the Government has been so 
eager to emphasize. 



The Chief Secretary 
The Treasury 
1 Parliament Square 
London SW1P 3AG 

31 August 1988 

Dear Chief Secretary, 

PUBLIC SPENDING WHITE PAPER 

I understand your office 
submission on the above. 

I enclose a further copy for 

Yours faithfully, 

Gordon Brown 
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PUBLIC EXPENDITURE WHITE PAPER 

We were asked for our views on the new arrangements proposed for 
the Public Expenditure White Paper. 

We agree that as much information as is available should be 
published at the time of the Autumn Statement. We suggest that 
this expanded Autumn Statement should include all the material 
at present published in Volume 1 of the White Paper and all the 
information about nationalised industries' finance (internal and 
external) and capital expenditure and about local authority 
Spending now published in Volume 1 and Volume 2. 

We oppose any delay in the publication of material now part of 
Volume 2. Instead we believe that there is a strong case for the 
publication in one volume of the departmental figures in Volume 
2. We see no reason why these should not be published in January. 
This is in line with the important convention that information 
about policy decisions should be made available at the earliest 
opportunity. We therefore oppose the proposal that separate 
departmental should be delayed until the time of the Budget and 
that there should be no Treasury publication of the material now 
in Volume 2. We see noreason why additional material should not 
be published after by the departments themselves after January - 
on the lines of the detailed Scottish Office figures - but we 
believe it important to retain the requirement to make a full 
public spending report in January as soon as possible after the 
plans have been finalised. 

We oppose the view that there should he on]y one P-0-2i 
Spending debate during thc year. We teieve tnere should be a 
debate on the Autumn Statement AD a debate on the Public 
Spending documents produced in January. We see no reason why 
there should not also be departmental debates on public spending 
estimates, but this should be in addition to these two major 
Treasury debates. 

We believe there is an overwhelming case for the Autumn 
Statement to include updated estimates of tax and other 
government receipts for both the coming financial year and the 
two subsequent years of the planning period. These estimates 
should be based on the conventional assumption that rates of 
taxation and levels of allowances remain unchanged in real terms. 
They should be accompanied by a provisional statement of 
Government intentions regarding borrowing in the coming year and 
over the remainder of the Survey period. Without such 
information, it will remain impossible to assess government 
spending plans in terms of overall budgetary strategy and the 
availability of finance which must form the basis for them. It 
will continue to be difficult to consider tax and public spending 
issues together even though they are counterparts in a common 
budgetary decision-making process as the Government has been so 
eager to emphasize. 



CHIEF SECRETARY 

FROM: A TURNBULL 
DATE: 13 SEPTEMBER 1988 

cc Chancellor 
Mr Anson 
Mr Phillips 
Mr Odling-Smee 
Mr MacAuslan 
Mr Gieve 
Miss Walker 

FINANCIAL REPORTING TO PARLIAMENT: LETTER TO DR GORDON BROWN 

I understand you wish to clear your reply to Dr Brown with the 

Lord President and the Chief Whip in order to ensure that the line 

taken between Front Benches is the same as that. "through the usual 

channels". I attach the necessary drafts. Dr Brown's letter will 

need to be copied to the Lord President and the Chief Whip. 

A TURNBULL 

yr)(i 



DRAFT LETTER FOR THE CHIEF SECRETARY TO SEND TO 

Dr Gordon Brown MP 

Thank you for your letter of 31 August, to which was 

attached a statement of the Opposition's views on the 

Government's proposals, set out 	in Cm 375, 	for 

restructuring financial reporting to Parliament and for 

the way the documents are debated. 

The views you put forward seem to me to represent 

in large measure a defence of the status quo. They do 

not adequately take into account either the changes that 

have already taken place in the structure of documents 
U.V 	'Li V -1,j) 

reporting public spending plans, wer-th 	 -17.27 

been taking—pace between the-razygxnment4  the PAC and 

the Departmental Select Committees on the way financial 

reporting to Parliament should develop. 

It is important to take into account the change 

which has already taken place in the Autumn Statement. 

Prior to 1985, the Autumn Statement announced figures 

for departmental programmes for only one year ahead. It 

now provides figures for three years ahead, both for the 

aggregate and for the distribution between programmes. 

Nearly all the important policy changes taken during the 

Public Expenditure Survey are announced either in the 

Autumn Statement itself or in separate departmental 

announcements (Ministerial Statements, PQs and Press 

Notices) which immediately follow it. 



The result is that sufficient information is now 

made available in November to enable Parliament to 

debate both the Government's policy on public spending 

as a whole and the main decisions on priorities. 	The 

consequence of this has been a diminution in the role of 

the Public Expenditure White Paper as the vehicle for 

expressing the general lines of the Government's 

spending plans. When the PEWP appears in January it 

contains a great deal of detail about the management of 

departmental programmes but very little that is new 

about policy. 	This must call into question whether it 

is necessary to repeat the information on aggregate 

spending and ask Parliament to debate it again. 

Your proposals also fail to take account of the 

growth in interest, expressed by both the PAC and Select 

Committees in departmental reports, providing an account 

of departmental objectives and targets and of 

departmental performance in meeting them. Your proposal 

is that we should retain one volume, along the lines of 

this year's Volume II, containing all the departmental 

material. But Volume II has already grown to be a 

massive document and I do not believe there remains 

scope within a single document, produced under Treasury 

editorship, to contain all the information which Select 

Committees are seeking on the departmental management of 

programmes. 

The suggestion that departmental reports should be 

shortly before the Budget is partly in order to allow 

departments time to write up what will be a large body 



of material, and partly to meet the concern of the PAC 

that there should be a better alignment between 

departmental spending plans, as they emerge from the 

Survey, and requests for Supply. Publication of 

departmental reports and Supply Estimates alongside each 

other in early March will facilitate that process. 

I agree with you that it is an important convention 

that information about policy decisions should be made 

available at the earliest opportunity; but I do not 

believe the Government's proposals infringe this. 

Indeed, as I have indicated above, the Autumn Statement 

and the Ministerial announcements linked to A  provide 

information on major policy changes within days of 

Cabinet's final decisions. As I have explained above, 

the role of departmental reports is not to announce 

policy changes, but to provide an account of a 

department's stewardship of its programmes. 

In paragraph 3 of your memorandum, you request that 

the special analyses currently in Chapters 2-6 of 

Volume I of the PEWP should be produced in November. 

Paragraph 7(iii) of Cm 375 explained that much of this 

detailed statistical material could not, for logistical 

reasons, be produced with the Autumn Statement. Tn part 

this is because the detailed allocation to sub-

programmes has still to take place, and partly because 

time is required to collate and analyse the detailed 

figures. For this reason this information will have to 

follow somewhat later, for example in a statistical 



supplement to the Autumn Statement early in the New 

Year. 

The PAC and a number of the Select Committees are 

still considering the Government's proposals, and the 

Treasury and Civil Service Committee has broadly 

supported them. For the reasons given above, I do not 

think the proposals you have put forward respond 

adequately to the pressures for improved financial 

reporting or take account of the exchange between the 

Government and Parliament which have informed the 

proposals set out in Cm 375. 

If, as the Government proposes, the dual role of 

the current PEWP (setting out the broad lines of policy 

and reporting on departmental performance) is to be 

divided between an enlarged Autumn Statement and 

departmental reports, there need to be changes in the 

structure of debates. 	You have proposed that there 

should be no change in the three days currently 

allocated to public expenditure in general, ie the 

economic day of the Debate on the Address which has 

provided an occasion for first reactions to the Autumn 

Statement, the formal debate in December or January on 

the Autumn Statement and the TCSC's report on it, and 

the February debate on the PEWP. 

The Government does not believe that a debate in 

February on a PEWP which provides no new policy 

information is worthwhile (in this it has the support of 

the TCSC). That is why the proposal has been put to you 



that there should continue to be three days of debate in 

the period between the opening of Parliament and the 

Budget - one day as part of the Debate on the Address 

and a two-day debate immediately Parliament returns in 

January on the Autumn Statement and the TCSC report. 

There would be an understanding that one of thcse days 

would consider the economy generally and one public 

expenditure. In the Government's view this provides 

adequate time, which is better aligned with the timing 

of policy announcements. 

12. The final issue you raised in your statement was 

whether the Government should publish an update of 

estimates for revenue for the following three years. 

This has, of course, been raised on a number of 

occasions in the past. The most recent was the 

recommendation of the TCSC in its response to Cm 375 in 

July "that Parliament should be provided with revenue 

forecasts in the autumn to set beside expenditure 

decisions". The Treasury will be responding to this in 

due course. 



DRAFT LETTER FOR THE CHIEF SECRETARY TO SEND TO 

Lord President 	 cc Chief Whip 

In its White Paper on Financial Reporting to 

Parliament (Cm 375) the Government put forward proposals 

to change the structure of its financial documents. 	As 

much as possible of the key material from Chapter 1 of 

the Public Expenditure White Paper (PEWP) would be 

incorporated into the Autumn Statement; and the 

departmental chapters of Volume II of the PEWP would 

become separate departmental reports to be published in 

March. In effect the PEWP would be wound up and its 

role in announcing the broad expenditure aggregates and 

the main decisions on priorities would be carried out by 

the Autumn Statement (as has largely happened already) 

and its role as an account of departmental performance 

in the management of programmes would be carried out by 

the departmental reports. In the process three 

occasions for expenditure announcements would be 

rationalised into two. 

This change in the structure of documents has 

implications for the way they are debated by Parliament. 

Cm 375 did not put forward firm proposals for debates 

but 	said (paragraph 14) that the Government would 

consult further before taking a final view on the 

arrangements. 



The TCSC had suggested that the day allocated to 

the old PEWP debate, which would become redundant under 

these proposals, should be used for a debate or debates 

on individual programmes, on the basis of reports of 

departmental Select Committees. When we consulted you 

earlier about this, you advised against this proposal as 

you felt it would not be possible to reduce the number 

of days for economic debate in the November/March period 

from three to two. 

Instead it was agreed that we should consult on the 

proposal that there would still be three Government days 

in this period for debating the economy/public 

expenditure but these should be the economic day in the 

Debate on the Address and a two-day debate on the Autumn 

on it) immediately 

with one day being 

the other to public 

the idea of a two-day 

day later in the year 

Statement (and the TCSC's report 

Parliament returns in January, 

devoted to economic policy and 

expenditure. The TCSC support 

debate though they hanker after a 

on departmental reports as well. 

5. Murdo Maclean has put this informally to the 

Opposition Treasury spokesman. In response Gordon Brown 

has sent me the attached memorandum setting out the 

Opposition views on the structuring both of documents 

and debates. I do not think his proposals are helpful, 

being largely a defence of the status quo which both the 

Government and the TCSC acknowledge to be unsatisfactory 



(the latter's comments are contained in their response 

to Cm 375, HC 614). 

6. 	I propose to reply to GoLdun Blown along the linoc 

of the attached draft but before I do so I would like to 

know that you are content. 

[JM] 
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From: J ODLING-SMEE 

4th March 1988 

CHANCELLOR OF THE EXCHEQUER 

flk_WP1',ONW 
BEHAVIOURAL EFFECTS OF INLAND REVENUE TAX CHANGES 

Sir Peter Middleton held a meeting yesterday to discuss what 

account to take of behavioural responses in estimating the direct 

effects of Inland Revenue tax changes for publication in Table 4.1 

of the FSBR. 

The options  

2. 	Three possible options were identified: 

no behavioural effects would be taken into account 

behavioural effects would be taken into account for 

all tax changes, except perhaps where the effects 

were thought to be very small 

behavioural effects would be taken into account only 

where their impact on estimates of revenue cost was 

a fairly high proportion (eg above 50 per cent) of 

the estimated cost with no behavioural response. 
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• • 	The advantage of the first option (no behavioural effects) 
that it would be very easy to explain what we were doing. 

However, it would be a change of policy, and some might argue 

that it was retrogressive because we were giving less useful 

information. 	We have, of course, allowed for such effects 

selectively in the past (eg Stamp Duty in 1986). This option would 

show the highest figures for the cost of the package (see table). 

The second option (all behavioural effects taken into account) 

has the advantage that the resulting estimates are likely to be more 

reliable indicators of the revenue change which actually results 

from the tax change. It produces the lowest cost of the package. 

However, our estimates are mostly not very firmly based, and in 

the case of changes in the basic rate and personal allowances we 

have not made any estimates at all. The higher rates pose a special 

problem. The estimates in Mr Riley's paper of 4th March may satisfy 

nobody: some people will think that they assume too big a response 

and others that the response is much too small. But we should be 

able to say that we have put in a ball park estimate, of behavioural 

effects for the two years in question and that the higher rate 

changes would have positive effects which, like all supply side 

measures, build up over time. 

If the intermediate approach were adopted, capital gains tax is 

the obvious case for which to assume some behavioural response. The 

estimates in the table show that in the first year the behavioural 

response completely dominates the estimated revenue cost on the 

assumption of no response, and it is over 65 per cent of it in the 

second year. The behavioural response brings the cost of the CGT 

package in 1989-90 down from £650 million to £210 million. For the 

other taxes in the table except independent taxation, the estimated 

behavioural response never exceeds 25 per cent of the revenue cost 

assuming no response, although for the higher rates it is quite  

large in absolute terms and in relation to the overall cost of the 

package. 

2 
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• 	Another reason for distinguishing CGT from the others is that 
more Pffrvri-  has been devoted in recent months to estimating the 

behavioural effects, so that the figures are defensible if not 

necessarily more reliable. But it is inevitably somewhat arbitrary 

to include behavioural effects for some measures and not others. 

9. 	If behavioural responses were taken into account for CGT alone, 

the cost of the package would be closer to the all behavioural 

responses case than to the no responses case. 

Post-Budget revenue forecasts  

If behavioural effects are taken into account in the costings 

in Table 4.1, they should also be taken into account in the post-

Budget revenue forecasts in Chapters 2 and 6. At the moment only 

the behavioural effects associated with CGT and independent taxation 

are allowed for in the forecast. 	Should you choose the second 

option for Table 4.1, we would in principle have to raise the post-

Budget revenue forecasts, mainly because of the higher revenues from 

higher rate taxpayers. But the forecasts have been constrained by 

the need to show particular paths for public expenditure and the 

PSBR. 

In the case of the 1988-89 forecast in Chapter 6 the problem of 

adjusting the revenue forecast downwards would be exacerbated, but 

only to the extent of £50 million or so. The order of magnitude of 

the problem is greater in the later years, although there could be a 

case for raising both revenues and the fiscal adjustment (eg by £1 

billion in 1991-92). 

Even if behavioural effects are not taken into account for some 

or all taxes in Table 4.1, they should probably still be taken into 

account in the forecasts of revenues in Chapters 2 and 6. 	This 

would raise the same problem as above. 

In any case the question arises whether, although the revenue 

forecasts are constrained, we should describe them in public as 

taking account of behavioural responses. Our recommendation here is 

that we should try to avoid situations in which we are asked, but if 

3 
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Oressed we should reply that in principle behavioural responses are 

taken into account. As with other details of the forecast, we would 

not be prepared to provide detailed numbers. A possible variant 

would be to say that we have done this for all the main changes 

except the basic rate and higher rate changes. The justification 

for omitting these two would be that behavioural effects have never 

been allowed for in the past. 

Conclusion 

14. We would be grateful for your views on: 

which option to adopt for estimating the revenue 

effects in Table 4.1 

whether to describe the revenue forecasts in 

Chapters 2 and 6 as taking account of (some or all) 

behavioural responses. 

J ODLING-SMEE 

4 
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BEHAVIOURAL RESPONSES AND THE COST OF THE PACKAGE  

Cost (-) or yield (+) in £ million 

1988-89 	1989-90  

CGT 

No response effect 
Behavioural response 
Total effect 

Independent taxation 

- 	45 
+ 	90 
+ 	45 

Nil 
Neg 
Neg 

- 	650 
+ 	440 
- 	210 

Nil 
- 	20 

20 

No response effect 
Behavioural response 
Total effect 

Car scales 

No response effect + 	260 + 	310 
Behavioural response + 	30 + 	50 
Total effect + 	290 + 	360 

Home improvement loans 

No response effect 80 + 	200 
Behavioural response 20 - 	30 
Total effect + 	60 + 	170 

Higher rates 

No response effect - 	995 -2,150 
Behavioural response + 	50 + 	275 
Total effect - 	945 -1,875 

Total behavioural effects + 	150 + 	715 

Effect of Package* assuming: 

No behavioural responses -4,095 -6,665 
All estimated responses -3,945 -5,950 
Responses for CGT only -4,005 -6,225 

L•14,14A-062 

*Latest figures 
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• FROM: P D P BARNES 
DATE: 	8 March 1988 

PS/CHANCELLOR 

BEHAVIOURAL EFFECTS OF THE INLAND REVENUE TAX CHANGES 

The Economic Secretary has seen Mr Odling-Smee's submission to the 

Chancellor of 4 March. 

The Economic Secretary wonders whether we could not choose a 

formula like, "behavioural effects are taken into account where they 

are i) substantial, ii) concentrated and iii) within a set time 

horizon" • 

By "concentrated" thc Economic Secretary means not defused over 

the economy generally. He thinks it may be assumed that top rate 

cuts will have indirect effects defused over the whole economy, which 

may well be substantial but which will be picked up in the underlying 

growth rate. 

The Economic Secretary thinks we do not want to say that the 

behavioural effects of top rates are excluded as non-substantial. 

j 
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REVENUE EFFECTS OF TAX CHANGES 

You will recall that we had some discussions before Uhe Budget 

about how to measure the revenue effects of tax changes in Lhe FSBR 

and elsewhere. I have been looking at this systematically over the 

last few months with the revenue departments and others in the 

Treasury. The result is the attached note. 

2. 	We are not recommending any major changes to current practice. 

Our main conclusions are: 

a. 	The broad philosophy should be that behavioural 

responses should in principle be taken into account in 

estimates of direct revenue effects of tax changes (eg 

in FSBR Chapter 4, Budget Scorecard Table 1, and Autumn 



S 
Statement Chapter 4), but in practice explicit allowance 

would only be made where it would be misleading not to 

do so. In other cases behavioural effects would usually 

be ignored on de minimis grounds, in the interests of 

simplicity and intelligibility. 

Income effects should be ignored in estimating 

direct effects of tax changes. This is already done for 

Inland Revenue taxes, but the Customs methodology 

effectively assumes that there are income effects. 

The Customs methodology should therefore be revised 

so that direct revenue effects are estimated on the 

assumption that real consumption rather than nominal 

consumption is constant. 	We will continue to take 

account of substitution between goods when indirect 

taxes changed. 

Apart from substitution between goods in the case 

of indirect taxes, the other cases where behavioural 

responses might be allowed for are, following the 

principle in a., where they could lead to a significant 

change in revenue (eg stamp duty changes, CGT changes 

such as those in this year's Budget). 

We should not in general justify the absence of an 

allowance for behavioural responses by the argument that 

they are difficult to estimate because of a 

empirical evidence. 

lack of 

 

9 clA  (,,r f. 	We should prepare a short note for the first issue 

of Economic Trends following the Autumn Statement to 

explain the principles that govern the estimation of 

direct revenue effects. 

3. 	These conclusions are agreed by the Treasury and revenue 

departments. 	If you approve we shall go ahead with the changes in 

Customs methodology and preparation of the Economic Trends note. 

J ODLING-SMEE 



taxchanges 

• 	REVENUE EFFECTS OF TAX CHANGES 

There was considerable discussion before the 1988 Budget about 

whether to allow for behavioural responses in estimating Lhe revenue 

etfects of tax changes. It was apparent that there were no clear 

cut principles underlying what has in fact been done in the past, 

and in practice we may not have been wholly consistent (eg between 

Inland Revenue and Customs taxes). 

2. 	Since the Budget a small group from the Treasury and the 

revenue departments have been considering what principles should be 

adopted to guide the measurement of the revenue effects of tax 

changes. This note summarises their conclusions. 

Direct revenue effects   

The note concentrates on measures of direct revenue effects of 

tax changes. Estimates of direct effects are shown in FSBR 

Chapter 4 (repeated in Table 1.1), Budget Scorecard Table 1, and 

Autumn Statement Chapter 4, and they are given in response to PQs 

about the revenue consequences of tax changes. 

The word "direct" indicates that these estimates do not attempt 

to incorporate all the revenue consequences of tax changes. In 

particular, they do not include macro-economic effects, such as 

those resulting from consequential changes in interest rates, 

aggregate wages or the level of output; and they may not include all 

the likely behavioural responses at the micro level. Estimates 

which attempt to incorporate all indirect as well as direct effects 

are shown in Budget Scorecard Table 2, where they are called the 

PSBR effects of tax changes. 

The FSBR also provides forecasts of future revenues in 

chapters 2 and 6 (repeated in Table 1.2). Although this note is not 

primarily concerned with forecasts, there is a brief discussion of 

how forecasts relate to direct revenue effects. 

1 



iirrinciples and criteria for measures of direct revenue effects  

6. 	One can imagine a range of alternative measures of direct 

revenue effects, each one taking account of more (or different) 

behavioural and indirect effects than the previous one. At one 

extreme, the simplest possible measure would be the change in tax 

rates applied to the existing tax base. At the other extreme would 

be the measure used in Budget Scorecard Table 2, although it would 

not be very accurate to continue to describe this as a measure of 

direct effects. 

7. 	Within the whole range, apart from the extremes, there is no 

obvious, clearly-definable position which corresponds to a measure 

of direct effects alone and which could be applied to all taxes. It 

is therefore necessary to develop guidelines for deciding exactly 

how direct effects should be measured. 	It is proposed that the 

following three criteria should govern the choice of measures: 

they should be straightforward to estimate and understand 

they should not give a misleading impression of the order 

of magnitude of the total effects, within the time period under 

consideration, of the particular tax change on revenues 

the measurement methodology should be consistent across 

all taxes, using a common macro-economic framework. 

8. 	The first criterion points towards being at one end of the 

series and excluding behavioural and other responses. However, this 

could be misleading in cases where behavioural responses would lead 

to large changes in tax revenues, implying a violation of the second 

criterion. The first two criteria would bP reconciled if we adopted 

the broad principle that behavioural responses should in principle 

be taken into account, but in practice explicit allowance need only 

be made where it would be misleading not to do so. In other cases 

behavioural effects would often be ignored on de minimis grounds. 

This principle lies behind the conclusions below. 

2 



A similar argument could be made about indirect macro-economic 

Inflects: they should be ignored unless they are quantitatively 
important. However, these are in general less easy to understand 

than micro-economic behavioural responses, and the measurement of 

them is contentious and complex. In the interests of simplicity it 

is recommended that, as now, they should not be included in measures 

of direct effects. 

Income and substitution effects  

In considering the arguments for and against taking account of 

various behavioural responses in estimating the direct revenue 

effects of tax changes it is helpful to distinguish between income 

and substitution effects. 

Income effects may arise in a variety of contexts if tax 

changes alter private sector incomes. An obvious example is the 

increase in consumers' expenditure, and hence indirect tax revenue, 

when income tax is reduced. 	Income effects are defined on the 

assumption that relative prices (post-tax) are unchanged. 

There are a number of different types of substitution that can 

take place if a tax change alters relative prices, including: 

substitution between different goods and services within 

total consumption; 

substitution between consumption and saving; 

substitution between different savings media within total 

saving; 

substitution between income and leisure (eg an increase in 

income tax causes people to increase their leisure and reduce 

their income, ie to work less hard); 

substitution between labour and capital in the production 

process; 

3 



411 	
ff;rins,:b.stitution by companies between different sources of 

13. When substitution occurs there may be second round effects on 

relative prices: the price of the thing towards which people 

substitute rises relative to the price of the thing they substitute 

away from. Among those which might be affected are goods prices (eg 

when indirect taxes are changed), real wages (eg when income tax or 

employee NICs are changed) and asset prices (eg when stamp duty or 

the taxation of saving is changed). These price changes, as well as 

the volume changes that are the direct result of substitution, alter 

tax revenues. 

Conclusions about direct revenue effects   

The first conclusion is that income effects should be ignored 

in estimating direct effects of tax changes. The main justification 

for this is simplicity. However it is also helpful to abstract from 

changes in the overall stance of fiscal policy in order to focus on 

the structural effects of changes in taxation. It is convenient 

when analysing structural effects to assume revenue neutrality, 

since arguments about the long-term effects, eg on incentives, of 

tax changes are then not obscured by arguments about short-term 

income effects. As a first approximation revenue neutrality implies 

that the income effects of the specific tax change will be roughly 

balanced by the opposite income effects of offsetting tax changes. 

This is strictly true only if the offsetting tax changes are very 

similar in nature (eg fall on the same groups) as the initial tax 

change. 

The implication that there are offsetting tax changes is 

consistent with the approach of the MTFS. In this the PSBR path for 

the medium term is set out in advance and the budget-making process 

is primarily one of "using up" the fiscal adjustment (ie 

substituting specific tax cuts for the generalised tax cut implied 

by the fiscal adjustment) rather than financing tax cuts out of 

additional borrowing. But such an assumption does not imply that 

tax changes are never in reality reflected in changes to the PSBR. 

In situations of this sort, the implications of changes in the PSBR 

would be analysed separately. 

4 



moh16. The methodology currently used for estimating direct effects of 

11111.Inland Revenue taxes does, in fact, assume no income effects. 

However, the methodology for Customs taxes assumes that the level of 

consumption changes in the opposite direction from a change in an 

indirect tax. 	The direct effects of changes in indirect taxes are 

measured on the assumption that total consumption at current market 

prices remains unchanged, and hence, since an increase in an 

of 

of 

the 

indirect tax 

consumption, 

consumption) 

methodology 

based on the 

raises the market price value of any given volume 

consumption at factor cost (ie the volume 

must fall. The second conclusion is therefore that 

used for Customs taxes should be altered so that it is 

assumption that consumption at factor cost rather than 

consumption at market prices is constant . Estimates of the direct 

effects calculated on this basis are compared with those on the 

current method and the simplest possible measure in the table below. 

The proposed estimates fall in between the other two: substitution 

away from the good whose tax is being increased leads to some loss 

of revenue, and the assumption (underlying the current methodology) 

that real consumption falls to the extent necessary to keep nominal 

consumption unchanged leads to a further loss of revenue. 

Alternative measures of direct effects of indirect tax changes  

(£ million, 1988-89) 

Fixed tax base: 
fixed real 
consumption 

without substi-
tution effects 

Present measure: 
fixed nominal 

consumption with 
substitution 
effects  

Proposed measure: 
fixed real 

consumption with 
substitution 
effects 

10% increase in duty on: 

Beer 240 

Spirits 180 

Wine 85 

Tobacco 485 

Petrol 745 

1 point increase in 
1,615 rate of VAT (to 16%) 

185 215 

75 95 

50 60 

285 350 

570 645 

1,190 1,420 
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Turning to substitution effects, the third conclusion is that 

Wnearly all substitution effects can be ignored for changes in all 

the main taxes, with one clear exception. They can be ignored in 

most cases because empirical evidence suggests that the estimates of 

direct revenue effects would not change very much if they were taken 

into account. 	It is therefore generally not misleading to ignore 

them, and it makes the calculations much simpler. 

The exception is substitution between goods and services within 

consumption in response to changes in indirect taxes. This can be 

quite important because of high elasticities of substitution 

between, for example, beer and spirits. It is already taken into 

account in the methodology used by Customs for estimating the direct 

revenue effects of changes in indirect taxes. This conclusion 

therefore implies that the methodology should remain unchanged in 

this respect. 

Although quantitatively important substitution effects 

following generalised changes in the main taxes may be confined to 

substitution within consumption, significant substitution effects 

may arise when tax changes are targeted at specific areas or 

sectors. 	More generally, specific tax changes may sometimes be 

associated with relatively large behavioural responses. The fourth 

conclusion is therefore that we should be prepared to allow for any 

behavioural effects which are likely to have a quantitatively 

significant impact on estimates of direct revenue effects within a 

relevant time period. This justifies the estimates of behavioural 

responses we made for the stamp duty changes in 1984 and 1986 and 

the CGT changes in 1988. 	It might also have justified taking 

account of behavioural responses in estimating the direct revenue 

effects of the changes in higher income tax rates in 1988, although 

it would be for discussion whether Mr Riley's estimates of indirect 

effects in the first two years could be regarded as de minimis. 

We shall have to use our judgement, together with the best 

estimates that are available, of the orders of magnitude of the 

revenue effects of behavioural responses in deciding whether they 

are quantitatively important enough to be taken into account in the 

final figures. We would need to look at them in relation to both 
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Aithe particular tax change and the overall package. 	For this 

purpose, as well as to analyse the incidence of tax changes, we 

shall need to calculate revenue effects which include behavioural 

responses in a number of cases even though we du not end up 

reporting them in the FSBR. 

Finally, the fifth conclusion is that we should not in general 

justify the absence of an allowance for behavioural responses by the 

argument that they are difficult to estimate because of a lack of 

satisfactory empirical evidence. Many numbers which we do provide 

in the FSBR are difficult to estimate and subject to wide margins of 

	

error, but that does not prevent us from publishing them. 	In some 

cases, such as the introduction of a new tax relief (eg BES on 

private renting), we have no option but to produce estimates of 

take-up, even though there may be little or no relevant empirical 

evidence on which to base them. Of course we should not eschew the 

use of the "difficult to estimate" argument for all time, as it may 

occasionally be helpful (eg in a situation like 1988 with the higher 

rate changes). It should, however, be used sparingly. 

A corollary is that if we choose to include estimates of 

behavioural effects which are subject to a very wide margin of 

error, we should deliberately err on the side of caution. This will 

minimise the risk that such costings are more, rather than less, 

misleading than costings which make no allowance for behavioural 

effects. It may be noted that if this approach is adopted, it 

increases the chance that such effects will in practice be omitted 

on de minimis grounds. 

Conclusions about forecasts   

The forecasts of tax revenues published in the FSBR (chapters 2 

and 6) are often constrained in various ways, so that it is unclear 

exactly what is being assumed about the effects of Budget tax 

changes on revenues. However, before the constraints are applied in 

the final weeks before the Budget, unconstrained forecasts of 

revenues are made. Both unconstrained and constrained forecasts are 

considered here. 

7 



0
24. The main conclusion about unconstrained forecasts of revenue is 

.J",..outu that Wc1  continue to do what we have done in the past. In 

other words, we should continue to take account of all behavioural 

effects which are incorporated in the measures of direct revenue 

effects, together with the following additional effects: 

income effects resulting from the fact that the impact on 

aggregate income or expenditure of each tax change is not in 

practice exactly offset by the impact of the fiscal adjustment 

which is assumed to finance it; 

substitution effects (eg between consumption and saving, 

income and leisure, and labour and capital) which are small, 

and so ignored in estimates of direct effects so as to keep 

them simple, but can be taken into account without too much 

difficulty in forecasts; 

macro-economic effects resulting from changes in aggregate 

wages, output, interest rates, the exchange rate etc, which are 

themselves the result of the tax change. 

We are able to take these into account in forecasts because 

estimates of them are implicit in the Treasury model. 	But it is 

difficult to isolate the quantitative importance of each of the 

routes through which indirect revenue effects occur. 	It would be 

even more difficult to explain them in public. This is the reason 

why, given the criteria of simplicity and intelligibility discussed 

above, it is not proposed that we should use the information 

incorporated in the Treasury model in estimating direct revenue 

effects, even though we do use it in forecasts. 

When it comes to the (constrained) published forecasts, we have 

to be prepared to say what has been taken into account, and what has 

not. 	But, given the nature of these forecasts, it is genuinely 

difficult to make an accurate statement about this. 	Constraints 

applied to the forecasts cannot readily be allocated to particular 

aspects of behaviour - either pre- or post-Budget. 

8 



Am27. In these circumstances the most defensible line would be to say 

Wthat the forecast provides our best estimate of the likely outturn 

for the economy and Government revenue, taking into account all the 

various behavioural factors and responses which the government 

believes are likely to occur. We would be prepared to say, for 

example under TCSC questioning, that the forecast took account of 

such-and-such effects, without necessarily providing any quantifica- 

tion. 	This would be in line with our general policy of not giving 

quantitative breakdowns in public of how the economic forecast is 

built up. 	On occasions we might want to say that the forecast did 

not take account of a particular effect because it was impossible to 

estimate it. 

Action required 

As a result of the conclusions about direct revenue effects, 

action is required in three areas. First, Customs plan to amend 

their methodology so as to base it on unchanged consumption at 

factor cost rather than unchanged consumption at market prices. 

This will mean that the numbers will change. Secondly, we need to 

amend the introduction to the explanatory notes to Table 4.1 of the 

FSBR. 	Thirdly, if the proposals in this paper are accepted, it 

would be helpful to explain in public the principles that govern the 

estimation of direct revenue effects. The most suitable occasion 

would probably be the first issue of Economic Trends following the 

Autumn Statement. The article would refer to the tax ready 

reckoners published in the Autumn Statement and would be in place 

well before we came out with the FSBR containing the new notes to 

Table 4.1. 

This review has thrown up a number of other areas where further 

research would be useful. We need to know more about the extent to 

which indirect tax changes, particularly the specific duties, are 

passed on into prices. 	This has very obvious implications for 

indirect tax revenue, both directly and through the scale of 

substitution effects. A start has been made on this at Customs. 

We are currently reviewing our estimates of elasticities of 

substitution between goods for use in measuring direct revenue 

effects of changes in indirect taxes. 	Further research on Lhe 

9 



"tatter is currently being undertaken by Professor Richard Blundell 

(UCL), financed in part by the gill-PAQIIry  And Customs, but is not yet 

complete. It is possible that desirable revisions with significant 

effects on the castings will emerge. But if we are not able to 

produce reasonably robust estimates within the next week or so, the 

changes will have to be postponed until next year's ready reckoners 

(to be published in the 1989 Autumn Statement). 

31. More generally, information on substitution effects is rather 

scant in a number of areas - including savings and company 

financing. While we may expect that such effects will generally be 

sufficiently small that they can be ignored in costing tax changes, 

these are areas where further work would be desirable both as 

background information and in order to inform longer-term analyses 

of the structural effects of taxation. 

10 
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Table 1 is our latest scorecard. It is based on the economic 

assumptions so far decided (see below). It shows additions to 

programmes of (£ million): 

	

+ 3,650 	+ 6,400 	+10,560 

and, with Reserves of £3.5/7/10/5 billion, additions to the 

planning total of : 

	

150 	+ 2,900 	+ 7,060 

Main Changes  

2. 	Table 2 shows the main changes since the 12 October 

scorecard: 
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iix 

morning. 

defence* reflects you meeting with Mr Younger this 

  

EC contributions reflect the path in Mr Mortimer's 

submission of today. 

minor changes have been made on IBAP, MAFF, DTI, 

DEn, DOE, legal departments and OAL, reflecting recent 

settlements and adjustments. 

the figures for health have come down slightly 

reflecting latest estimates of the costs in the Survey years 

') of clinical regrading. 

the social security numbers have been altered, 

reflecting today's RPI announcement (which adds about 

£15 million a year) and ST's latest view of the likely 

outcome. 	ST assume that we will get the reduction in 

duration of UB, but not get the CB freeze. 

Remaining variables  

Table 3 shows the main outstanding variables. 

The main scorecard incorporates the economic assumptions so 

far agreed. There will be a submission by EA early next week on 

the remaining economic assumptions: 

The RPI and Rossi for September 1989 and September 1990. 

The GDP deflator for 1988-89 through to 1991-92. 

Interest rates over the whole period. 

Mr Younger has specifically requested that knowledge of a 
settlement should not be spread either publicly or within 
Whitehall until he has had a chance to debrief within MOD. For 
the time being the settlement should be described as "nearing 
settlement". 
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Unemployment over the period. 

The Chancellor will hold a meeting on Wednesday to agree new 

assumptions on these. Table 3 shows the effects on expenditure of 

the guesses we have been using as to the outcome of that meeting; 

the 	Annex comments on these effects • They may add some £200 

million in 1989-90 (less if defence does not have to be fully 

compensated for inflation); and some £500-750 million in the later 

years. 

'f‘t 

5. 	The table also shows the other main outstanding variables in 

the planning total: transport, CB/UB, territories, and the final 

payment from BAe for Rover, on which Mr Monck submitted yesterday. 

The figures for the territories assume that Mr Walker accepts a 

settlement near the extra £75 million you have offered him in 
1989-90; and that Scotland gets a similar bonus, and Northern 

Ireland about £30 million. If Scotland settles without a bonus, 

there is a further £80 million reduction. The figures assume 

little or no bonus for any territory in the later years. 

Planning totals  

6. 	The possible eventual additions to the planning total in 

1989-90 are in the range £0-500 million. If 

the economic assumptions turn out no worse than we 

have guessed, 

health and defence are not fully compensated for a 

higher GDP deflator, 

the territories settle at less than full compensation 

for English RTB receipts, and 

we score the BAe payment in 1989-90 on the DTI 

programme, 
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we could be within about £100 million of baseline. This would be 

so even if we do not get the CB freeze, and even with a Rp,Q,..,-va, of 

£3.5 billion. 	There is some possibility of an outcome below 

baseline. 

The additions to the planning total in 1990-91 are likely to 

be about £3-3.5 billion; and in the final year about £7-8 billion. 

This means an average real annual growth rate of the planning 

total from 1988-89 to 1991-92 of 3.5 per cent. The average real 

growth rate from 1987-88 is 2.6 per cent (see Table 4). 

The economic forecast shows a planning total outturn in 

1989-90 £1.5 billion higher than the new planning total we expect 

to emerge from this Survey; and an outturn for 1990-91 about £3 

billion higher. 

GGE/GDP ratios  

The GGE/GDP ratios depend not only on the additions to the 

planning total, but also on money GDP, and on debt interest and 

other national accounts adjustments. The question what figures to 

adopt for debt interest is wrapped up with the presentation of the 

Industry Act Forecast, on which there will be a submission by EA 

for discussion at the Chancellor's meeting on Wednesday. 

The ratio in 1988-89 looks likely to be around 40 per cent 

(see Table 4). 	In 1989-90, the ratio is likely to be 391/2  per 

cent; it could get pushed down to 394 per cent, although that 

would make it harder to show a declining trend later; it is 

looking unlikely that it will be 393/4  per cent. 	For 1990-91, we 

are likely to show either 391/2  per cent or 394 per cent, depending 

mainly on debt interest. 	For 1991-92, 39 per cent is not 

impossible though we may end up at 394 per cent; again the main 

variable is debt interest. 

A run of 391/2/394/39 per cent would be very satisfactory. 39 

per cent could be the lowest ratio since 1966-67. But if we end 

up with 394 per cent in the last year, the choice will be between 

391/2/391/2/391/4  per cent and 391/2/391/4/394 per cent. The former may be 

better, since it 
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explained by the rapid GDP growth depressing 

the 1989-90 figure, 

does not raise the spectre of a halt to the decline in 

the ratio, and 

leaves the 1989 survey better placed, as we would not 

in this Survey have pushed the level of GGE down to the 

minimum figures. 

The forecast suggests that the outturn GGE ratios could be 

considerably lower than these numbers (see Table 4). 

Table 4 also shows that the real average annual growth rate 

from 1987-88 to 1991-92 could be kept to 114 per cent. Again, much 

depends on debt interest. 

Conclusion 

14. The biggest outstanding variables are the economic 

assumptions and debt interest. There is little point in reaching 

too firm a view on the Reserve, or the desired path of the GGE 

ratio, until after the Chancellor's meeting on Wednesday. We will 

submit again alongside the submission on economic assumptions 

early next week, and towards the end of next week in the light of 

decisions taken on Wednesday. That later submission will invite 

decisions tying up the remaining figures. 

J MACAUSLAN 
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Date of last update: 14/10/88 
         

         

         

         

         

1989-90 1989-90 1989-90 1989-90 1990-91 1990-91 1990-91 1990-91 1991-92 1991-92 1991-92 1991-92 
BASELINE 	DEPT FORECAST 	HMI 	BASELINE I 	DEPT FORECAST 	HMI 	BASELINE 	DEPT FORECAST 	HMT 

	

POSITION OUTCOME POSITION 	 POSITION OUTCOME POSITION 	 POSITION OUTCOME POSITION 

	

100.0 	100.0 	100.0 

	

20.9 	20.9 	20.9 

	

30.0 	30.0 	30.0 

	

500.0 	500.0 	500.0 

	

-421.1 	-421.1 	-421.1 

	

14.5 	14.5 	14.5 

	

8.6 	8.6 	8.6 

	

63.8 	63.8 	63.8 

	

6.8 	6.8 	6.8 

	

35.6 	35.6 	35.6 

	

-200.0 	-200.0 	-200.0 

	

530.2 	278.0 	228.8 

-1,283.2 -1,283.2 -1,283.2 

	

75.0 	75.0 	75.0 

	

246.1 	246.1 	246.1 

	

42.9 	33.6 	12.5 

	

359.1 	359.1 	359.1 

	

4.1 	4.1 	4.1 

1,176:0 	1,176.0 	1,176.0 

	

199.8 	191.4 	-124.1 

	

62.4 	50.8 	-248.6 

	

192.1 	219.2 	52.8 

	

71.7 	63.6 	63.6 

	

81.8 	95.8 	13.6 

	

8.3 	8.3 	8.3 

	

109,3_ 	110.1 	57.8 

	

53.6 	65.f; 	38.2 	4,162.0 

	

29.0 	24.9 	13.9 	415,0 

	

60.4 	27.6 	15.1 	-162.0 

	

308.0 	-170.5 	-439.7 	-274.0 

	

166.8 	166.8 	166.8 

	

1,653.0 	1,653.0 	1,653.0 	34,517.0 

Ministry of Defence 

FCO - Diplomatic, Information, Culture 

FCO - Overseas Development Administration 

European Communities 

Intervention Board for Agricultural Produce 

Ministry of Agriculture, Fisheries and Food 

Forestry Commission 

Department of Trade and Industry 

Export Credits Guarantee Department 

Department of Energy 

Department of Employment 

Department of Transport 

DOE - Housing 

DOE - Other Environmental Services 

Home Office 

Legal departments 

Department of Education and Science 

Office of Arts and Libraries 

Department of Health 

Department of Social Security 

Scotland: negotiable 

Scotland: formula 

Wales: negotiable 

Wales: formula 

Northern Ireland: negotiable 

Northern Ireland: formula 

Chancellor's Departments 

Other Departments 

DOE - Property Services Agency 

Nationalised Industries 

Privatisation EFLS 

Local Authority Relevant 

Adjustment 

	

500.0 	21,075.0 	900.0 	900.0 	900.0 

	

42.2 	780.0 	45.9 	45.9 	45.9 

	

55.0 	1,590.0 	80.0 	80.0 	80.0 

	

630.0 	1,353.0 	230.0 	230.0 	230.0 

	

-395.8 	1,891.0 	-268.4 	-268.4 	-268.4 

	

8.7 	821.0 	5.0 	5.0 	5.0 

	

11.9 	67.0 	13.6 	13.6 	13.6 

	

79.2 	1,225.0 	-71.7 	-71.7 	-71.7 

	

3.6 	97.5 	-38.1 	-38.1 	-38.1 

	

4.7 	323.0 	-70.9 	-70.9 	-70.9 

	

-300.0 	4,347..0 	-400.0 	-400.0 	-400.0 

	

252.3 	2,357.0 	734.3 	338.1 	272.4 

	

-991.5 	2,459.0 	-702,2 	-702,2 	-702.2 

	

-76.0 	158.0 	-67.n 	-67,0 	-67.0 

	

353.9 	1,450.0 	323.7 	323.7 	323.7 

	

28.1 	1,135.0 	143.0 - 	106.1 	36,8 

	

399.6 	5,425.0 	364.3 	364.3 	364.3 

	

1.6 	483.0 	25.4 	20.4 	13.4 

	

1.397,0 	19,931 0 	1,816.0 	1,816.0 	1,816.0 

	

1,095.4 	54,681.0 	3,349.6 	3,136.4 	2,908.0 

	

-246.9 	5,336.0 	75.9 	62.5 	-248,9 

	

37.3 	 575.1 	314.0 	-5.7 

	

66.7 	2,223.0 	62.2 	58.5 	58.5 

	

1.4 	 263.8 	1.35.9 	-18.8 

	

12.1 1 5,645.0 	56.4' 	56.4 	56.4 

	

60.9 	 234.1 	150.3 	54.4 

	

115.3 	4,268.0 <._....-__243,,,5 _ 245,3--, 212.3 

	

19.3 	425.0 	82,7 	73.6 	59.7 

	

-33.1 	-166.0 	70.4 	-29.0 	-73,8 

	

-697.3 I 	-282.0 	-110.2 	-440.2 	-946.7 

	

193,1 	 536,7 	1,813.9 	1,813.9 
1,984.0 	1,984.0 	1,984.0 	35,380.0 	2,211.0 	2,211.0 	2,211.0 

19,969.0 

743.0 

1,505.0 

1,470.0 

1,690.0 

786.0 

64.0 

1,282.0 

128.6 

309.0 

4,185.0 

2,244.0 

2,378.0 

904.0 

1,382.0 

1,046.0 

5,156.0 

454.0 

15,559.0 

571,889.0 

=),033.0 

2,101.0 

5,323.0 

4,0190 

397.0 

-163.0 

114.0 

33,520.0 

	

20,575.0 	500.0 	500.0 

	

761.0 	42.2 	42.2 

	

1,551.0 	55.0 	55.0 

	

1,320.0 	630.0 	630.0 

	

1,845.0 	-395.8 	-395.8 

	

801.0 	8.7 	8.7 

	

65.0 	11.9 	11.9 

	

1,222.0 	79.2 	79.2 

	

95.9 	3.6 	3.6 

	

316.0 	4.7 	4.7 

	

4,241,0 	-300.0 	-300.0 

	

2,299.0 	565.6 	3.3 U 9  

	

2,399.0 	-991.5 	-991.5 

	

935.0 	-76.0 	-76.0 

	

1,415.0 	353.9 	353.9 

	

1,107.0 	77.8 	61.4 

	

5,293.0 	399.6 	399.6 

	

471.0 	1.6 	1.6 

19,445.0 	1,37.0 
53,347.0 	1,474.7 	1,323.4 

5,206.0 	66:8 	55.8 

	

443.9 	262.6 
2,1i 	0 	73.1 	66.7 

	

200.8 	111.3 

5,508.0 	12.1 	12.1 

	

193,4 	133.5 

	

40.5 	34,6 

	

90.3 	16.1 

	

329.1 	-271.8 

	

188.9 	259.4 

TOTAL ADDITIONS TO PROGRAMMES 	 165,126.0 , 	4,378.9 	3,654.0 	2,293.9 ;170,692.0 	7,721.4 	6,385.4 	4,697.1 ;174,918.0 , 10,857.1 	10,563.4 	8,659.3 
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SUMMARY OF CHANGES IN FORECAST OUTCOME 

SINCE LAST SCORECARD 

	

1989-90 	: 	1990-91 	; 	1991-92 

;CHANGE 	IN 	;CHANGE IN 	;CHANGE IN 

	

FORECAST 	FORECAST 	FORECAST 

	

OUTCOME 	OUTCOME 	OUTCOME 

Ministry of Defence 0.0 -100.0 -100.0 

FCO - Diplomatic, 	Information, 	Culture 0.0 0.0 0.0 

FCO - Overseas Development Administration 0.0 0.0 0.0 

European Communities -40.0 -20.0 -150.0 

Intervention Board for Agricultural Produce 0.0 -3.0 1.0 

Ministry of Agriculture, 	Fisheries and Food -1.0 -1.3 0.9 

Forestry Commission 0.0 0.0 0.0 

Department of Trade and Industry U.0 U.0 -0.4 

Export Credits Guarantee Department 0.0 0.0 0.0 

Department of Energy -3.8 -3.9 -5.0 

Department of Employment 0.0 0.0 0.0 

Department of Transport 0.0 0.0 0.0 

DOE - Housing -0.2 -9.5 0.8 

DOE - Other Environmental Services 1.0 11.0 1.0 

Home Office 
0,0 0.0 0.0 

Legal departments -0.9 -5.7 -4.8 

Department of Education and Science 0.0 0.0 -2.0 

Office of 	Arts and Libraries 0.0 0.0 1.0 

Department of Health -15.0 -12.0 -11.0 

Department of Social Security -31.3 -27.6 -8.8 

Scotland: 	negotiable 
-0.9 1.9 4.0 

Scotland: 	formula 
-3.1 -4.9 -1.9 

Wales: 	negotiable 0,4 	: 0.6 0.9 

Wales: 	formula 
-2.3 -0.8 

Northern 	Ireland:negotiable 
n

.
r 	• 

u 	,..J 	: 0.0 0.0 

Northern Ireland: 	form tha -0.9 	; -0.9 -0.5 

Chancellor's Deoartments 0.0 	' 0.0 0.0 

Other Departments 0.3 -0.2 0.0 

DOE - Property Services Agency 0.0 	: 0.0 0.0 

Nationalised 	Industries 
,.,-. 	! 0.0 0.0 

Privatisation EFLs 0.0 	: 0.0 0.0 

Local Authority Relevant 0.0 	; 0.0 0.0 

Adjustment 

TOTAL ADDITIONS TO PROGRAMMES -97.4 	; -177.8 -275.6 
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Scorecard: additions to 

SECRET 

OCTOBER 

TABLE 3 

planning total + 150 +2900 [+7065] 

Economic assumptions 

Rpi +1% 9/89 - + 450 + 480 

GDP deflator +1/2% 89-90 
DES/ODA/DSS + 	60 + 	65 + 	70 

DH/MOD + 200 + 210 + 220 

Interest rates + 180 + 190 + 190 

Unemployment 1.9m - 230 - 240 - 240 

+ 210 + 675 + 720 

Other programme changes 
Territories - 100 - 200 - 200 

DTp + 	50 + 	50 + 	50 

- 	50 -150 -150 

TOTAL ADDITION TO PLANNING TOTAL + 310 + 3425 [+7635] 

Less likely programme changes 

CB/UB - 180 - 	60 - 	20 

BAe/Rover - 150 

-330 - 	60 - 	20 
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TABLE 4  
POSSIBLE SURVEY OUTCOME 

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

Planning total  

Additions (£m) 
	 + 250 
	

+3,500 	[+7,500] 

Real growth over 
previous year (%) 3.3 3.7 3.4 

Average annual real 

growth over 	1987-88 2.6 

1988-89 3.5 

GGE 

As % of GDP: GEP 40 391/2  394 39 

: forecast 391/2  383/4  381/2  

Real growth over 
previous year (%) 	 0.9 

	
2.1 	2.1 

Average annual real 
growth over 1987-88 
	

1.3 

1988-89 
	

1.7 

Notes  

GGE figures exclude privatisation proceeds. 

Other assumptions: Real GDP 	GDP 	Debt 
Growth deflator interest 

1988-89 4.0% 6.0% 

1989-90 2.5% 5.0% £17 bn 

1990-91 2.5% 3.5% £16 bn 

1991-92 2.5% 3.0% £15.5 bn 
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ANNEX 

MAIN EFFECTS OF REVISIONS TO ECONOMIC ASSUMPTIONS 

The most important asumptions for public expenditure are those for 

inflation. The main programmes concerned are: 

i. 	Health: 	Mr Clarke's bids for service growth, pay and 

FPS were pitched in relation to the July GDP assumptions. 

The elements sensitive to inflation cover the bulk of his 

programme and an increase of 1/2  per cent in the GDP deflator 

would cost around £100 million. We judge it would probably 

have to be largely conceded. We would expect to resist any 

claims for compensation for higher inflation this year on the 

grounds that this had been dealt with directly in the Review 

Body settlement and that health authorities seem in fact to 

be under less pressure than expected this year. 

Defence: we would resist any compensation for higher 

inflation in this year. 	For the plan years, your agreement 

this morning with Mr Younger does not require you to go back 

to him if the deflators are revised. And the concordat on 

the objectives for the settlement 	accepted that the 

figures would not be opened other than for a significant 

variation in inflation projections; and we would argue that 

1/2  per cent is not significant. (Full compensation from a 1/2  

per cent revision would come to around £100 million a year). 

Education: Mr Baker explicitly sought an assurance 

that if the GDP deflator were raised he could modify his 

settlement for student awards and clinical academics' pay. 

This would cost only £5-10 million. It would be important to 

prevent any reopening of the larger elements such as science 

and universities. 

iv. 	ODA: 	the settlement was designed to allow ODA to show 

the Aid programme at 0.28 per cent of GNP in 1989 and, with 

the advantage of rounding, in 1990 as well. The higher money 

GDP figures now being considered for publication would 

probably mean that even the 1989 figure would recourse to 

rounding. 	However, your letter to Mr Patten stated 

explicitly that "the settlement relates to the cash figures 

and will not be reopened if any of the underlying economic 

assumptions prove to be incorrect". Thus you are not obliged 

to make any further concessions, but if you did the cost 

would be between £5-10 million a year. 
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Social Security: a higher RPI would feed automatically 

into benefits. An extra 1 per cent would add approximately 

£450 million in years 2 and 3. If it were assumed that rents 

rose in line with the GDP deflator, the extra HB costs would 

be £50 million a year for each 1 per cent increase in the 

price level. 

Local authority current expenditure: the 1989-90 RSG 

settlement was designed to leave provision broadly constant 

in real terms. Taking account of the provision for community 

charge start-up costs, Ministers working with a 41/2  per cent 

deflator would estimate a 0.2 per cent real increase. With a 

5 per cent deflator, this would be turned into a 0.3 per cent 

reduction. A similar thing happened last year and no 

adjustment was made. We would probably be able to avoid 

reopening this time. (The outside world, working with a 4 

per cent deflator, would see the change as a 0.7 per cent 

real increase). If the revisions to the GDP deflator were 

any greater than h per cent this year and 1/2  per cent next, it 

might be impossible to hold the settlement, at least for the 

later years. Each 1 per cent would cost £300 million a year. 

Thus, apart from the automatic additions to benefits, it is likely 

to be possible to hold additions to settlements to less than 

£250 million. We would expect the benefit of a lower unemployment 

assumption and the cost of higher interest rates broadly to cancel 

out. 

• 
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_ 

AUTUMN STATEMENT—PROJECTION OF NET PAYMENTS 
INSTITUTIONS 

This note informs you about our latest projection 

   

 

TO COMMUNITY 

   

of net payments 

 

to Community institutions. It seeks your agreement 

figures should be included in the Autumn Statement. 

 

that these 

 

The figures are as follows: 

1988/89 1989/90 1990/91 

£ million 

1991/92 
Latest projection 950 1970 1950 1580 
PES baseline (project-

ion in last PEWP) 800 1470 1320 1350 
Difference +150 +500 +630 +230 

The projection represents a complete reworking of the figures, 

and has been discussed with other departments. 

Some of the main assumptions in the projection are as 

follows: 

(i) 	the Commission will introduce a rectifying letter 

this year to amend the draft 1989 budget. 	Although the 
figures in it are not yet firm, we 

account of an agricultural underspend of 

of higher world food prices arising 

drought), the carry-forward of a surplus 

1988, and higher customs duties in 1989; 

assume it will take 

1.3 becu (because 

from the American 

of 1230 mccu from 



the sterling/ecu exchange rate from now on will be 

111 	£1 = 1.50 ecu (around 2 per cent weaker than today's rate); 

from 1990 onwards, agricultural guarantee expenditure 

will be the maximum allowed within the new agricultural 

guideline agreed at the Brussels European Council; 

structural fund commitments will grow to some 13 becu 

in 1992 (in 1988 prices), in line with the conclusions of 

.the Brussels European Council; 

expenditure on the Integrated Mediterranean 

Programmes and R&D will grow in line with the existing 

framework programmes; 

other expenditure will grow in line with the maximum 

rate provisions of the Treaty of Rome; 

the own resources cciliny will rise from 1.15 per 

cent of Community GNP in 1988 to 1.20 per cent in 1992. The 

structure of own resources will be changed in line with what 

was agreed at the Brussels European Council. 	The VAT 

ceiling will continue to be 1.4 per cent. There will be a 

new fourth resource based on shares in GNP. 	The 

Fontainebleau abatement system will be modified to take 

account of the benefit to the UK of the new structure of own 

resources, 

The changes 

4. The main reasons for the sharp deterioration in the 

projection are: 

(i) 	the agreement on the future financing of the 

Community. As you explained to the House in the PEWP debate 

last February (and as the Prime Minister had announced 

earlier), the Brussels package is likely to increase our net 

payments to the Community by some £200-300 million a year. 

This remains our estimate; 



higher customs duties. 	The deterioration in our 

410 	balance of payments has been assnr.i -F-d with higher customs 

duty receipts, which have to be paid over to the Community. 

For example, customs duties in 1988-89 in the current 

projection (net of collection costs) are some £110 million 

higher than estimated in the baseline figures (agreed in 

September 1987) and £230 million higher for 1990-91. These 

extra payments do not give rise to any extra abatement; 

a higher VAT base and higher GNP. Rapid growth in the 

economy and higher VAT receipts have led Customs and Excise 

and our own forecasters to revise up substantially the 

estimate of the UK's VAT base and GNP. The VAT base for 

1988 in the current projection, for example, is 

£280 billion, some 6 per cent (around £14 billion) higher 

than the estimate contained in the baseline figures. 	The 

upwards revision to the VAT base means that we shall have to 

pay large VAT adjustments in both 1989 and 1990 (of about 

£240 million each year). The baseline figures assume no VAT 

adjustments in either year (in fact, we had assumed a VAT 

adjustment of around £100 million in 1989, but this was 

suppressed as part of a smoothing operation); 

lower receipts. The forecast share of UK receipts 

from the Community budget (around 9 per cent in all future 

years) is almost identical to that assumed in the last PEWP, 

although , the exchange rate assumption on which the 

projection is based (£1 = 1.5 ecu) is about 5 per cent 

stronger than that in the PEWP, and we would normally expect 

a stronger exchange rate to lead to a higher share of 

receipts. Lower MAFF estimates of cereals yields and butter 

production, however, have led them to continue to forecast a 

very low share of agricultural receipts (61/2  per cent) from 

1990 onwards. 

The profile of the projection 

5. 	The year by year deterioration in the projection is uneven, 

with a relatively small worsening in 1988-89 and a much larger 

worsening in 1989-90 and 1990-91. 



The worsening in 1988-89 would have been worse but for the 

effects of provisional twelfths in the first part of 1988. This 

increased our net payments in 1987-88 by some £240 million, and 

reduced them by a similar amount in 1988-89. 

Much of the deterioration in 1989-90 arises because of the 

large VAT adjustment we now expect to pay during 1989. 	Although 

this will give rise to extra abatement, it will not do so until 
1990 (or possibly 1991). 

,-The large deterioration in 1990-91 reflects both a large VAT 

adjustment payable in 1990 and a sharp fall in our share of 

agricultural receipts (as forecast by MAFF). These two factors 

more than offset the extra abatement arising from the payment of 

the VAT adjustment in 1989. 

Some uncertainties 

As ever, the projection is extremely uncertain. Some of the 

more important uncertainties relate to whether or not the Budget 

Council will agree to a rectifying letter to amend the 1989 draft 

budget, the size of next year's agricultural underspend, the 

future course of world agricultural prices, the timing of 

corrections to our abatement, the effectiveness of the new budget 

discipline arrangements, our receipts from the new structural 

fund regimes and the course of sterling/ecu/dollar exchange 

rate. Relatively small changes to the timing of our payments to, 

or receipts from, the Community could affect the path of the 

projection substantially. 

In view of these great uncertainties, we have smoothed the 

projection a little. We have assumed, in particular, as in the 

past, that the large VAT adjustments payable in 1989 .and 1990 

will be reflected in higher abatements the following year. In 

practice, there is a good chance that we may have to wait an 

extra year for the corrections. 

extra year into account would be to 

1989-90 and 1990-91 and reduce 

further skewing the profile of the 

assumed that we shall receive in 

our abatement payable in respect of 

But the effect of taking this 

increase our net payments in 

them in 1991-92 and 1992-93, 

projection. We have also 

1990 an upwards correction to 

1988 of 100 mecu. 



This submission has been discussed with GE. They have asked 

110rus to leave open the possibility of making ........i. ,-,11 L.Ilaityb to the 

projection at a later stage if this should be necessary in the 

light of the overall public spending position. We are happy to 

i do this. 

We would be grateful to know whether you are content 

(subject to the possibility of some last minute fine-tuning as 

referred to above) for the projection set out in paragraph 2 to 

be included in the Autumn Statement. 

13: - The publication of this projection would obviously be 

politically sensitive. You might, therefore, care to warn the 

Prime Minister about it. 	I attach a draft minute for you to 

send. Mr Turnbull advises that it would be sensible for the 

minute to issue on Monday so that the Prime Mintster receives it 

before she receives the more general public spending papers being 

prepared for Star Chamber. 

1 7  V 

J E MORTIMER 
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AUTUMN STATEMENT: OUR NET PAYMENTS TO COMMUNITY INSTITUTIONS 

You will wish to be aware of the projection of net payments to 

Community institutions which, subject to the possibility of some 

minor last minute refinements, I plan to include in the Autumn 

Statement public expenditure tables. 

The projection is as follows: 

Latest projection 

PES baseline (project- 
ion in last PEWP) 

Difference 

£ million 

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

	

950 	1970 	1950 	1580 

	

800 	1470 	1320 	1350 

	

+150 	+500 	+630 	+230 

You will see that the projection involves a substantial 

deterioration dompared with the figures included in the 1988 

Public Expenditure White Paper (PEWP). This deterioration may 

lead to some criticism when the figures are released, even though 

a substantial part of the worsening had been expected and 

publicly announced (see paragraph 3(i) below). 

The new projection takes full account of the agreement on 

the future financing of the Community reached at Brussels in 

February, including the decision to increase the own resources 



0 
ceiling to 1.2 per cent of Community GNP by 1992. It also takes 

account of the latest estimate of the Community's agricultural 

underspend next year. 

4. 	The main reasons for the deterioration compared with the 

PEWP are as follows: 

the Brussels agreement. 	In your statement to the 
- 
House on 15 February, you said that the Brussels package 

would cost "a maximum of about £300 million a year" compared 

to what would happen with a continuation of the 1.4 per cent 

VAT ceiling (the assumption used in the PEWP projection). 

This remains our estimate of what the package will cost; 

higher customs duties. Higher than expected imports 

have resulted in higher than expected customs duties, which 

have to be paid into the Community budget. This, of itself, 

increases our net payment by some £110 million in 1988-89 

rising to £230 million in 1990-91. These extra payments do 

not give rise to any extra abatement; 

higher payments of VAT and GNP-related contributions. 

The recent rapid growth of GNP and consumers' expenditure 

have led us to revise up the forecast of our VAT and GNP 

payments in future years. Although the additional payments 

should give rise to extra abatement, they are unlikely to do 

so until 1990 at the earliest (because of the lags in the 

abatement arrangements); 



• 	(iv) low receipts. Although the projection is based on a 
stronger Eiecu exchange rate than the PEWP, and we would 

normally expect this to lead to a higher share of receipts, 

we are now expecting our receipts share to remain unchanged 

at a disappointingly low 9 per cent. 

You will be aware that the projection of our net payments is 

extremely uncertain, and that relatively small changes to the _ 

timIng of our payments to, or receipts from, the budget could 

lead to significant changes in the profile of the net figures. 

am not persuaded, however, that the projection is pessimistic, 

and believe that we may only store up troubles for ourselves in 

the future if we were to publish lower figures. 	I therefore 

think that, despite likely criticism, we should publish the 

figures contained in the table in paragraph 2 above. We would of 

course have to explain carefully why the deterioration has 

occurred. It is possible that, in working out the detailed 

figures, I may need to modify the published profile slightly. 

I am copying this minute to Nigel Lawson, Geoffrey Howe, 

John MacGregor and David Young. 
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AUTUMN STATEMENT 
PROJECTION OF NET PAYMENTS TO COMMUNITY INSTITUTIONS 

You asked for a sentence for the draft minute to the Prime 

Minister, noting the effect of the nPw projections of nel. payments 

to the Community on the overall public expenditure arithmetic. 

would suggest adding a new paragraph after the existing 

paragraph 5, reading as follows: 

"This deterioration is of course unhelpful for the overall 

Survey arithmetic. [While we have had no alternative but to 

take it into account in recent assessments of the overall 

position, it must inevitably mean greater restraint on other 

programmes if we are to achieve our aims]". 

J MACAUSLAN 
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This submission provides details of GRP'S October assessment of the Reserve 
and planning total for 1988-89. 

This assessment indicates total claims on the 1988-89 Reserve of 
£0.2 billion and hence a planning total outturn of £153.6 billion 	The 
estimated outturn is £3.3 billion below 1988 PEWP and FSBR plans, £2.0 
billion lower than last month's assessment. 

The main decreases since last month are: 

i. 	£710 million on Social Security expenditure, excluding housing 

benefit, to reflect a revised assessuent of take-up by ST and DSS in 
the light of several months of actual data under the new benefit 
regime, and lower assumptions about unemployment. 
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£660 million on local authorities, composed of: 

a £600 million net reduction on capital mainly due to 

additional housing receipts offset by higher expenditure on 

other environmental services; these take account of partial 

first quarter outturn information. 

a net £70 million reduction on current expenditure mainly 

to reflect a reduction of £80 million in the foLeuast of 

housing benefit in the light of mid-year claims from local 

authorities. 

£230 million in the forecast of IBAP expenditure on export 

subsidies and stocks following the US drought and UK harvest. 

£120 million on New Towns reflecting a revised forecast of 

receipts. 

£100 million on MOD procurement and accommodation services. 

£100 million extra privatisation proceeds. 

a £70 million net reduction on hospital and community health 

expenditure, despite making full allowance for nurses pay, following 

the removal of a contingency it for general hospital services. 

4. 	There have been no significant increases since last month. 
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5. 	Table 1 shows the main claims on the Reserve and changes since last 

month: 

Table 1 

Central govt cash limited 

Total 

1.15 

last 

EbILLion 

Changes_ince 
month 

0.20 

of which: EYF carryforward 0.60 0.00 
NHS pay review body 0.80 0.05 
Cash limit shortfall -1.00 -0.25 

Central govt. non cash limited 
(incl NW) -0.50 -0.95 

of which: Soc Sec (excl HB) -0.70 -0.70 
Rover 0.55 0.00 
NHS pay review body 0.05 0.00 
IBAP gross -0.40 -0.25 

Central govt. Other 0.35 0.00 

-0.20 0.00 of which: CFERs 
Net EC contributions 0.15 -0.05 
NI (Shorts Brothers) 0.40 0.00 

Tnral authorities 0.60 -0.65 

of which: 
Relevant current 1.25 0.00 
Other current -0.10 -0.05 
Capital -0.55 -0.60 

Public corporations -0.40 -0.10 
of which: Nat Ind EFLs -0.30 0.05 

List III PCs -0.10 -0.10 

Privatisation proceeds -1.00 -0.10 

TOTAL (rounded) 0.2 -2.00 



The attached annex shows the latest estimate of outturn analysed by 

department compared with 1988 PEWP plans; the attached chart shows how our 

assessment of the planning total outturn has changed each month. 

Claims on the Reserve totalling £2.2 billion have been formally 

agreed. Table 2 shows total claims charged and expected, discretionary and 

non-discretionary. 

Table 2 

billion 

Formally 
	Expected 	iltatal 

agreed 

Discretionary 2.4 	0.3 2.6 

Non-discretionary -0.2 	-2.3 -2.4 

TOTAL 2.2 	-2.0 0.2 

The 	latest estimated 	outturn 	for running costs is £13,838 million, 

£105 million above initial running costs limits. This is unchanged from 

last month. On this month's estimates, running costs would account for 

just over 9 per cent of the planning total. 

Conclusion 

This month's assessment is that the 1988-89 Reserve will be underspent 

by £3.3 billion, but this is still subject to great uncertainty. We are 

now engaged in clearing with departments the figures for 1988-89 for 

publication in the Autumn Statement. In light of this we shall be advising 

you next week on the presentation of 1988-89 outturn in the Autumn 

Statement. 

1-tALA-, 

M G RIGHARDSON 
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11111 1988-69 TOTAL PUBLIC EXPENDITURE BY DEPARTMENT 

1988-89 

Ministry of Defence 

Foreign & Commonwealth Office - ODA 

Foreign & Commonwealth Office - other 

European Community 

Intervention Board for Agricultural Produce 

Agriculture 

Forestry Commission 

Department of Trade & Industry 

Department of Energy 

Export Credits Guarantee Department 

Department of Employment 

Department of Transport 

DOE - Housing 

DOE - Property Services Agency 

DOE - Other Environmental Services 

Home Office 

Legal Departments 

Department of Education and Science 

Office of Arts and Libraries 

DHSS Health & Personal Social Services 

DHSS - Social Security 

Civil Superannuation 

Scotland 

Wales 

Northern Ireland 

Chancellors Departments 

Minor Departments 

Total expenditure on programmes 

Privatisation proceeds 

Plans/Estimated outturn 

Reserve not allocated above 

Planning Total 

Implied overspend on plans 

Reserve available 

Implied overspend on planning total 

1988 
PEW? 
Plans 

Sept 
est. 

Oct 
est. 

Change 
on Sept 

£billion 

Change 
on Plans 

(1) (2) (3) (4) (5) 

19.22 19.38 19.28 - .06 

1.43 1.47 1.47 - .EW 

.73 .75 .75 -.01 .02 

.80 .98 .95 -.03 .15 

1.35 1.19 .96 -.23 -.39 

.80 .85 .84 -.02 .04 

.06 .06 .06 _ A 

1.25 1.61 1.54 -.07 .29 

.12 .22 .20 -.02 .08 

.13 .08 .07 * -.06 

4.24 4.14 4.13 -.01 -.11 

5.15 5.07 4.94 -.13 -.21 

3.02 2.94 2.06 .87 -.96 

-.13 -.12 -.01 .11 .11 

3.86 4.06 4.37 .31 .51 

6.05 6.27 6.28 .01 .23 

.97 .95 .95 * -.02 

17.97 18.39 18.47 .07 .49 

91 .94 .97 .04 .06 

20.68 21.73 21.72 .01 1.04 

48.46 48.53 47.73 - 79 - .73 

1.34 1.24 1.24 -.10 

8.51 8.68 8.67 -.01 .16 

3.45 3.60 3.59 -.02 .14 

- 	5.14 - 	-5.53 5.52 * .38 

2.46 2.39 2.43 .04 -.03 

.38 .50 .38 -.13 -.01 

158.37 161.42 159.56 -1.86 1.19 

-5.00 -5.90 -6.00 -.10 -1.00 

153.37 155.52 153.56 -1.96 .19 

3.50 

156.87 155.52 153.56 -1.96 

2.16 .19 -1.96 

3.50 3.50 

-1.34 -3.31 -1 96 

Cm 288 adjusted for the effects of classification changes. 
Consistent with PEPR(88) 7. 
Consistent with PEPR(88) 8. 
Column 4 Column 3 - Column 2, calculated on unrounded figures and independently rounded. 
Column 5 = Column 3 - Column 1, calculated on unroundea figures and independently rounded. 

* Indicates less than +1- £5 million. 

1, 
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ECONOMIC PROSPECTS IN THE AS AND ECONOMIC ASSUMPTIONS FOR PUBLIC 
EXPENDITURE 

Introduction  

This note, which Jim Hibberd and I have put together with the help 

of a number of Treasury divisions, 	considers the main forecast 

numbers and economic assumptions for the Autumn Statement. 	The 

background against which decisions will have to be made is one in 

which the forecast could well attract even closer scrutiny and 

critical assessment than usual. Large errors in the FSBR forecast 

for 1988 have led to some loss of credibility. (David Owen's note 

to you of October 14 assessed the likely extent of the forecasting 

errors for 1988.) 	 ' 

There is an operational requirement to reach decisions on the 

economic assumptions for public expenditure at your meeting 

tomorrow, and it is sensible to consider at the same time the main 

figures for the Industry Act forecast. Clearly the public 

expenditure assumptions and the Industry Act Forecast in the Autumn 

Statement must be consistent with each other, eg on inflation and 

money GDP. Annex A brings together all the variables on which 

decisions are necessary and can act as the agenda for your meeting. 

Information due between now and the Autumn Statement may have 

implications for the published Industry Act forecast, particularly 

the numbers we publish for this year. The decisions at your 

meeting tomorrow will in some cases, therefore, be provisional. 

Nevertheless we will go ahead and draft Chapter 2 of the Autumn 

Statement on the basis of the numbers decided at your meeting. The 

1 
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first draft of the Industry Act Forecast is due to reach you on 

October 27. 

Assumptions underlying the forecast  
4. The Autumn Statement last year stated explicitly 

(paragraph 1.02) that the forecast for the year ahead assumed the 

same PSBR as forecast for the current financial year. It went on 

to say that the actual PSBR for the following year would as usual 

be set in the budget. We 

followed this year to minimise 

advise that the 

speculation on the 

same procedure 

fiscal stance 

be adopted, in th 
enntiL...t t-se 

budget. 
11L I 4;t  

gg-22q . 
5. 	The October internal forecast has the average North Sea oil 

price rising from its present low level to $14 by 1989Q3. 	Recent 

practice in published forecasts has been to assume an oil price 

"close to recent levels". (In the FSBR we did not give a precise 

number for the assumed price.) We recommend the same approach in 

the IAF. This will probably imply a lower Assumed average price iii 

1989 than in the October forecast. 

Proposals for the published forecast and assumptions for public  

expenditure  
Final decisions on the detailed forecast numbers in the 

Industry Act Forecast can be taken later, when you have seen a 

draft of Chapter 2 of the Autumn Statement. Decisions on the 

public expenditure assumptions, on the other hand, must be taken at 

your meeting tomorrow, and circulated immediately thereafter to a 

number of departments (in particular DSS: Annex B lists the other 

departments concerned). 	Decisions must also be taken on when to 

tell other departments about changes in the GDP deflator 

assumptions. 	The main departments concerned are DH, MOD, DES, and 

ODA. 	The Annex to Mr MacAuslan's submission of 	14 October 

discusses the position with each of these departments. 

The main variables we need to consider at this stage are: 

real GDP (IAF only) 

- the current account (IAF only) 

RPI (IAF and public expenditure assumptions) 

GDP deflator (IAF and public expenditure assumptions) 

Money GDP (IAF and public expenditure assumptions) 

PSBR (IAF only) 

2 
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We need also to consider, for public expenditure purposes only, 

medium term paths for 

unemployment, 

average earnings, 
interest rates. 

The rest of this note considers these in turn, and notes the 
position on debt interest, on which decisions need not be taken at 

this stage. 

Real GDP  
8. Subject to your views on the outlook for GDP in the October 
forecast, I can see no reason for not publishing the same numbers 
in the IAF. Beyond 1989 we propose to extrapolate the MTFS path 
from the 1988 FSBR. (The assumption on GDP in the medium term is 

necessary for the money GDP assumption.) 	
( 	

1
44 
01 7) 

oto We 4 1 	j 

(9rY144r a)L3 w  
' (4041"44-0 	GDP growth 	.N)9  at.  (wj,,e//11,„ 64(non-North Sea in brackets) 

Proposed 

	

October 	 Proposed 	Medium Term 
FSBR 	Forecast  I 	IAF 	Path  

1988 3(31/2) 44(44) 44(44) 

1989 21/2(3)* 24(3) 24(3) 

1989-90 21/2  21/2  

1990-91 21/2  21/2  

1991-92 21/2  21/2  
W givt  

*1989111 on a year earlier tkos,, (1, Flir 

(mixote,„ 
Current Account 

By the time of the Autumn Statement we will have visible trade 

figures for nine months of 1988. 	(There will be data only for 
two quarters for invisibles. These are subject to possibly 

substantial revision.) 	 _ idtp yid/ 
We should publish our current best guess for 1988, El4bn, 

unless new information between now and publication of the Autumn 

Statement casts doubts on it. 	There is only one more set of 

3 
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monthly trade figures (for September) due between now and the 

Autumn Statement, though information on domestic demand will also 

be relevant. 

11. For reasons set out in the forecast report, the current 

account deficit is not expected to fall in 1989. You have also 

noted publicly that the current account is likely to be the last 

variable to adjust following the recent rise in interest rates. 

There is a good case therefore for projecting a large current 

account deficit for 1989 also in the Autumn Statement. BuL Lhe 

text could make it clear that there could be some fall through the 

year. In summary we propose: 

\ter 
	 Current Account Ebn. 

October 	Proposed 	FSBR 
Forecast 	for AS 2 

1988 	 -14 	 -14 	1 3 	-4 

1989 	 -14 	 I 214 /I 	-4* 

*1st half at an annual rate 	Ale 

The RPI  
The FSBR inflation forecast for 1988Q4 is some way below the 

likely outturn, mainly because of a higher mortgage interest rate, 

but also due to an increase in underlying inflation. (Mr Owen's 

post-mortem note shows a variable track record on inflation 

forecasting. 	Our predictions were too high between 1981 and 1983 

and too low between 1984 and 1987.) No new information will be 

available before the Autumn Statement, though we more or less know 

the effect that the rise in the mortgage rate in October will have 

on the RPI. I advise publishing our forecast of 64 per cent for 

1988Q4. 

For 1989Q4 it is convenient to consider the RPI forecast in 

two parts, the underlying inflation rate (ie less MIPs) and the 

mortgage rate effect. You will presumably wish to show inflation 

moderating in the second half of 1989, with a textual reference to 

further increases from the last recorded - October 1988 - inflation 

rate into the first half of next year and a slowdown thereafter. 

The October forecast report identified a number of factors 

pointing to a rising underlying rate of inflation through next 

4 
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year. 	The RPI less MIPs is expected to increase from 5 per cent 

in 1988Q4 to 51/2  per cent in 1989Q4. The IAF could assume an RPI 

less MIPs inflation rate of 5 per cent at end-1989, 1/2  per cent less 

than the October forecast. We could adjust the published 

components of the RPI (except housing and nationalised industry 

prices) to achieve this. 

Turning to the all items RPI (ie including MIPs), it has been 

the practice in published forecasts in the 1980s to present 

forecasts for the RPI on the assumption that nominal interest rates 

remain at current levels. But we have not made the interest rate 

assumptions explicit in the text of the IAF, and have declined to 

reveal them to the TCSC or others. Maintaining that practice, 

total RPI inflation is forecast to fall between 1988Q4 and 1989Q4 

as the ettect of increased mortgage rates in the second half of 

1988 drop out. 

The forecast for the total RPI that is consistent with a 

judgement on the RPI less MIPs of 5 per cent, and with constant 

interest rates from now on, is 51/2  per cent. Even with the effects 

of the rises in the mortgage rate during 1988 dropping out by 

1989(4), the total RPI still grows more quickly than the RPI less 

MIPs because the average mortgage (to which the mortgage rate is 

applied) will still be rising rapidly, at 12 per cent, reflecting 

lagged house price increases. 

The discussion so far has assumed that we continue to publish 

the RPI table in the same format as in recent published forecasts. 

This shows the total RPI together with the components for food, 

nationalised industries, total housing, and "other". 	One 

innovation would be to include the RPT less MIPs explicitly. To do 

so would be consistent with recent pressure on Mr Fowler to publish 

the series regularly. Against that, however, the assumption on the 

mortgage interest rate would be more readily deducible. 

Nonetheless we can if you wish, consider alternative presentations 

of the IAF RPI table. 

rivta 
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RPI Forecasts  

     

 

Total RPI 
RPI less NIPs 
not published 

FSBR 
	

October Proposed 
Forecast underlying 

for AS 

 

October Proposed 
Forecast 	for 

AS 

1988(4) 	64 	64 

1989(4) 	 6 

4 	 5 	 5 

4* 	51/2 	5 

*forecast for 1989Q2 

Assuming you are content with the above proposals, we need to 

consider what they imply for the RPI for September 1989 and 

September 1990 to use for calculating social security expenditure. 

Assumptions are needed for the total RPI and for the RPI excluding 

housing costs (the ROSSI index). The latter is used to uprate 

about one third of the social security programme. The September 

1989 figure for the total RPI is likely to be higher than the 

figure for 1989Q4 because the latest (October 1988) rise in the 

mortgage rate will, by assumption, still be affecting thc year on 

year change in September. The September figure for the total RPI 

consistent with a 1989Q4 increase of 51/2  per cent is 6 per cent. 

The equivalent figure for the Rossi index in September 1989 is 

5 per cent. 

The assumption on ROSSI will not be published at the time of 

the Autumn Statement. But we ought to work on the assumption that 

the figures might be provided if a PQ were put down asking for 

them, or if a Select Committee asked for them. It is difficult to 

think of any basis on which DSS (or we) could refuse to provide 

them. 	At the very least, we can expect DSS to have to reveal the 

actual ROSSI figure for the year to September 1988, which is being 

used to uprate the income-related benefits for 1989-90. 

Gordon Brown has already written to you on this point, urging that 

the full RPI be used to uprate these benefits instead of ROSSI. 

1O1  
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Year to 

vcet-cmLCA. 

1988  

Published 1988 PEWP 
	

41/2  
assumptions 

Unpublished July 
economic assumptions 
	

51/2  

October forecast 
	

5.9 

Proposed Assumptions  
for Public Expenditure  
Total RPI 	 5.9 

RPI less housing (ROSSI) 4.7 
(not published) 

Year to 
September 

1989 

Year to 
September 

1990 

31/4  

41/2  4 

61/2  5 

Slt/1  CIZ 4 

5 4 

The GDP Deflator  
The GDP deflator is currently rising at a rapid rate. For 

1988-89 it is probably best to publish 61/2  per cent, close to the 

October forecast. 	As the forecast report notes, most of the 

factors generating the high GDP deflator in 1988-89 are to a 

considerable extent already recorded (terms of trade increases) or 

known to be in the pipeline (earnings increases in the public 

sector). For 1989-90 growth of the GDP deflator will need to appear 

, consistent with other parts of the published forecast, for instance 

the RPI and the terms of trade. This points to a figure of 51/2  per 

VIL) cent for 1989-90. 	Beyond 1989-90 we propose to follow past 

practice and assume that growth of the GDP deflator is as in the 

last MTFS. 

The figures for growth in the GDP deflator have important 

implications for public expenditure. 	Certain departments will 

claim that they have based their bids on existing GDP deflator 

assumptions. 	GEP consider that the further proposed increase in 

the price level of 2 percentage points (ie 1 per cent this year and 

next) - when our proposal is compared with the latest circulated 

(July) assumptions - across the whole Survey period would greatly 

increase the risk of being required to reopen the defence, health, 

did, and education settlements at a potential cost of up Lu about 

£500-750 million a year. The risk is substantially greater than if 

there were only a 1 percentage point increase on the July level. 

The proposed assumptions would also cast doubt on the RSG 

settlement reached in July, and on the provision for local 

authority relevant expenditure both in 1989-90 and in the later 

inAt I /: 	ht-7 elate4 46014/, 

114tfea) 	' 
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years. The Chief Secretary is currently seeking colleagues' 

agreement on the latter). Each 1 percentage point increase in the 

price level could mean up to £300 million a year extra on these 

figures. 	Finally, the increase proposed in the assumptions may 

make it very difficult to prevent a general reopening of 

settlements. 

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

FSBR/MTFS (published) 	 41/2 	4 	31/2 	3 

July PES assumption 	 51/2 	41/2 	311 	3 

October forecast 	 63/4 	6 	5 

Proposed IAF forecast/ 	61/2 	51/2 	31/2 	3 

assumptions for public 

expenditure 	
'  5/ 	

_At-c a ,Yvt 
GEP's preference 

The proposed GEP assumption of a 5 per cent increase for the 

GDP deflator in 1989-90 would not sit too comfortably with a total 

RPI increase of 51/2  per cent for 1989(4). It would probably make 

necessary some shading down of RPI inflation in 1989(4). 

Money GDP 

	
(A) o 	b"4d) 

The proposed IAF projection for money GDP to 1989-90 and the 

assumptions for the years to 1991-92 follow from the forecasts and 

assumptions on real growth and inflation. There is a sharp drop 

between 1988-89 and 1989-90. 
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Money GDP growth 

1987-88 

MONEY GDP AND ITS COMPONENTS 

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

Published MTFS 934 71/2  61/2  6 51/2  

October forecast 10 11 8.7 7.3 

Proposed forecast/ 
assumptions for 
public expenditure 10 101/4  81/4  6 51/2  

Money GDP (fbillion)  
Published MTFS 
	

424.3 
	

456.4 	486.5 
	

516.1 	544.5 

October forecast 
	

424.4 	471.4 
	

512.2 	549.8 

Proposed forecast/ 
assumptions for 
public expenditure 

 

424.4 40 470.0  11508.8 539.3 	569.0 

The PSBR/PSDR 

The Industry Act forecast in the Autumn Statement will include 

a forecast for the PSBR/PSDR for the current financial year only. 
There will be a certain amount of detail on revenues and 

expenditure in the conventional tables, and in the text as well. 

The PSBR has been over-forecast since 1985 in public 

forecasts. 	I believe we should publish our best estimate of the 

outturn this year. However, we should leave the final decision on 

the precise number until a fairly late stage. 	The September 

figures for the LABR and PSBR were not available in time to 
influence the latest internal forecast. By the time of the AS we 

will have the PSDR for October and some information on central 

government transactions in the early part of November. In 

particular we will know how much corporation tax was received in 

October, the second most important CT month in the year, and the 

extent of the recovery in central government revenues following the 

postal strike. 

9 
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Forecast 

1988-89 
	

113/4  

Unemployment  
26. An unemployment assumption 

PSDR £bn,  

Proposed 
for AS  

G/  

for 

FSBR 

3 

the following 

CONFIDENTIAL 

1988-89 and 

financial year 

mid-November. 

will appear in the Government Actuary's report in 

The assumption for the whole of the Survey period 

1988-89 

1988 PEWP 2.6 

September assumption 2.1 

Forecasters' current view 2.1 

Proposed economic assumption 2.1 

GB ADULT UNEMPLOYMENT (millions) 

1989-90 1990-91 1991-92 

2.6 

2.0 

1.8 

1.9 

2.6 

2.0 

1.8 

1.9 

will be published with the public expenditure plans in the Autumn 

Statement and again in the PEWP. The table below shows the last 

published assumption (which appeared both in the 1987 Autumn 

Statement and 1988 PEWP) together with the provisional unpublished 

assumptions issued to departments in September. Also shown is the 

forecasters' current view for 1988-89 and beyond. 

In August GB adult unemployment stood at 2,154 thousand, having 

fallen by an average of 46 thousand a month over the most recent three 

months, compared to an average 37 thousand fall in the previous three 

months. 	Unemployment fell hardly at all in September, reflecting 

temporary, but substantial, over-recording of unemployment due to the 

effect of the postal strike. It does not alter our view that there is 

still a strong underlying downward trend in the figures, and Department 

of Employment expect to publish substantially revised September figures 

in November. The October GB unemployment figures to be published in 

mid-November will probably show unemployment at around 2.0 million, 

perhaps a touch over, continuing the pronounced downward trend of the 

last two years. 	For the current financial year as a whole the 

assumption of 2.1 million that we circulated to departments in 

September still represents our best view of the expected outturn. 

However, we warned in September that the assumptions for later 

years (to be published in the Autumn Statement) would need to be 
10 
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reconsidered in the light of later figures and short term prospects. 

It now seems likely that unemployment will continue falling at least 

for a little while. 

The economic assumption for unemployment has always been a 

stylised path, not a forecast. On the other hand, keeping one eye on 

the outturn and what short term trends are likely to be at the time of 

publication of the PEWP in January, the September assumption of 2.0 

million for 1989-90 and beyond looks high. We could easily justify an 

assumption of 1.9 million (a bit lower than the expected number for 

December 1988) for all subsequent years, or even 1.85 

mitia kait 	s-a?-ure e-404,1 c)441,167, z414 
The proposed path for the Autumn Statement follows the pattern 

of the last two Autumn Statements, ie a lower level in the three 

forward years than in the current year. In the 1985 Autumn Statement, 

the assumption was 3.05 million in 1985-86 and 3 million in each of the 

subsequent years; and in the 1986 Autumn Statement the assumption was 

3.1 million in 1986-87 and 3.05 million in each of the subsequent 

years. In the 1987 Autumn Statement the assumption was 2.7 million in 

1987-88 and 2.6 million in 1988-89. 

Average Earnings  
The earnings assumptions has little impact on demand led 

expenditure. Average earnings assumptions for 1988-89 and 1989-90 are 

due to be published in the Government Actuary Department's Report in 

November and the PEWP in January. 	Revised (but unpublished) 

assumptions were circulated in July. They are compared below with the 

March assumptions (also unpublished) and the forecasters' current view. 

WHOLE ECONOMY EARNINGS GROWTH 

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

61/2  

61/2  51/2  5 5 

81/2  7 6 5 

83/4  9 81/4  73/4  

83/4  71/2  6 5 

1987 GAD Report/ 
1989 PEWP 

Unpublished March 
assumption 

Unpublished July 

assumption 

October forecast 

- Proposed assumption 

11 
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Actual whole economy average earnings rose by 914 per cent in the 

year to August 1988; the corresponding increase in underlying earnings 

was 8 per cent. The forecast projects a further, though small, rise in 

1989-90 and has earnings growth moderating slowly thereafter. For 

1988-89 we propose an assumption of 83/4  per cent, in line with the 

forecast. 	For subsequent years we suggest something lower than the 

forecast. 

Interest Rates  
Interest rate assumptions are never published though they are 

circulated fairly widely among departments (see Annex B). Revised 

assumptions for short-term interest rates were issued in July (long-

rates were unchanged from the March assumptions). They are compared 

with the current forecast in the table below. 

Short-term interest rates are currently higher than we foresaw 

in June and the October forecast has them higher over the forecast 

periud. We recommend revising the assumption in line with what we 

propose should underlie the Industry Act Forecast for 1988-89 (ie with 

no change in short rates assumed during 1989). For subsequent years we 

propose sticking to the July assumptions. 

INTEREST RATES  

(close 11 October) 1988-89 	1989-90 1990-91 	1991-92  

3-month sterling  
interbank  
July assumption 	 10 	10 	91/2 	9 

October forecast 	11.8 	 10.8 	11,5 	11.0 	11.0 

Proposed 	 104 	114 	91/2 	9 

20-year gilt rate  
July assumption 	 91/2 	91/2 	91/2 	91/2  
October forecast 	9.2 	 9.6 	9.8 	9.8 	9.8 
Proposed 	 91/2 	911 	91/2 	91/2  

6-month dollar LIBOR 
July assumptions 
October forecast 
Proposed 

9 	10 	9 	9 
8.6 	 8.8 	9.8 	9.7 	8.8 

9 	10 	9 	9 

Debt Interest  
The Autumn Statement will include projections of gross debt 

interest to 1991-92. A proper projection would need to be based on 

assumptions about the PSDR path. On this occasion, however, it may be 

12 
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A (t 
better to include a stylised projection so as to avoid an 

assumption that we might have to disclose on whether the PSDR does or 

does not return to zero. We are considering stylised paths and will 

make proposals ata later stage. The numbers for debt interest will 

have possibly mportant implications for GGE and the path of the GGE 

ratio. 

Effects of Revised PES Assumpti ns  

36. 	The upward revisions to interest rates and inflation proposed in 

this submission would add to the totals for demand led expenditure. 

The unemployment assumption would reduce demand led spending. The net 

effect is summarised below. No allowance is made for any re-opening of 

agreements outside the area of demand led expenditure as a result of 

the higher GDP deflator assumptions. 

EFFECTS OF PROPOSED ASSUMPTIONS (fbn.) 

RPI 

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

630 870 

GDP deflator 60 60 60 

Short Interest Rates 82 195 12 1 

Unemployment -230 -230 -240 

82 25 472 691 

Decisions  

37. 	We need to agree: 

(i) A reference to the PSBR in the Autumn Statement. Last year 

we assumed the same PSBR for the year ahead as forecast for 

the current year and noted that the annual PSBR for the 

following year (in this case 1989-90) would be set in the 

Budget. We propose the same this year. 

Si 	17 - 	A 
161'4-  
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(ii) On the oil price we propose that no number should be given 

in the IAF, but that there should be a textual reference to 

the assumed oil price being "close to recent levels". 

38. 	The other detailed decisions on numbers are set out in 

Annex A. 

P N SEDGWICK 

14 
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ANNEX A: 	SUMMARY: DECISIONS ON PUBLISHED IAF FORECAST AND 

ECONOMIC ASSUMPTIONS 

1989 	1990 	1 	1988-9 	1989-90 	1990-91 1991-92 1988 

1.GDP growth (non-N.Sea in brackets) 

FSBR/MTFS 	 3 	(31/2) 
published 

21/2(3)* 4 3 	(31/2) 21/2(3) 21/2(3) 21/2(3) 

October forecast 	44(43/4) 23/4(3) 

Proposed published 44(43/4) 23/4(3) 21/2(3) 21/2(3) 21/2(3) 
Autumn Statement 

* 1989H1 at annual rate 

2.Current Account (Ebn) 

FSBR/MTFS 	 _4 
published 

_4* 

October forecast 	-14 -14 

Proposed published -14 -14 
Autumn Statement 

* 1989H1 at annual rate. 

3.RPI (Q4 per cent change on year earlier) 

FSBR published 4 4(1989Q2) 

October forecast 63/4  6 

Proposed published 63/4  51/2  
Autumn Statement 

4.Proposed economic assumptions 
(year to September) 
RPI 
July assumption 51/2  41/2  4 
Proposed assumption 5.9 6 4 

ROSSI 
July assumption 44 31/2  3 
Proposed assumption 4.7 5 4 

5 GDP deflator (per cent change on year earlier) 

FSBR/MTFS 
published 41/2  4 31/2  3 

October forecast 63/4  6 5 

Proposed Autumn Statement 
forecast/economic assumptions 

61/2  51/2  31/2  3 

GEP preferred assumptions 6 5 31/2  3 



6.Unemployment (millions) 

CONFIDENTIAL 

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

September assump- 
tion (unpublished) 

2.1 2.0 2.0 2.0 

October forecast 2.1 1.8 1.8 

Proposed published economic 
assumption 

2.1 1.9 1.9 1.9 

7.Average earnings 

July economic assumption 
(unpublished) 

81/2  7 6 5 

October forecast 84 9 84 74 

Proposed economic assumption 84* 71/2* 6 5 

* Published in GAD Report and PEWP 

8.Interest Rates  

3-month sterling 
interbank 

July unpublished 
assumption 

10 10 91/2  9 

October forecast 10.8 11.8 11.0 11.0 

Proposed unpublished assumption 104 11 91/2  9 

20- year gilt rate 

July unpublished 
assumption 

91/2  91/2  91/2  911 

October forecast 9.6 9.8 9.8 9.8 

Proposed unpublished assumption 
as  

91/2  91/2  91/2  91/2  

6-month dollar LIBOR 

July unpublished 
assumption 

9 10 9 9 

October forecast 8.8 9.8 9.7 8.8 

Proposed unpublished assumption 
assumption 

9 10 9 9 

2 
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ANNEX B 	 DEPARTMENTS RECEIVING EroNnwrr ASSUMPTIONS  

Unemployment 	 DHSS, DEmp, Northern Ireland Office (NIO), 
GAD. 

RPI (including and  
(excluding housing 
costs)  

GDP deflator  

Average earnings  

DHSS, ECGD, NIO, GAD 

DHSS, GAD 

DHSS, GAD 

Interest Rates  DTI, ECGD, DOE, NIO, Scottish Office 
Welsh Office. (The last four receive 
these to compute housing subsidies.) 

  

* Superannuation uprating assumptions go to departments paying public 
service pensions. Though described as superannuation uprating 
assumptions, the departments are well aware that they are actually 
the September to September all items increase. 
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ANNEX C OPUBLICATION OF ECONOMIC ASSUMPTIONS 

AUTUMN STATEMENT (AS): GOVERNMENT ACTUARY'S ANNUAL REPORT (GAD): 

PUBLIC EXPENDITURE WHITE PAPER (PEWP) 

DATE DUE 
	

November 
	 November 
	 January 

AS 
	

GAD 
	

PEWP 

UNEMPLOYMENT Figures shown 
in PEWP are 
also given in 
Chapter 1 of 
AS. 

Financial year averages 
for 1988-89 and 1989-90 
shown as basis for esti-
mates of expenditure on 
social security. 

Financial year 
averages up to 
1991-92 shown 
as basis for 
estimates of 
expenditure on 
social 
security. 

RPI Figures shown 
in PEWP are 
also given in 
Chapter 1 of 
AS. 

The Industry Act 
forecast will 
also show annual 
percentage 
changes to 1988Q4 
and 1989Q4. 

Percentage increase 
in year to September 
1988 shown as basis 
for estimates of 
expenditure on social 
security. 

Annual percen-
tage increases 
up to Septem-
ber 1990 shown 
as basis for 
estimates of 
expenditure 
on social 
Secuity. 

AVERAGE 
EARNINGS 

Pubished in 
Chapter 3 of 
AS. Same 
figures as for 
GAD Annual 
Report. Inter-
nal forecast 
used to derive 
published esti-
mates of govern-
ment revenut. 

Average growth rates 
to 1988-89 and 1989-
90 shown, as basis 
for estimates of 
income from NI con-
tributions. 

Not shown.  
But used for 
calculating 
family income 
supplement and 
housing 
benefit. 

INTEREST 
RATES 

Not shown. But 
figures used as 
basis for esti-
mating expendi-
ture on various 
programmes (eg 
interest support 
costs, housing). 

Not relevant. Not shown. But 
figures up to 
1991-92 used as 
basis for esti-
mating expendi-
ture on various 
programmes and 
debt interest 
payments. 

GDP DEFLATOR Shown in Chapter Not relevant. 
1 of AS. 

Financial year 
percentage 
increases up to 
1991-92 shown. 
They determine 
cost terms for 
public expendi-
ture. 
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ECONOMIC ASSUMPTIONS AND SURVEY OUTTURN 

This note shows the effect of the economic assumptions discussed 

in Mr Sedgwick's submission of today on the possible outcome of 

the Survey. It also notes an implication of any decisions to 

accelerate the Autumn Statement timetable. 

2. 	My submission of 14 October covered the latest scorecard. 

It also showed (Table 3) the possible effects of revised economic 

assumptions. 	Table 1 below updates that Table. It shows the 

effects of the economic assumptions proposed in Mr Sedcrwick's 

submission, with a variant for a GDP deflator of 5 per cent for 

1989-90 rather than the 51/2  per cent proposed. A crucial question 

is how far settlements are reopened because of the revisions. 



or 
assume health, aid, and student awards are reopened if the 1989-90 

deflator is 5 per cent; and that defence and the RSG settlement 

must also be adjusted if we go for 61/2  per cent in 1988-89 and 51/2  

per cent in 1989-90. 	I have assumed that the risk of wider 

reopening can be contained, even in the latter case. 

The table also updates the assessment of the other possible 

changes to the scorecard. 

Tables 2 and 3 update Table 4 in my 14 October submission 

(showing the implications of the possible Survey outcome). 

Assuming Reserves of £3.5/7/10.5 billion, Table 2 shows the 

implications of the economic asumptions proposed by EA, and Table 

3 those of the variant with a lower GDP deflator. 

All Tables assume that any expenditure implications of an 

agreement at E(EP) on 27 October on student loans will be handled 

in the 1989 Survey rather than this one; that Mr Clarke delivers 

the previously agreed savings on dental and eye testing; and that 
there is no need to increase provision in this Survey for launch 

aid to Rolls Royce. 

Acceleration of timetable 

If it is decided to accelerate the timetable for the Autumn 

Statement, we will need to ask divisions immediately to clear with 

those departments that have already settled the relevant figures 

and paragraphs for the Autumn Statement. If asked why the hurry, 

we would expect, subject to your views, and those of the 

Chancellor, to advise divisions to tell departments that there was 

a possibility - although nothing was yet decided - that the Autumn 

Statement might be in early rather than mid-November. 

diWk  
J MACAUSLAN 
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TABLE 1 

2850 	 [+ 7030] 

bt.41 
&fru- fol0 

51/2 	 51/2 	5 

125 + 75 + 130 + 80 
420 + 110 + 440 + 120 

315 	 330 

4V)  

(a..4040"444 
630 + 450 	 480 trw 

gepl.ip/tables/scorecardl 

POSSIBLE CHANGES TO SCORECARD 

1 Scorecard: 
additions to 

planning total 
	

+ 110 

h•..+6"° ((,A 

GDP deflator 511 

Local authorities) 	+ 300 

DES/ODA/DSS 	
V +400 DH/MOD 
	 +120 	+70 

+ 100 

(kw,' bilk g-e? OP 
Rpi +11/2% 9/89 f,._ ... •,0  

tiZntsto) 
Interest rates 	 + 195 	+ 195 	+ 	12 + 	12 	_ - 

MI 

Unemployment 1.9m 	- 230 	- 230 	- 240 - 240 - 240 - 240 

1.5-36 
785 	+ 135 	+ 1260 + 405 + 1440 + 440 

3 Other programme changes  

2 Economic assumptions  

Territories 	 - 75 	- 7r- 
DTp 	 + 50  

40 — 	 25 	LC 

50  --LSO 	50  +co 

25 	 • 	10 	t /0 75 

TOTAL ADDITION TO 
PLANNING TOTAL 	+ 870  + 220 	+4,1".0  +3,265 [+8,e5]  [+7,545] 

4 Less likely programme 

changes  

CB/UB 	 - 195 

BAe/Rover 	 - 150  

345 

75 	 35 

75 	 35 
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/LEY OUTCOME: MAIN CASE tkit41. 
V 

Planning total  

Additions (Ebn) (t11 'f  

Real growth (%) 

over previous year 

over 1987-88 

1988-89 

GGE 

As % of GDP 	 39.9 

Real growth (%) 

over previous year 

over 1987-88 

over 1988-89 

Assumptions  

GDP deflator 

Real growth 

Debt interest 

Reserves 

1989-90 1990-91 1991-92 

\I\  

C#1444#146) 

0.9 4.1 8.5 

3.2 3.7 3.6 

2.5 

3.5 

39.2 39 39 

0.7 2.1 2.2 

1.2 

1.7 

5.5'3  3.5 3.0 

2.5 2.5 2.5 

17 16 15.5 

3.5 7.0 10.5 

4 

17.6 

t.ra pske meythin 



gepl.ip/tables/survey 2 3 
SECRET 

TABLE 3 
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1988-89 

Planning total  

Additions (£bn) 

Real growth 
Over previous year 

over 1987-88 
1988-89 

GGE 

As % of GDP 

Real growth 
Over previous year 

over 1987-88 
1988-89 

1989-90 1990-91 1991-92 

0.2 3.25 7.5 

3.3 3.6 3.6 

2.6 
3.5 

39.4 39.2 39.1 

0.9 2.0 2.2 

1.3 
1.7 

40.1 

Assumptions  

GDP deflator 	 6 

Real growth 	 4 

Debt interest 	 17.6 

Reserves 

5 31/2  3 
2.5 2.5 2.5 
17 16 15.5 
3.5 7.0 10.5 
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FROM : MISS J C SIMPSON 
DATE : 18 OCTOBER 1988 

CHANCELLOR OF THE EXCHEQUER 

cc 	Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 

Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Byatt 
Mr Monck 

BRINGING FORWARD THE DATE OF THE AUTUmN STATEMENT 

Mr Scholar 
Mr Phillips 
Mr Odling-Smee 
Mr Sedgwick 
Mr Turnbull 
Miss Peirson 
Mr McIntyre 
Mrs M E Brown 
Mr Hibberd 
Mr MacAuslan 

Mr Turnbull's minute of 14 October on the state of the Survey 

indicated that there were only three programmes unresolved and 

that alternative channels for resolving them could be used. It 

raised the question whether, in those circumstances, it was worth 

Star Chamber meeting at all. 

Present timetable 

The present Autumn Statement timetable, aiming for 15 

November, is based on the assumption that up to threo wecko would 

be needed for Star Chamber. In the light of progress so far, and 

the probability that only one week at the most might be needed, 

you may wish to consider bringing the date of the Autumn Statement 

forward. This minute sets out the considerations involved. It 

has been discussed with Mr Odling-Smee and Mr Turnbull. 

Options for accelerating the timetable 

The advantages of bringing the date forward are twofold. 

First, it reduces the risk of the 

released piecemeal by leaks, thus 

it in the most favourable way and 

outcome of the Survey being 

making it difficult to present 

possibly unsettling the markets. 

Second, it also reduces the risk of Departments to whom we do not 
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411 	give any revised economic assumptions discovering what they are 
and seeking to reopen their own prngrammes accordingly. 

We have identified these options for accelerating the 

timetable: 

tle,1 	 1-LAIZA-4y 
i. 	Cabinet 2 November, Oral Statement 8 Novdinber, Printed 

Document 8 November; 

Cabinet 2 November, Oral Statement 2 November, Printed 

Document 8 November; 

74(.71-J-444 
iii. Cabinet 10 November, Oral Statement 10 November, Printed 

Document 15 November. 

Option (i) is simply the present schedule accelerated by one 

week. Subject to the caveats below, we believe this can be 

achieved. Its advantage is that Oral Statement and printed 

document come out together and there is adequate time after 

Cabinet to finalise the expenditure figures, get the printing done 

and briefing run off. (Indeed, there is a day longer than usual 

as Cabinet has to be on Wednesday 2 November because the Prime 

Minister is in Poland on Thursday.) Its disadvantage is that 

there is a risk that the survey outcome would leak during the long 

gap and that the element of (pleasant) surprise would be lost. 

6. 	Option (ii) adopts the 1986 procedure, with the Oral 

Statement immediately after Cabinet with the printed document a 

few days later. Its advantage is that news is announced 

immediately decisions are taken. It would, however, require the 

preparation of typeset versions of the forecast and a summary 

table for public expenditure figures. To be feasible this option 

would require decisions on all programmes by the middle of next 

week so that numbers can be agreed and a report for Cabinet 

prepared for circulation on Monday, 31 October. There are, 

however, a number of disadvantages. First, there are risks in 

going for an announcement a few hours after Cabinet. If an 

unexpected issue affecting the figures came up, the presentation 

of the Oral Statement could be very awkward. Second, one would 

need a reason for the immediate announcement which did not commit 
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411 	us to doing the same every year. In 1986 our cover was that 
Parliament was not sitting in the following week. Our judgement 

is that only if all the programmes are clearly settled during next 

week, including any adjustments for inflation (which in turn 

presupposes these adjustments are limited) can this be attempted. 

And then it would be a tremendous scramble. 

Option (iii) shares the advantage of (ii), but it allows much 

more time for the preparatory work eg drafting of the Oral 

Statement and the summary note, and preparation of briefing. 

Concluding the Survey negotiations  

Social security, which in any case needs to be decided early, 

can be handled in an ad hoc group. Negotiations on Transport are 

at an impasse, but further bilateral negotiations, assisted 

perhaps by an intermediary, could be undertaken. The most 

troublesome issue is the WP1sh block (and the risk that it could 

cause the other territorial blocks to be reopened). It is 

arguable, however, that Mr Walker, like any experienced 

negotiator, will use up whatever time is available to him. The 

longer he has got, the longer he will take. Thus all three can 

probably be settled as well in two weeks as three. The scope for 

accelerating the timetable will also depend on being able to make 

any adjustments to programmes necessary to take account of revised 

economic assumptions quickly, if you decide on Wednesday to revise 

them. Provided the revision to the inflation assumptions is not 

too large, GEP would expect this to be manageable. 

Social security and NICs  

The benefit uprating statement is at present scheduled for 

some time in the week beginning 24 October. Meeting this 

timetable is dependent on decisions being reached on Child Benefit 

and on the effect of any revised economic assumptions. But these 

decisions are not on the critical path as they have to be taken 

earlier than required for Survey purposes. 
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411 	10. National Insurance Contributions may be more of a problem. 

The Department of Social Security internal timetable has slipped 

back by a week, and ST are not now expecting a letter from the 

Secretary of State making his formal proposals until the week 

beginning 24 October. The loss of a week is not crucial for a 15 

November Autumn Statement, especially as we do not expect the 

proposals themselves to cause any difficulty. It could, however, 

cause difficulties with a printed Autumn Statement on 8 November. 

The printing timetable for the Autumn Statement document is based 

on the assumption that the NICs and tax ready reckoner chapters 

can be got out of the way in advance of the two main chapters. 

Ideally, the printers would like first drafts by the end of this  

week (21 October) if we were going to publish the printed document 

on 8 November. This is clearly impracticable, but any slippage 

beyond about 25 October would make things very difficult for the 

printers. We could send the drafts over with our best guess at 

the figures before we heard from the Department so that the 

printers could set the chapter up. This could well mean, however, 

that more amendments than usual would be needed, thus increasing 

the pressure on the timetable in the later stages. 

Forecast 

The main forecast exercise has been completed and your 

meeting on 19 October is to discuss the figures that should be 

included in the IAF. It should therefore be possible to produce 

this for an Autumn Statement on 8 November, although this would 

have to be at the expense of some internal consideration. It 

should just be possible to produce the IAF in time for an Oral 

Statement on 2 November, although the timing would be extremely 

tight and there would be very little time to consider the issues 

in depth or work on the drafting. 

Printers  

The printers could cope with an Autumn Statement on 8 

November provided we could get the public expenditure and IAF 

chapters to them by 28 October and the other two chapters sometime 

before then. 
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• 
Industrial action 

13. The Civil Service unions are at present balloting their 

members on a day of industrial action on 7 November in support of 

the GCHQ union rebels. The printers say that they are almost 

certain not to be affected even if the vote is in favour. HMSO 

distributors do most of their work on the day of the Autumn 

Statement itself and are confident that they could cope even if a 

few of their staff did stay away on 7 November. Industrial 

Relations Division say they do not as yet know what action may be 

taken in the Treasury, but they cannot rule out some staff in 

crucial areas, for example office services, being absent that day. 

They also feel that staff who might be prepared to work normally 

that day might not be prepared to work overtime. As the Autumn 

1 

Statement brief is normally completed late in the Monday evening 

\\\ and run off overnight, this could be a serious constraint. 

S-tatistics  

Moving the Autumn Statement to 2 November (Oral) or 8 
November (Oral and written) would make almost no difference to the 

published statistics which would be available as the great bulk of 

them are published between 16 and 18 November. It would mean, 

however, that we would lose the internal estimate of the October 

PSBR that would otherwise be available. 

The Bank of England Quarterly Bulletin is to be published on 

10 November. Moving the date of the Autumn Statement from one side 

of it to the other would make little difference to any potential 

embarrassment that might arise from discrepancies between the two 

publications. 

British Steel  

The pathfinder prospectus for British Steel is due to be 

published on 28 October and impact day is set for 23 November. 

Having the Autumn Statement on 8 rather than 15 November should 



eb,js/docs/ASacc 	 SECRET 

• not therefore cause any difficulty. An Oral Statement on 2 
November would be rather close to the publication of the 

pathfinder, and PE would like to check with the lawyers that it 

would cause no problems if this were to be the preferred option. 

Conclusion 

17. Although the timetable is very tight, taking the Survey to 

Cabinet on 2 November whether for announcement that day or on 8 

November, might be possible provided clear decisions are reached 

on all programmes during the course of next week. The main risks 

are that 

, (a) the Department of Social Security will delay decisions 

OV\1 	
on NICs until late next week, thus causing pressure on 

the printing timetable; 

the IAF will not receive as much consideration as usual 

and mistakes may creep in; 

a similar problem could arise with the public 

expenditure chapter of the published Autumn Statement 

and with the briefing; and 

industrial action may reduce the number of copies of the 

Autumn Statement available on 8 November. 

The risks can, however, be minimised by deciding as early as 

possible, preferably tomorrow, whether to go for this accelerated 

timetable or not. The decision last year to advance the timetable 

by a week was taken at almost exactly the equivalent stage, and it 

is not really feasible to leave the decision much later , though 

that was a decision to accelerate with the Statement following a 

few days after Cabinet. Option (ii) is even more ambitious as it 

accelerates with an immediate announcement. Option (iii) has the 

\ advantage of combining adequate preparation time with the 

immediate announcement. 

MISS J C SIMPSON 
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EFFECT OF AGREED REVISIONS TO ECONOMIC ASSUMPTIONS 

Table 1 below is a revised version of the Table I sent up last 

night. 	It shows our best guess as to the effects of the economic 

assumptions agreed at the meeting held by the Chancellor this 

morning. 

The economic assumptions are as in Table 2. I have assumed, 

for the moment, unemployment at 1.9 million. 

The assumptions will go out to departments as soon as 

possible. In the case of DSS, that means as soon as the remaining 

issues are resolved. Departments will then calculate Lite 

expenditure implications. 	In the meantime, we have made what 

guesses we can using ready reckoners. 	There is, I am afraid, 

quite a margin of error around our guesses. 

In the case of the GDP deflator, there is a margin of error 

around the estimate of the effect on Housing Benefit; but, more 

importantly, it is not yet clear to what extent we will reopen 

settlements already reached. 	DM, ST1, HE2, and AEF will be 

offering advice in the next day about how to handle MOD, DH, DES, 
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and ODA respectively. I assume that we will not need to give MOD 

any compensation. The £120 million for health in Table 1 implies 

only £100 million for DH, with the remaining £20 million being 

territorial consequences. 

5. 	The figures for the territories in block 3 of Table 1 assume 

that you concede: 

Territory 1989-90 1990-91 1991-92 

Wales 85 72 65 

Scotland 85 72 65 

Northern Ireland 40 35 30 

The figures in Annex B to Alan White's submission of yesterday are 

more optimistic by £25 million a year. The allowance nf 

£50 million for DTp includes territorial consequences, 	and 

therefore implies a concession to DTp itself of only about £40 

million a year. The social security offset assumes a concession 

on family credit. 

There remains a small addition to the planning total in 

1989-90. Even if all the settlements turned out exactly as in 

Table 1, there would still be a margin of error of a few lOs of 

million of £s around this figure. But there is scope to reduce it 

further if necessary. We might do better on the territories or on 

DTp. We could reduce the first year figure for our net 

contribution to the EC. Or we could cut £100 million by reducing 

the unemployment assumption to 1.85 million; or £150 million by 

declaring the Rover receipt from BAe. 

The addition to the planning total in 1990-91 looks like 

being within £3.5 billion. The margin for error on this figure is 

of course even bigger. 

Table 3 shows the implications of these figures for growth 

rates and the GGE ratios. 
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9. 	The Table shows a fall in the planning total and in GGE in 

real terms between 1987-88 and 1988-89. It also shows that the 

growth of GGE in real terms between 1987-88 and 1991-92 averages 

14 per cent - the same figure as projected in the last White Paper 

for the period from 1986-87 to 1990-91. The real growth rate of 

the planning total over the Survey period is 3.7 per cent, well in 

excess of the growth of the economy. But the growth of GGE over 

17 (40/17- // 
/4/ /r.? 

	

10. 	The ratios show up the problems of s cess in holding the 

1989-90 planning total. I have used debt i terest figures derived 

by assuming a PSDR of £10 billion in 1988-89 and 1989-90, and zero 

thereafter. On these figures the ratios would round to 391/4/394/39 

per cent, or even to 394 per cent in all years. 

	

11. 	It would be nice to have a bigger fall over the Survey 

period. That means: 

it would be helpful if the 1989-90 figure rounded to 

3911 per cent. That requires some combination of changes to 

the money GDP figure (eg "rounding" down to £504 billion) 
and of changes to the debt interest or other national 

accounts adjustments figures. 

we cannot afford to see a decline between 1989-90 and 

1991-92 in the debt interest figures of less than about the 

£1.3 billion shown in this Table. 

	

12. 	But a more thorough submission on the debt interest problem 

will come up in the next few days. 

J MACAUSLAN 

the same period is 1.8 per cent. 
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POSSIBLE CHANGES TO SCORECARD 

1 Scorecard: 
additions to 
planning total 

2 Economic assumptions  

GDP deflator 

DES 
ODA 
DSS 

ea_it;it_r p.ske 
DH Pegife  

100, po t  t7o kx.)  ('4iAkvekLA 
kc-ryihpqes) 

Rpi +1% 9/89 

Rossi +11/2% 9/89, +1% 9/90 5 

Interest rates 

Unemployment 1.9m 

110 
	 + 2850 	[+ 7030] 

50 
	 + 505 	+ 720 

3 Other programme changes  t 4 krit-, -LtC 2 r td 	trex- tt,1 

   

        

Territories 	 - 70 

DTp etc 	 + 50 

CB/UB 	 - 195 

Soc Sec offset 	 (+ 90  

°{14.1t41•714;infle-ihe-14.0/ .- 125 

70 35 
50 

- 35 
100 

  

50 
75 
95 /) 

  

   

 

80 

 

TOTAL ADDITION TO 
PLANNING TOTAL + 35  

_ 41,0 

±3,355 	[+7,830] 

  

4 Other possible  
programme changes  

BAe/Rover 	 - 150 
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9/88 	9/89 9/90 

TABLE 2 

Rpi 5.9 51/2  4 

Rossi 4.7 5 4 

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

GDP Deflator 64 5 31/2  3 

Money GDP 469 505 535 565 

Unemployment 2.1 1.9 1.9 1.9 

3 month interbank 103/4  11 91/2  9 

6.1t.1- 

o 	 0.0 Is 	0-05 
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041(1444A3- TABLE 3 

SURVEY OUTCOME: MAIN CASE 

Planning total 

\\ 

1988-89 \ \\ 

N. A. 

1989-90 1990-91 1991-92 

Additions (£m) 40 3,355 7,830 

Real growth (%) 
over previous year - 	0.6 3.5 3.8 3.7 

over 1987-88 2.6 

1988-89 3.7 

GGE 

As % of GDP 39.87 39.3 39.2 39.13 

rounding to 40/394 394 394 394/39 

Real growth (%) 
over previous year 0.4 1.1 2.1 2.4 

over 1987-88 1.3 

over 1988-89 1.9 

Assumptions 

(£ billion) 

Other national accounts 
adjustments 9.6 9.3 9.2 8.7 

Debt interest 17.6 17.1 16 15.8 

Reserves 3.5 7.0 10.5 
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BRINGING FORWARD THE DATE OF THE AUTUMN STATEMENT 

Miss Simpson is sending you a timetable consistent with the 

Public Expenditure Cabinet and the Oral Autumn Statement being on 

Tuesday, 1 November. 	As you will see, it is organisationally 

feasible. 

On the public expenditure side, as well as two outstanding 

programmes there are still numerous other issues to be resolved, the 

implications of the changed economic assumptions to be worked 

through, and the detailed figures to be settled on a host of 

programmes. 	As long as all decisions are taken and the great bulk 

of the figures fixed by Tuesday, 25 October, it should be possible 

to meet the timetable for completing briefing and tables for 

1 November. If not, we would have to switch to the slower option. 

However, the risks of something going wrong on the 1 November 

timetable are much higher than on the original timetable when the 

Autumn Statement was to be on 15 November. With the chapters and 

the briefing going through fewer drafts, there is a greater risk 

that mistakes, inconsistencies, and gaps will not be spotted in 

time. 
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One other word of warning. The compressed timetable means that 

the Chancellor himself will 

 

have to 

 

respond Quickly at various 

    

points. 	The two most difficult are likely to be 26 October when 

there will be about 36 hours to comment on the two main Autumn 

Statement chapters, and 31 October-1 November when, in addition to 

Cabinet and his Statement in the House, he will have to look at the 

only proofs of the two main chapters which we will see before the 

final book proofs. 

0\ 

J ODLING-SMEE 
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Mr Call 

GORDON BROWN MP ON THE BALANCED BUDGET 

In looking around for material for next Tuesday, I came across the 

attached point from Gordon Brown's speech in the Budget Debate. 

2. You might like to keep it up your sleeve for the Autumn 

Statement, Brown could defend what he said, on the grounds Lhat he 

was talking about the figures in the FSBR. But if you use this in 

response to his response to the Autumn Statement itself, he will 

not get the chance, even if he remembers the point. 

A P HUDSON 
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I Mr. Gordon Brown] 

exchange rate stability that he had achieved, but he was 
prevented from doing that by the Prime Minister. Instead 
he told us that we must judge the Budget and its success 
because he has balanced his books. I looked at what the 
Chancellor said last Tuesday: 

"At one time, it was regarded as the hallmark of good 
government to maintain a balanced budget; to ensure that, in 
time of peace, Government spending was fully financed by 
revenues from taxation, with no need for Government 
borrowing."—Official Report, 15 March 1988; Vol. 129, c. 
997] 
So on the Chancellor's own definition, current taxation 
revenues should exceed current spending. His problem is 
that, even on his own definition— that is that curreit" 
taxation revenues without privatisation receipts  should 
exceed current expenditure, he did not balance the Budget 
last year or this year, and he will not balance it in years 
to come. It would have been better if he had come to ths.0  
House with modesty, and rather than triumphantly 
proclaiming that he had balanced the Budget, referred us 
to an article some years ago, when he 	 

The Chancellor of the Exchequer (Mr. Nigel Lawson): 
When was it written? 

Mr. Brown: I shall come to that. In the article, he 
attacked what he called 
that "school of economic commentators, who see mystical 
significance in an overall budget balance since this is a 
muddled amalgam of Gladstone and Keynes without the 
logical consistency of either". 

The Chancellor rightly asked me when he wrote the 
article; I am happy to concede that he wrote it in 1962. I 
would not have mentioned it but for the fact that he has 
repeated the same views in the years since then. Did he say 
to the Treasury and Civil Service Select Committee in 1984 
that his objective was a balanced Budget or that it was the 
crucial test of the health of the economy? 

"There is no particular magic about a balanced budget. It 
may trip off the tongue rather well"— 
indeed, it did, four or five times last Tuesday— 
"but. I do not think it necessary to have a balanced budget in 
order to achieve the objective of stable prices." 

Our objection to the Chancellor's statement is that, 
although he may claim to have balanced the Budget, just 
about everything else in the economy and society was left 
unbalanced. There is an imbalance between investment 
and consumption, between the regions and the centre, 
between the rich and the poor and between private 
affluence and public squalor. 

At the heart of the unbalanced Budget was the balance 
of payments problem, to which the right hon. Member for 
Old Bexley and Sidcup (Mr. Heath) referred. The balance 
of payments is bad and worsening, and it will be 
accentuated by the tax cuts, which will fuel imports. The 
problem will be made even more serious by the Prime 
Minister's determination to run high interest and exchange 
rates. The current account deficit is £1-5 billion this year 
and will be £4 billion next year. The manufacturing deficit 
is £6.5 billion this year and next year will be the worst in 
our 200-year history as an industrial nation — £8.5 
billion. The Chancellor may think 	 

Mr. Redwood: Will the hon. Gentleman explain why we 
should believe his forecasts now when, in October 1986, 
he was reported in The Guardian as saying that 
Government policies had no chance of bringing down 
unemployment? If everything is so awful, why is  

unemployment falling more quickly here than anywhere 
else in western Europe, and why do we have the fastest 
growth rate? 

Mr. Brown: If the hon. Gentleman would read my 
articles and repeat them accurately, I might be prepared 
to answer. The Chancellor said that a balance of payments 
deficit — a manufacturing deficit — of £6.5 billion was 
perfectly manageable, and that a manufacturing deficit of 
£8-5 billion, which is what it would be, would be neither 
here nor there. 

Does the Prime Minister agree with him about this? I 
know that the Prime Minister and the Chancellor do not 
see eye to eye on everything, except for the fact that this 
might be the Chancellor's last Budget, but do they see eye 
to eye on the manufacturing trade deficit? I must ask the 
Chancellor, who thinks that the manufacturing trade 
deficit is neither here nor there, to consider the words of 
the Prime Minister. When she was aspiring to become 
Prime Minister, the right hon. Lady said: 

"It is often said we must export or die. I would add: we 
must manufacture or die even more quickly." 
That was not a Tory wet, a Labour Back Bencher or a 
member of a Select Committee in another place, but the 
then Leader of the Opposition. Does she and the 
Chancellor now say, with 30 per cent. of our 
manufacturing jobs lost, 50 per cent. of our cars, 50 per 
cent. of our washing machines, 50 per cent. of our fridges, 
60 per cent. of many items of our furniture, 90 per cent. 
of our videos and 100 per cent. of our radios imported, 
with trade deficits in new industries far bigger than trade 
deficits ever were in the old ones, that we must 
manufacture or die even more quickly? Never, until this 
Government came to power did we import more 
manufactured goods than we exported and never did we 
send more money abroad than we invested in 
manufacturing in many of our regions. Never before have 
we had whole areas of the country where people are 
without regular work, either because they are unemployed, 
in part-time work or in training schemes and who 
outnumber those employed in manufacturing industry, 
whether new or old. 

Mr. Steel: Will the hon. Member support the 
Amalgamated Engineering Union to get 1,000 jobs for 
Scotland? 

Mr. Brown: The right hon. Gentleman knows perfectly 
well our determination to get those jobs for Scotland. 
'Interruption.] If Conservative Members would stop 
trying to make party political points out of this issue and 
started to fight for the contract for Britain, we would be 
far better off. 

The Budget is not just a missed opportunity for 
investment in our future, exports and jobs. It gave to the 
very few what could have provided a lifeline for the 
National Health Service. The British Medical Association 
report, which was published only a few days ago, said that 
31 per cent. of consultants have had to cancel operations 
because of financial restrictions, that 3,000 hospital beds 
have been lost this year and that the problems next year 
will be worse than the problems this year. What was the 
Government's response? Ruthlessly to exclude from 
expenditure in the Budget the one item on which the vast 
majority of the people agreed, and then to tell us that the 
Budget was about taxation and nothing to do with 
expenditure. 
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From: J ODLING-SMEE 

21st October 1988 

CHANCELLOR OF THE EXCHEQUER 
cc Sir Peter Middleton 

Mr Anson 
CleV 	 Sir Terence Burns 

ktkApe c 	()U R.ck h 	Ri,51L4t 03-Npi,vr offic Mr Scholar 
Mr Sedgwick 

seuA-Tte siz-e 	 Mr Turnbull 

5-e-v& c vo kt-s 	(-/ 	
Mrs Butler Op-ficiA  Mr S Davies 

orkiovk  10 (5-en 1 	r 	tr, 	
Mr Hibberd 
Mr Mowl 

K\  rvvrisi 	
Ms Simpson 
Ms Walker 

CHARTS IN AUTUMN STATEMENT AND FSBR 

We have been giving some thought to the design of charts in the 

Autumn Statement and the FSBR, partly in order to standardise on the 

way in which the years are presented along the horizontal axis (at 

the moment the treatment varies from chart to chart), and partly to 

try to avoid the messiness associated with having minus signs and 

dashes representing units alongside each other (see, for example, 

the bottom right-hand corner of version a of the attached Chart 3.4 

from the FSBR). 

2. 	Although most of the changes we are making are minor, one is 

more obvious. This is the joining up of the dashes on both 

horizontal and vertical axes. The question then arises whether to 

retain the existing box around the whole chart, and thus have two 

boxes (as in the PEWP charts), or whether to abandon the outer box. 

Mock-ups of pages 19 and 23 of the FSBR on three different bases are 

attached: 

a. 	as in the FSBR 

with the dashes joined up and the outer box 

retained 

with the dashes joined up and without the outer 

box. 



Some of the chapter authors and others I have consulted prefer 

the second and some the third. My own preference is for the second. 

This would represent a move back to the presentation of the charts 

in FSBRs and Autumn Statements before the 1986 redesign. 	Part of 

the purpose of that redesign was to reduce the clutter of the charts 

and to use the width of the whole page. Reintroducing axes may seem 

to reintroduce some clutter, but it helps the clarity and we are 

proposing to retain the width of the whole page. 

I would be grateful for your agreement to our moving to version 

b or c for the Autumn Statement charts, and for your preference 

between the two. We shall be sending the charts to the draftsmen 

today, and so I would be grateful for your views as soon as 

possible. 

13\7-s 

J ODLING-SMEE 
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3.13 Substantial falls in import prices in 1986—notably for oil, but also for 
many other primary commodities—were partly reversed in 1987. Oil prices 
recovered from their low point of the summer of 1986, but have weakened 
in recent months. Prices of other industrial materials rose as world activity 
picked up. Nevertheless, consumer price inflation in the major economies 
has remained low. In Japan and Germany, the appreciation of their 
currencies meant that inflation was close to zero. But in the US, consumer 
price inflation rose to 4-1 per cent at the end of 1987. 

3.14 The improved terms of trade for developing countries boosted the 
exports of the major industrialised countries and helped to strengthen 
business investment. This more than offset some slowdown in the growth of 
real personal incomes and consumer spending. As a result industrial 
production has been particularly buoyant; industrial output in the major 
seven OECD economies was over 5 per cent higher in December 1987 than a 
year earlier. 

Chart 3.4 Major seven economies' real GNP and industrial production 

3.15 Equity prices in the US and most other countries continued to rise in 
the first part of 1987, reaching an all-time high in a number of countries 
around mid-year. In large part, the subsequent fall in equity prices can be 
seen as a correction, even though the scale and sharpness of the fall in 
October were unprecedented. Prompt action by the monetary authorities in 
the major countries to reduce interest rates and provide sufficient liquidity 
helped to prevent a major collapse of confidence. 

3.16 In the United States, domestic demand growth, which had averaged 
51 per cent a year between 1983 and 1986, slowed to 21 per cent in 1987; as a 
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many other primary commodities—were partly reversed in 1987. Oil prices 
recovered from their low point of the summer of 1986, but have weakened 
in recent months. Prices of other industrial materials rose as world activity 
picked up. Nevertheless, consumer price inflation in the major economies 
has remained low. In Japan and Germany, the appreciation of their 
currencies meant that inflation was close to zero. But in the US, consumer 
price inflation rose to 43 per cent at the end of 1987. 

3.14 The improved terms of trade for developing countries boosted the 
exports of the major industrialised countries and helped to strengthen 
business investment. This more than offset some slowdown in the growth of 
real personal incomes and consumer spending. As a result industrial 
production has been particularly buoyant; industrial output in the major 
seven OECD economies was over 5 per cent higher in December 1987 than a 
year earlier. 
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Table 3.4 Current account 

k billion 

Manufactur es 	Oil 	Other 	1nvisibles 	Current 
goods 	 balance 

1986 —53 4 —7 83 0 
1987 —63 4 —73 8 —13 
1988 Forecast — 83 23 — 63 83 —4 

Demand and activity 
3.31 The UK economy grew by 41 per cent in 1987. Growth was strong 
throughout the non-oil economy: manufacturing output rose by 51 per cent, 
construction output by 81 per cent and output of the service industries by 
51 per cent. 

Personal sector 3.32 Consumers' expenditure is now estimated to have risen by 5 per cent in 
expenditure 1987, less than in 1986. This was faster than the 31 per cent growth in real 

personal disposable income, and the savings ratio once again fell. 

3.33 A number of factors could account for the decline in the savings ratio 
in recent years. Inflation has been at a low level not experienced since the 
1960s. Recent increases in real house prices, and in equity prices to 
October 1987, may also have contributed. And many employers have taken 
so-called holidays on their contributions to employees' pension funds; these 
score as reduced personal saving. 

Chart 3.6 Personal savings ratio 

Calendar year averages 

Per cent of personal disposable income 
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3.34 Personal borrowing rose further during 1987, in large part reflecting 
increased mortgage borrowing. But personal sector financial assets showed a 
larger increase, despite the October share price fall (Chart 3.7). 
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Miss Simpson 

TIMING OF AUTUMN STATEMENT 

Now that the Chief Secretary has reached agreement on nearly all 

the major issues outstanding, the way is now clear to bring the 

outcome of the Survey to Cabinet on Tuesday 1 November and for 

you, provided there are no hitches at Cabinet, to make your Oral 

Statement that afternoon. 

We need to inform departments of this, partly to ensure that 

they put preparation of their Press Notices in hand, and partly so 

that Expenditure Divisions have a justification for pressing for 

early clearance of figures and Autumn Statement texts. As time is 

very short we would like to do this as early as possible on 

Monday. 

I attach a draft Private Secretary letter to No 10. Whereas 

the comparable letter of 1986 (copy attached for you and the Chief 

Secretary) was building on a decision that had been announced at 

the previous Cabinet meeting, there is this time no such decision. 

Although I understand the date of the Oral Statement has been 

agreed with the Prime Minister the letter is drafted as a proposal 

seeking approval. 

As soon as we have word from No 10 confirming the proposals 

(which can be more or less instantaneous) I will send the letter 

to PFOs in order to ensure that it gets rapidly to working level. 
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5. 	In 1986, the Oral Statement coincided with Treasury questions 

on Supply Day on the Economy. There was thus no doubt that the 

Leader of the Opposition and the Opposition Treasury spokesman 

would be present. This year this cannot be guaranteed. 	You may 

want, through the Whips, to give some advance warning in order to 

avoid a Parliamentary row. 

6,4 04,1" 

A TURNBULL 
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' DRAFT PRIVATESECRETARY LETTER TO No 10 

CONFIDENTIAL 

AUTUMN STATEMENT 

The Chief Secretary has now been able to resolve most 

of the major issues on public expenditure programmes 

though there remains a good deal of work to finalise the 

detailed figuring. The Chancellor feels it is desirable 

to proceed with the announcement of the outcome of the 

Survey as soon as possible after the decisions have been 

reached. He therefore p poses that the outcome of the 

Survey should be considered by Cabinet next week/  

Kuw ocf4 d 
fr/4 Ncksi 

IN4,pfut..1 

view of the Prime Minister's departure 

_Wednesday this wouleal.ro 

(000tiAq—lorwaU_Lcyjigada.y. 

2. 	In most previous years it has been the practice for 

he Autumn Statement to be delivered to the House in the 

/(tioglek 
) 

allowing the Cabinet meeting, allowing the weekend 

for printing of the Autumn Statement document. With the 

advancergent of the Cabinet meeting the gap, ,Joula42111,0 
14+641- 	/01.%5, 4J/L4 4 	4,1?-7. 

ong 	than usuaç The Chancellor therefore proposes, 

assuming all the necessary decisions are taken at 

Cabinet, to adopt the practice of 1986 when, as 

Parliament was not sitting at the start of the following 

week, he made his Oral Statement on the afternoon of the 

Cabinet. The printed Autumn Statement would be 

published on Tuesday 8 November. 
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The Chancellor recognises that this timetable will 

require a great deal of effort in departments to get all 

the supporting material prepared but feels th e—if it 
Yb  

can be done, an early announcemen Is 	er than 

waiting until the next Cabinet meeting on 10 November. 

The Chancellor proposes to accompany his Oral 

Statement with Press Notices containing the Industry Act 

Forecast and tables summarising the expenditure plans; 

these would be made available in the Vote Office. 	He 

hopes that departments will be ready as usual to issue 

press Notices on the same day, providing a positive 

presentation of the main features of their programmes. 

These should emphasise the outputs to be achieved as 

well as the money to be spent. 

To ensure that the release of departments' Press 

Notices is properly co-ordinated with the announcements 

from the Treasury, the Chancellor would be grateful if 

departments could follow the arrangements set out in the 

attached Annex. 

Although these plans are being made to allow for 

the Oral Statement Lo be made on 1 November, this cannot 

of course be taken for granted. It will depend on the 

settlement of any issues still outstanding and the 

Cabinet discussion itself. 	For the time being, 

therefore, no public statement of the likely date of the 

Statement should be made. I should be grateful if you 
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could ensure that knowledge of the arrangements is 

confined to those who need to know. If departments are 

asked about the date of the Statement, they should say 

that the public expenditure round has not yet been 

concluded and that the Autumn Statement will be made as 

soon as practicable after final agreement has been 

reached. 

I would be grateful to know as soon as possible 

that the Prime Minister is content. 

I am copying this letter to the Private Secretaries 

to all Cabinet Ministers, to [ 	] (Attorney General's 
E Watt/ artret' 

Office), 	. 	(Office of the Minister for the Arts), 

Atu,...1-(Office of the Minister for Overseas Development, 

/Fe 	4;(Lord Advocate's Office) and to Sir Robin Butler. 

[ACSA] 
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cc: Sir Peter Middleton 
Mr Anson 
Sir Terence Burns 
Mr Odling-Smee 
Mr H Phillips 
Mr Turnbull 
Mr Robson 
Mr Gieve 
Mr MacAuslan 
Mr Pickford 
Miss Simpson 
Mr Call 
Mr Tyrie 

AUTUMN STATEMENT PRESENTATION: DEFENCE 

The Chief Secretary believes that the 3 year settlement on defence 

is a very important positive point to make in the presentation. 

It provides MOD with resources to meet defence commitments and 

enables them to plan within a firm framework. 	He hopes that we 

can agree with the MOD to mention this in the oral statement but 

suggests that we put this to them after the Prime Minister has 

approved the settlement. 

MISSC EVANS 

Private Secretary 
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FROM: M G RICHARDSOle 
DATE: 24 October 1988 

1988-89 OUTTURN: PRESENTATION IN TAV- AUTUMN STATE 

(-4't 
This minute seeks your agreement to proposals for the 

of 1988-89 outturn in the Autumn Statement. 

Ir 
presentati 

2. We recommend that the Autumn Statement should show 

estimated outturn of  £153.6 billion,  an underspend of £3.3 billiali\or 

• 

 

Atv on 1988 PEWP plans. 

 

3. 	£153.6 billion is the same estimate as was reported in  the 

GEP October Reserve assessment (my minute of 18 October). However 

within the constant total there have been a few offsetting changes 

in individual departments' figures: 

a. 	a £135 million decrease on Social Security to 

DSS's latest view of outturn. 

million decrease on the British Rail EFL,  

industry's latest view in the light of high 

property sales, passenger revenues and ER 

c. 	a £155 million increase on 

remove the assumed Giro bank sale 

b. 	a £130 

reflecting the 

than forecast 

grants. 

Nrt 
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• 	d. 	a £90 million increase in the Electricity (England and 
Wales) EFL to reflect the net effect on 1988-89 of funding 

pension liabilities arising from privatisation. 

A breakdown by department of what the Autumn Statement will 

show and how this differs from our latest assessment and from PEWP 

plans is at annex. The latest Treasury view is some £320 million 

higher than a simple aggregate of departmental estimates. 	We 

would therefore intend to show a positive Adjustment for longf all 

- probably of a rounded £300 million. Apart from some minor 

differences that largely offset each other, this is almost 

entirely attributable to provision for the reconstruction of 

Shorts' balance sheet, which for reasons of commercial 

confidentiality and sensitivity vis a vis the Commission, cannot 

be shown against the Northern Ireland line. The order of 

Adjustment proposal might not be significant enough to attract 

attention, but if it did, we would say that if reflected some 

differences in judgement. If we were further pressed, ST accept 

that we would have to say that part of the Adjustment reflected a 

potential payment which was commercially sensitive at this stage. 

To omit the Shorts provision altogether however would mean 

publishing an underspend of well over £31/2  billion 	higher than 

the original 1988-89 Reserve. 

At this stage we can not be sure what a £153.6 planning total 

outturn would imply for the 1988-89 GGE/GDP ratio. 	If GDP were 

estimated at £471 billion this year (see Mr Owen's submission 

today on the Industry Act Forecast), then GGE excluding 

privatisation proceeds would have to be more than £1 billion 

higher for the number to round up to 40 per cent (assuming 

movements in quarters of percentage points), and we should need to 

watch carefully to prevent a fall below 393/4  per cent. But we see 

little scope for amending the planning total outturn in order to 

deliver a preferred GGE/GDP ratio without an awkwardly large 

Adjustment that would be likely to raise more questions than we 

could answer. 

An estimated outturn of £153.6 billion and a underspend of 

£3.3 billion will inevitably attract some criticism, but we think 
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410 this should be manageable. Just over half the net underspend is 

accounted for by higher than expected receipts (privatisation 

 

proceeds, local authorities, and new towns); some of the 

remaining underspending will be eligible for carryforward under 

the EYF scheme. It is mainly on these grounds that we would 

maintain that the underspend did not warrant any relaxation of 

spending constraints. Any accusation that the Government had been 

covertly planning to underspend (for the second successive year) 

could be met by pointing to the unpredictable nature of the 

additional receipts, of the underspending on demand led programmes 

(Social Security and IBAP) and to the better than expected 

performance of Nationalised Industries. 

7. 	In short we see very little room for manoeuvre in the 

presentation of 1988-89 outturn in the Autumn Statement - mainly 

because of the impracticability of adding to the Adjustment line. 

We think any adverse criticism of a £314 billion or so underspend 

could be coped with. Indeed the size of the underspend could well 

be exploited to good effect - for example in demonstrating that 

public expenditure is under firm control. I should therefore be 

grateful for your agreement that the estimated planning total 

outturn for 1988-89 be shown in the Autumn Statement as 

£153.6 billion 

•••••• 

evAtA4.44. 

M G RICHARDSON 
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1988-89 	 PEW? Oct 

PEPT 

Latest HKT 

view 
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AUTUMN 

STATEMENT 

AUTUMN S. 

-HKT view 

f million 

AUTUMN S. 

- PEW? 

Ministry of Defence 19,220 19,280 19,280 19,300 20 80 

Foreign and Commonwealth-Dip Wing 720 750 750 750 10 30 

Foreign and Commonwealth-ODA 1,430 1,470 1,470 1,490 20 60 

European Communities 800 950 950 950 0 150 

Ministry of Agriculture Fisheries and Food 2,210 1,860 1,860 1,860 0 -350 

Department of Trade and Industry 1,250 1,540 1,690 1,710 10 460 

Export Credits Guarantee Department 130 70 90 90 0 -40 

Department of Energy 120 200 290 220 -70 100 

Department of Employment 4,240 4,130 4,130 4,130 -10 -120 

Department of Transport 5,150 4,940 4,810 4,810 0 -330 

Department of Environment - Housing 3,020 2,060 2,060 2,050 -10 -970 

Department of Environment - Other 

environmental services 3,860 4,370 4,370 4,390 20 530 

Hole Office 6,050 6,280 6,280 6,280 0 230 

Legal Departments 970 950 960 960 0 -20 

Department of Education and Science 17,970 18,470 18,470 18,440 -30 470 

Office of Arts and Libraries 910 970 970 980 10 70 

Department of Health 20,680 21,720 21,730 21,740 10 1,060 

Department of Social security 48,460 47,700 47,600 47,600 0 -900 

Scotland 8,510 8,670 8,670 8,720 50 210 

Wales 3,453 3,590 3,590 3,600 10 150 

Northern Ireland 5,140 5,520 5,520 5,170 -360 20 

Chancellor of 	the Exchequer's Departments 3,800 3,670 3,670 3,670 0 -130 

Other Departments 260 360 360 360 0 100 

Total Departments 158,370 159,600 159,600 159,200 -320 900 

Privatisation proceeds -5,000 -6,000 -6,000 -6,000 0 -1,000 

Reserve 3,500 0 0 0 0 -3,500 

Adjustments(longfall on Dept 	est) 0 0 320 320 320 

PLANNING TOTAL 156,870 153,600 153,600 153,600 0 -3,300 
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From the Private Secretary 

I WES 
TO 

AUTUMN STATEMENT 

Thank you for your letter of today's date. I should be 
grateful if you and copy recipients would ensure this letter  
is shown only to those with a need to know. 

The Prime Minister is content for the outcome of the 
Survey to be considered by Cabinet on 1 November and, subject 
to the necessary decisions having been taken, for the 
Chancellor to make plans to deliver his Oral Statement on the 
same afternoon. She agrees that departments should put in 
hand arrangements positively to present the main features and 
outputs of their programmes on the same day. The Prime 
Minister also agrees that, for the time being, no public 
statement of the likely date of the Statement should be made. 

I am copying this letter to the Private Secretaries to 
all Cabinet Ministers, Michael Saunders (Law Officers' 
Department), Eleanor Goodison (Office of the Minister for the 
Arts), Myles Wickstead (Office of the Minister for Overseas 
Development), Alan Maxwell (Lord Advocate's Office), 
Trevor Woolley (Cabinet Office) and Murdo Maclean (Chief Whip's 
Office). 

cc-,' 
PAUL GRAY 

Alex Allan, Esq., 
H.M. Treasury. 
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CC: 

00449 

Sir Peter Middleton 
Mr Anson 
Sir Terence Burns 
Mr Odling-Smee 
Mr Monck 
Mr H Phillips 
Mr Luce 
Mr Sedgwick 
Mr Turnbull 
Mr Gieve 
Mr MacAuslan 
Mr Pickford 
Miss Simpson 
Mr Call 
Mr Tyrie 

cst.ps/10ce24.10 
SECRET AND PERSONAL 

PS/CHANCELLOR 

(1A 
FROM: MISS\C EVANS 
DATE: 24 October 19 

The Chief Secretary has the following comments on Mr Odling-Smee's 

draft of 21 October. In general he thinks the statement should 

bring out strongly two key points: 

that the improved performance of the economy has 

released substantial resources for priority programmes 

and enabled greater prioritisation than ever before; 

to emphasise the increase in total capital investment 

and bring out where this is to be spent i.e. on water 

prisons, roads etc. A suggested paragraph is attached 

at Annex. 

His drafting amendments and suggestions are as follows: 

Para 9, 2nd sentence 

As phrased this invites Parliamentary uproar at the end of the 

first sentence and the beginning of the second. 	The Chief 

Secretary would turn it round thus. 'The very high levels of tax 

receipts ... show how ill-informed is the comment that the tax 

reductions announced in the Budget were too great.' 
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Para 12, first sentence  

'Objective' to read 'objectives'. 

Last sentence: after 'secure' insert 'both of'. 

Paia 13,  

First sentence to read: 'The planning total for 1989-90 will be 

unchanged at E[167 billion]. 

Para 15 second sentence  

Before '114 per cent', insert: 'only'. 

Para 16  

Redraft first sentence and add new second and third sentences as 

follows: 

'Despite holding total spending for next year within the 

previously announced totals, these new plans enable us to provide 

substantial additional resources to implement the Government's 

most important priorities. The improved performance of the 

economy has opened up the possibility of a substantial shift in 

resources to meet—our 	'cy objectives. Overall, this represents 

a greater prioritisati 	within public expenditure than ever 

before.' 

Para 17 last sentence 

After 'represent' insert 'by far'. 
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Para 22  

The Chief Secretary wonders whether we need this paragraph given 

that the Autumn Statement comes after Mr Moore's uprating 

statement. In particular he wonders whether there is any need to 

mention Child Benefit. He would either delete the paragraph or 

simply say: 

As My Right Honourable Friend the Secretary of State for Social 

Services said last week)  large increases are expected in spending 

on benefits, particularly for the disabled, and special assistance 

for poorer families is again being singificantly improved. 	These 

increases are partly offset by the fall in unemployment, 1e4aving 

the social security programme brcOly unchanged in 1989-90 but 

around [E1.2 billion] higher than planned in 1990-91. 

Para 25  

Redraft first sentence as follows: 

'These plans mean that the Government has been able both to 

strengthen its priority programmes and hold overall spending to 

baseline in the first year. 	This achievement illustrates the 

success of our policies. The large reduction in unemployment has 

enabled saving5to be realised on 	 

Last sentence)  repIrse as follows: 'All this has made room for 

additional spending on other priority programmes.' 

Para 26  

The Chief Secretary suggests deleting all but the first two 

sentences of this paragraph. 	He suggests that this material 

could go in a press release to accompany the printed Autumn 

Statement document. 
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Para 34, 2nd sentence 

Delete ' has been Artifically increased by', insert 'is largely 

due to' 

Para 36  

The Chief Secretary suggests deleting the last sentence and 

redrafting the first as follows: 

'Current circumstances make it even more difficult than usual to 

foresee how the economy will develop next year. 

Para 38 first sentence 

After beneficial insert 'and long term.' 

Para 40 second sentence 

Redraft as follows: 'My forecast is for a declining deficit but 

one that may remain as high as £12 billion in 1989'. 

Para 41  

Delete 'slower', insert 'more sustainable.' 

Para 42 last sentence  

Delete 'keep them', insert 'ensure they remain'. 

CaA4is 

MISS C EVANS 

Private Secretary 

• 



4 4 	
I cst.psi11ce24.10 

• 
ANNEX 

New paragraph on capital  

The new plans contain an increase of [E ] in capital spending. 

This includes extra investment especially on hospitals, housing, 

prisons and roads. And the nationalised industries' improved 

performance has also made possible firv higher investment on key 
projects such as anti pollution measures by the water authorities. 

We have also provided fully for all necessary investment on 

safety measures by London Transport following the inquiry into the 

King's Cross fire. 
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crnvvrAnn 

MISS WALLACE 

COPY NO i OF C 

FROM: C F WOOLF 
DATE: 24 October 1988 

cc 	Mr Turnbull 
Mrs Butler 
Mr MacAuslan 

1988 AUTUMN STATEMENT: BACKGROUND BRIEFING 

Miss Walker (GEP1) has asked me to let you have a table 
showing the planning total (in real terms), general 
government expenditure (GGE) excluding privatisation proceeds 
(in real terms) and GGE excluding privatisation proceeds as a 
percentage of GDP for the years since 1963-64. These figures 
are highlighted in the attached table. They give the current 
position and may be subject to some revisions, particularly 
in the case of GDP and GDP deflator figures, before they are 
finalised for the Autumn Statement. The GDP figures on which 
the percentages for 1988-89 to 1991-92 are based are those 
given in Mr MacAuslan's submission of 21 October and should 
not yet be quoted. 

C F WOOLF 
GEP3 
x 5639 
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From: A A B WILSON 
Dat; 24 nclober 1928 

cc: PS/Chief Secretary 
PS/Financial Secretary 
Sir P Middleton 
Mr Byatt 
Mr Odling-Smee 

4,.Mr Riley 
Miss Simpson 
Mr Ko - IR 
Mr Morris - C&E 

I attach a draft of Chapter 4, entitled Tax Revenue Ready Reckoner. 
This is very similar to last year's version with the datcs and 
figures changed, although the introduction of independent taxation 
of husband and wife and the linking of capital gains tax to income 
tax rates has led to a few changes where appropriate. The figures 
are provisional at this stage, but they should give a reasonably 
close estimate of the revenue effects of the various illustrative 
changes. 

A minor change in the methodology used to calculate the direct 
effects of tax changes has been made since last year following the 
meetings of ROCCIT'which was set up to consider how these should be 
calculated. (Mr Odling-Smee's submission to you of 5 October 1988 
refers.) It is intended that the Annex to Chapter 4 of the FSBR 
will contain the main explanation of the methodology, but a brief 
explanation of the change is made in paragraph 4.04 of the draft. 

With your approval, we plan to send Chapter 4 to the printers 
on Tuesday 25 October. 

A\,t, 

Alan Wilson 

lesz-t N̂e4̂ 1  

AP 
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4 	 TAX REVENUE READY RECKONER 

4.01 	The tables below show the effects of various illustrative tax 
changes on tax receipts in 1989-90 and 1990-91. Where appropriate, they 
allow for the introduction in 1990-91 of independent taxation of husband and 
wife. 

4.02 	The effects of tax changes depend on economic variables,such as 
prices, earnings and consumers' expenditure. 	The estimates shown are 
consistent with the economic forecast given in Chapter 2. 

4.03 	An illustrative rate of inflation of 6k per cent has been used to 
show the effects of indexation and revalorisation in 1989-90. 	This is in 
line with the annual rate of increase in the RPI forecast for the fourth 
quarter of 1988. 

4.04 	The tables show estimates of the direct effects of tax changes. 
In practice, tax changes will themselves affect economic variables, which in 
turn will have further effects on tax yields and on the PSBR. The estim ted___ 
direct effects are not, therefore, the same as the effects on the PSBR. The 

irect gffects is e 	in tlietmmMx 
Bud 	 . 

uties 

Indexation of allowances, thresholds and bands for 1989-90 

4.05 	Tables 4.1 to 4.3 show tax allowances, thresholds, and bands for 
1989-90 after 63/4  per cent indexation. For income tax, rounding follows the 
rules laid down in the 1980 Finance Act; for inheritance tax and capital 
gains tax those laid down in the 1982 Finance Act. Estimates of the revenue 
effects of these changes are shown in Table 4.4. 

Table 4.1 Income tax 
1988-89 	 1989-90 

Allowances: 
Single and wife's earned income allowance 	2605 	 2775 
Married allowance 	 4095 	 4355 
Additional personal and widow's bereavement 
allowance 	 1490 	 1580 

Single age allowance (age 65-79) 	 3180 	 3380 
Married age allowance (age 65-79) 	 5035 	 5355 
Single age allowance (age 80 and over) 	 3310 	 3520 
Married age allowance (age 80 and over) 	 5205 	 5535 
Aged income limit 	 10600 	 11300 

• 

prec 	 • 
of the Fin::"': 
t e di 	eff 

that 
Orestimat 
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changes in 	ustoms an•I xc'-te taxe 
4k-consume expendit at arket ices 

assume iat total consumers' expenditure at factor 
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Income tax rates 

Per cent 

25 
40  

Bands of taxable income 

1988-89 	 1989-90 

	

0-19300 	 0-20600 

	

over 19300 	 over 20600 

• 

Table 4.2 Inheritance tax 

Rate on death 	 Bands of chargeable value 
£000 

Per cent 	 1988-89 	 1989-90 

Nil 	 0-110 	 0-117 
40 	 over 110 	 over 117 

Table 4.3 Capital gains tax 

1988-89 
	

1989-90 

Annual exempt amount: 
Individuals 	 5000 	 5400 
Trusts 	 2500 	 2700 

Table 4.4 Costs of indexation for 1989-90 

£ million 
1989-90 1990-91 

Indexation of income tax 
allowinces and basic rate 
limit 1370 1505 

Of which: 
Increases in main personal 
allowances 1200 1270 

Increpe in the basic rate 
limit 170 235 

Indexation of inheritance tax 
threshold 35 100 

Indexation of capital gains 
exempt amounts 10 

1 Cost includes the consequential effects on capital gains tax. 

2 Additional cost after previous change has been introduced. 

CONFIDENTIAL 
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Direct revenue effects of illustrative changes in income tax and corporation 
tax 

4.06 	Table 4.5 shows estimates of the direct revenue effects of 
illustrative changes in income tax and corporation tax. For income tax 
allowances and the basic rate limit these are changes from an indexed base. 

4.07 	The effects of the illustrative changes can be scaled up or down 
over a reasonably wide range. 	However, the extra cost of increasing 
allowances and, in particular, the basic rate limit tends to fall as the 
allowances or limit rises. For this reason, effects are given for different 
percentage changes. 

4.08 	The total cost of a group of income tax allowances changes can be 
broadly assessed by adding together the revenue effects of each change. 
However, if allowances are increased substantially and combined with a 
reduction in the basic or higher rate, the effects of the rate reductions 
will be reduced. In such cases, the cost or yield obtained by adding 
components from the ready reckoner should be considered only as a general 
guide. 

• 
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Table 4.5 direct effects of illustrative changes in income tax and 
corporation tax'  

Income tax 

£ million 
1989-90 

cost/yield 
1990-91 

cost/yield 

Change 

Change Change married alpwance by £100 

married age allowance by £100 
single age allowance4by £100 

Change aged income limit 
Change all gain personal 
1 per cent 

all map Change 
10 per cent: 
increase (cost) 
decrease (yield) 

Basic rate limit 
Change basic rate 
Change basic rate 
increase (cost) 
decrease Ayield) 
Allowances and basic rate limit 
Change all main personal allowances 5  
and basic rate limit by 1 per cent: 

Change all main personal allowancss and 
basic rate limit by 10 per cent: 
increase (cost) 
decrease (yielg) 
Corporation tax 
Change full rate by 1 percentage 
Change small companps' rate by 
1 percentage point 

1 	
The estimated revenue effects of changes in the basic rate of 

income tax and in the main personal allowances of 10 per cent are rounded to 
the nearest £25m; other effects over £50m are rounded to the nearest £5m; 
effects of less than £50m are rounded to the nearest Elm. The figures for 
income tax changes include consequential effects on the yield of capital 

pins tax. Including the effects of the change on receipts of advance 
sorporation tax and on consequent liability to mainstream corporation tax. 

Estimated effects in 1990-91 assume equivalent changes in the 
corresponding allowances under Independent Taxation. 	(For details see 
age 39 of the FSBR 1988-89). 

Including higher age allowance for those aged 80 or over. 
5 	Percentage changes are calculated with reference to 1988-89 

Assessment to corporation tax normally relates to the preceding 
year. 	These estimates are, therefore, the changes to revenue that would 
9ccur if the changed rates were applied to incomes from 1 April 1988. 

These figures ignore any possible associated changes in the 
imputation system. 

• 

Rates 
Change basic rate by lp

2 
1400 

Change higher rate V lp 	 100 
Personal allowances 
Change single and wife's earned income 
allowance by £100 	 275 

225 

personal 

limit by 1 per cent
5 
, 	23 

limit by 10 per cent:' 
215 
270 

by £200 
allowances 

allowances 

point 	420 

30 

by 

by 

205 

2000 
2150 

22 
18 
3 

180 

1800 
1875 

1725 
205 

325 
285 
32 
19 
3 

235 

2325 
2400 

36 

340 
420 

270 

2650 
2825 

650 

50 
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Indirect Taxes 

4.09 	Table 4.6 shows estimates of the effects of changes in excise 
duties. The first part shows the extra revenue from the individual duties 
if they were to be increased by 63/4  per cent, together with the price 
increase that would result (after allowing for consequential VAT). 	The 
second part shows the revenue yield from changing current levels of duty so 
that (after VAT) the price of a typical item is changed by the amount shown. 

4.10 	Table 4.7 shows the revenue effects of a 1 percentage point change 
in the rate of VAT. 

4.11 	Within limits the illustrative changes for specific duties can be 
scaled up or down to give a reasonable guide to the revenue effects. 
However, with large changes the margins of uncertainty surrounding the 
effects on sales and hence on revenue become progressively larger, and 
scaled estimates will be less reliable. 

• 
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1989-90 

Current 

Level of 

duty on 	Price 	 Price 	 ActuaL 

typical 	change 	 fm yield in3 	 change 	percentage 	fm cost/yield3 

1990-91 1989-90 	1990-91 

135 1p 4.5 90 100 

50 5p 6.1 45 50 

65 10p 1.8 20 20 

235 1p 1.0 35 40 

435 1p 0.9 55 70 

100 1p 1.1 15 20 

155 fl 00 1.0 25 25 

(including the minor duties not shown above) would 

inc VAT2 	change 

1 
An 'across the board revalorisation by 6% per cent 

ield about L1130m in 1989-90 and £1245m in 1990-91 and the impact on the RPI would be to raise it by 0.4 per cent. 

VAT is payable in addition to the duty except in the case of VED 
3 

Assuming implementation on 1 April 1989 
4 

Revenue effects include all wines 
5 

The duty on cigarettes has ad vaolorem and specific elements; the percentage change relates onLy to the 

specific element, but the price change includes the subsequent increase in ad valorem duty and VAT. 

items inc VAT2 

19.4p 1.4p 125 

71.7p 5.2p 45 

£4.73 34.0p 60 

96.7p 6.0p 215 

92.9p 6.7p 400 

78.6p 5.6p 90 

£100.00 £6.25 145 

Beer (pint) 

Wine (70cL bottke 

of table wine) 

Spirits (bottle) 

Cigarettes
5
()1e2,0 

kingsize) 

Petrol (gallon) 

Dery (gallon) 

VED (cars and 

Light vans) 

tax revenue 

CONFIDENTIAL 

or 
Table 4.6 	Revenue effects of indirect tax changes 

61a Revalorisationl 	 Changes from present Levels of duty 

TabLe 4.7 VAT 

Lu cost/yield in 

1989-90 	 1990-91 

1% change in rate of VAT
1 
	 1300 	 1830 

1 Assuming implementation of 1 April 1989 
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4 Tax revenue ready reckoner 

4.01  The tables below show the effects of various illustrative tax changes on 
tax receipts in 1988-89 and 1989-90. 

4.02  The effects of tax changes depend on economic variables, such as 
prices, earnings and consumer expenditure. The estimates shown are 
consistent with the economic forecast given in Chapter 1. 

4.03 An illustrative rate of inflation of 4 per cent has been used to show the 
effects of indexation and revalorisation in 1988-89. This is in line with the 
annual rate of increase in the RPI forecast for the fourth quarter of 1987. 

4.04  The tables show estimates of the direct effects of tax changes. In 
practice, tax changes will themselves affect economic variables, which in 
turn will have further effects on tax yields and on the PSBR. The estimated 
direct effects are not, therefore, the same as the effects on the PSBR. The 
approach used here is explained in the Annex to Chapter 4 of the Financial 
Statement and Budget Report published in March 1987. 

Indexation of allowances, 4.05 Tables 4.1 to 4.3 show tax allowances, thresholds, and bands for 
thresholds and bands for 1988-89 after 4 per cent indexation. For income tax, rounding follows the 

1988-89  rules laid down in the 1980 Finance Act; for inheritance tax and capital gains 
tax those laid down in the 1982 Finance Act. Estimates of the revenue effects 
of these changes are shown in Table 4.4. 
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Table 4.1 	Income tax 

1987-88 1988-89 

Allowances: 
Single and wife's earned income allowance 2 425 2 525 
Married allowance 3 795 3 955 
Additional personal and widow's bereavement 
allowance 1 370 1 430 
Single age allowance (age 65-79) 2 960 3 080 
Married age allowance (age 65-79) 4 675 4 865 
Single age allowance (age 80 and over) 3 070 3 200 
Married age allowance (age 80 and over) 4 845 5 045 
Aged income limit 9 800 10 200 

Income tax rates 	 Bands of taxable income 

L 
Per cent 	 1987-88 1988-89 

27 (-l7900 0-18700 
40 17 901-20 400 18701-21 300 
45 20 401-25 400 21 301-26500 
50 25 401-33 300 26 501-34 800 
55 33 301-41 200 34 801-43 100 
60 Over 41 200 Over 43 100 

Table 4.2 Inheritance tax 

Rate on death 	 Bands of chargeable value 

k'000 

Per cent 	 1987-88 	 1988-89 

Nil 	 0-90 	 0-94 
30 90-140 94-146 
40 140-220 146-229 
50 220-330 229-344 
60 Over 330 Over 344 

Table 4.3 Capital gains tax 

1987-88 1988-89 

Annual exempt amount: 
Individuals 6 600 6 900 
Trusts 3 300 3 450 



4 Tax revenue ready reckoner • 
Table 4.4 	Costs of indexation for 1988-89 

k million 
1988-89 1989-90 

Indexation of income tax allowances and 
thresholds 940 1 420 
Of which: 

Increases in main personal allowances 770 1 120 
Increase in the basic rate limit* 110 170 
Increases in further higher rate thresholds* 60 130 

Indexation of inheritance tax thresholds 
and bands 25 60 
Indexation of capital gains exempt amounts 10 
* Additional costs after previous changes have been introduced. 

Direct revenue effects of 
illustrative changes 
in income tax and 

corporation tax 

4.06 Table 4.5 shows estimates of the direct revenue effects of illustrative 
changes in income tax and corporation tax. For income tax allowances and 
thresholds, these are changes from an indexed base. 

4.07 The effects of the illustrative changes can be scaled up or down over a 
reasonably wide range. However, the extra cost of increasing allowances 
and, in particular, higher rate thresholds tends to fall as the allowances or 
thresholds rise. For this reason, effects are given for different percentage 
changes. 

4.08 The total cost of a group of income tax allowances changes can be 
broadly assessed by adding together the revenue effects of each change. 
However, if allowances are increased substantially and combined with a 
reduction in basic or higher rates, the effects of the rate reductions will bc 
reduced. In such cases, the cost or yield obtained by adding components 
from the ready reckoner should be considered only as a general guide. 



4 Tax revenue ready reckoner • 
Table 4.5 Direct effects of illustrative changes in income tax and corporation 

tax' 

million 

1988-89 
	

1989-90 
cost/yield 
	cost/yield 

 

Income tax 

  

 

Rates 

  

Change basic rate by 1p2  

 

1 250 	 1 600 
Change all higher rates by lp  

   

85 	 165 

     

Personal allowances3  

,Change single and wife's earned income allowance by £100 
	

295 	 380 
Change married allowance by £100 

	
240 	 310 

Change single age allowance by £100 
Change married age allowance by £100 

 

23 	 30 
22 	 26 

 

Change aged income limit by £200 
	

4 	 5 

Change all main personal allowances by 1 per cent 
	 180 	 235 

Change all main personal allowances by 10 per cent: 

increase (cost) 
	

1 775 	 2 325 

decrease (yield) 
	

1 825 	 2 400 

Higher rate thresholds3  

Change all higher rate thresholds by 1 per cent: 
increase (cost) 
	

31 	 55 
decrease (yield) 32 	 6 0 

Change all higher rate thresholds by 10 per cent: 

 

increase (cost) 
	

280 	 520 

decrease (yield) 
	

365 	 650 

Allowances and thresholds3  

Change all main personal allowances and higher rate thresholds by 1 per cent 
	

215 	 295 

Change all main personal allowances and higher rate- thresholds by 10 per cent: 

Increase (cost) - 	 2 050 	 2 825 

decrease (yield) 
	

2 250 	 3 075 

Corporation taxs 
Change full rate by 1 percentage point 

	
360 	 560 

Change small companies' rate by 1 percentage point6 
	

25 	 45 

The estimated revenue effects of changes in the basic rate of income tax 
and in the main personal allowances of 10 per cent are rounded to the 
nearest £25m; other effects over 50m are rounded to the nearest £5m; 
effects of less than £50m are rounded to the nearest ‘1m. 
2  Including the effects of the change on receipts of advance corporation 
lax and on consequent liability to mainstream corporation tax. 

3  Percentage changes are calculated with reference to 1987-88 levels. 
Including higher age allowance for those aged 80 or over. 

5  Assessment to corporation tax normally relates to the preceding year. 
These estimates are, therefore, the changes to revenue that would occur if 
the changed rates were applied to incomes from 1 April 1987. 
6  These figures ignore any possible associated changes in the imputation 
system. 

43 



4 Tax revenue ready reckoner 

Indirect taxes 4.09 Table 4.6 shows estimates of the effects of changes in excise duties. The 
first part shows the extra revenue from the individual duties if they were to 
be increased by exactly 4 per cent, together with the price increase that 
would result (after allowing for consequential VAT). The second part shows 
the revenue yield from changing current levels of duty so that (after VAT) 
the price of a typical item is changed by the amount shown. 

4.10 Table 4.7 shows the revenue effects of a 1 percentage point change in 
the rate of VAT. 

4.11 Within limits the illustrative changes for specific duties can be scaled up 
or down to give a reasonable guide to the revenue effects. However, with 
large changes the margins of uncertainty surrounding the effects on sales and 
hence on revenue become progressively larger, and scaled estimates will be 
less reliable. 

Table 4.6 Revenue effects of indirect tax changes 

Current level 
of duty on 
typical items 

4% Ft.evalorisationl Changes from present levels of duty 

Price 
change 
inc. VAT2  

km yield in3  Price 
change 
inc. VAT2  

Actual 
percentage 
change in duty 

km cost/yield in3  

1988-89 1989-90 1988-89 1989-90 
Beer (pint) 18.6p 0.9p 65 70 I p 4.7 75 85 
Wine (70 cl bottle of 
table wine)4  68.6p 3-2p 20 20 5p 6.3 30 35 
Spirits (bottle) £4.73 21-8p 25 30 10p 1.8 15 15 
Cigarettes (20 kingsize)5  93.4p 3.7p 95 110 1 p 11 25 30 
Petrol (gallon) 88.1p 4.1p 210 240 lp 1.0 55 60 
Dery (gallon)6  74.5p 3-4p 50 55 lp 1.2 15 15 
VED (cars and light vans) Z100.00 k4.00 85 90 £1.00 1.0 20 25 

I An 'across the board' revalorisation by 4 per cent (including the minor 
duties not shown above) would yield about £590m in 1988-89 and 
£655m in 1989-90, and the impact on the RP1 would be to raise it by 
0-3 per cent. 
2  VAT is payable in addition to the duty except in the case of VED. 

3  Assuming implementation on 1 April 1988. 
Revenue effects include all wines. 

5  The duty on cigarettes has ad valorem and specific elements; the 
percentage change relates only to the specific element, but the price 
change includes the subsequent increase in ad valorem duty and VAT. 

Revenue effects allow lot offsetting increase in bus fuel grants. 

Table 4.7 VAT 

km cost/yield in 

1988-89 	1989-90 

I% change in rate of VAT1 
	

940 	 1 310 

Assuming implementation on 1 April 1988. 

Printed by Her Majesty's Stationery Office 
iramS 1).4 oatim 	eso 
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2. CHANCELLOR 

NATIONAL INSURANCE CONTRIBUTIONS: CHAPTER 3 OF AUTUMN STATEMENT 

I attach a draft of Chapter 3 of the Autumn Statement, dealing 

with National Insurance Contributions. 	This is on the lines 

foreshadowed in Mr McIntyre's submission of 20 October. It is 

little changed from last year's chapter, except for the proposal 

to abolish the Treasury Supplement. 

The reduced earnings brackets can be finalised when you 

have reached a view on the proposals in Mr Moore's letter of 

22 October. Mr McIntyre is submitting separately today on 

this. Mr Moore has put forward one of the two compromise op-

tions which you have indicated you would be prepared to 

consider ( Miss Wallace's minute of 21 October). 	The at- 

tached draft assumes you are broadly content but leaves open 

the question of whether the step at £105 should go up by £5 

or £10 (Mr Moore proposes £10). 

The figures in table 3.1 are being recalculated by the 

Government Actuary in the light of the revised assumptions 

which he was given at the end of last week. The figures can 

be added in later. I attach a copy of last year's chapter.As 

you will see, the figures to be supplied show income from 

contributions but not outgo on benefits, so no conclusions 

can be drawn from them on the likely Si7P of tho National 
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• 	Insurance Fund (NIF) surplus. This will emerge when the GAD 
report is published. DSS Ministers have not yet dccided when 

that should be. This year it was not till February but it 

would normally be earlier, possibly even before thP Christmas 

break. 

1. 	I would be grateful to know if you are content with the 

draft. I will submit a version including all the missing figures 

as soon as they are available. In the meantime the text needs to 

go to the printers by close on Tuesday 25 October. 

‘k_t: 

J C J RAMSDEN 
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3. NATIONAL INSURANCE CONTRIBUTIONS 
• -r)°14-c.A...6,,A^gt,Nres 

3.01 The Secretary of State for Social Security has conducted his 

annual review of national insurance contributions, as re4quirpd by 

the provisions of the Social Security Act 1975. Full details were 

set out in a statement by the Secretary of State on [-] November 

1988. The main proposals are as follows: 

The Class 1 insurance rates for employees and employers 

should remain unchanged for 1989-90. 

The lower earnings limit should be increased from 

April 1989 from the present level of £41 a week to £43 a week 

in line with the single person's rate of retirement pension. 

The upper earnings limit should be increased from £305 a 

week to £325 a week. 

The earnings limit for the reduced rate brackets should 

also be increased from £70, £105 and £155 a week to £75, 

[£115], and £165 a week. 

Abolition of the Treasury Supplement, subject to 

exivan k  Alrt ma entary approval of the necessary legislative changes 

The  Supplement is currently equivalent to 5 per cent o 
contributions. 

This would give the following structure of national insurance 

contributions: 

Weekly earnings 	 Percentage NIC rate on all earnings  
Employees 	EmployeLb  

Below £43 	 (No NICs payable) 
£43 to £74.99 	 5 	 5 
£75 to [£114.99] 	 7 	 7 
[£115] to £164.99 	 9 	 9 
£165 to £325 	 9 	 10.45 
Above £325 	 9 on £325 	 10.45 
3.02 The necessary orders will be laid shortly with a report by 

the Government Actuary on the likely effect of the changes on the 

National Insurance Fund. In accordance with normal practice, the 
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Government Actuary has been provided with working assumptions for 

use in preparing his report. These assumptions, which are not 

forecasts or predictions, will be summarised in his report and 

include the following: 

the number of unemployed (GB, excluding school leavers 

etc) averages 2.1 million in 1988-89 and 1.9 million in 1989-

90. 

the increase in average earnings is expected to decline 

from about 8.8 per cent between financial years 1987-88 and 

1988-89 to about 7.5 per cent between financial years 1988-

89 and 1989-90. Figures for settlements are of course lower 

than these earnings figures in both years. 

The report will also allow for an uprating of benefits in 

April 1989 on the basis of the 5.9 per cent increase in the RPI 

over the year ending in September 1980 as announced by the 

Secretary of State on 27 October 1988. 

3.03 The estimated effects of the proposed changes are shown in 

Table 3.1 

Table 3.1 Estimated total payments by employers and employees of 
national insurance contributions in 1988-89 and 1989-90.(1) 

Great Britain (million) 
Employers Employees Total 

National insurance contributions: 
1988-89 
1989-90 

Total change 

of which: 

Change in contributions from 
increased earnings, etc 

Change in contributions from 
increase in earnings limits 
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Figures are rounded to the nearest £10 million. Detailed 
figures for national insurance contributions will be included in 
the Government Actuary's report on the draft of the Social 
Security (Contributions, Re-rating) (No.2) Order 1988. 	As in 
previous years, figures in this table are on a receipts basis 
excluding self-employed and voluntary contributions. Figures 
include NHS Allocation contributions. Employers' contributions are 
net of deductions in respect of statutory sick pay and statutory 
Taternity pay. 

Including population and employment changes. 



3 National insurance contributions 

3.01 The Secretary of State for Social Services has conducted his annual 
review of national insurance contributions, as required by the provisions of 
the Social Security Act 1975. Full details were set out in a statement by the 
Secretary of State on 3 November 1987. -the main proposals are as follows: 

—the Class 1 insurance rates for employers and employees should remain 
unchanged for 1988-89. 

—the lower earnings limit should be increased from April 1988 from the 
present level of £39 a week to £41 a week in line with the single rate 
retirement pension. 

--the upper earnings limit should be increased from £295 a week to 
£305 a week. 

--the earnings limit for the reduced rate brackets should also be increased 
from £65, £100 and £150 a week to £70, £105 and £155 a week. 

—the Treasury supplement should be cut from 7 per cent of contributions 
to 5 per cent. 

This would give the following structure of national insurance contributions: 

Weekly earnings 	 Percentage NIC rate on all earnings 

Employees 	 Employers 

Below £41 	 (No NICs payable) 
£41 to L69-99 	 5 	 5 

£70 to £104.99 	 7 	 7 

£105 to L154.99 	 9 	 9 

£155 to £305 	 9 	 10-45 

Above £305 	 9 on £305 	 10-45 

3.02 The necessary orders will be laid shortly with a report by the 
Government Actuary on the likely effect of the changes on the National 
Insurance Fund. In accordance with normal practice, the Government 
Actuary has been provided with working assumptions for use in preparing 
his report. These assumptions, which are not forecasts or predictions, will be 
summarised in his report and include the following: 

—the number of unemployed (GB, excluding school leavers etc) averages 
2.7 million in 1987-88 and 2-6 million in 1988-89. 
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—the increase in average earnings is expected to decline from about 
71 per cent between tax years 1986-87 and 1987-88 to about 
61 per cent between tax years 1987-88 and 1988-89. Figures for 
settlements are of course lower than these earnings figures in both years. 

The report will also allow for an uprating of benefits in April 1988 on the 
basis of the 4.2 per cent increase in the RPI over the year ending in 
September 1987, as announced by the Secretary of State on 27 October 1987. 

3.03 The estimated effects of the proposed changes are shown in Table 3.1. 

Table 3.1 Estimated total payments by employers and employees of national 
insurance contributions in 1987-88 and 1988-891  

Great Britain (k million) 

Employers Employccs Total 

National insurance contributions: 

1987-88 
1988-89 

of which: 
Change in contributions from 
increased earnings, etc2  

Change in contributions from 
lower contractcd-out rebate3  

Change in contributions from 
increase in earnings limits 

13 510 12 540 26 050 
14 800 13 550 28 350 

+1290 +1010 +2300 

+ 1 180 + 860 +2040 

+ 220 +110 +330 

— 110 + 40 —70 

Total change 

'Figures are rounded to the nearest £10 million. Detailed figures for national insurance contributions will be 
included in the Government Actuary's report on the draft of the Social Security (Contributions, Re-rating) 
(No. 2) Order 1987. As in previous years, figures in this table are on a receipts basis excluding self-employed 
and voluntary contributions. Figures include NHS and Employment Protection Allocation contributions. 
Employers' contributions are net of deductions in respect of statutory sick pay and statutory maternity pay. 
2  Including population and employment changes. 

As announced by Secretary of State for Social Services on 16 March 1987. 

39 
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INDUSTRY ACT FORECAST: SUMMARY TABLES 

This note discusses the design of the two final tables in the 

Industry Act forecast (IAF). (The versions included in the 1987 

Autumn Statement are attached as Annex A.) 	It also considers 

which measure of GDP should be used, in the summary tables and 

throughout the text of the IAF, given our concern that the 

expenditure measure and, by implication, the average measure are 

currently understating growth. 

A decision to use a measure of GDP other than the 

conventional average measure has important implications for the 

presentation of the Autumn Statement (AS). 	In order to 

incorporate any necessary changes in the drafts of Chapters 1 and 

2 which are due to be sent to you tomorrow evening, we would like 

to have your reactions to the options discussed in this note by 

noon tomorrow, if that is possible. 

Main summary table 

A proposed alternative version of the main economic prospects 

summary table (Table 1.12 in last year's AS) is attached. It is 

based on some proposals made by Mr Odling-Smee just before the 

Budget, which you did not want pursued then because of lack of 

time. The main presentational improvements in this table compared 

with the previous published version are: 

for each variable the time periods run from left to 

right across the table. In the previous version the 

time periods ran across the page for some variables 

and down the page for others. 



CONFIDENTIAL 

the latest outturn year is included 

the time periods to which the forecasts relate are 

shown within the table above each set of figures. 

An alternative would be to put these in brackets 

after the variable definitions (eg Retail price 

index (Q4 on Q4)). 

The revised table also incorporates some changes in the 

information provided: 

the margins of error relating to forecasts for the 

current year are omitted (except for the PSBR - see 

below). In the 1987 AS - but not in previous Autumn 

Statements - margins of error for the current year 

were included for inflation, money GDP, and the 

current account only. These are unlikely to be of 

much interest, except perhaps the margin of error 

for the current account, which we could put in the 

text instead 

the PSDR is included for 1987-88 and 1988-89 only, 

along with the margin of error for 1988-89. 	The 

PSDR has never before been shown in the Autumn 

Statement summary table, although it is shown in the 

corresponding FSBR table and is the only important 

forecast variable which is not shown in the summary. 

In the past its inclusion has been ruled out because 

we did not wish to draw attention to the fact that 

we were not giving an explicit forecast for the next 

financial year. 

Preferred measure of GDP  

The final table in the IAF (Table 1.13 in last year's AS) 

shows the levels of GDP and the main expenditure components, 

annually and half yearly. At least since the eArly 1980s the 

measure of GDP shown in this table has been the average of the 

expenditure, output and income measures. 	In earlier years WP 
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published "compromise" estimates which were weighted averages of 

the three measures, reflecting the degree of confidence we had in 

the individual measures. 	However as far as we can tell from 

examining past publications, we did not reveal the precise 

weighting used to construct the compromise measure. 

In present circumstances we need to consider how to present 

our best view of the rate of economic growth. There are two main 

options: 

	

(i) 
	use the conventional average measure but make it 

clear in the text of the IAF and in the footnotes 

that we think the expenditure measure and, 

consequently, the average measure are currently 

understating growth. There is a precedent for this 

approach in last year's AS (footnote to table 1.13 - 
see Annex A), though, given the greater scale of the 

problem this year, we would need to give more 

prominence to our doubts about the official 

estimates of growth. 

	

(ii 
	

use a weighted average of the three measures. 

Sir T Burns has suggested giving weights of 1/2  to 

GDP(E), 1 to GDP(I) and 11/2  to GDP(0). This gives a 

reduced weighting to the expenditure measure and an 

increased weighting to the output measure, which the 

CSO admits publicly is the most reliable indicator 

of short term movements. 

Two versions of the final table are attached based on these 

	

options. 	The main difference is that, with the weighted measure 

of GDP, real growth is 1/2  per cent faster in both 1987 and 1988. 

The projected growth of 5 per cent in 1988 on this measure is 

probably closer to the likely outturn, after upward revisions to 

expenditure, than the 41/2  per cent growth in the conventional 

average measure. 

There are problems with either approach. 	If we base our 

growth estimate on the average measure we will have to qualify it 

by references to doubts about the statistics. On the other hand 
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• 	if we use a weighted measure it will be a break with the practice 
of the past few years. We would need to explain and justify the 

weighting system we use and we could be open to the charge of 

constructing data in an arbitrary way. The faster growth of real 

and money GDP which would result from choosing the weighted 

measure might also cause problems in the presentation of public 

expenditure plans. The ratio of general government expenditure to 

money GDP would fall more rapidly in 1988-89, which could be 

compared unfavourably with the relatively slow fall projected for 

later years. A GE submission on Wednesday will discuss this in 

more detail. 

Layout of the final table 

Both the attached versions of the final table are very 

similar in layout to previous published versions. The only change 

we propose is to include, in the bottom panel of the table, the 

changes in stockbuilding and the statistical adjustment as a 

percentage of GDP. 	This brings out very clearly the large 

contribution of the statistical adjustment - thP difference 

between the preferred measure of GDP and the expenditure measure - 
to growth this year. 

Summary 

It is possible that we will need to revise some of the 

numbers later in the week. However it would be helpful at this 

stage to have your reactions on the following points: 

are you content with the proposed main summary table? 	In 

particular - is there any objection to dropping the margins of 

error for 1988? Would you prefer to follow previous practice and 

omit the PSDR? 
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tables/tb12-prosp 

Economic Prospects: summary 

Percent changes on a year earlier unless otherwise stated 

Average error 
Forecast 	from past, 

1987 	1988 	1989 	forecasts  

GDP and domestic demand at 
constant prices 

Domestic demand 
of which: 

41/2  6 3 

Consumers' expenditure 5 6 31/2  
General government consumption 1 1/2  - 1 
Fixed investment 51/2  12 51/2  
Change in stockbuilding 
(as a percentage of GDP) 

0 0 0 

Exports of goods and services 51/2  11/2  5 
Imports of goods and services 71/2  111/2  41/2  

Gross domestic product 4 41/2  3 

Manufacturing output 6 61/2  31/2  

Balance of payments current 	- 21/2 	-13 41/4  

account (f billion) 	 H-L-) 

Inflation 	 1987d4 19884W 1989d0P 

13/4  

13/4  
market prices 

Money GDP at market prices 10 11 8 
£ billion 424 471 510 

PSDR (£ billion) 	 31/2  
as a percent of GDP 

1 The errors relate to the average differences n either side of the 
central figure) between Autumn Industry Act f ecasts and outturn 
over the last ten years and apply to the fore asts for 1989, except 
for the PSDR where they apply to the forecast for 1988-89. 

Retail price index 'gq 0, 619 4 64 5 

1987-88 1988-89 1989-90 

GDP deflator at 54 64 5 

3 
24 
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Option (i)  (using average 'ensure of GDP) 

TABLE : GROSS DOMESTIC PRODUCT AND ITS COMPOhENTS 

	

fbillion at 1985 prices, seasonally adiusted 	 

Consumers 	General 	Total 	Exports Change 	Total 	Less 	Less 	 Plus 	GDP at 	 GDP 

expendi- Government 	fixed 	of goods 	in 	final 	imports of adiustment 	 statistical factor cost 	index 

ture 	consumption 	investment 	and 	stocks expenditure goods and 	to 	 adjustment 	(averagT 	(average 

	

services 	 services 	'actor 	 measure ) 	measure) 

cost 	 1985.100 

1984 207.9 74.0 58.1 97.1 1.1 438.1 96.7 48.7 0.8 293.5 

1985 215.3 74.0 60.3 102.8 0.6 452.9 99.2 49.5 0.5 304.7 

1986 226.8 75.4 60.8 106.6 0.6 470.3 105.6 51.8 1.1 314.0 

1987 238.5 76.0 64.2 112.5 0.6 491.8 113.3 54.5 3.1 327.1 

1988 252.2 76.2 71.9 114.4 1.0 515.8 126.5 56.9 8.9 341.4 

1989 260.7 75.5 75.8 120.3 0.8 533.2 131.9 59.2 9.7 351.8 

1987H1 117.0 37.8 31.2 55.5 -0.2 241.4 53.9 26.7 0.9 161.6 

H2 121.4 38.3 32.9 57.1 0.7 250.4 59.4 27.8 2.3 165.5 

1988H1 124.2 38.0 34.2 56.0 0.5 253.0 60.9 27.8 4.1 168.5 

H2 128.0 38.2 37.6 58.3 0.5 262.8 65.6 29.2 4.8 172.9 

1989H1 129.7 37.5 37.7 59.5 0.4 264.8 65.4 29.4 4.7 174.6 

H2 131.1 38.1 38.1 60.7 0.4 268.5 66.4 29.8 5.0 177.2 

2. 
Per cent changes 

1986 to 1987 5 1 54 54 0 44 74 5 4 

1987 to 1988 6 4 12 14 0 5 114 44 44 

1988 to 1989 34 -1 54 5 0 34 44 4 C) 3 

1 
The average GDP figures are averages of constant price output expenditure aid income 

estimates of GDP. Percentage changes are calculated from unrounded levels and then rounded 

to the nearest half per cent. 	Figures for 1988H2 and beyond are forecasts. 

2. CA.0,3,e}) ,x_s a eft...,..A-r.y 61,  c-c  

96.3 

100.0 

103.0 

107.4 

112.0 

115.4 

106.1 

108.7 

110.6 

113.5 

114.6 

116.3 

4 

44 
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gp_t_i9n (ii j (using 6+i-e0)1\ eweximy 	3 measures of GDP) 

TABLE : GROSS DOBESTIC PRODUCT AND ITS COMPONENTS 

(billion at 1985 prices, seasonally adjusted  

Consumers 	General 	Total 	Exports Change 	Total 	Less 	Less 	 Plus 	GDP at 	 GDP 

expendi- Government 	fixed 	of goods 	in 	final 	imports of adjustment 	 statistical factor cost 	index 

ture 	consumption 	investment 	and 	stocks expenditure goods and 	
to 	 adjustment 	(compromlse ,compromise 

services 	 services 	factor 	 measure ) 	measure) 

cost 	 1985.100 

1984 207.9 74.0 58.1 97.1 1.1 438.1 96.7 48.7 1.0 213.1 96.4 

1985 215.3 74.0 60.3 102.8 0.6 452.9 99.2 49.5 $0,s 304.7 10o.0 

1986 226.8 75.4 60.8 106.6 0.6 470.3 105.6 51.8 1.2 3.s4-,1  

1987 238.5 76.0 64.2 112.5 0.6 491.8 113.3 54.5 T3.9 32'1' 

1988 252.2 76.2 71.9 114.4 1.0 515.8 126.5 56.9 11.5 344.0  

1989 260.7 75.5 75.8 120.3 0.8 533.2 131.9 59.2 12-5 354 116. 14- 

1987H1 117.0 37.8 31.2 55.5 -0.2 241.4 53.9 26.7 0..?‘ 161.6 106.1 

112 121.4 38.3 32.9 57.1 0.7 250.4 59.4 27.8 2.9 14.6-2 foe.1 

1988H1 124.2 38.0 34.2 56.0 0.5 253.0 60.9 27.8 5-3 16.9.7 111.4-i- 

112 128.0 38.2 37.6 58.3 0.5 262.6 65.6 29.2 6.2- 174.3 114.4 

1989111 129.7 37.5 37.7 59.5 0.4 264.8 65.4 29.4 6 . ) (-16.0  

H2 131.1 38.1 38.1 60.7 0.4 268.5 66.4 29.8 6.5 '7' I 7 g' 117.3 

Per cent  chanoes
2 

1986 to 1987 5 1 54 54 0 44 74 5 1 4'4_  

1987 	to 1988 6 4 12 14 0 5 114 44 2. 1/2. r- .5 
1988 to 1989 34 -1 54 5 0 34 44 4 1/z '3 3 

....t•ti./‘44-A 	 ex?.......4.41_,...x 
The compromise GDP figures arehaverages of constant price putout/and income estimates of GDP. 

Percentage changes are calculated from unrounded levels aid then rounded to the nearest half 

per cent. Figures for 1988112 and beyond are forecasts. 
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1 Economic prospects for 1988 
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Table 1.12 Economic prospects: summary 

Forecast 

1986 to 1987 1987 to 1988 

Output and expenditure at 
constant 1980 prices 

per cent changes 

Domestic demand 
of which: 

4 33 

Consumers' expenditure 5 4 
General government consumption 
Fixed investment 54 41 
Change in stockbuilding (as per cent of 
level of GDP) 0 0 

Exports of goods and services 54 2 
Imports of goods and services 64 5 
Gross domestic product: total 4 21 

manufacturing 5 34 

1 
1 
23 

24 

21 

Average errors 
from past 
forecastsl 

percentage 
points 

Inflation 
Retail prices index 

1986 Q4 to 1987 Q4 
1987 Q4 to 1988 Q4 

Deflator for GDP at market prices 

Financial year 1987-88 
Financial year 1988-89 

Money GDP at market prices 

Financial year 1987-88 
Financial year 1988-89 

Balance of payments on current account 

1987 
1988 

per cent changes 

4 
43 	 2 

per cent changes on a year earlier 

41 	 1 
41 	 2 

L 

418 (84) 	 1 
448(73) 	 13 

23 	 13 
33 	 3 

'The errors relate to the average differences (on either side of the central 
figure) between forecast and outturn; the errors given for constant price 
output and expenditure are relevant to the forecast for next calendar or 
financial year. The method of calculating these errors has been explained in 
earlier publications and Government forecasts (see Economic Progress Report 

June 1981). The calculations of average errors are based on forecasts 
made between 1975 and 1985. 
'Per cent change on previous financial year in brackets; average error 
shown relates to the forecast of the percentage change. 

22 



Table 1.13 Constant price forecasts of expenditure, imports and gross domestic product 

k billion at 1980 prices, seai.onally adjusted 

General 
Consumers' 	government 
expenditure 	consumption 

Total 
fixed 
investment 

Exports 
of goods 
and 
services 

Change 
in stocks 

Total 
final 
expenditure 

Less 
Imports of 
goods and 
services 

Less 
Adjustment 
to factor 
cost 

Plus 
Statistical 
adjustment 

Gross 
domestic 
product at 
factor cost' 

GDP index 
1980=100 

1982 138.4 49.6 39.5 631 -1.0 2891 59-2 30.6 0.9 200-8 100.5 

1983 144.0 50.6 41.6 64.4 0.7 301-2 62.7 31-6 0.5 207-4 103.9 

1984 147.1 51.0 45.0 68.9 0.3 312-2 68.8 32.8 2.0 212.7 106-5 

1985 152.5 50.9 46.4 72.8 0.6 323-3 70.7 33.9 1.7 220-4 110-4 

1986 161.3 51.4 46.5 75.1 0.7 335.0 75.1 35.4 2.7 227.1 113.8 

1987 169.0 51.6 49.0 79.2 0.2 348-9 80.0 37.1 4.4 236-3 118.3 

1988 176.0 51.9 51.2 80.9 0.8 360.7 84.1 38.4 4.5 242/ 121.6 

1986 HI 79.6 25.7 22.9 36.6 0,4 165-2 35.9 17.4 0.8 112/ 112.9 

1-12 81.6 25.7 23.7 38.5 0-3 169-8 39.2 18.0 1.9 114-5 114.7 

1987 H1 83.0 25.6 23.9 39.0 -03 171-3 38.3 18.3 2.2 116-9 117-1 

H2 86-1 25.9 25.1 401 0.4 177/ 41.7 18.8 2.2 119-4 115.6 

1988 H1 87.3 25.9 25.3 401 0.3 179-0 41.7 191 2.2 120-5 12C-7 

H2 88.7 25.9 25.9 40.8 0.4 181-7 42.4 19.3 2.2 122.2 122-4 

1985 to 1986 

Per cent changes 

6 1 5 3 6 44 3 

1986 to 1987 5 5 54 54 4 64 44 4 

1987 to 1988 4 44 2 34 5 35 24 24 

The average measure of gross domestic product-the preferred 
measure of economic activny-grew by some n per cent 
between the first halves of 1986 and 1987. The output-based 
measure, the most reliable indicator of short period GDP 
movements, similarly suggests growth of around 4 per cent. 

Timing and other measurement difficulties in the national at-counts 
make it difficult to relate directly Inc three measures of GDP; it seems 
appropriate to discount the lower growth rate currently shown by 
the expenditure measure of GDP. 
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NOTE OF A MEETING HELD IN THE CHANCELLOR'S ROOM,  
HM TREASURY AT 10.30A1'I ON WEDNESDAY 19 OCTOBER 

Present: Chancellor 
Chief Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Monck 
Mr Phillips 
Mr Luce 
Mr Odling-Smee 
Miss reirson 
Mr Sedgwick 
Mr Turnbull 
Mrs Butler 
Mr Gieve 
Mt Hibberd 
Mr MacAuslan 
Mr Pickford 
Miss Simpson 
Miss Walker 
Mr Call 

AUTUMN STATEMENT: INDUSTRY ACT FORECAST, ECONOMIC ASSUMPTIONS FOR 

PUBLIC EXPENDITURE, AND TIMING  

The meeting first discussed the key figures for the Industry and 

Forecast, and the public expenditure assumptions for the Autumn 

Statement, on the basis of Mr Sedgwick's minute of 18 October. 

Assumptions underlying the forecast 

2. 	The Chancellor said that he was content for the Autumn 

Statement to state explicitly that the forecast for the year ahead 

assumed the same PSBR as forecast for the current financial year. 

He was also content for the IAF to assume an oil price "close to 

recent levels", in line with practice in previous published 

forecasts. 
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Real GDP 

The Chancellor said that he was not keen to break precedent 

and publish figures for real GDP growth rounded to the nearest 

quarter. He thought this had an air of spurious accuracy. 	He 

also queried the apparent narrowing of the differential between 

oil and non-oil growth: he would be interested to know what the 

unrounded figures were, and if there was a significant change what 

the explanation was. 	The question then arose of which way 

rounding to one-half would tip the numbers. Sir T Burns said that 

he would wish to look again at the unrounded figures, and at the 

profile of half yearly figures, which we would also publish in the 

Autumn Statement. He would also want to consider what account 

needed to be taken of likely discrepancies between different 

measures of GDP. The Chancellor wondered whether, if we 

discounted the likely under-recording of GDP(E), a figure of 

41/2  per cent for the whole economy in 1988 would be more 

appropriate. 	It was noted that likely under-recording of GDP(E) 

had been explicitly taken into account in the figures published in 

last year's Autumn Statement: in principle it was agreed that a 

similar footnote should be included in this year version. 	Sir T 

Burns  would provide further advice on the options. 

Current Account 

In discussion of the proposed current account path, it was 

noted that a deficit of £14 billion for 1988 was towards the top 

of the range of market expectations; as far as 1989 was concerned, 

the markets would be expecting some downward sloping stylised 

path, and a flat path would arouse suspicion that in fact we 

expected some deterioration in 1989. The margin of error on the 

forecast for 1989 was huge. Provisionally, it was agreed that the 

IAF should show a deficit of £14 billion for 1988, and £12 billion 

for 1989, but we would want to consider the September trade 

figures before finalising the 1989 figure. 
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The RPI  

It was agreed that the IAF should assume an RPI less MIPs 

inflation rate of 5 per cent at end-1989, but that it should show 

the all items RPI coming back to 5 per cent by 1989Q4. 	This 

implied some falling back of interest rates by end-1989, but this 

was plausible, and consistent with what outside forecasters would 

be expecting. 

The Chancellor said he was not attracted by the idea of 

including in the Autumn Statement a series of figures for the RPI 

excluding MIPs for future years. But he was attracted to 

Mr Sedgwick's suggestion that we should publish a chart showing 

the path of both RPI and RPI excluding MIPs for past years: it 

was for consideration whether this should cover the future as well 

as past figures. 

In line with the assumptions for calendar year RPI, it was 

agreed that the assumption for the RPI to September 1989 should be 

51/2  per cent; the equivalent assumption for RPI less housing 

(Rossi) should remain at 5 for September 1989. 

GDP Deflator 

There were differences of view between GDP and the 

forecasters about the proposed assumptions for the GDP deflator. 

After discussion, a compromise of 61/4  in 1988-89 and 5 in 1989-90 

was agreed. 

Money GDP 

It was noted that the money GDP projection would need to be 

revised in line with decisions on real growth and inflation. 

3 
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PSBR/PSDR 

The Chancellor said he thought it right to publish a number 

rounded to the nearest El billion, with some safety margin; the 

choice lay between E10 and Ell billion. He was inclined to the 

lower figure, and this was provisionally agreed, unless there were 

any surprises in the next CGBR figures, which caused us to revise 

our internal forecasts. 

Unemployment  

It was agreed that 1.9 million was provisionally the 

preferred assumption. This should be given to relevant 

departments when appropriate. However, we should hold open the 

prospect, internally, that the assumption might be trimmed to 

1.85 million. 

Average Earnings  

The proposed path of 83/4  /71/2/6/5 was agreed. 

Interest Rates  

It was agreed that the assumption for three month sterling 

interbank in 1989-90 should be revised down for consistency with 

the new RPI assumptions. The choice would probably be between 11 

and 111/4  per cent. Initially departments should be asked to rework 

their figures using 11 per cent. 

Debt Interest 

Mr Sedgwick noted that there were a number of possible 

approaches to the figures of debt interest in future years. 

Either it could be calculated on the basis of assumptions about 

interest rates and the PSDR, eg. that it returns to zero as in the 

4 
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MTFS, or on the basis of a stylised path for debt interest which 

did not involve assumptions about the path of the PSDR. On any of 

these approaches, we would be pressed about the assumptions we had 

made. It was agreed that a further submission was required, 

setting out possible paths for debt interest, how the assumptions 

used could be defended, and their effect on the survey figuring. 

Timing of the Autumn Statement  

The Chancellor and the Chief Secretary were agreed that, if 

the latest view of progress in the survey was correct, it would 

not make sense to stick to the original Autumn Statement timetable 

with a public expenditure cabinet on 10 November. The choice was 

therefore between options (i) and (ii) in Miss Simpson's minute of 

18 October. 	The Chief Secretary said that if we went to Cabinet 

on 2 November but delayed the Oral Statement until 8 November it 

seemed very likely that news would leak out, and presentational 

advantage would be lost: he therefore favoured planning to do the 

Oral Statement on the afternoon of 2 November. There were risks 

in this strategy, in particular the danger that some Ministers 

would seek to reopen settlements at Cabinet. The Chancellor said 

he very much hoped it would be possible to limit the number of 

programmes reopened because of revised deflators. 	The Chief  

Secretary agreed that we should attempt to limit this as far as 

possible, although he saw difficulties on health, student awards, 

and overseas aid. 

The Chancellor also commented that given the likelihood that 

the timetable would be accelerated, it was essential that DSS be 

told to produce their NIC proposals without delay. 	It was not 

acceptable that this should be allowed to jeopardise the whole 

timetable. Miss Peirson agreed to take this forward. 	The other 

next steps were for the Chancellor to discuss timing with the 

Prime Minister, and for officials to consider how much departments 

should be told, and when. It would be necessary to look back at 

5 
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the handling of the 1986 operation. However, in the meantime the 

working assumption internally should be that the Public 

Expenditure Cabinet would be on Wednesday 2 November with an Oral 

Statement that afternoon. 	Informing Departments on whether the 

Oral Statement would be immediately after Cabinet could be 

deferred, but a final decision would be required by Tuesday 

25 October, if departments were to have enough time to prepare 

press notices and clear them with the Treasury. 

MO IRA WALLACE 

19 October 1988 

Distribution  

Those present 
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DRAFT CHAPTER 2 OF THE AUTUMN STATEMENT: THE INDUSTRY ACT FORECAST 

I attach a draft of the Industry Act Forecast for the Autumn 

Statement. The draft has benefited from a number of suggestions - 

notably by Sir P Middleton and Sir T Burns - but it has had far 

less scrutiny than is customary. In addition there is much less 

time than usual between your seeing the first draft and 

publication. 	There will in effect be one more draft, that will 

incorporate your comments on this one, which will reach you on 

Thursday evening. 

The rest of this note discuses the main problems raised by this 

draft. 
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The order of sections  

It is essential that the IAF has material on the discrepancies in 

the national and sectoral accounts, which pose a major problem for 

assessment of recent trends and for forecasting. 	Sensible 

discussion of growth, the balance of payments, and the financial 

position of the personal sector is not possible unless the 

problems with the statistics are set out. Without such a 

discussion early on each section will need to have some material 

on the inadequacies of its statistics, and the chapter as a whole 

would become repetitive. 

If a separate section on the statistics is in the main body of the 

text - as in the attached draft - it makes sense for it to come 

before detailed discussion of the domestic economy, ie between the 

sections on the world economy and trade and the balance of 

payments  

Another possibility, which Sir P Middleton has suggested, would be 

to include this material as annex (as we have, for instance, with ' 

chapter 2 of the PSBR). This could still involve some problems of 

repetition because the main text might have to refer forward in a 

number of places to the annex on the statistics. 

As  

The forecast assumes for 1989 an average North Sea oil price of 

$13 and a sterling index of 76. These numbers are close to the 

averages since September 1. They are not disclosed in the draft 

IAF. 

1-kk 	rt 1).g ri _ 
Some of the detailed figures still require checking and are liable 

to change. This applies to the charts as well as the tables. 

(a) 	You have already indicated your preference for the 

treatment of GDP in the final table, which retains 

the simple average of the expenditure, output ,and 
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income measures. Real GDP growth in 1988 is 41/2  per 

cent and money GDP growth in 1988-89 is 11 per cent. 

Non-oil GDP growth is now half a per cent higher than 

total GDP growth in both 1988 and 1989. We will 
0 

agree the precise number for the leveli
+
money GDP for 

1989-90 with GEP in the course of tomorrow. 

The forecast has a current account of £13 billion for 

,d)  

At your meeting on 19 October it was agreed that the 

PSDR for 1988-89 should be £10 or 11 billion, 

somewhat below our internal forecast of Elli billion 

completed earlier this month. Since then the 

expected outturn for public expenditure has been 

revised down (Mr Richardson's minute to the Chief 

Secretary of yesterday). We also had a lower than 

expected LABR for September. 	On the other hand 

central government receipts in October -an important 

month for tax payments - have so far been less than 

envisaged in the recent internal forecast, which had 

a PSDR for 1988-89 of E113/4  billion. Our best central 

forecast for the 1988-89 PSDR is now a little 

 

over 

 

Ell billion. 	We think that the IAF PSDR should be 

£10 billion. (It is £10.2 billion in table 2.11). 

To achieve this PSDR there is a fall in the share of 

taxes in GDP of half a percentage point between 1987- 

88 and 1988-89. 	The FSBR had no change. (The tax 

shares are not shown explicitly in the IAF, but can 

be worked out.) 

The forecast for the nationalised industry component 

of the RPI (see table 2.6) is for an increase of 614 

per cent in the year to 1989Q4. With total RPI 

inflation at 5 per cent, this implies a rise in real 

NI prices identical to that shown in table 2.6 for 

1988Q4. The forecasts for individual prices have 

been revised slightly since our internal forecast and 

agreed with PE. (An annex table shows them.) 	Until 

• 

1988 and Ell billion for 1989. (sge 
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the electricity price increase is announced only 

about a third of the increase in the NI RPI component 

in the year to 1989Q4 will be public knowledge. 

After the electricity increase is announced the 

proportion rises to about 80 per cent. (Mr Monck's 

note of today to the Chief Secretary discusses the 

handling of NI price increases.) ( VIALe 
,) 

(e) 	North Sea taxes for 1988-89 (table 2.10) are a little 

higher than the FSBR forecast of £3.3 billion, even 

though the Piper-Alpha disaster has led to a loss of 

production and the oil price has been lower than 

expected. 	(We might revise this figure on Inland 

Revenue advice.) In part this is the result of the 

underlying, pre Piper-Alpha, level of production 

being greater than expected at budget time. 	In 

addition the forecast assumes that the Piper-Alpha 

insurance receipts - due before the end of the 

calendar year - will be subject to tax. We will need 

to prepare a careful briefing line with Department of 

Energy and Inland revenue on North Sea aspects of the 

forecast. 

Charts and Tables  

An annex to this note lists the charts in the draft IAF and shows 

the charts in the last Autumn Statement that we have dropped. In 

order to complete them on time we need final decisions now on 

which charts to include in the IAF. 

The forecasts for growth in the world economy table (2.1) have 

been rounded for the first time to the nearest half per cent. The 

convention was to round to the nearest quarter of a per cent, but 

it seemed odd not to adopt the same convention as for the UK. 

P. 
P N SEDGWICK 
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ANNEX : Nationalised Industry Price Increases 1988Q4-1989Q4, nominal per cent 

Expected 	 RPI weight 
Outcome 	 (per 1000) 

Contribution 	 Announcement 
to Price Increase 	of Price Increase 

Post Office 	0.0 2.0 0.0 - 

Rail 	 9.4 5.6 1.1 Announcement this 
Friday by BR 

LRT Tube 	12.5 1.4 0.4 )Already public knowledge, 
)although not formally 

LRT Buses 	12.25 1.1 0.3 )announced 

Electricity 	5.88 26.0 3.2 No ministerial statement 
planned. Announcement by 
by industry some time after AS 

Coal/Coke 	0.0 5.0 0.0 

Water 	 9.8 7.0 1.4 Expected to become public 
knowledge shortly after 
Christmas. No formal 
ministerial announcement 

Total Nationalised Industries 48.1 6.3g  

4. Memo: 
28% of increase in public domain before Autumn Statement. 
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Charts omitted relative 
Atvw6Y:Charts in first draft 	 to 1987 AS  

(* Signifies same charts included in 1987 AS.) 

World Economy 

2.1* Major 7 Real GNP and 	 Real oil price 
Industrial Production 	 (now displayed in 2.2) 

2.2* Real Commodity Prices 

National and Sectoral Accounts  

	

2.3 	Growth in different 
GDP measures 

	

2.4 	Balancing Items in 
Sectoral Accounts 

Trade and Balance of Payments  

2.5* Exchange Rates 
(E/DM, £/$, ERI) 

2.6* Export Volumes 
(Goods less oil) 

2.7* Export Share 

2.8* Imports: Share of 
total Domestic Demand 

Domestic Demand and Activity  

Current Account 
(Surpluses/deficits 
as share of GDP.) 

   

2.9* Personal sector Savings 	 Stockbuilding 
Ratio 

2.10 Personal sector wealth 

2.11* Net Rate of Return-ICCs 

Inflation 

2.12 RPI & RPI less MIPs 

2.13* Unit Labour Costs in 
manufacturing 

Labour Market  

2.14 Labour productivity 

Financial  

2.15* Growth rate of monetary 
aggregates 

2.16* Interest Rates 

Fiscal  

2.17 PSBR/PSDR 
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CHARTS OMITTED RELATIVE TO 1987 AUTUMN STATEMENT 

Chart 1.2 Real oil price 

Chart 1.7 The current account of the balance of payments 
(surpluses and deficits as a percentage of GDP) 

Good,  (othct than oil) 	 Oil tradt 
	

Invisihlci 	 Current account 
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by £13 billion in 988. Thi 

to be in 
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2.4 The UK current 

eficit 
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2 : 4110NOMIC PROSPECTS FOR 1989 

/14'1 r11 	+k, )A, . 
2.1 GDP is 	 to grow by 41/2  per centj.ft--ag4.8  arqj  

	 cen 	in 1989,_. 

t+yreeitt--yeaTt Inflation is expected to peak in mid- 
1989, and fall back by the end of the year. 

Assumptions 	2.2 The forecast assumes that fiscal and monetary 

policies are operated within the framework of the Medium 

Term Financial Strategy (MTFS). 	It assumes that both 

sterling and North Sea oil prices remain close to their 

recent levels. The Public Sector Debt Repayment (PSDR) 

il•PM"514- 

	

	4 is expected to be about £10 bil1iou equivalent to 21/4  per 

cent of GDP, in the current financial year,, considerably 

greater than the figure expected at Budget time. 	The 

forecast assumes the same PSDR for 1988-89; the actual 

PSDR for that year will, as usual, be set in the Budget. 

World 	 2.3 GNP in the majoyujindustrialised countries has grown 

Economy 	faster than expecteci A  -,t3 is forecast to rise by 4 per 
cent in 1988%aiad-b,i/3 per cent in1989. World trade in 

QRJW 
manufactures has also picked up sharply and should L'Iscig 

by 9 per cent in 1988. Inflation in the major 

industrialised countries is expected to remain low. 

Summary 

s d-n-c 

UK trade 

and current 

accoun 	 at Budget time due a stronger E.. err--empee-t-eq 

The current account deficit 

o 	 uring 1989. 

Demand and 

Activity 

2.5 The economy has grown strongly over the past year, 

though major inconsistencies in the official statistics 

make it difficult to assess the precise extent of growth. 

The output measure of GDP (the most reliable indicator of 

activity over short periods) is likely to grow by about 

51/2  per cent in 1988, with manufacturing output rising by 

61/2  per cent. Non-oil export volumes recovered strongly 

after falling in early 1988. 	Domestic demand growth, 

e-Vihich has risen sharply over the past yeart  is expected 

 

to moderate in 1989 

 

a a 

 

irtny-e-1  

wmkily1  
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Inflation 

Labour 
market 

2.6 Retail price inflation is expected 	be 61/4  per cent 
in the fourth quarter of 1988. 	IteettittCcrise further in 
the first half of 1989 before falling to 5 per cent in 
the fourth quarter of 1989. Unit labour costs have risen 
slowly over the past yea; 	Wage settlements need to 
moderate to keep growth of unit labour costs in check as 
output growth slows down. 

2.7 Employment has increased rapidly over the past year. 

Unemployment fell by 500,000 in the year to 
, September - the largest annual decline since the war. 

cs,,t4 /Pcroductivity has continued to grow at a very fast rate, 
especially in manufacturing. Unemployment should continue 
to fall over the next year though probably at a slower 
rate than recently. 

World Economy 

Recent 

developments 

2.8 Since the recession in 1982 the majo OECD countries 
_ctpjI.ger.- 

" have experienced six years of empaias4Am64  with real GNP 
growing at an average rate of 31/2  per cent a year and the 
unemployment rate falling by 21/2  percent. 

Chart 2.1 Ma'or seven economies' real GNP and industrial s roduction 

1972 

2 
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This is reflected in the pick 
in world trade in manufactures 

at around 9 per cent a year. 
_  

worldwide. 

trade and 
are rising 

up in total 
both of which 
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2.9 Pcal CNr in the--mtrio-r-severr-eceitee4ee- 

to have increaseOsiAver 4 per cent ..144.3t 
1-- and fjrs 	 

iesJ gXPO r t 

%Mira 

to
A 
 developing countriesbmpert-cffpalci-ty 

/in real commodity .0\ 
first 11.014 

rate$' 

Accord and rising capacity utilisation 
business confidence and contributed to a resurgence of 

investment. 

is estimated 
Vr  .kt9  the 

' 

especially 

Eeerrutl-kireY'atitrat' 

prices in 1987 and the 
exchange 

of 1988. Greater 
wing the Louvre 

have strengthened 

2.10 In contrast to 1984, when the strength of activity 
in the major seven mainly reflected developments in the 
United States, the latest spurt in activity has been 

2.11C 
experiencing an investment_ boom,r 

g.pn, 

11 the major seven OECD countries are 

the three 
omestic demand 

ahich averaged 5 per cent a ye be ween 1983 
slowed to around 3 per cent year in 198 and the first 
half of 1988. But growth wa sustain", y a remarkable 

e:ecoveri3 in export volume 	whi increased by 30 per 
cent between the first half of 87 and the first half of 

988. 41 A r--034.0; '64 1,--btob 

economies. In the United States 

lar-St 

owth, 
d 1986, 

.12 In Japan, d estic demand s increased by almost 

per cent ove the last year. Eve with strong import 

rowth re"), GNP grew by 51/2  per cen . In Germany/he pick 

p in  •  -.wth reflects both a strengthening of domestic, 

d and a recovery of export volume Wl ‘kOrf 

LA• ottryyu2-A4 di.ryvv,L.1  A-..d 
2.13 Although non-oil commodity prices 44eve 	rise by 

around 20 per cent injleal terms over the last year, oil 

prices Eivrimr--ferilmy rather more. The net effect on 

aggregate lsottis,i/industrial countries is o.i.a.b4T-L-TU-Sie. 

-01t-e---me44,"COrn=rter price inflation in the major seven 

eBJ countries has remained around 3 per cent. 
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L-4-fonet 	e s,
1  there were s - 

th streng h of demand wovuld 1 

nd the au horitiesjh most o 

countries re8-podded/by raising 

,- 
co erns in the summer that 

/ 
to r,ktin inflation,- 

/ 	. 
\t major ind trial -6-ve 

n1 '- i 	est rates. 

Forecast 	2.14 Table 2.1 shows the forecasts for activity and 
inflation in the major seven ISIMENi) countries and for world 

trade. 	Real GNP in the major seven countries is 

Table 2.1 World economy 
Percentage changes on a year earlier 

1987 

Forecasts 

1988 1989 

Najor seven countries1  : 
Real GNP 31/4  4 3 
Real domestic demand 31/4  4 3 
Industrial production 31/4  51/2  41/2  
Consumer prices 31/4  3 4 

World trade, at constant prices 
Total imports 5 9 61/2  
Trade in manufactures 51/2  81/2  71/2  

'US, Japan, Germany, France, UK, Italy and Canada 
4 
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a GAG 
2.15 Growth in world trade may also slosqlicapriiin 1989, 

but probablyi  ess than activity in the major seven  *ROO 
countries, beemmmw 	t e imports of some developing 

countries are expected to remain buoyant. QBecause ther 

is a re tively Frir-sirarnanuactured oods n these 

cou 	ies' i ..rts, tot 	rade 	anu 	ures 	IS 

f ecast to slow down rather less than total_wo 

2.16 Spot prices of non-oil commodities have weakened 

recently, but the continued strength of industrial 

ivity is--expee-t-ed-te-prevent-aiTy-frea-±- 

Giatemoe s:77.. 	 nts 

„OECD—countries and -t he --cont inueel-strengttr-35r 

a modest rise in consumer price 

741 2, inflation in 1989. 

UK National and sectoral accounts 

2.17 	It is difficult to assess just how strongly the UK 

economy has grown over the past two years because 

of the considerable disparity between the various 

measures ot real GDP. 	The disparity is particularly 

marked for the first half of 1988. Chart 2.3 illustrates 

the discrepancy between t e different measue since 
1 

1985. The output measure is the most rel iable indicator 

[4_0-sf activity over periods up to a year. iqgre ,) 6 per cent 

in the year to the first half of 1988. The income 

measure of GDP has also shown strong growth. 

2.18 By contrast, the expenditure measure of GDP, which 

until r cently has tended to grow faster than the other 

measures, 
/1 

ows nly 211 per ce Lrowtgin the year to 

the first half of 1988H1. 	rowth in consumer spending 
A 

was particularly sluggish between the first and second 

quarters of this year. It seems likely that aggregate 

expenditure has been under-recorded over the past two 

years, and maybe over a longer period. As a result, the 

statistical adjustment 	the differenceetween the 

average and expenditure measures of GDP _,contributed 2 

per cent to the recorded 41/2  per cent growth of average 

GDP. 

5 
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Chart 2.3 Growth in different GDP measures 
Percentage changes on a year earlier 

GDP(E) GDP(1) •••••••4 GDP(0) 	 GDP(A) 
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2.19 	There are analogous problems with the current 

price national accounts figures, reflected in a rising 

residual error (the difference between the current price 

income and expenditure measures of GDP), especially in 

the first half of 1988.„1 

2.20 	Chart 2.4 shows that the large residual error is 

also associated with large balancing items in the 

sectoral financial accounts. 	The balancing item is the 

difference between net acquisitions of financial assets 

as measured from financia data and as measured from 

national income and expenditure data. The sum of the 

balancing items is equal-to the residual error. 

6 
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This suggests that the 

far more financial assets than 

'turezimates imply 	4. ; .„.;1 
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disposable income 

personal sector acquired 

the national income and expe 

(including 

2.22 The large balancing item in the overseas sector in 

the first half of 1988 (about E7 billion) indicates that 

there were either unrecorded credits on the c rrent 

account  f-iintal*r unrecorded net capital inflows. To the 
extent that it reflects unrecorded net exports or IPD the 

true current account deficit was lower than the recorded 

ial and  

dommercial 	 

7/  figure 
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94 4(.04 a...6f 
If, as these balancing items suggest, 4iict trade and

company sector spendingLAvere-Thigheri it would go some way 

,I-t. explain the sluggish behaviour of the expenditure 

to recent levels. cv- 

Chart 2.5 Exchange Rates _ 
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Relative 	2.24 Manufacturing unit labour costs in the UK 

costs and 	have risen only slightly over the past year, but still 

prices 	 marginally faster than the average of other major 

industrial countries. Cihe increase in relative unit 
labour costs, combined with the rise in the exchange 

rate, may have caused a slight loss of labour cost 

competitiveness-JAJOU m44- 41,e 14,0y p.4_ 0 
ogq 	1,60, frvu..,,f41,4,04,ft! 	 alow&e.) 

2.25 But it is the rapid increase in domestic demand 

that explains most of the deterioraLion in the current 
account. Recent CBI Surveys suggest that some industries 
have been facing capacity constraints and part of the 
unexpected domestic demand has been satisfied by 

imports. Some potential exports may also have been 
diverted to the domestic market. These capacity effects 
should unwind as domestic demand slows down and extra 
capacity becomes available following the investment boom 

Trade volumes 2.26 After erratically low figures in early 1988 (a 

(goods other 	phenomenon apparent in a number of EC countries), the 

than oil) 	volume of UK manufactured exports has since risen 
as world trade has continued to expand. In the third 
quarter of 1988 the volume of exports of manufactures was 

over 711 per cent higher than a year earlier. After 
decades of decline, the UK's volume share of wprld trade 

in manufactures has changed little since 1981. çver the 
past two years, exports of manufactures hav?/: 
grown a little faster than world trade and UK share has 

risen slightly. ( 

Table 2.2: Visible trade 

Percent changes on previous year 

All goods 	 Goods less oil 

Export 	Import Terms 	Export Import Terms 

volume 	volume of trade* volume volume of trade* 

1987 	 5 	7 	1 	61/2 	8 	1 

1988 	 lh 	12 	 11 	 4 	13 	2 

1989 	 6 	5 	 11 	8 	5 	- h 

* The ratio of UK export average values to import average values 

9 
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2.28 Non-oil imports have risen very rapidly this year 

reflecting the strength of dome tic demando 	 

wersoakrig-im-eempetttilrenes-s-7and ca ity shortages in 
A 

some industries. Non-oil imports are expected to grow by 

131/2  per cent in 1988. 	But import growth should slow 
significantly in 1989, to 5 per cent, as domestic demand 

deceleratesana j eva".•  
‘.) 	

44,A*4vitto 

1,4vv-Silfre--titraw‘ 

Chart 2.8 Share Of Imports Of Goods (excluding oil) In Total Domestic Demand 
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Oil trade 	2.29 	The oil trade surplus is expected to fall by almost 

E2 billion in 1988i to around £234 billion. 	This is is the 

result 	of 	lower 	sterling 	oil 	pricer', a 	decline in 

production 	(mainly due to the Piper Alpha disaster), and 

increased domestic demand for oil. 	Oil production is 

likely to fall again in 1989 	t 	is till xpetted-Lo 

Liafextment-of-Rwa-r-TpLs— 
_the-e-ffect of--the-- 	 Declining 

production and a further rise in domestic demand for oil 

imply a further fall of about £1/2  billion in the oil 

surplus in 1989. 
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Trade prices 	2.30 The terms of trade have improved slightly over 

and the 	the past year, with the higher exchange rate more than 

terms of 	offsetting the effects of falling oil prices. 	The terms 

trade 	 of trade are expected to be unchanged between 1988 and 

1989. 

Invisibles and 2.31 The surplus on invisibles for 1988 is likely to 
overseas assets be around £2 billion lower than in 1987. This is largely 

due to a fall in the balance on services. UK tourists 
have been spending more abroad and the surplus on 

financial services has also come down due to lower net 

premiums on insurance. 

2.32 Net earnings from interest, profits and dividends 

are expected to be largely unchanged from last year. 

1 	

ring-1987 	the value ot the--1-fock-  of UK net overse4 

:: 
#1

fects of this fall 	et overseas assets shoul hp,  

assets fell by £24 billn i.o -to £90 billiohj_Lar ely due to 

effects 
revaluations following the fall ,thre US dollar. 	The 

offset by an i 	Ved °I surplus as declining produ  ion  

	

e 	payments abroad b North Sea companies The 

deficit on transfers is expected to be unchanged in 1988 
with lower payments to the European Community offset by 

higher bilateral aid. 

2.33 The invisibles surplus should rise in 1989 as the 
balance on services recovers and payments abroad by North 
Sea companies continue to fall. These improvements will 
be partially offset, however, by increased payments to 

the European Community. 

Current account 2.34 The current account is estimated to have been in 
deficit by just under £10 billion in the first 9 months 
of 1988 (though the large overseas balancing item 
suggests this may overstate the actual deficit). 	The 

forecast for the year as a whole is for a deficit of 

£13 billion (about 3 per cent of GDP) 

124 /0/ 
2.35 The forecast for 1989iitews-erriia slightly smaller 

current account deficit4 fe&pl-t-e-aq,,expected slowdown in 

12.14 	
domestic demand growt 

vaAAALE  re;,a0 	
j the smaller oil surplus 

ukree'x  ivi 	
and the fact that world trade growth is f sprojected to 

be somewhat slower in 1989. 
vr 

v6)1(yto 12 
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Table 2.3 Current account 

£ billion 

Manufactures Other Oil Invis- Current 

ibles blance 

1987 

1988 Partly forecast 

1989 Forecast 

71/2  — 21/2  
9-1) 7LiK.— I 3 
6 714 — 

U'-' 1/1 	• 
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Demand and Activity 

2.36 Consumer spending is estimated to have risen by 

51/2  per cent in 1986 and by 5 per cent in 1987. This is 

co 	ably faster than personal disposable income, and 

th 	savings ratio fell from an estimated 911 per cent in 

1985 to 91 per cent in 1987/Iiirst timates of consumer 

spending in 1988 show slow grow 	between the first and 

second quarters. But prelimina 	figures for consumer 

spending in the third quarter
P
gest a strong recovery, 

and the savings ratio has pr,•ab y continued to fall. 

2.37 	The savings ratio -h—a-g--ntyvr-been-e•n-- a.--dewnwarcil- 
_ 

ince the peak of 1980. ,,--- This Would be true evenif 

llowance was made for so
.1  e under-recording of personal 

unts, as suggested by the 

item. Lower inflation 

alth (especially recent 

and greater confidence 

economic deve opments may have temporarily 

g relative to incomiaA 
contributions to pension funds have 

3 in 
as companies have reacted to the surpluses 

that many funds have been running.; L'°  oontribution. 

saxings_xati.2 
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Chart 2.9 Savings ratio 
Per cent of personal disposable income, calendar year averages 
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Forecast 

of borrowing are already 	g4 ralative to income. 

Moreover, households are now 	payerv.0,3 interest aft' ; 
4igher interest rates arejthereforeçr 	e y o reduce 
consumer spending. This should be reinforced by a sharp 

slowdown in the growth of house prices and, hence, 

housing wealth. EillwAir44...ionsumer spending is expected to ..) 
rise by 31/2  per cent in 1989 with a marked deceleration 

through the year. 	The savings ratio should recover 

slowly during 1989. 

14 
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Chart 2.10 Personal sector wealth 
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2.39 The housing market has been particularly buoyant 
over the past year, though the fall in building society 
mortgage commitments in August and September suggests 
that the pressure of demand is easing. Nonetheless, for 
1988 as a whole private sector investment in dwellings 

and improvements is likely to increase by 16 per cent 

compared to 51/2  per cent in 197. Housing investment is 

61nlikcl 
)-441-4-x4-;71-44-#4.-- 

Company incomes 2.40 The net rate of return of non-North Sea 

and 
	

industrial and commercial companies (ICCs) rose for the 

expenditure 	sixth successive year in 1987, back to levels not seen 

since the late 1960s. 
pro 	1 1 	 c rate 

The net rate of 

return of manufacturing companies rose to 9.2 per cent in 

1987, again the highest level since the late 1960s. With 

continued strong profit growth likely in 1988,4,7443 net 

rates of return 	hntb 
	

3 
6tT expected to improve further. 
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ems of e 
hts : net. operatmglarplus on UK  

CIK-apital-rver s value of stockrlirUK  

S 	zploration and productriatilies._ 

2.41 Developments so far in 1988 confirm the investment 

boom predicted by recent CBI and DTI Investment 

Intentions Surveys. Manufacturing investment (including 

leased assets) rose 13 per cent higher in the year to 

the first half of 1988, while private non-manufacturing 

investment rose 15 per cent. Business investment is 

expected to rise a little faster in 1988 than the June 

DTI Intentions Survey suggested. Further growth in 

business investment is expected in 1989. 	Stockbuilding 

is expected to continue on only a moderate scale in 1988 

and 1989 
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Prospects for 2.42 	Growth of the average measure of GDP is expected 

demand and 	to be around 41/2  per cent in 1988. It could turn out to 

activity 	be even higher if, as seems likely, the expenditure 

measure is subsequently revised up.e forecast-er 1989 
present6d Eh table 2:13 mrakcs some allowance for a. 

kULthar small rise in- ---average------estimate—e-f—GET- 
1-c0Atiue  t 	xpenditure measure -thaugh-much-less-tnad 

in 198a. 	As a result of (----anold:Jthe slowdown in 

domestic demand, GDP is expected to rise more slowly in 

1989. [!.7There is obviously a very wide margin 	of error 

-around-any projection  of thg divarsgaRGe-betweefirent 

measures of  GDP_)  

2.43 	North Spa output fell, by some 3 per cent between 
tto; rAetii 

the first haliiirr_kiof 1987 and 1988, and is expected to 

decline further in 1988. In 1989 declining output in the 

North Sea may reduce GDP growth by 1/2  percentage point. 

Manufacturing output is forecast to rise faster than 

total non-North Sea GDP in both 1988 and 1989. 

Table 2.4 	Domestic demand and GDP 

Percentage changes on a year earlier 

Forecasts 
1987 	1988 	1989 

Domestic demand 
Exports of goods and 
Imports of goods and 

Domestic production: 

services1 

services' 

GDP1'2 

Manufacturing 

41/2 	6 	3 

51/2(61/2) 	11/2(31/2) 	51/2(7 ) 

71/2(8) 	12(13 ) 	41/2(41/2) 

4 (41/2) 	41/2(5) 	3 (31/2) 

6 	7 	41/2  

1 Non-oil shown in brackets. 	2 Average measure. 

Inflation 

2.44 The annual rate of RPI inflation has risen since 

early-1988, mainly as a result of the rise in mortgage 

interest rates. 	Chart 2.12 	shows 	that, 	excluding 

mortgage interest payments (MIPs), the increase has been 

	

/less pronounced, though/till 	-on an upward—tren-s4nc4 

/the low levels of 1986 and 1987 (associated with the oil 

price fall). 

17 



labour costs have been kept down by the rapid growth in 

productivity 
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12 Chart 2.12 RPI Inflation: Total and total excluding mortgage interest payments  
Percentage changes on a year earlier 
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2.45 Total RPI inflation is likely to average 614 per 

cent in the fourth quarter of 1988; excluding mortgage 

interest payments (MIPs) the figure is expected c  o be 
-64  

5 p r cent. Producer price inflation has also r 

	

c: 	up 

	

1988. 	Though higher than expected at Budget 

time, the/rate of underlying increase in prices has been 

much lower than in periods of comparably fast demand and 

output growth in the 1970s. 

2.46 The underlying increase in average earnings has 

risen from 81/2  per cent at the start of the year to 91/4  in 

August. The rise is mainly accounted for by continued 

high overtime payments and performance related bonuses. 

But pay settlements have also edged up as labour market 

conditions have tightened. 

2.47 Despite high earnings increases, growth in unit 
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Chart 2.13 Unit labour costs in manufacturing 

Prospects 	2.48 The low growth in costs over the last two years has 

not been fully reflected in producer output prices. With 

fast growth in demand, UK manufacturing in t y has 

Eexper-ieneed----±ancreases/ ili9 profit margins. (41  

vtifference---between- the_  urnwth of tota.._Acost  ggi_of- 

-Price-s-171—table tiange ln  protit 

T e vq)ected slow down in demand and activity 

may n1 	 ips will show little growth in 198 . 

But-7Thster 	unit labour costs (because of a 	:3 A 
cyclical slowdown in productivity growth) and increased 
costs of materials and fuels could, together, imply that 
producer output price inflation may rise by only a little 

less in 1989 than in 1988. 

Table 2.5 	Costs in manufacturing 

Percent changes on year earlier 
Unit labour Costs of Estimated total Output 
costs 	materials unit costs2 	pricesl 

and fuell 

1986 5 -1031 24 4 

1987 4 5 11/2  01 

1988 Partly forecast 11/2  41/2  11/2  41f 

1989 Forecast 31/2  3 4 01 

1 Producer prices excluding food, drink and tobacco industries. 

Including costs of bought-in services. 
19 
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2.49 Retail price inflation could rise further during 
the first half of 1989 before moderatingher-e&gteT3  /o  

creases in-" 

RPI 

[perhaps to 

spg7I--before 	-fall' 

-yoar-rj-- 

Weight in 
1988 

Percentage changes on a year earlier 

1987 

Forecasts 

Q4 	1988 Q4 1989 Q4 

163/4  31/2  31/4  31/4  
51/2  23/4  71/2  61/2  

153/4  7 164 8 

63 33/4  51/2  41/2  

100 4 61/4  5 

te4 kk  Table 2.6 	Retail prices index 

°'41174" 
1 

fjyti, v, 

2.50 The GDP deflator which measures 

domestic value added (principally unit 

profits per unit of output))  is forecast 

per cent in 1988-89 and by 5 per cent in 

the price of 

labour costs and 

to rise by 61/4  
1988-89. 

7--it (93:9 

Productivity and the labour market 

2.51 The workforce in employment in Great Britain has 
continued to rise strongly over the last year; in the 
twelve months to June 1988 it is estimated to have risen 

by,139 lhoetrsmr4 Since 1983, there has been an increase 

of over 2 million in the number of jobs. 

20 
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Table 2.6 	Changes in Employment 

Employees in 
employment 
Male Female 

Self- 	HM 
employed Forces 

Work related Workforce in 
Government employment 
Training 
Programmes  

1964-73 1973-79 1979-882 

June 
June 

June 
June 
June 
June 

1985 to 
1986 -68 +152 + 16 -4 +50 +145 

1986 to 
1987 - 6 +242 +234 -3 +85 +552 

1987 to 
1988 +60 +222 +124* -3 +35 +438 

* Figures for self-employment over the last year are a projection 
based on self-employment growth over the previous five years. 

2.52 Productivity has been growing strongly, with 

manufacturing productivity now estimated to have risen by 

41/2  per cent a year on average since 1979. Underlying 

g-r-ewth-4.11-kftbel_lr 	 ring in 	lib  Ly  

aaw_appear4..Q=befiigher_than-,era-rarg—eXperienued 	in Lhe 

19-6-0-s. 7 Output per head in the non-manufacturing sector 
'has--t-isen by about 13/4  per cent a year since 1979, and by 

about 21/2  per cent a year since 1983. 

Table 2.7 	Output per head of the employed labour force 

(Annual average, percentage changes) 

Manufacturing 33/4  33/4  41/2  

Non-manufacturing' 3 1 /2  13/4  

Whole economy 23/4  1 21/4  

Non-North Sea economy 23/4  1 /2  2 

1 Excludes public services and North Sea oil and gas 
extraction. 

2 Includes estimate for calendar year 1988 

21 
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Chart 2.14 Labour productivity 
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Unemployment 	2.53 By September 1988)  seasonally adjusted adult 

unemploym9nt in the UK had fallen for 26 successive 

months,rty some 940,000 in total. The fall in 
unemployment over the past year is mainly attributable to 
the strong growth of output and employment. A further, 
though slower, fall in unemployment is likely over the 

year ahead. 
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40 	 frotittAtt 

Narrow Money 

	

	2.55 The year on yeartgro th of MO has/Igiaa-periri-sterrtty 

above the Frpper--bountg dif t-he71-5 per cent target range , 

January 4 when_ the 198.7  -SS-t arget- 	rAnge of 2-6 per • 

20 

Increases in interest rates since the summer are expected 
to slow the growth of NO considerably over the next six 

months, although it may not return within its target 

range by the end of the financial year. 

Broad Money 	2.56 Broad money has continued to grow rapidly. There 
has been a marked increase in personal and financial 
sector deposits, as the stock market crash led to a move 
away from new investment in equities and unit trusts. 
Financial innovation and liberalisation continues to 

contribute to the growth of broad money. 

Chart 2.15 Growth rates of monetary aggregates 
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2.57 Chart 2.16 shows the recent path of interest rates. 

Monetary conditions have 

this year, and a 

i-nflatilan-projected 	for the secona ftatt-of-t/eS. 

Chart 2.16 Interest rattle in the UK Vll.•••• 	wavy," m 
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2.58 Tables 2.9 to 2.11 general government expenditure 
and receipts and the public sector debt repayment (PSDR). 

The PSDR in 1987-88 was £33/4  billion, slightly higher than 

estimated in the 1988 FSBR. 

2.59 In the first half of 1988-89 there was 	debt 

repayment of E3ii billion, compared with public sector 

borrowing of about £2 billion in the first half of 

1987-88. 	The revised forecast for 1988-89 as a whole is 

a PSDR of about £10 billion, £7 billion higher than 

forecast in the FSBR. 	This is due. in roughly equal 

amounts0  to higher than expected receipts and lower than 

expected expenditure. Apart from higher privatisation 
proceeds, these revisions largely reflect the higher than 

expected growth of activityL- 

24 
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TAIL 2.9 General government expenditure 

£ billion 
1987-88 
Outturn 

1988-89 
Budget 
Forecast 

Latest 
Forecast 

Public expenditure planning total 145.7 156.8 153.6 

Interest payments 17.5 17.5 17.7 

Other adjustments 8.3 8.6 9.5 

General government expenditure 171.5 182.9 180.8 

of which 

Privatisation proceeds - 	5.2 - 	5.0 - 	6.0 

2.60 	Chapter 1 gives the latest estimate for the 

public expenditure planning totals in 1988-89. 	Gross 

%S•1-% 	debt interest payments in 1988-89 are a little  higher 	Ar 

am 	than forecast at Budget timeeeed  than in  1987-88j 

'move ff6F- 156trowing—to net debt repayment has n 'et 

affected interest payments fu ly. Moregver, against the 

background of the rise in t foreign exchange reserves 

the reduction in n!..5,-i-ntei.--est 	yments resulting from net 

debt repay9nt---by general wvernment has come through 

/..541  initiaIlf-as higher interest receipts rather _than lower 

paents.:4--Fje—upward revision to the forecast of other 

adjustments largely reflects a change in the composition 

of public corporations' net financing which increases GGE 

but does not affect the PSDR. 

2.61 	The forecast for general government receipts has 

been revised up by £4 billion since the Budget, most of 

which is accounted for by higher taxes and national 

insurance contributions. Income tax and VAT receipts are 

expected to be £1 billion 	and 	£11/4  billion 	higher 

respectively than in the Budget forecast. Other 

significant increases come from national insurance 

10  
contribut'ons up £3/4  billio) and stamp duty up nearly 

£1/2  billio  10  T e latter mainly reflects the bubyancy of 

the housing market. Total taxes and national insurance 

contributions are expected to be somewhat lower in 

1988-89 as a percentage of money GDP, than in 1987-88 



CONFIDENTIAL • 	2.62 Gross interest and dividend receipts are forecast 
to be Eh billion higher in 1988-89 than in 1987-88. 
Within this, dividends are about Eh billion lower due to 

the sale of the government's remaining BP shares, and 

interest receipts £1/2  billion higher. General government 

receipts in total are now forecast to increase by just 
under 9 per cent in 1988-89, much the same rate of 

increase as in 1987-88. 

Table 2.10 General government receipts 

£ billion 

1987-88 
Outturn 

1988-89 
Budget 

Forecast 

132.7 141.2 

28.9 31.6 

6.0 5.6 
5.9 6.4 

173.6 184.9 

4.7 3.3 

Taxes on income, expenditure and 
capital 
National insurance and other 
contributions 
Interest and dividends 
Other receipts 

Total receipts 

of which 
North Sea revenues 

Latest 

Forecast 

144.0 

32.4 

6.3 
6.3 

189.0 

3.4 

2.63 Table 2.11 shows the old and new foret= 

PSDR. The forecast is still subject to ajat 	o± 
for he 

caul/. 

-rateerteri-ftty. the average error on PSDR forecasts for the 
current financial year made in the autumn is 1/2  per cent 

of GDP, or nearly £3 billion. 	On the basis of this 

forecast, the budget surplus in 1988-89 will be larger as 
a proportion of money GDP than in any year since  A

the 

beginning of the 1950s 

itiA4n  
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Chart 2.17 Public sector borrowing requirement 
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Table 2.11 	Public sector debt repayment 

E billion 
1987-88 
Outturn 

1988-89 
Budget 
Forecast 

Latest 
Forecast 

General government expenditure 
General government receipts 

171.5 
173.6 

182.9 
184.9 

180.8 
189.0 

General government debt repayment 

Public corporations' market and 
overseas debt repayment 

2.1 
1.6 

2.0 
1.2 

8.2 

2.0 

PSDR 3.7 3.2 10.2 

PSDR as per cent of GDP 4 4 21/4  

PSDR excluding privatisation proceeds 

as per cent of GDP 4 - ½ 1 

1967-68 	69-70 	71-72 	73-74 	75-76 	77-78 	79-80 
	

81-82 
	

83-84 
	

85-86 
	

87-88 
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Table 2.12 
Economic Prospects: summary 

Percent changes on a year earlier unless otherwise stated 

Average errors 
Forecast 	from past, 

1987 	1988 	1989 	forecasts' 

GDP and domestic demand at 
constant prices 

Domestic demand 
of which: 

411 6 3 1 

Consumers' expenditure 5 91 311 14 
General government consumption 1 11 - 	1/2  4 
Fixed investment 511 12 51/2  24 
Change in stockbuilding 
(as a percentage of GDP) 

0 0 0 i 

Exports of goods and services 51/2  11/2  51/2  24 
Imports of goods and services 7h 12 41/2  24 

Gross domestic product 4 41/2  3 4 

Manufacturing output 6 7 41/2  2 

Balance of payments current 
account (f billion) 

- 	21/2  -13 -11 44 

Inflation 

Retail price index (Q4 on Q4) 4 64 5 14 

GDP deflator at market 
prices (financial year) 

54 64 5 14 

Money GDP at market 
prices (financial year) 

10 11 8 14 

£ billion 424 471 510 

PSDR (financial year) 
£ billion 31/2  10 3 

as a percent of GDP a- 4 24 h 

1 The errors relate to the average differences (on either side of the 
central figure) between Autumn Industry Act forecasts and outturn 
over the last ten years and apply to the forecasts for 1989, except 
for the PSDR where they apply to the forecasts for 1988-89. 



services 

cost 

74.0 58.1 97.1 1.1 438.1 96.7 48.7 

74.0 60.3 102.8 0.6 452.9 99.2 49.5 

75.4 60.8 106.6 0.6 470.3 105.6 51.8 

76.0 64.2 112.5 0.6 491.8 113.3 54.5 

76.4 72.0 114.3 1.0 515.9 126.8 57.0 

75.9 76.0 120.8 0.6 534.4 132.4 59.3 

37.8 31.2 55.5 -0.2 241.4 53.9 26.7 

38.3 32.9 57.1 0.7 250.4 59.4 27.8 

38.0 34.2 56.0 0.5 253.0 60.9 27.8 

38.4 37.8 58.3 0.5 262.9 65.9 29.2 

37.9 37.8 59.8 0.3 265.6 65.5 29.5 

38.1 38.2 61.0 0.3 268.8 66.9 29.8 

changes 2 

1 5% 5% 0 41 74 5 

4 12 14 0 5 12 44 

- 4 5% 54 0 34 44 4 

measure) 	measure) 

1985=100 

0.8 293.5 96.3 

0.5 304.7 100.0 

1.1 314.0 103.0 

3.1 327.1 107.4 

9.1 341.2 112.0 

9.7 352.3 115.6 

0.9 161.6 106.1 

2.3 165.5 108.7 

4.1 168.5 110.6 

5.0 172.7 113.4 

4.7 175.3 115.0 

5.0 177.0 116.2 

4 	 4 	 4 

2 	 44 	 4% 

0 	 3 	 3 

factor 

1984 207.9 

1985 215.3 

1986 226.8 

1987 238.5 

1988 251.9 

1989 260.9 

1987H1 117.0 

H2 121.4 

1988H1 124.2 

H2 127.8 

1989H1 129.7 

H2 131.2 

Per cent 

1986 to 1987 5 

1987 to 1988 54 

1988 to 1989 34 

TABLE : 2.13 GROSS DOMESTIC PRODUCT AND ITS COMPONENTS 

Lbillion 	at 	1985_2rices seasonalix adjusted 

Consumers 

expendi- 

ture 

General 

Government 

consumption 

Total 	Exports 

fixed 	of goods 

investment 	and 

Change 

in 

stocks 

Total 	Less 	Less 

final 	imports of 	adjustment 

expenditure 	goods and 	to 

Plus 	GDP at 	 GDP 

statistical factor cost 	index 

adjustment (average (average 

1 	
The average GDP figures are averages of constant price output, expenditure and income 

estimates of GDP. 	Ii the year to 1988H1, the expenditure measure grew by 24 per cent 

compared with 44 per celt growth for the income measure and 6 per cent for the output 

measure. 	It is like_y that the expenditure measure and, consequently, the average both 

understate recent growtl. Percentage changes are calculated from unrounded levels and then 

rounded to the nearest nalf per cent. Figures for 1988H2 and beyond are forecasts. 

2 	
Changes as a percentage of GDP for stockbuilding and statistical adjustment 
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FROM: GUS O'DONNELL 

DATE: 25 OCTOBER 1988 

Chief Secretary 
Sir P Middleton 
Mr P Sedgwick 
Mr Hibberd 
Ms Turk 

CURRENT ACCOUNT FORECAST IN THE AUTUMN STATEMENT 

You might want to consult the numbers shown below when considering 

the forecast for the current account deficit in 1988. (These 

calculations include the September trade figures, so this note is 
not being circulated to all recipients of the draft chapter 2 of 

the Autumn Statement.) 

2. 	The current account deficit in the first three quarters of 

the year has amounted to £9.78 billion (although the invisibles 

data are subject to considerable revisions). 	The tables below 

show, respectively, the monthly rate required in the fourth 

quarter to achieve various annual totals and the average monthly 

deficits over recent periods. 

Table 1: Monthly Rate Required to Achieve 1988 total of: 

(£billion) 

Annual Total: 	13.0 	13.5 	14.0 

Required monthly 

rate in Q4 	 1.07 
	

1.24 	1.41 

Table 2: Average Monthly deficits over last: 

(£billion) 

3 months 6 months 	9 months 	12 months 

Monthly 

Average 
	

1.34 
	

1.16 
	

1.09 	0.97 

Sbs-1( o l fie 
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3. 	we revised our 1988 forecast down from £14 billion 

£13 billion after obtaining the September figures. 	Our original 

forecast was constructed as follows: the deficit to August was 

£9.2 billion and we assumed a monthly average deficit 	of 

£1.15 billion for the next four months, taking the total for the 

year to £13.8 billion, which was rounded up to £14 billion. 	Now 

we know that the deficit to September is £9.8 billion. If we kept 

our previous assumption of £1.15 billion per month we would obtain 

a 	deficit 	of £13.2 billion which we would round down to 

£13 billion. In the light of the September figures we are 

inclined to lower slightly our forecast of the monthly average for 

the remaining three months and £13.0 billion is now our central 

forecast. 

A O'DONNELL 
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FROM: J GIEVE 
DATE! 2' DrItnhicIr 1 44FIR 

cc 	Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Turnbull 
Mr Sedgwick 
Mr Pickford 
Mrs Chaplin 
Mr Tyrie 
Mr Call 
Mr Bush 
Mr Dyer 

AUTUMN STATEMENT: PRESS AND BROADCASTS 

Although we cannot firm up the arrangements until after Cabinet on 

Tuesday, we need to make a provisional plan for press briefings 

and interviews. In general, I think we should try to field 

Ministers for as many TV and radio programmes as we can. As usual 

this will make Tuesday afternoon a bit of a scramble but if we can 

avoid Ten minute Rule Bills and PNQs the schedule should be 

possible. 

Ten minute Rule Bill 

I understand that John Brown MP has a Ten minute Rule Bill 

scheduled for Tuesday. This concerns an amendment to the Trades 

Description Act. 	I understand from Parliamentary Branch that if 

he were to withdraw the Bill in the last 24 hours (ie after 3.30pm 

on Monday) it would be too late for an alternative to be tabled. 

\ ) P) 

Given

fh 

 the 	very tight time constraints, I think it would be helpful 

(GAV ti  could be persuaded to withdraw. 

If Mr Brown does agree to withdraw, and there are no PNQs or 

other major disasters which require a statement by the Prime 

Minister or the Foreign Secretary, you should start your Oral 

Statement at 3.30pm. It seems unwise to rely on your sitting down 

until 4.30pm (or close to 5pm if the Ten minute Rule Bill goes 

ahead). 
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Schedule for Tuesday 

4. 	I suggest that you should record interviews for the TV 

channels and the Chief Secretary should cover Newsnight and the 

radio. As in previous years, I think it would be sensible for the 

economic correspondents to have a briefing from Sir T Burns and 

Mr Anson (supported by Mr Sedgwick and Mr Turnbull). I take it 

that you will also wish to see the Lobby and the Conservative 

Backbenchers. This would give the following timetable: 

3.30 - 4.30 Oral statement 

4.30 - 5.00 Chancellor interviews with BBC TV news and ITN/ 

Channel 4. 

Chief Secretary interviews with Radio 4 and 

IRN. 

Sir T Burns, Mr Anson, Mr Sedgwick, 

Mr Turnbull, Mr Gieve background briefing for 

economic correspondents (HMT). 
tk CIA 

	

5.30 	Chancellor to Lobby 

	

(1) 6.15 	Chancellor and Chief Secretary to see 

Conservative Backbenchers. 

Evening 	Chief Secretary to Newsnight. 

We will try to ensure that your interviews are done face-to-face 

rather than down the line. I would welcome the Chief Secretary's 

views on the format for the Newsnight interview. Would he prefer 

a separate interview at the end of the contributions from 

Gordon Brown (and possibly the Democrats), or would he prefer a 

three-cornered discussion. It seems likely that the interviews or 

discussion will follow a piece by Daniel Jeffreys and we can only 

hope that it is less tendentious than some Newsnight pieces in 

the past. 

• 
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5. 	In addition to these interviews and briefings, we will 
discuss with the BBC and IRN the possibility of broadcasting the 
oral statement itself, we will distribute copies of the press 

• 
releases and the oral statement 
arrange with the wire services a 
typescript (so as to ensure that 
stories). In addition, we plan 

Reuters and Telerate to put 

to journalists and we will try to 
page by page release of the 

they get the words right on their 
to use the Treasury pages on 

out a simple summary of the main 
points from your statement. I attach an illustration of what this 
would look like based on last year's Autumn Statement. The 
function of this is to reach quickly the City and ensure that 
their initial comments are based on our selection of main points. 

Wednesday 

6. 	I suggest the following programme: 

g 
	 radio cars 
7.00P 9.00 Chancellor 

Downing Street 

in 	Today programme 

in 	IRN breakfast programme 

BBC Breakfast Time Chief Secretary 

Financial Secretary 
or Economic 

TV AM Secratary 

0  11.00am 	 Jimmy Young programme (approx) 
	

Chancellor 

12.00 

(approx) 

Mr Gieve & Mr Bush Briefing 	for 	Foreign 
Financial journalists group 

Economic Secretary Business Daily (ITV) 

other 	Chancellor (/ Phone calls to editors of 
Economist and Spectator 

P 
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Other Briefing 

Depending on the reaction to the Statement (and the number 

of articles on the Wednesday morning), it may be worth your or the 

Chief Secretary speaking to some political columnists on Wednesday 

and Thursday. This may be particularly valuable for the Sunday 

papers - eg Bruce Anderson and Michael Jones. It may also be 

worth having a word with, say, Peter Jenkins. I will try to have 

a word with Christopher Monckton on Tuesday evening to influence 

the Evening Standard editorial. 

Looking at the media, you have agreed to do Panorama which 

will now appear live on Monday, 7 November. We may also get bids 

from the City Programme (Thames Television, Thursday evening), the 

Business Programme, the Money Programme, and On the Record (all 

Sunday). While we do not want major interviews for any of these, 

it may be sensible for the Financial Secretary or the Economic 

Secretary to appear in shorter pieces in order to cnsuro that the 

Government view is expressed. Finally, we may get bids from the 

satellite and cable services from Europe. We can deal with these 

as they arise. 

In the past you have done a major interview with the 

Financial Times after the Autumn Statement. No doubt other papers 

would also welcome an interview. My inclination is to wait and 

see who asks and to think in terms of an article after Panorama. 

We may also able to place a signed article by you in one of the 

Sunday papers perhaps the Sunday Express or Mail on Sunday. 

I would welcome your comments. 

C Vr" 

JOHN GIEVE 

• 
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410 MAIN POINTS FROM CHANCELLOR'S STATEMENT 

Outturn for 1987-88  

Public expenditure planning total forecast to be £1471/2  billion, £1 

billion less than in last public expenditure White Paper, mainly 

due to higher capital receipts by local authorities and new towns. 

Total tax revenues likely to exceed Budget forecast by almost £21/2  

billion. 	Reflects economic growth, profitability, and oil price 

above forecast. 

PSBR to be only £1 billion - ¼ per cent of GDP. 	Even excluding 

privatisation proceeds, lowest PSBR for 17 years. 

Public expenditure 1989-90 - 1991-92  

Since 1982-83 longest sustained fall in public expenditure as a 

proportion of national income since the early 1950s. 

New planning totals have been set at £156 3/4 billion for 1988-89 

and £167 billion for 1989-90 - increases of £21/2  billion and £51/2  

billion respectively over totals previously published. 

For 1990-91 the planning total has been set at £176 billion. 

Prudent to set aside larger reserves within the planning totals 

than previously: £31/2  billion in 1988-89; £7 billion in 1989-90; 

£101/2  billion. 

Privatisation proceeds planned to be £5 billion per year. 

Excluding privatisation proceeds public spending's share of 

national income has fallen from nearly 47 per cent in 1982-83, to 

around 421/2  per cent in 1987-88. By 1990-91 it will be down to 414 

per cent, the lowest since 1972-73. 

Real growth of public spending planned to be around 14 per cent a 

year, well within the prospective growth of the economy as a 

whole. 



• Steady economic growth and reduced burden of debt interest enable 
provision of additional resources for priority services: health, 

law and order, and education. 

National insurance contributions: minor changes to earnings 

bands. In addition, Treasury supplement (taxpayers' 

contributions) reduced from 7 per cent to 5 per cent. 	Does not 

require any change in contribution rates which once again remain 

unchanged. 

Industry Act forecast 

Growth this year likely to be 4 per cent, compared with the 3 per 

cent growth forecast at Budget time. Strong growth in domestic 

demand more than matched by the rapid rise in exports. 

Manufacturing industry doing particularly well. 

Inflation in 1987 Q4 likely to be 4 per cent. No need to amend 

current account deficit of some £21/2  billion. 

Forecast takes into account the likely implications of the recent 

falls in world stock markets. Economic forecasting more than 

usually hazardous. Strength of British economy and of public 

finances puts us in the best possible position to weather any 

storm. 

Economy forecast to grow next year by around 21/2  per cent. 	3 per 

cent growth for the non-North sea economy as a whole. Business 

investment likely to be particularly strong, rising by 51/2  per 

cent. 

Further small increase in the current account deficit, to about 

£31/2  billion, or 3/4 per cent of GDP. 

Inflation may rise a little next year, reaching 41/2  per cent in the 

fourth quarter. 	Defeat of inflation remains at the heart of the 

Government's economic strategy. 

Unemployment should continue to fall. 
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FROM : MISS J C SIMPSON 
nATT ! 9A nrmnRER 19F1R 

 

cc PS/CST 
PS/FST 
PS/PMG 
Mr Turnbull 
Mr Sedgwick 
Mr Odling-Smee 
Mr Gieve 
Mr Dyer 

PS/CHANCELLOR 

 

    

DATE OF THE AUTUMN STATEMENT : LINE TO TAKE FOR PRIME MINISTER AND 
LORD PRESIDENT 

It was agreed at the Chancellor's meeting on Monday that we should 

provide a line to take for the Prime Minister and the Lord 

President to use in response to the question "When is the Autumn 

Statement". 

The Chancellor will be answering the first question on the 

order paper for Oral Questions with the reply "I will, as usual, 

be publishing a new forecast in the Autumn Statement next month" 

(copy attached). We propose that both the Prime Minister and the 

Lord President, if after this they are still asked, should simply 

refer back to the Chancellor's reply. 

I attach a line to take on this basis. 

MISS J C SIMPSON 
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DATE OF THE AUTUMN STATEMENT 

It is possible that the Prime Minister may be asked during 

Questions on 27 October when the Autumn Statement is likely to be. 

The Chancellor will be answering Oral Questions that day and there 

are a number of questions which ask him for his latest forecast of 

various economic variables. In response, he will make a reference 

to "publishing a new forecast in the Autumn Statement next month". 

Line to take 

If, after this, the Prime Minister is still asked the question, we 

suggest she should reply 

"As my RHF the Chancellor has just made clear, the Autumn 

Statement will ber 	next month 



"As my RHF the Chancellor has just made clear, the Autumn 

Statement will be 	 next mon4" 

DATE OF THE AUTUMN STATEMENT 

It is possible that the Lord President may be asked during 

Business Questions on 27 October when the Autumn Statement is 

likely to be. The Chancellor will be answering Oral Questions 

that day and there are a number of questions which ask him for his 

latest forecast of various economic variables. In response, he 

will make a reference to "publishing a new forecast in the Autumn 

Statement next month". 

Line to take 

If, after this, the Lord President is still asked the question, we 

suggest he should reply 



psec.lbiorall 

ORAL 

THURSDAY 27 OCTOBER 1988  

TREASURY 

La 	- Cardiff South and Penarth 

MR ALUN MICHAEL : To ask 

Mr Chancellor of the Exchequer, what is his latest estimate of 
the outturn of the balance of payments position at the end of the 
current financial year. 

MR NIGEL LAWSON 

I will, as usual, be publishing a new forecast in the Autumn 

Statement next month. 
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FROM: A TURNBULL 
nATRT 9g n(.manpR 1QA51 

cc 	Chief Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Monck 
Mr Phillips 
Mr Odling-Smee 
Mr Sedgwick 
Mr Gieve 
Mr Pickford 
Mr MacAuslan 
Mrs Butler 
Mr Richardson 
Miss Walker 
Miss Simpson 
Mr Woolf 

f)  . 	\ kf' s  Nijixfo*" fr' 
AUTUMN STATEMENT: PUBLIC EXPENDITURE PRESS NOTICE 

When you last presented your Oral Statement on the day of Cabinet, 

the Treasury issued two Press Notices. One provided more or less 

the full text of the Industry Act Forecast, the other on 

expenditure gave just two tables - the main table showing levels 

and changes by department plus the nationalised industry EFLs. We 

were very conscious that we had very little time after Cabinet and 

that if any changes had to be made to the figures we wanted to 

minimise the material to be revised to a minimum. We also wanted 

to keep the volume of material to be copied and distributed. 

Having handled the situation in 1986 successfully we feel a 

bit more confident that we could cope with a larger Press Notice. 

Not only will this get more information into the public domain and 

aid the presentation effort but it will also reduce the extent to 

which the printed document has anything new so that it can be 

published in an entirely routine way. 

We therefore suggest publishing the following material: 

i. 	Public expenditure by department - levels and changes. 

This is the main table in Chapter 1. 

The three supporting tables showing expenditure by 
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- central government 

local authorities 

public corporations. 

The 1989-90 EFLs for the nationalised industries. 

The 'triangle tables" comparing plans and outturns for 

GGE/GDP ratios 

planning total 

A time series going back to 1963-64 for GGE, money GDP 

and the GDP deflator. This will enable us to substantiate 

the claim of the "lowest ratio for 20 years". 

Public spending by department in cash and real terms. 

A chart showing the GGE/GDP ratios back to 1963-64. 

Examples of the material, with near but not absolutely final  

figures,  are attached. 

4. 	We do not see the need for any text summarising the main 

points as all the relevant information will be in the text of the 

Oral Statement which will be published at the same time. As 

suggested by the Chief Secretary, we propose including a paragraph 

on the changes in the presentation of public spending plans so 

that readers know what sort of Autumn Statement to expect when it 

appears. 

 

If disaster were to strike, and significant reworking of the 

figures were required after the Cabinet discussion, it might not 

be possible to see the changes through to all the above tables. 

We could then fall back on the main table, (i) above, and the 

nationalised industry EFLs, (iii) above, as was done in 1986. 

We would be grateful to know if you are content with these 

proposals. 

A TURNBULL 



• 
PressNot 

1 November 1988 

AUTUMN STATEMENT  

PUBLIC EXPENDITURE PLANS  

This Press Notice provides details of the Government's public 

expenditure plans announced by the Chancellor of the Exchequer to 

the House of Commons today. 	The information in the attached 

tables and chart will appear in the printed Autumn Statement which 

will be published on Tuesday 8 November. 

As indicated in the White Paper on "Financial Reporting to 

Parliament" (Cm 375) the section on public spending in the printed 

Autumn Statement will be expanded so that it includes nearly all 

the information 	the general picture previously found in 

Chapter 1 of the Public Expenditure White Paper. The role of the 

White Paper, which will appear early in the New Year, will be 

principally to spell out the details of individual departmental 

programmes. 	The individual chapters will be bound separately 

rather than published as one large volume covering all 

departments. 	This williAot only provide a stepping stone to the 

eventual production of departmental reports to replace the White 

paper, a development which a number of Select Committees have 

promoted, butf will also enable those whose interest is confined to 

a particular department to obtain only that chapter. 

Press Office 
HM Treasury 
Parliament Street 
London 	Sw1P 3AG 

01-270 5238 
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Z"  Table 1.1 General government expenditure, excluding privatisation proceeds, 
as a percentage of GDP; plans and outturn 

per cent 

1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 	1991-92 

45 44 43 plans 
March 	1984 	FSBR 	(1) 46 

March 	1985 	FSBR 	(1) 46 464 45 64. 44 43 outturn and 

estimated 	outturn 
January 	1986 	PEWP 

(Cmnd 	9702) 4E4_ 46>4.. 45 44 43 42 14 

January 	1987 	PEP 

(Cm 	56) 46 46. 44%. 44 I/2. 44 4 2 34. 42 

January 	1988 PEW? 

(Cm 	288) 46 464 44. 44 42i/.2 42 41344. 414 

This Autumn Statement 4 534 464 44 &. 43344_ 41 39'4. 39 3E 34 	3934 

(1) Financial Statement and Budget Report. 



Table 1.3 Public expenditure planning total(1); plans and outturn 

f 	billion 

1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 	1989-90 	1490-91 1991-92 

March 1982 White Paper 

(Cmtd 	8494) 	(2) 120.8 127.8 

February 1983 White Paper 

(Cmnd 	8789) 119.7 126.6 132.4 plans 

outturn 	and estima.  February 1984 White Paper 

(Cland 	9143) 120.5 126.8 132.2 136.8 

January 1985 White Paper 

(Cmnd 	9428; 120.4 128.3 132.2 136.9 141.7 

January 1986 White Paper 

(Cmnd 	9702) 	(2) 120.4 '129.7 134.3 139.2 144.3 148.2 

January 1987 White Paper 

(Cm 	56) 120.4 129.9 133.7 140.5 141.7 154.3 	181.5 

Jan 1988 White Paper 

(Cm 288) 120.4 129.9 133.8 139.3 14-;.4 156.9 	:87.1 	171.1 

This Autumn Statement 120.4 129.9 133.8 139. 145.' 153.1 	181.1 	1'9.5 191.7 

Public expenditure planning total on current definitions. 

Including changes announced in the March Budget Statement. 

• 
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TABLE 1.4: PUBLIC EXPENDITURE (1) . 

I 

E million 

Changes froa 
Latest estimates of outturn New plans 1: January 1988 White Paper (2) 

I 	I 

1987-88 : 	1988-89 	1 	CHANGE 	:: 1989-90 1991-91 1991-92 	1; 1988-89 1989-90 1990-91 
OUTTURN 	:FSTINATFO 	:1987-88 To:: PLANS PLANS PLANS 	:1 

' 	OUTTURN 	: 	1988-89 	:: 

.. 
,. .. 

Ministry of Defence 18,862.2 	19,300.0 	437.8 	:: 20,098.2 21,138.8 22,062.8 	1: 79.0 129,8 564.2 
ECU - Diplomatic wing 659.8 	751.0 	91.2 	1: 767.6 808.0 869.5 	:: 27.0 26.0 48.1 
HO - Oversees Development Administration 1,303.2 	1,490.0 	186.8 	:: 1,538.4 1,626.7 1,691.4 	1: 58.0 at 75.5 
European Communities 1,663.8 	950.0 	-713.8 	:: 1,969.7 1,949.7 1,582.6 	:1 150.0 500.0 630.0 
Ministry of Agriculture, Fisheries and Food (3) 1,976.2 	1,863.0 	-113.2 	:: 1,94.6.7 2,156.4 2,352.1 	1: -369.0 -381.3 -340.7 
Department of Trade and Industry 728.0 	1,705.0 	977.0 	11 1,363.8 1,341.6 1,169.0 	:: 455.0 166.3 195.3 
Export Credits Guarantee Department 150.8 	90.0 	-60.8 	1: 135.4 99.6 59.5 	11 -41.0 6.8 3.6 Department of Energy 218.3 	215.0 	-3.3 	:: -245.5 -511.8 624.4 	1: 95.0 -63.2 -99.I 
Departeent of Employment 3,914.7 	4,125.0 	210.3 	:: 4,093.1 	1 6,053.2 6,061.9 	:1 -117.0 -198.0 -297.0 
Department of Transport 4,586.1 	4,813.0 	226.9 	1: 5,357.6 5,540.2 5,656.2 	1: -336.0 262.7 328.5 DOE - Housing 2,697.1 	2,053.0 	-646.1 	:1 1,685.7 2,026.7 2,382.1 	:1 -968.0 -1,319.7 -1,018.8 
DOE - other environmental services 3,640.0 	4,385.0 	765.0 	:: 6,675.8 4,541.9 6,680.9 	:1 525.0 678.4 638.4 Hose Office 5,701.9 	6,279.0 	577.1 	1: 6,876.5 7,199.2 7,366.7 	1; 227.0 588.1 730.9 Legal departments (4) 793.3 	955.0 	161.7 	:: 1,079.0 1,168.6 1,240.7 	:: -19.0 33.5 61.3 
Department of Education and Science 17,081.1 	18,640.0 	1,358.9 	1: 19,570.5 20,239.2 20,773.9 	:: 669.0 866.4 998.0 
Office of Arts and Libraries 888.8 	981.0 	92.2 	:: 976.0 1,008.6 1,056.7 	1: 68.0 1 	27.1 27.6 
Department of Health 19,715.7 	21,738.0 	2,022.3 	:: 23,155.0 24,378.6 	1 25,387.6 	:: 1,055.0 1,455.0 1,699.0 
Department of Social Security 1 	46,249.3 	67,601.0 	1,351.7 	1; 50,970.0 	1 55,241.8 58,645.5 	:: -859.0 -120.9 1,687.5 
Scotland 8,087.0 	8,720.0 	633.0 	1; 8,996.5 9,192.5 9,725.4 	11 214.0 381.5 414.5 
Wales 3,330.3 	3,596.0 	265.7 	1: 3,803.6 3,921.7 6,047.9 	:: 145.0 252.8 260.0 Northern Irelano 4,925.9 	5,165.0 	239.1 	1: 5,455.6 5,659.2 5,858.1 	1: 21.0 132.6 151.4 
Chancellor's departments 3,631.5 	3,668.0 	236.5 	:: 4,086.0 4,284.3 4,693.0 	11 -128.0 34.8 90.3 

I C 
Other departments 

Reserve 
295.8 	362.0 	66.2 	1: 

1 	0.0 	0.0 	:1 
301.0 

3,500.0 

325.2 

7,000.0 

	

329.1 	:: 

	

10,500.0 	:: 

104.0 

-3,500.0 

68.2 

-3,500.0 

73.9 

-3,500.0 
Privatisation proceeds -5,160.5 	-6,000.0 	-839.5 	1; -5,000.0 -5,000.0 -5,000.0 	1: -1,000.0 0.0 0.0 
Adjustment 	(5) 321.0 	321.0 	:: 0.0 0.0 0.0 	:: 321.0 

PLANNING TOTAL :165,760.3 	:153,566.0 	7,825.7 	11166,952.2 	1179,389.7 	:191,575.0 	1; -3,302.0 -161.7 	, 3,222.1 

General government gross debt interest 1 	17,600.0 	 :: 17,100.0 	: 16,000.0 	: 15,800.0 	:: 
Other national accounts adjustments : 	9,400.0 	1,100.0 	:: 9,300.0 	: 9,200.0 	; 8,700.0 	:: 1,300.0 

GENERAL GOVERNMENT EXPENDITURE ::193,352.2 	:204,589.7 	:216,075.0 	11 

The rounding and other conventions used in this table and Tables 1.7, 1.8 and 1.9 are as follows: plan figures are rounded to the nearest 110 
million except for social security (in this table and Table 1.7), the planning and spending authority totes (except public corporations) and 
general government expenditure which are rounded to the nearest E100 billion. In the case of general government expenditure, this does not imply 
accuracy to this degree. Debt interest and other national accounts 	adjusteents are rounded to the nearest 1500 million. Outturn figures for 
1988-89 have also been rounded to reflect their provisional nature. The changes and totals are based on the unrounded figures, and may therefore 
differ from the changes and suns of the rounded figures. In this and Tables 1.7, 1.8 and 1.9 some figures may be subject to detailed technical 
asendsent before the publication of the 1989 public expenditure White Paper. 

'Plans as set out in the last public expenditure White Paper (Cm 288) adjusted for minor changes of classification and allocation. 

Includes Intervention Board for Agricultural Produce 	and Forestry Commission. 

Legal departments comprise: the Lord Chancellor's Department, the Northern 	Ireland Court Service, the Crown Prosecution Service, the Serious 
Fraud Office and the Crown Office. 

An adjustment for the difference between the assessment of the likeikely outtu-n for 1988-89 and the sum of the other items shown. 

...krovara. 
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EXTERNAL FINANCING LIMITS FOR THE NATIONALISED INDUSTRIES 1989-90 

Emillionl  

British Coal 	 560 

British Railways Board 	 440 

British Shipbuilders 	 -1 

British Waterways Board 	 48 

Civil Aviation Authority 	 47 

Electricity (England and Wales) 	 -1300 

Electricity (Scotland)2 	 -60 

London Regional Transport 	 287 

Post Office 	 -91 

Scottish Transport Group 	 -5 

Water (England and Wales)3 	 40 

TOTAL 	 -34 

1 	Figures are shown rounded to the nearest El million. 

2 	From April 1989, the Scottish Electricity Boards will enter a 
revised trading relationship in preparation for privatisation. 
Separate EFLs for the two Boards will be determined when the new 
arrangements are established. 

3 	Allowance for external financing for the Regional Water 
Authorities. Figures will depend on the actual timing of the 
establishment of the National Rivers Authority (see paragraph 
1.36) and privatisation during 1989-90. 



TABLE 1.7: CENTRAL GOVERNMENT SPENDING (1) 

 

11 	 Change from 

Latest estimates of outturn 	H 	
New plans 	 ;; 	January 188 White Paper(1) 

  

1987-88 ; 1988-89 I CHANGE ;; 1989-90 	
1990-91 	1991-92 11 1988-89 	

1989-90 	1990-91 1 

OUTTURN ;ESTIMATED ;1987-88 T011 	PLANS 	
PLANS 	PLANS H 

OUTTURN 1 1988-83 ;1 

11, 	Ministry of Defence 	
18,862.2 	19,300.0 	437.8 ;1 20,098.2 
	21,138.8 	22,042.8 1; 	

79.0 	129.8 	564.2 

FCO - Diplomatic wing 	
659.8 	751.0 	91.2 ;; 	767.6 	808.0 	

849.5 1; 	27.0 	26.0 	48.1 

KO - Overseas Development Administra:ion 	
1,303,8 	1,447.0 	143.2 ;1 1,509.7 
	1,599.2 	1,663.2 ;; 	

45.0 	33,4 	75.5 

European Communities 	
1,663.8 	950.0 	-713.8 ;; 	

1,969,7 	1,949.7 	1,582.6 1; 	150.0 	
500.0 	630.0 

Ministry of AgricultUre, Fisheries and Food 	
1,795.3 	1,654.0 	-141.3 ;; 	

1,707.0 	1,909.7 	2,093.3 ;; 	
-339.0 	-397.9 	-359.1 

Department of Trade and IndustrY 	
899.6 	1,821.0 	921.4 ;; 	

1,333,9 	1,281.9 	1,133.4 11 	
557.0 	73.5 	81.2 

Export Credits Guarantee Department 	
150.8 	90.0 	-61.0 ;; 	135.4 	

99.6 	59.5 11 	-41.0 	
6.8 	3.6 

Department of Energy 	
565.0 	527.0 	-38.0 ;; 	

493.4 	412.3 	357.7 ;; 	
15.0 	31.8 	-22.4 

Department of Employment 	
3,782.9 	3,986.0 	203.1 ;; 3,953.6 
	3,908.9 	3,914.1 ;; 	-125.0 
	-200.0 	-300.0 

Department of Transport 	
1,373.3 	1,430.0 	56.7 :; 1,781.9 	1,884,7 	1,944.6 ;; 	

-27.0 	289.2 	350.9 

DOE - Housing 	
1,301.1 	1,385.0 	83.9 11 1,381.0 	1,624.2 	

1,919.2 ;1 	65.0 	-1.7 	156,2 

411 	
DOE - other environmental services 
	 467.5 	506.0 	38.5 ;; 	: 646.0 	667.5 	

670.1 :; 	18.0 	188.5 	
196.3 

Home Office 	
991.9 	1,148.0 	156.1 ;; 	

1,434.0 	1,568.4 	1,562.6 1; 	
32.0 	257.6 	366.3 

Legal departments 	
7c,3.3 	955.0 	161.7 11 1,079.0 
	1,168.6 	1,240;7 1; 	

-19.0 	33.5 	61.3 

411 	
Department of Education and Science 	

2,693.7 	2,970.0 	276.3 ;; 4,279.1 
	4,399.8 	4,463.1 ;; 	

31.0 	268.7 	282.0 

Office of Arts and Libraries 	
368.9 	420.0 	51.1 ;; 	438.9 	452.9 	

482.9 ;1 	3.0 	4.1 	1.6 

Department of Health 	
16,653.8 	18,385.0 	1,731.2 11 19,721.3 
	20,825.8 	21,728.7 :: 	

836.0 	1,247.0 	1,468.0 

411 	
Department of Social Security 	

42,522.2 	43,628.0 	1,105.8 1; 46,335.3 
	50,164.0 	53,180.9 1; 	

-824.0 	-508.6 	1,098.9 

Scotland (2) 	
3,458.6 	3,805.0 	346.4 ;1 3,826.0 
	4,053.3 	4,209.9 ;1 	

111.0 	100.1 	185.0 

Wales (2) 	
1,538.7 	1,714.0 	175.3 ;1 1,858.4 
	1,928.9 	1,991.0 1; 	

49.0 	141.0 	150.2 

411 	
Northern Ireland (2) 	

3,799,4 	4,061.0 	251.6 ;; 4,282.3 
	4,461.0 	4,626.0 1; 	63.0 	

106.3 	119.8 

Chancellor's departments 	
3,438.4 	3,673.0 	234.6 ;; 
	4,090.9 	4,290.2 	

4,498.9 11 	-130.0 	34.8 	90.3 

Other departments 	
; 	295.8 , 	362.0 	

66.2 ;; 	301.0 	325.2 	
329,1 M 	105:2 	68.2 	73,9 

411 
TOTAL 	

109,379.8 ;114,968.0 	
5,588.0 ;;123,423.6 ;130,922.6 ;136,543.8 1; 	681.0 

	2,432.1 	5,321.8 

411 
(1) See footnotes 

to Table 1.4. Figures exclude finance for public corprations. 

410 	
(2) 

The breakdown of the Scottish, Welsh and Northern Irish figures between central government, local authorities and public corporations 

is based on previous patterns of expenditure and may be 
varied, except in the case of local authority relevant expenditure in 1989-90, 

where the provision for Scotland and Wales is as announced in July in the RSG settlement for that year. 

• 

• 
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TABLE 1.8: LOCAL AUTHMITY SPENDING (1) 

Change from 

Latest estimates of outturn 
	

New plans 	 H 	January 1388 White Paper 

1989-90 	; 

PLANS 

1990-91 

PLANS 	1 

1991-92 	;: 

PLANS 

,2 

1988-89 198,4-90 1990-91 

2208. 	; 226.2 233.2 	;; -11.0 	' 15.1 15.8 

104.8 	; 107.3 109.7 	1: 5.0 	, 10.0 10.0 

138.8 	; 143.6 147.2 	:: 7.0 2.0 3.0 

2,750.5 	1 2,819.2 2,904.1 	;1 -91.0 27.0 22,0 

313.7 	: 381.5 393.1 	:: -955.0 -1,226.0 -1,083.0 

3,746.3 	; 3,664.5 3,776.6 	:1 500.0 285.0 119.7 

5,442.9 	; 5,630.8 5,806.1 	:: 197.0 330.5 364.6 

15,291.5 	; 15,839.4 16,310.9 	:; 438.0 597.7 716.0 

537.1 	; 555.5 571.8 	;1 64.0 23.0 26,0 

3,03.7 	; 3,552.8 3,658,9 	;; 219.0 208.0 231.0 

4,634.7 	1 5,077.8 5,464.6 	;; -34.0 387.7 588.6 

4,822.5 	: 4,915.7 5,069.9 	;; 166.0 264.6 238.8 

1,834.8 	: 1,892.4 1,953.6 	:; 97.0 108.4 118 	5 

863.1 	; 892,7 '"):7 1.0 18.9 	1 22.7 

It 

44,135.2 	1 452 699.6 47,315.6 	;; 603.0 ,051.9 1,393,7  

35,256.4 	; 36,494.5 37,586.4 	1; 1,207.0 ; 	1,736.4 1,977.5 

6,103.2 	; 6,594.1 7,056.0 	;1 -39.0 1 	430.2 649,1 

2,774.3 	: 2,610.1 2,673.5 	;; -566.0 ; 	-1,114.7 . 	-1,232.9 

1987-88 ; 1988-89 : CHANGE 1: 

OUTTURN ;ESTIMATED ;1987-88 T011 

I  OUTTURN 	1988-89 

Ministry of Agriculture, Fisheries and Food 	179,1 	189.0 	9.9 11 

Department of Trade and Industry 	
86.3 	96.0 	9.7 ;; 

Department of Employment 	
126.7 	138.0 	11.3 1: 

Department of Transport 	
2,530.3 	2,558.0 	27.7 11 

DOE - Housing 	
1,406.3 	732.0 	-674.3 1: 

DOE - Other environmental services 	 3,229.8 	3,872.0 	642.2 11 

Home Office 	
4,709.7 	5,131.0 	421.3 ;1 

Department of Education and Science 	 14,387.4 	152 470.0 	1,082.6 1: 

Office of Arts and Libraries 	
519.9 	561.0 	41.1 :1 

Department of Healtn 	
3,049.5 	3,343.0 	293.5 ;1 

Department of Social SeNrity 	
3,727 1 	3,973.0 	245.9 ;; 

Scotland (2) 	
4,253.2 	4,575.0 	321.8 ;; 

Wales (2) 	
1,714.0 	1,780.0 	66.0 11 

Northern Ireland (2) 	
781.6 	824.0 	42.4 11 

2, 
2, 

TOTAL 
	 40,700.9 43,242.0 	2,541.1 1; 

of which:- 

Relevant expenditure (3) 	
31,985.3 	34,448.0 	2,462.7 1; 

Other current 	
5,070.6 	5,369.0 	298.4 1; 

Capital 	
3,644.7 	3,425.0 , 	-219.7 ;, 

See footnotes to Table 1.4. Figures exclude finance to public corporations. 

See laimumw.. 044410- bc 
111 

Public expenditure relevant for Aggregate Exchequer Grant. 

0 



£ million 

TABLE 1.9! PUBLIC CORPORATIONS (1) (2 

    

    

     

Changes from 

New plans 	 1 	January 1988 White Par) 

    

; Latest estimates of outturn 

1987-88 ; 1988-89 : CHANGE :1 1989-90 	
1990-91 ; 1991-92 H 1988-89 	1989-90 	

1990-91 , 

OUTTURN ;ESTIMATED ;1987-88 TO:: 	PLANS 	PLANS ! 	PLANS 

OUTTURN 	1988-89 ;1 

	

0.0 	0.0 	0.0 ;; 

0 	F00 - Overseas Development Administration 	
-0.5 	43.0 	43.5 ;I 	28.7 	27.4 	28.1 ;I 	13.0 	0,0 	0.0 

Ministry of Agriculture, Fisheries and Food 	
1.8 	20.0 1 	18.2 :: 	19.0 	

20,5 	25.5 :; 	0.0 	1.5 	2.6 

0 	

Department of Trade and Industry 	
-257.8 1 	-212.0 	45.8 1: 	-74.9 1 	-47.6 1 	

-74.1 ;1 	-106.0 1 	80.8 1 	104.1 

Department of Energy 	
1 	-346.8 1 	-312.0 1 	34.8 :: 	

-738.8 	-924.1 1 	
266.8 ;1 	80.0 1 	-95.0 1 	-77.0 

Department of Employment 	
5.2 1 	1.0 	-4.2 :; 	0.6 1 	0.6 1 	

0.6 :: 	0.0 1 	0.0 1 	
0.0 

0 	

Department of Transport 	
682.5 	825.0 	142.5 :: 	

825.2 	836.3 	807.5  :: 	-216.0 
	73.5 	-44.4 

DOE - Housing 	
-10.4 1 	-64.0 1 	-53.6 ;: 	

-9.0 1 	21.0 1 	69.8 ;: 	-77•0 	
-92.0 	-92.0 

DOE - Other environmental services 	
-57.3 1 	7.0 1 	64.3 ;1 	

83.5 1 	209.9 1 	234.2 :: 	
7.0 	4.9 1 	122.4 

10 	

Department of Health 	
12.4 	10.0 	-2.4 1: 	0.0 	0.0 	0.0 :: 	0.0 	0.0 	0.0 

Scotland (3) 	
375.3 1 	340.0 1 	-35.3 :: 	346.0 1 	

223.4 I 
	445.6 ;; 	-63.0 1 	16.8 	

-9.3 

Wales (3) 	
, 
, 	77.7 1 	102.0 1 	24.3 1: 
	110.4 	100.4 	103.2 :; 
	-1.0 	3.4 	-8.7 

10 	
Nortnern Ireland (3) 	

' , 	.,44.,7) 	280,0 	-64.9 :: 	310.6 	
305.5 	314.2 ;; 	-43.0 	

7.4 	8.9 

Chancellor's departments 	
-6.9 1 	-5.0 1 	1.9 :; 	-6.9  

	

, , 	

-5.9 	-5.9 :: 	2.0 	0.0 	0.0 

, 0.0 , 	0.0 	0.0 11 	 0.0 	0.0 
,  

111 	TOTAL (4) 	
820.1 1 1,035,0 1 	214.9 ;: 	894.4 	

767.4 1 2,215.5 ;; 	-404.0 	-145.7 16.6 

of which:- 	
I 

	

, 	I 
I  

Nationalised industries 	
267.9 	396.0 1 	128.1 ;1 	

-33.5 : 	-396.1 	983.8 ;; 	
-291.0 1 	-0.5 1 	-4. g 

Other public corporations 	
552.5 1 	639.0 1 	86.5 : 	

927.9 ; 	1,163,7 	1,231.8 :: 	
-115.0 1 	-145.2 1 	16.5 

111 	(1) See footnotes to table 1.4. 

410 	

(2) For nationalised industries and most public corporations the planning total includes their external finance. For natioralised industries' 

external financing limits for 1989-90, see Table 1.5. 

III 	
(3) See ,....,....4, ,,,e......... 2, ir-  11,41(4. 1.7 
(4) For nationalised industries to be privatised, provision is included as follows: British Steel until 1988-89; Water (England and Wales) until 19 

411 	

Allhictricity (England, Wales and Scotland) until 1990-91. Precise external financing requirements will depend on the timing of reorganisation and 

Iligvatisations. Excluding these industries throughout, figures for the remaining industries are: 

III 	
1,660.0 	1,660.0 	0.0 	1,290.0 	1,130.0 	

980.0 	-30.0 	-160.0 	-240.0 
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Table 1.10 Public expenditure by departaent, 1378-79 to 1991-92(1) 

f billion 

1978-79 

outturn 

1982-83 

outturn 

1983-84 

outturn 

1984-85 

outturn 

1985-86 

outturn 

1986-87 

outturn 

1987-88 

outturn 

1988-89 

estisated 

outturn 

1989-90 

plans 

1990-91 

plans 

1991-92 

plans 

k.... 
Ministry of Defence 7.5 14.4 15.5 17.2 18.0 18.2 18.9 19.3 20.1 21.1 22.0 

0.8 
FC0 - Digloaatic sing 0.3 0.5 0.5 0.6 0.6 0.6 0.7 0.8 0.8 0.8 

1.6 1.7 
k...,.. FC0 - Overseas Developtent idainistration 

European Cosaunities 

0.8 

0.8 

1.0 

0.6 

1.2 

0.8 

1.2 

1.0 

1.2 

0.8 

1.3 

1.1 

1.3 

1.7 

1.5 

1.0 

1.5 

2.0 1.9 1.6 

Ministry of Agriculture, 	Fisheries 2.2 2.4 
,.. and Food121 

Departseat of Trade aad Iadustry 

0.8 

1.8 

1.8 

1.9 

2.0 

1.5 

2.0 

1.6 

2.4 

1.5 

1.8 

2.1 

2.0 

0.7 

1.9 

1.7 

1.9 

IA 1.3 1.2 

3.1 
Export Credits Guarantee Departaent 0.4 0.3 0.3 0.5 0.3 0.3 0.2 0.1 0.1 0.1 

-0.5 3.E 

..... Departaent of Energy 

Departaent of Isployaent 

0.6 

1.1 

0.9 

2.4 

1.1 

2.9 

2.6 

3.1 

C.7 

1.4 

-0.2 

3.9 

0.2 

3.9 

0.2 

4.1 

-0.2 

4.1 4.1 1.: 

5: 
Depaltsent of Transport 2.6 4.3 1.3 4.6 4.6 4.7 4.6 4.8 5.4 5.5 

2.4 
DOE - Housing 3.6 2.7 3.2 3.3 ...0 2.8 2.7 2.1 1.7 2.0 

DOE- Other eavironaental services 2.3 3.6 3.8 4.0 5.9 4.0 3.6 4.4 4.5 1.5 

7.4 
Hose Office 1.9 3.8 4.1 4.7 4.7 5.1 5.7 6.3 6.9 1.2 

Legal 	departsents(3) 0.2 0.4 0.4 0.5 0.6 0.7 0.8 1.0 1.1 1.2 1.1 

Departaent of Education and Science 1.1 12.7 13.4 13.9 11.4 15.1 17.1 18.4 19.6 20.1 20.1 

Office of Arts and Libraries 0.3 0.6 0.6 0.1 0.7 0.8 0.9 1.0 1.0 1.0 1.. 

Departaent of Health 7.4 13.9 14.7 15.8 15.6 11.9 19.7 21.7 23.2 24.4 25.1 

Departsent of Social Security 16.4 32.5 35.2 38.1 41.5 44,4 46.2 47.6 51.0 55.2 58.1 

Scotland 3.9 6.5 6.8 7.1 1.2 1.7 8.1 6.7 9.0 9.2 9.3 

Males 1.6 2.5 2.7 2.', 2.8 3.1 3.3 3.6 3.8 3.9 4.0 

Northern Ireland 2.2 3.6 3.8 4.1 4.4 4.6 4.9 5.1 5.5 5.1 5.9 

Chancellor's departaents 1.4 2.6 1.6 2.6 2.8 3.2 3.4 3.1 4.1 4.3 4.5 

Other departaents 0.4 0.6 0.9 0.2 0.2 0.1 0.3 0.4 0.3 0.3 0.3 

Reserve 
3.5 7.0 10.5 

Privatisation proceeds -0.5 -1.1 -2.2 -2.7 -4.5 -5.2 -6.0 -5.0 -5.0 -5.0 

,..... Adjustseat141 
0.3 

Planning total 65.7 113.6 120.4 129.3 133.8 139.3 145.7 153.6 167.1 179.5 191 7 

General governaent gross debt interest 7.4 13.9 14.5 16.1 17,7 11.6 11.5 17.7 17.0 16.0 160 

Other national accounts adjustients 1.8 5.2 5.5 1.7 6.7 7.5 8.2 9.4 9.0 9.0 90 

General governaent expenditure 75.0 132.6 140.4 150.6 158.1 164.4 171.5 180.6 193.5 204.7 216 	2 

General governient expenditure 

(excluding privatisation proceeds) 75.0 133.1 141.6 152.8 160.9 168.9 176.1 186.6 198.5 209.7 221 	2 

381K+ 
- as a percentage of GDP 'IA. 4644 454'. 40'.4. 44& 43t,. 41 	. 39)1 39 3844 

Money GDP 173.0 284.7 308.6 330.5 361.1 385.7 424.5 471 509 510 519 

See footnote 12) to Table 1.4. 

See footnote (() to Table 1.4. 

See footnote 151 to Table 1.4. 

(1) See footnote (7) to Table 1.4. 



Table 1.11 Public expenditure in real terms(l) by departsent, 1978-79 to 1991-91(2) 

I billion (base year 1987-88) 

1978-79 
outturn 

1981-83 
outturn 

1983-84 
outturn 

1984-85 
outturn 

1185-86 
outturn 

1986-87 
outturn 

1987-88 
outturn 

1988-39 
estinted 

outturn 

1989-90 
plans 

1990-91 
plans 

199.-91 
puss 

Ministry of Defence 15.9 18.1 18.7 19.7 19.5 19.1 18.9 18.1 18.0 18.3 .8.5 
?CO - Diploaatic ring 0.6 0.6 0.6 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.1 
PCO - Overseas Developtent Adsinistration 1.6 1.3 1.1 1.4 1.4 1.4 1.3 1.4 1.4 1.4 1.4 
European Cossunities 1.5 0.7 1.0 1.1 0.9 1.1 1.7 0.9 1.8 1.7 1.3 
Ministry of Agriculture, fisheries 

and Food(3) 1.6 1.3 2.4 1.3 2.6 1.9 2.0 1.8 1.7 1.9 2.0 
Departsent of Trade and Industry 3.7 1.4 1.8 1.8 1.7 2.2 0.7 1.6 1.2 1.2 1.0 
Export Credits Guarantee Departsent 0.7 0.1 0.3 0.6 0.4 0.3 0.2 0.1 0.1 0.1 0.1 
Departsent of Energy 1.1 1.1 1.3 3.0 0.7 -0.2 0.2 0.2 -0.2 -0.4 0.5 
Departsent of Isploysent 2.2 3.0 3.5 3.6 3.7 4.1 3.9 3.9 3.7 3.5 3.4 -) 
Departaent of Transport 5.4 5.5 5.2 5.3 5.0 4.9 4.6 4.5 4.8 4.8 4.8 
DOS - Housing 1.3 3.4 3.8 3.7 3.2 3.0 2.7 1.9 1.5 1.8 1.0 
DOE - Other environsental services 4.6 4.5 4.6 1.5 4.3 1.2 3.6 4.1 4.0 3.9 3.9 
Hose Office 3.8 4.7 5.0 5.3 5.2 5.4 5.7 5.9 6.2 6.2 6.2 
Legal departaents(4) 0.3 0.5 0.5 0.6 0.6 0.7 0.8 0.9 1.0 1.0 1.0 
Departnnt of Education and Science 15.9 16.0 16.2 16.0 15.7 16.5 17.1 17.4 17.5 17.5 17.5 
office of Arts and Libraries 0.7 0.8 0.8 0.8 0.8 0.9 0.9 0.9 0.9 0.9 0.9 
Departsent of Health 15.2 17.5 17.7 18.1 18.1 18.9 19.7 20.5 20.8 21.1 21.3 
Departsent of Social Security 33.7 40.9 41.4 13.7 45.1 46.8 46.1 44.8 45.7 47.8 119.3 
Scotland 8.0 8.2 8.2 8.2 7.9 8.1 8.1 8.2 8.1 8.0 8.2 
Vales 3.2 3.2 3.1 3.1 3.0 3.2 3.3 3.4 3.4 3.4 3.4 
Iorthern Ireland 4.4 4.5 4.6 4.7 4.8 4.8 4.9 4.9 4.9 4.9 4.9 
Chancellor's departsents 3.0 3.3 1.9 3.0 3.1 3.3 3.4 3.5 3.7 3.7 3.8 
Other departsents 0.8 0.8 1.1 0.1 0.2 0.2 0.3 0.3 0.3 0.3 0.3 
Reserve 3.1 6.1 8.8 
Privatisation proceeds -0.6 -1.4 -2.5 -2.9 -4.7 -5.2 -5.6 -4.5 -1.3 -4.2 
idjustsent(5) 0.3 

Planning total 134.9 113.0 145.0 118.9 145.6 146.7 145.7 144.5 149.8 155.5 151.2 

General goverment expenditure 153.8 167.0 169.2 172.7 172.1 173.1 171.5 170.0 173.4 177.3 131.8 
General governsent expenditure 

(excluding privatisation proceeds) 153.8 167.6 170.5 115.2 175.0 177.8 176.7 175.7 177.9 181.6 106.0' 
GDP deflator 

18 increase on previous year) 7.1 1.6 5.1 5.4 3.3 5.3 64 5 3_ 3 

Cash figures adjusted to 1987-88 price levels by excluding the effect of general inflation as seasured by the GDP deflator. 
See footnote (2) tc Table 1.4. 

UP) See footnote II) tc Table 1.4. 
)4) See footnote (5) to Table 1.4. 
a) See footnote (7) to Table 1.4. 

(.d 

0 
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*RENDS IN PUBLIC SPENDING 

General government expenditure 
(excluding privatisation proceeds) 

Cash 
(E billion) 

Real tPrms(1) 
(E billion) 

As a I of 
GDP 

Money 
GDP 

(E billion) 

GDP 
Deflator 

(1987-88-100) 

1963-64 11.3 92.3 361/4  31.4 12.3 
1964-65 12.3 95.3 36 34.1 12.9 
1965-66 13.6 96.8 371/4  36.6 14.1 
1966-67 15.1 102.8 38Xk 38.8 14.6 
1967-68 17.5 115.5 4214 41.2 15.1 
1968-69 18.2 115.2 41 44.6 15.8 
1969-70 19.3 115.6 40/ 48.0 16.7 

1970-71 21.6 119.8 401 53.1 18.0 
1971-72 24.4 123.3 411/4  59.2 19.8 
1972-73 97.6 129.9 41 67.5 21.3 
1973-74 32.0 140.5 421 74.8 22.8 

1974-75 42.9 157.6 481/4  89.1 27.2 
1975-76 53.8 157.5 4811  110.8 34.2 
1976-77 59.6 154.1 46 129.4 38.7 
1977-78 64.4 146.3 42/ 150.8 44.0 
1978-79 75.0 153.8 431/4  173.0 48.7 

1979-80 90.3 158.6 431/2  207.7 57.0 
1980-81 109.0 161.5 46 236.6 67.5 
1981-82 121.0 163.3 461/2  259.8 74.1 
1982-83 133.1 167.6 461 284.7 79.4 
1983-84 141.6 170.5 451 308.6 83.0 
1984-85 152.8 175.2 46/ 330.5 87.2 
1985-86 160.9 175.0 441/2  361.1 91.9 

1986-87 168.9 177.8 431 385.7 95.0 
1987-88 176.7 176.7 4111 424.5 100.0 

1988-89 186.6 175.7 391/2  3et1/4  471 106.2 

1989-90 198.5 177.9 39 	39 v4 509 111.6 

1990-91 209.7 181.6 381 	21 540 115.5 

1991-92 221.2 186.0 381 569 118.9 

(1) 	Cash figures adjusted to 1987-88 price levels by excluding the effect 
of general inflation as measured by the GDP deflator. 

Source: 	Figures for 1963-64 to 1987-88 from CSO data 
Figures for 1988-89 to 1991-92, Em Treasury 
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MR D GRAFITHS \) 	W 	 'rr 	Cs  cc 

• 

Chancellor 
Chief Secretary 

	

.1‘)- 	
Ni AlibUll 
Mr Phillips 

cc 

	

N\ 	 Mr Turnbull 
Miss Peirson 

lottityvAiv 	 Mr Saunders 
Mr MacAuslan 

-1--  rthelA(14, K 	
Mr Pickfor 
Mr A M Wh' 
Mr Tyri 
Mr  C,11._  

, A.  FROM: LI 

1\i9  
jg109 	 ‘,  (‘' ,fiprm.cy cirv  coNFIV7IAL  e .v_ 

AUTUMN STATEMENT: HEALTH W)N 

11/4  cz  VSL\\ 	A.\ 0,6 
We spoke about the health briefing and passages for the oralV 

statement. One of the main positive points of our presentation 

will be the extra resources for health so it is vital to get the -..1k/ 

figures straight and ensure that we, Department of Health, and theV 

Prime Minister all sing the same tune. 

The first point, I think, is that we should focus on 

resources for the NHS and not the Health and Personal Social 

Services programme as a whole. If possible it would be best to 

use UK figures but if that is impossible, because the territories 

have not yet made their dispositions, we need NHS figures for  (ft  

England. 

You will be producing a table of figures showing additions 

to plan and year on year increases for various health totals bot 

gross and net of receipts, efficiency improvements, and changes in 

pension contributions. We need to decide which of these figure 

to focus on. My suggestion is that we should focus on: 

(a) 	the increase over previous plan for 1989-90 for the 

NHS as a whole gross of reduced pension contributions 

CT.) and extra receipts; I understand the figure  iscr- 

E13/4  billion; 	

e% 
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(b) 	the real rate of growth in resources available for the 

HCHS between 1988-89 and 1989-90 gross of pension 

contributions, receipts, and efficiency improvements; 

I take it that is the fiyui of 5 per cent. 

4. 	We need also to have answers to the following questions: 

What does this include for pay? As T understand it we 

are allowing only for the GDP deflator for review body 

groups. 	Since that is bound to come out I suggest we 

volunteer it and say that/the provision will be 

reviewed in the Spring in the light of the review body 

awards (since that was the declared purpose of 

(v\ov ni,64.4 briming forward the review body report); and 

CkA&' k)Le -r),  cu. s)01-•- 	 HPIS c-u_d R.e)  i4-14,,14"._[20  
(4) cWhat will this do to spending on health as a 

proportion of national output? In the absence of the 

territories figures we can't give a clear answer but 

we can compare the growth rate of HCHS resources (or 

NHS resources) with the growth rate projected for GDP; 

( 	
it seems likely that on both counts there will be an 

I 	increase in health spending as a proportion of GDP. 

417-1 ,LJJgL m4 

1^Sif\tt— (—re 	 Jo C‘e rt 
11.46qt 	 JOHN GIEVE 

" 	CAe..it2-1 	 od cw-oe) 

NI„eist,) 

(i) 

    



It\)NTIAL‘ 
RO 	ISS M E PEIRSON 
ATE: 27 October 1988 	e7. 

tvek._ 

' 
MR SAUNDERS 

04 
cc Chancellor 

djvC)  
Chief Secretary 

( 	
Mr Anson 
Mr Phillips 

 6}/trl 	
r 

(I (.1 	Tie\A"' Cs kli, , 	, frtAA-frt-ectc5 Am 	Mr Turnbull 

	

Cfyvvp A't 00-e 0( , NVIA.Dk' 9-e- Pr 1-f 61, o 	Mr Gieve 
Mr MacAuslan 	c...- 

A-M ri e fel/ eAA Lis 	tAA'SIA (Xs 

-e..-e-Lt- 141;2. Rilf Vlnot Ai' 1) VW KA , I 1 VVI letit-1  Mr A M White 
.._' i 	Mr Pickford  

vve VVvtA4 V kOW e-GrY1,1eihelii i/L 0 4-0 Siog ovt_LAI., Mr Griffiths 

14,i(-}-f1W 4-0Y letett,H1A,  ) kuY 61, v\A tise OtiveaVr TYrie  

AUTUMN STATEMENT: HEALTH 1 I/v(14-J a, rv) ,v14,v- 1,,ve vi..1,4vYL VS Ct li. e 4t 0 , , t'Ir Call 

0r&+0 \i\i-'0V-1  r . I Ca 14_ p. al,  et' 	-- 
I have agreed with Mr James, DH, subject of course to any further'

-N\  

thoughts anyone may have, that we should all focus on the 
following figures, for England only (actual figures given below 
are still to be confirmed) 

increase plan-on-plan for 1989-90 for NHS as a whole, 
gross of reduced pension contributions and increased 
land sales and cost improvement programme proceeds 

. 	(cips), ie [El 3/4 bn]; 

increase year-on-year for 1989-90 (new plan) on 1988-89 
(estimated outturn) for NHS, gross of reduced pension 
contributions, as an absolute figure, ie [E1.7 bn]; 

increase year-on-Year for 1989-90 on 1988-89 for NHS, 
gross of reduced pension contributions AND increased 
cips and income generation proceeds, as a real growth 
rate, ie [5-51/275]; 

as for (ii), but for HCHS current, ie [E1.1 bn]; 

as for (iii), but for HCHS current, ie[5 %]. 

It does not seem possible to reduce the number of foci: (i) 
is necessary for the Chancellor's oral statement; (ii) and (iii) 
are what DH want for Mr Clarke's press statement; and there is 
usually considerable interest in (iv) and (v). 

It will also be necessary to explain in our press briefing 
why none of these figures is the same as the figure in the main 
table circulated by the Treasury (because the latter is for HPSS, 
ie including LA current expenditure on personal social services). 
There are of course secondary tables showing the split between CG 
and LA expenditure. This difficulty is one reason for not giving 
UK figures; another is that territorial dispositions have not 

been decided. 

I should explain that income generation does not appear in 
because any increase in plan is tiny; land sales do not 

appear in (ii) or (iii) because DH do not think they will increase 
year-on-year; and cips and income generation do not appear in i 

and (iv) because DH want to stick to resources provided by 

the Government. 	
As regards the last point, it seemed worth 	. 

conceding since DH were willing to go along with our treatment in 1 
(i), (iii) and (v): of course it suits them too (bigger figures),f 
but they have tended to refuse in previous years. 	 / 

L74ehri kr v!) xiL Nvii-iii. Otit.SA, rte., . 	scidi4.14 (-A j IV e., 	MISS ME PEIRSON 

qi'W 	

_..., 

	

IC 9,t,14,jteld , OkAt

42 
Altil Kiit- PA 1,AA t1/1 	(V i ktili Pi,A ?kl, i; Li (ACV 

1  4til t4 tc 

ir riivfA ot v. y oct t, ytp,I, 	'1_,QA.4eAA/  
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THE INDUSTRY ACT FORECAST 

    

I attach a revised draft of the Industry Act 

 

Forecast, 

 

which 

   

    

Mr Hibberd has put together. It incorporates your comments on the 

previous draft. We are due to receive final commonts from you by 

lunchtime tomorrow. 

This is the version that will be issued as a press notice on 

Tuesday. (A draft version of the Press Notice itself - copied from 

the 1986 version - is attached.) The presentation of theprinted 

version, to be included in the AS grey book, will differ in a 

number of minor respects, but the words and numbers will be 

identical. 

There are a few points that you might like to note. 

Inconsistencies in the national and sectoral  accounts  

The material on this now forms an annex. 	We have kcpt 

references in the main text to a minimum. We have put a 

chart of the residual error chart into the Annex; without it 

the recent rise in the residual error is not recorded 

anywhere. 

Relative unit labour costs  

There were two separate references to the growth of unit 

labour costs at home and abroad plus a chart that appeared 

with the second reference. 	In this draft there is one 
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reference 	(in paragraph 16), 	and the chart 4 comes 
immediately after it. 

(iii) Exchange rates  

The $/DM rate is now close to the Louvre level, though it has 

not always been so since the Accord. We have altered your 

wording slightly (paragraph 15)1  

Sterling (the ERI)I 	aried over the past year in months 

other than April and May by more than 3 per cent tram its 

pre e;101ilevel. The drafting in paragraph 47 reflects this. 

Consumers' expenditure  

After discussion among ourselves and with Sir T Burns we have 

omitted the chart showing the personal sector net 

wealth/income ratio, and the single sentence on it (that 

would have come in paragraph 31). This sentence did not fit 

easily into the surrounding argument. The choice was between 

explaining more fully the behaviour and significance of net 

wealth and dropping the chart and reference. For this draft 

we chose the latter. If you wanted us to reinstate the chart 

N cnr°164 	and augment the text we could do so tomorrow. 
tot ? 

(v) 	Inflation  

We have changed the components of tables 6 and 7 for the 

forecast period (including 1988) since the last draft. 

You might like to be aware that for 1989 we have used the 

forecast increase in the average rate poundage in England and 

Wales (7 per cent) as the indicator for the rates component 

of the RPI for England and Wales plus Scotland. 	No other 

procedure seems feasible until there is a decision on the 

consequences of the reform of local authority finance for the 

construction of the RPI. None of this is given in the text 

or tables, but we could disclose the nature of our working 

assumption on Scotland if asked what it was. We would on 

past precedent not give the assumed increase in the average 

rate poundage. 

Paragraph 39 (on earnings) has been redrafted. (Following 

past practice we have shown the proposed passages on recent 

developments in the labour market to DE.) It now puts more 
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emphasis on pay settlements, particularly in the public 
sector. 

(vi) Net foreign assets  

You deleted a passage on IPD that included the only reference 

to the UK's net foreign assets. 	We have recently always 

provided an estimate of the value of net foreign assets at 

the end of the preceding year (eg in the paragraph 1.29 in 

the 1987 AS). To omit a reference this time might look as if 

we were concealing the recorded drop in 1987 (though this was 

given in the FSBR). We have added a sentence with the figure 

(paragraph 26). 	
11  cv 

P N SEDGWICK 
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ECONOMIC PROSPECTS FOR 1988 

The Industry Act (1975) requires the Government to publish economic 

forecasts twice a year. This forecast reviews economic developments 

so far this year and outlines the prospects for 1989. The main 

details of the forecast were given to the House of Commons this 

afternoon by the Chancellor of the Exchequer. 

PRESS OFFICE  

HM TREASURY  

PARLIAMENT STREET 

LONDON SW1P 3AG  
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ECONOMIC PROSPECTS FOR 1989 
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As  

Summary 

GDP is forecast to grow by 3 per cent in 1989, 

.following growth of 41/2  per cent this year. Inflation is 
expected to peak in mid-1989, and fall back by the end of 

the year. 

The forecast assumes that fiscal and monetary 

policies are operated within the framework of the Medium 

Term Financial Strategy (MTFS). 	It assumes that both 

North Sea oil prices and sterling remain close to their 

c 

   

recent levels. 

is expected to 

financial year, 

The Public Sector Debt Repayment (PSDR) 

be about £10 billion in the current 

equivalent to 24 per cent of GDP. The 

a similar PSDR in 1989-900 in 1988-89; 

for that year will, as usual, be set in 

   

forecast assumes 

the actual PSDR 
the Budget. 

   

GNP in the major industrialised countries has grown 

faster than expected and is forecast to rise by 4 per 

cent in 1988; growth is forecast to sloidown slightly, to 

/2< 	3 per cent, in 1989. World trade in manufactures has 

also picked up strongly and should grow by 81/2  per cent in 

1988. Inflation in the major industrialised countries is 

expected to remain low. 

World 

economy 	
A 

Demand and 

activity 

4. 	The economy has grown strongly over the past year, 

though major inconsistencies in the official statistics 

(discussed in the Annex) make it difficult to assess the 

	precise extent of growth. The average measure of (TD17  % is 

( 
manufacturing output rising by 7 per cent. Non-oil export 

(.1:4kely1( to grow by about 41/2  per cent in 1988, with 

volumes have recovered strongly after falling in early 

Domestic demand&taewth; whici_Ehas risen sharply 1988. 
the past year as investment has boomed apd over 

consumers expenditure has continued to grow rapidl
J
y' Uris 

expected to moderate in 1989. 

tscpf  le/04,„(44 
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UK trade 	5. The UK 	current 	account is forecast to be in 
and current 	deficit by £13 billion in 1988. 	This is considerably 
account 	 larger than forecast at Budget time, due mainly to 

stronger growth in both investment and consumption. The 
current account deficit should show 	reduction during 
1989. 

Inflation 6. 	Retail price inflation is expected to be 64 per cent 
in the fourth quarter of 1988. 	It is likely to rise 
further in the first half of 1989 before falling to 5 per 

cent in the fourth quarter of 1989. Unit labour costs 

have risen slowly over the past year, since productivity 

has continued to grow at a very fast rate, especially in 

manufacturing. Wage settlements need to moderate to keep 

growth of unit labour costs in check as output growth 
slows down. 

Labour 	 7. 	Employment has increased rapidly over the past year. 
market 	 Unemployment fell by 500,000 in the year to 

- 
September. Unemployment should continue to fall over the 

next year, though probably at a slower rate than 
recently. 

World economy 

Recent_ 	 8. 	Since the rPcession in 1982 the major seven OECD 
developments 	countries have experienced six years of steady growth, 

with real GNP growing at an average rate of 31/2  per cent a 
year and the unemployment rate falling by 21/2  peF/cent. 

9. 	Growth in these countries is estimated to have 

increased to over 4 per cent over the past year. 

Exports have grown strongly, especially to those 

developing countries which benefitted from the rise in 

real commodity prices in 1987 and the first half of 1988. 

Greater exchange rate stability following the Louvre 

Accord and rising capacity utilisation have strengthened 

business confidence and contributed to a resurgence of 
investment. 

2 
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Chart 1 Major seven economies' real GNP and industrial production 
12 

Percentage changes on a year earlier 
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In contrast to 1984, when the strength of activity 

in the major seven mainly reflected developments in the 

United States, the latest spurt in activity has been 

worldwide. This is reflected in the pick up in total 

trade and in world trade in manufactures, both of which 

are rising at around 9 per cent a year. All the major 

countries are currently experiencing an investment 

Although non-oil commodity prices rose by around 

20 per cent in real terms over the last year, oil prices 

fell by rather more. The net effect on aggregate costs 

in industrial countries is likely to be small. Consumer 

price inflation in the major seven countries has 

remained around 3 per cent. 

3 
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Chart2 Real commodity prices 
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12. 	Table 1 shows the forecasts for world tradlo ammP 

activity and inflation in the major seven 	countries. 

Real GNP  4E_R-4Pkr=BEZ:2zlmNgsxeetfrigIPsmbt_if-is expected to grow 
a little less strongly in 1989 than in 1988, with some 

slow-down in consumer spending. 

Table 1 World economy 

Percentage changes on a year earlier 

1987 

Forecasts 

1988 1989 

Major seven countries': 
Real GNP 31/2  4 3 
Real domestic demand 31/2  4 3 
Industrial production 31/2  51/2  41/2  
Consumer prices 31/2  3 4 

World trade, at constant prices 
Total imports 5 9 61/2  
Trade in manufactures 51/2  81/2  71/2  

'US, Japan, Germany, France, UK, Italy and Canada 

4 
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Growth in world trade may also slow a little in 

1989, but probably by less than activity in the 

major seven countries, 	since the imports of some 

developing countries are expected to remain buoyant. 

Spot prices of non-oil commodities have weakened 

recently, but the continued strength of industrial 

activity makes a further fall doubtful. 	There is likely 

to be a modest rise in consumer price inflation in 1989. 

Trade and the balance of payments 

Exchange 	15. Exchange rates between the major currencies have 

Rates 	 been fairly stable over the past eight months. The 

dollar/Deutschemark rate is close to its level at the 

time of 	the 	Louvre 	Accord. 

sterling remains close to recent 

Chart 3 Exchange rates 

The forecast assumes that 

levels. 

3 36 

5.4 434 

3.2 3.2 

Deutschemark/Sterling Rate 
3.0 30•  

2.8 - 28 

1.9 — 1 9 

1.8 
Dollar/Sterling Rate 

1 	8 

1.7 ! 	7 

1.6 -16 

1.5 I 3 

1.4 14 

80.0 - 4ao 

77.5 r3 
Sterling exchange rate index (1975=100) 

75.0 7 5.0 

72.5 72i 

70.0 70.0 

67.5 67_5 
1986 	 1987 1988 

5 



CONFIDENTIAL 

Relative 	16. 	Manufacturing unit 	labour 	costs 
	in 	t e UK 

costs and 	
have risen only slightly over the past year, but still 

prices 	
marginally faster than the average of other major 

industrial countries. 	Nonetheless, most of the large 

gains in labour cost competitiveness in 1986 has been 

maintained 

Chart 4 Unit labour costs in manufacturing 	
25 

25 
	

Percentage changes on a year earlier 	 Forecast 
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17. 	It is the rapid increase in domestic demand that 

explains most of the deterioration in the current 

account. Recent CBI Surveys suggest that some industries 

have been facing capacity constraints, so it is likely 

that part of the unexpected domestic 	demand has been 

satisfied by imports. 	Some potential exports may also 

have been diverted to the domestic market. 

6 



Chart 5 Export volumes (goods less oil) 
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Trade volumes 	18. 	After erratically low figures in early 	1988, 

(goods other 	the volume of UK manufactured exports has since 

than oil) 	risen as world trade has continued to expand. In the 

third quarter of 1988 the volume of exports of 

manufactures was around 81/2  per cent higher than a year 

earlier. 	Manufactured export volumes, are forecast to 

rise by nearly 9 per cent in 1989, in line with the 

projected growth of world trade. 

19. 	Chart 6 shows (howiafter decades of decline, the 

UK's volume share of wo4d trade in manufactures has 

changed little since 1981. 	Indeed, over the past two 

years, exports of manufactures have grown a little faster 

than world trade and the UK's share has risen slightly. 
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18 
Chart 6 Share of UK exports in total world trade in manufactures 
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Chart 7 Share of imports of goods (excluding oil) in total domestic demand 
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1988 unchanged between 

Percent changes on previous year 

Goods less oil 

Terms 

of trade1 
Terms 

of trade1 
Export Import 

volume volume 

All goods  

Export Import 

volume volume 

The terms of trade have improved somewhat over 

the past year, with the higher exchange rate more than 

offsetting the effects of falling oil prices. 	The terms 

Trade prices 

and the 

terms of 

trade 	 of trade are 

and 1989. 

Table 2: Visible trade 

1987 5 1 61/2  8 1 

1988 Partly 
forecast 

2 121/2  2 5 131/2  21/2  

1989 Forecast 61/2  5 11/2  81/2  5 1/2  

CONFIDENTIAL 

Non-oil imports have risen very rapidly this year 

reflecting the strength of domestic demand and capacity 

shortages in some industries. Non-oil imports are 

expected to grow by 131/2  per cent in 1988. 	But import 

growth should slow significantly in 1989, to 5 per cent, 

as domestic demand decelerates and as extra capacity 
becomes available following the investment boom. 

Oil trade The oil trade surplus is expected to fall by over 

E11/2  billion in 1988 to around £21/2  billion. This is the 

result of lower sterling oil prices, a decline in 

production (mainly due to the Piper Alpha disaster), and 

increased domestic demand for oil. Oil production is 

likely to fall again in 1989. Declining production and a 

further rise in domestic demand for oil imply another 

fall of about E1/2  billion in the oil surplus in 1989. 

1 The ratio of UK export average values to import average values. 

Invisibles and 23. The surplus on invisibles for 1988 is likely to 

overseas assets be around £2 billion lower than in 1987. This is largely 

due to a fall in the balance on services. 	UK tourists 

have been spending more abroad and the surplus on 

financial services has come down due to lower net 

premiums on insurance. 
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Net earnings from interest, profits and dividends ( 
are expected to be unchanged from last year. 	The 

deficit on transfers is also expected to be unchanged in 

1988 with lower payments to the European Community offset 

by higher bilateral aid. 

The invisibles surplus should rise in 1989 as the 

balance on services recovers and payments abroad by North 

Sea companies continue to fall. These improvements will 

be partially offset, however, by increased payments to 

the European Community. 

26.In 1987 the value of the stock of UK net overseas 

assets fell by £24 billion to £90 billion by the end of 

the year, mainly due to revaluations following the fall 

in the US dollar. 

Current account 27. 	The current account is estimated to have been in 

deficit by just under £10 billion in the first 9 months 
pos. 

of 1988 1988 (though the large 	 balancing item 

suggests that this may overstate the actual deficit). 

The forecast for the year as a whole is for a deficit of 

£13 billion (about 21 per cent of GDP). 

28. 	The forecast for 1989 is for a slightly smaller 

current account deficit. The expected slowdown in 

domestic demand growth will help reduce the current 

Ancount deficit, but this will be partially offset by 

the smaller oil surplus and the fact that world trade 

growth is projected to be somewhat slower. 

Table 3: Current account 

£ billion 

Manufactures Other Oil Invis- Current 

ibles balance 

1987 	 - 71/2 	-7 	4 	71/2 	- 21/2  

1988 Partly forecast 	 -131/2 	-71/2 	21/2 	51/2 	-13 

1989 Forecast 	 -12 	-7 	2 	6 	-11 

10 
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Demand and activity 

Personal sector 29. Consumer spending is estimated to have risen by 
expenditure 	511 per cent in 1986 and 	5 per cent in 1987. 	This is 

considerably faster than real personal disposable income, 

and the recorded savings ratio fell from an Pstimated 91/2  
per cent in 1985 to 51/2  per cent in 1987. In 1988 

/1 consumer spending is likely to increase by about 51/2  per 
cent, a similar rate to that in 1986 and 1987. The 

savings ratio is likely to have fallen further, to about 
31/2  per cent. 

30. 	Several factors may explain the substantial fall 

in the savings ratio since 1980. Most important has been 

greater confidence in the future, with people having 

lower inflation expectations and greater wealth, 

(especially following the large rise in house prices). 

In addition, employers' contributions to pension funds 
have been falling 

j„Relantle- in recent years as companies have reacted to the 

surpluses that many funds have been running; this scores 

in the official statistics as lower personal  ansions=ammei. 
savings. 

Chart 8 Savings ratio 
Per cent of personal disposable income, calendar year averages 
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The fall in the savi is ratio has been associated 

with an increase in borrowi g - particularly mortgage 

borrowing - following the -nding of mortgage rationing 

and other restrictions. But suseholders will not wish 

to go on accumulating debt at the same rate as recently; 

Levels of borrowing are already high relative to income. 
Moreover, 	ouseholds are now substantial net payers of 

i\  interest5A iHigher interest 
particularly likely to reduce consumer spending. This 

21° 	
should be reinforced by a slowdown in the growth of house 

A 
prices and hence housing wealth. 	Consumer spending is 
expected to rise by 31/2  per cent in 1989 with a marked 

deceleration through the year. The savings ratio should 

recover slowly during 1989. 

The housing market has been particularly buoyant 

over the past year, though the fall in building society 

mortgage commitments in August and September suggests 

that the pressure of demand is easing. Nonetheless, for 

1988 as a whole private sector investment in dwellings 

and improvements is likely to increase by 16 per cent 

compared to 51/2  per cent in 1987. Housing investment is 

unlikely to rise significantly further in 1989. 

Company incomes 33. 	The net rate of return of non-North Sea 

and 
	

industrial and commercial companies (ICCs) rose for the 

expenditure 	sixth successive year in 1987, back to levels not seen 

The net rate of return ot 

/ manufacturing companies rose to just over 9 per cent in 

1987, again the highest level 	 With 

continued strong profit growth likely in 1988 net rates 

of return are expected to improve further. 

rates 

 

are therefore 

  



fq 	, 
ftg  

scale in 1988 and 1989. 
,t) 

Table 4: Gross fixed domestic capital formation 
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34. 	Developments so far in 1988 confirm the investment 

boom predicted by recent CBI and DTI Investment 

Intentions Surveys. Manufacturing investment (including 

leased assets) rose 	13 per cent higher in the year to 

the first half of 1988, while private non-manufacturing 

investment rose 15 per cent. Business investment is 

expected to rise a little faster in 1988 than the June 

DTI Intentions Survey suggested. Further growth in 

business investment is expected in 1989. 	Recorded 

stockbuilding is expected to continue on only a moderate 

1960 1962 1964 1966 1968 1970 1972 1974 1976 1978 

Ebillion at Percentage changes on previous year  
1985 prices 	 Forecast 

1987 	1987 	 1988 

Business1 	 41.1 	61/2 	 131/2  

of which: non-oil business 	39.2 	81/2 	 1311 
manufacturing 	10.1 	5 	 18 

61/2  
10 

7 	 13 	2 

-31/2 	- 11/2 	61/2  

Includes investment by ILblic corporations. 
Includes purchase less sales of land by persons, companies and 
and public corporations, other than purchases of council houses. 

13 

1 1 
2 

71/2  

Private dwellings2 	 16.5 
°WI°  ra :General government 	61041,,, 	6.7 

Total fixed investment----,---  6C 51/2 	 12 	5k______ 
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Prospects for 35. 	Growth of the average measure of GDP is expected 

demand and 	to be around 41/2  per cent in 1988. It could turn out to 
activity 	be even higher if, as seems likely,A  the xnenditure 

measure is ueilit3ly revised up . A  he slowdown 
in domestic dent:7 Gm  is expected to rise more sfOwly 
in 1989. 

North Sea output fell by some 3 per cent between 

the first half of 1987 and the first half of 1988, and is 

expected to decline further in 1988. In 1989 declining 

output in the North Sea may reduce GDP growth by 
1/2  percentage point. Manufacturing output is forecast to 

rise faster than total non-North Sea GDP in both 1988 and 

1989. 

Table 5: 	Domestic demand and GDP 

Percentage changes on a year earlier 

Forecast 
1987 	1988 	1989 

Domestic demand 	 41/2 	6 	3 
Exports of goods and services' 51/2(61/2) 	11/2(31/2) 	51/2(7 ) 

Imports of goods and services' 	 /1/2(8) 	12(13 ) 	41/2(41/2 ) 
Gross Domestic Product1'2 	 4 (41/2) 	41/2(5) 	3 (31/2) 

Manufacturing Output 	 6 	 7 	41/2  

1 	 2 Nun-oil shown in bruckuLb. 	Averoly 

Inflation 

The annual rate of RPI inflation has risen since 

early 1988, mainly as a result of the rise in mortgage 

interest rates. Chart 10 shows that, excluding mortgage 

interest payments (MIPs), the increase has been less 
pronounced, though it has risen from the low levels of 

1986 and 1987 which were associated with the oil price 

fall. 

14 
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in the fourth quarter of 1988; excluding mortgage cent 

average earnings has The underlying increase in 
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art 10 RN inflation: Total and total excluding mortgage interest payments 
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38. 	Total RPI inflation is likely to average 61/4  per 

interest payments (MIPs) the figure is expected to be 

5 per cent. 	Producer price 

during 1988. Though higher 

time, the underlying rate of 

much lower than in periods of 

output growth in the 1970s. 

inflation has also edged up 

than expected at Budget 

increase in prices has been 

comparably fast demand and 
4  

manufacturing unit labour costs 

the rapid growth in productivity. 
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Prospects 
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41. The low growth in costs over the last two years has 

not been fully reflected in producer output prices. With 

fast growth demand, UK manufacturing industry has 

increased profit margins substantially. 	The projected 
slow—down in demand and activity may mean that profit 
margins will show less growth in 1989. 	But slightly 
faster growth in unit labour costs (because of a likely 

cyclical slowdown in productivity growth) and increased 

costs of materials and fuels could, together, imply that 

producer output price inflation may rise by only a little 

less in 1989 than in 1988. 

Table 6: 	Costs in manufacturing 

Percentage changes on previous year 

Unit labour Costs of1 Estimated total?  Outputl  
costs 	materials unit costs 	prices 

and fuel 

1986 5 -101/2  24 

1987 4 5 11/2  

1988 Partly forecast i 4 14 

1989 Forecast 21/2  11/2  34 

1 Producer prices excluding food, drink and tobacco industries. 

2 Including costs of bought-in services. 

42. 	Retail price inflation could rise further during 

the first half of 1989 before moderating to 5 per cent by 

the fourth quarter. 	The fluctuations in the RPI are 

chiefly the result of past changes in mortgage rates; 

excluding mortgage interest payments, the inflation path 

is likely to be much smoother. 

4 

41/2  

4i 

44 
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Table 7: 	Retail prices index 

Weight in 
1988 

Percentage changes on a year earlier 

1987 Q4 

Forecasts 

1988 Q4 1989 Q4 
Fond 161/4  Pi 34 34 

Nationalised industries 51/2  24 74 64 

Housing 154 7 164 7 

Other 63 33/4  54 43/4  

Total 100 4 64 5 

The GDP deflator which measures the price of 

domestic value added (principally unit labour costs and 

profits per unit of output) is forecast to rise by 64 

per cent in 1988-89 and by 5 per cent in 1988-89. 

Productivity and the labour market 

The workforce in employment in Great Britain has 

continued to rise strongly over the last year: in the 

twelve months to June 1988 it is estimated to have risen 

by 440,000 thousand. 	Since 1983, there has been an 

increase of over 13/4  million in the number of jobs. 

Table 8: 	Changes in Employment 

Employees 
employment 

Thousands, GB seasonally adjusted 
in Self- 	HM 	Work related Workforce in 

employed 	forces government 	employment 
training 
programmes 

Male Female 

June 
June 

June 
June 

June 
June 

1985 to 
1986 

1986 to 
1987 

1987 to 
1988 

-68 

- 6 

+60 

+152 

+242 

+222 

+ 	16 

+234 

1 
+124 

-4 

-3 

-3 

+50 

+85 

+35 

+145 

+552 

+438 

1 Figures for self-employment over the last year are a projection 
based on self-employment growth over the previous five years. 
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45. Productivity has been growing strongly, with 

manufacturing productivity now estimated to have risen by 
411 per cent a year on average since 1979. Underlying 

growth in labour productivity in manufacturing industry 

now appears to be higher than the rate experienced in the 
1960s. 	Output per head in the non-manufacturing sector 

has risen by about 13/4  per cent a year since 1979, and by 
about 21/2  per cent a year since 1983. 

Table 9: 	Output per head of the employed labour force 
(Annual average, percentage changes) 

1964-73 1973-79 1979-882 

Manufacturing 33/4  i 41/2  

Non-manufacturingl  3 h 14 
Whole economy 2i 1 23/4  

Non-North SPa Prnnnmy 2i 45 2 

1 Excludes public services and North Sea oil and gas 
extraction. 

2 Includes estimate for calendar year 1988 

Unemployment 46. By September 1988, seasonally adjusted adult 

unemployment in the UK had fallen for 26 successive 

months, and by some 940,000 	in total. 	The fall in 

unemployment over the past year is mainly attributable to 

the strong growth of output and employment. 	A further, 

though slower, fall in unemployment is likely over the 

year ahead. 

Financial developments 

ce-e 
caire,1  

47. Over the past year, with the exception of a short-
lived upsurge in April and May, the sterling index has 
been in the range--777 ) cIn the year to September,-' the 

reserves 11,i-N76--ifft-feea-by an underlying $5billion, net 

of official borrowing. 
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Narrow Money 48. The year on year growth of MO has remained above the 

top of its 1-5 per cent target range. Increases in 

interest rates since the summer are expected to slow the 

growth of MO considerably over the next six months, 

although it may not return within its target range by the 
end of the financial year. 

Broad Money 	49. Broad money has continued to grow rapidly. There 

has been a marked increase in personal and financial 

sector deposits, as the stock market crash led to a move 

away from new investment in equities and unit trusts. 

Financial innovation and liberalisation continues to 

contribute to the growth of broad money. (Growth in 

liquidity from these sources does not of itself represent 
inflationary pressure.$ 

Chart!! Growth rates of monetary aggregates 
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50. Chart 12 shows the recent path of interest rates. 

Monetary conditions have tightened considerably during 

this year. 

Chart 12 Interest rates in the UK 

Fiscal developments 

Tables 10 to 12 show both the Budget projections 

and latest forecasts for general government expenditure 

and receipts and the public sector debt repayment (PSDR). 

The PSDR in 1987-88 was £31 /2  billion, slightly higher than 

estimated in the 1988 FSBR. 

In the first half of 1988-89 there was debt 

repayment of just over £31 /2  billion, compared with public 

sector borrowing of about £2 billion in the first half of 

1987-88. 	The revised forecast for 1988-89 as a whole is 

a PSDR of £10 billion, £7 billion higher than forecast 

in the FSBR. 	This is due in roughly equal amounts to 

higher than expected receipts and lowe'r than expected 

expenditure. 	The revisions on the receipts side largely 

reflect the higher than expected growth of money GDP. 
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Table 10: General government expenditure 

E billion 
1987-88 
Outturn 

1988-89 
Budget 	Latest 
Forecast Forecast 

Public expenditure planning total 

Interest payments 

Other adjustments 

General government expenditure  

of which 

 

145.7 

17.5 

8.2 

171.5 

 

156.8 

17.5 

8.6 

182.9 

 

153.6 

17.7 

9.6 

180.8 

   

      

	

Privatisation proceeds 	 - 5.2 	- 5.0 	- 6.0  
(tfivf 3e40,02, 	01-1 	 gm-40-04-  of plit,114‘4#a  ty) 

rico 
VW c6otQ 

Gross debt interest payments in 1988-89 are a 

little higher than in 1987-88, and than forecast at 

Budget time The upward revision to the forecast of 

other adjustments largely reflects a change in the 

composition of public corporations' net financing which 

increas 	GE but does not affect the PSDR. 
Ictia-t1 	 ii1444ej 
The 	 forecast for generol government 

receipts has been revised up by £4 billio , most of which 

is accounted for by higher taxes and national insurance 

contributions. Income tax and VAT are expected to be 

El billion and £14 billion higher respectively than in 

the Budget forecast. Other significant increases come 
‘0( 	from national insurance contributions (up Ei billion), 

and stamp duty (up nearly £1/2  billion). The latter mainly 

reflects the buoyancy of the housing market earlier this 

year. Total taxes and nqtio al insurance contributions 

are expected to be 	 lower in 1988-89 than in 

1987-88 as a percentage of money GDP. 

Total interest and dividend receipts are forecast 

to be £1/2  billion higher in 1988-89 than in 1987-88. 

Within this, dividends are about E4 billion lower due to 

the sale of the government's remaining BP shares, and 

interest receipts Ei billion higher. General government 

receipts in total are now forecast to increase by 9 per 

cent in 1988-89, much the same rate of increase as in 

1987-88. 
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Table 11 General government receipts 

£ billion 
1987-88 	1988-89 

Outturn Budget Latest 

Forecast Forecast 

Taxes on income, expenditure and 
capital 
National insurance and other 
contributions 
Interest and dividends 
Other receipts 

	

132.7 	141.2 

	

28.9 	31.6 

	

6.0 	5.6 

	

5.9 	6.4 

144.0 

32.4 

6.4 
6.2 

Total receipts 	 173.6 
	

184.9 	189.3 

of which 
North Sea revenues 	 4.7 

	
3.3 	3.3 

56. 	Table 12 shows the old and new forecasts for the 

PSDR. The forecast is still subject to a wide margin of 

error: the average error on PSDR forecasts for the 

current financial year made in the autumn is 1/2  per cent 

of GDP, or nearly £3 billion. 	On the basis of this 

forecast, the budget surplus in 1988-89 will be larger as 

fl
/t4i0vf' 	( a proportion of money GDP than in any year since the 

5  beginning of the 1950s, the earliest date for which 
t 	 figures on this basis are available. 

‘, 

Table 12: 	Public sector debt repayment 

£ billion 
1987-88 
Outturn 

1988-89 
Budget 
Forecast 

Latest 
Forecast 

General government expenditure 

General government receipts 

171.5 

173.5 

182.9 

184.9 

180.9 

189.0 

General government debt repayment 

Public corporations' market and 

overseas debt repayment 

2.0 

1.6 

2.0 

1.2 

8.2 

2.0 

PSDR 3.6 3.2 10.2 

PSDR as per cent of GDP i i 21/4  

PSDR excluding privatisation proceeds 

as per cent of GDP - 	4 - 	11 1 

22 
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Excluding 
.... 	privatisation 	- 4 

- - `, proceeds 

• 	-2 
S. 

_ 

- 

, 

-4 	  
1967-68 	69-70 	71-72 73-74 	75-76 	77-78 	79-80 	81-82 	83-84 	85-86 	87-88 88-89 

forecast 

L 	 -4 

1 Negative values indicate a public sector debt repayment 

CONFIDENTIAL 

10 
Chart 13 Public sector borrowing requirement' 

Per cent of GDP 10 

--2 
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Table 13: Economic prospects: summary 

Percent changes on a year earlier unless otherwise stated 

Average errors 
Forecast 	from past, 

1987 	1988 	1989 	forecasts' 

GDP and domestic demand at 
constant prices 

Domestic demand 
of which: 

41/2  6 3 1 

Consumers' expenditure 5 51/2  31/2  lh 
General government consumption 1 1/2  - 	1/2  i 
Fixed investment 51/2  12 51/2  21/4  
Change in stockbuilding 
(as a percentage of GDP) 

0 0 0 i 

Exports of goods and services 51/2  11/2  51/2  2h 
Imports of goods And services 71/2  12 41/2  23/4  

Gross domestic product 4 41/2  3 
Manufacturing output 6 7 41/2  2 

Balance of payments current 
account (£ billion) 

- 	21/2  -13 -11 44 

Inflation 

Retail price index (Q4 on Q4) 4 64 5 13/4  

GDP deflator at market 
prices (financial year) 

51/4  64 5 lh 

Money GDP at market 
prices (financial year) 

10 11 8 13/4  

£ billion 424 471 508 

PSDR (financial year) 
£ billion 31/2  10 3 

as a percent of GDP 
	

1 /2  

1 The errors relate to the average differences (on either side ,A the 
central figure) between Autumn Industry Act forecasts and outturn 
over the last ten years and apply to the forecasts for 1989, ex ept 
for the PSDR where they apply to the forecasts for 1988-89. 



TABLE : 14 GROSS DOMESTIC PRODUCT AND ITS COMPONENTS 

Ebillior at 1985 prices, seasonally adiListed 

1984 207.9 

1985 215.3 

1986 226.8 

1987 238.5 

1988 251.9 

1989 261.1 

1987H1 117.0 

H2 121.4 

1988H1 124.2 

H2 127.8 

1989H1 129.8 

H2 131.3 

Per cent changes 2 

1986 to 1987 5 1 

1987 to 1988 54 4 

1988 to 1989 3% - % 

services 

58.1 97.1 

60.3 102.8 

60.8 106.6 

64.2 112.5 

72.0 114.3 

76.0 120.7 

31.2 55.5 

32.9 57.1 

34.2 56.0 

37.8 	58.3 

37.9 	59.8 

38.1 	60.9 

54 	 54 

12 	 14 

54 	 54 

Change Total Less Less Plus G3P at GDP 
in final imports of adjustment statistical factor cor index 

stocks expenditure goods and to adjustment ( 	ge (average 
services factor 

cost 

measure) measure) 

1985100 

1.1 438.1 96.7 48.7 0.8 293.5 96.3 
0.6 452.9 99.2 49.5 0.5 304.7 100.0 
0.6 470.3 105.6 51.8 1.1 314.0 103.0 
0.6 491.8 113.3 54.5 3.1 327.1 107.4 
1.0 515.8 126.8 57.0 9.1 341.1 112.0 
0.6 534.4 132.5 59.4 9.7 352.2 115.6 

-0.2 241.4 53.9 26.7 0.9 161.6 106.1 
0.7 250.4 59.4 27.8 2.3 165.5 108.7 
0.5 253.0 60.9 27.8 4.1 168.5 110.6 
0.5 262.8 65.9 29.2 5.0 172.6 113.4 
0.3 265.7 65.6 29.5 4.7 175.4 115.0 
0.3 268.7 66.9 29.9 5.0 176.9 116.2 

0 4% 7% 5 4 4 4 
0 5 12 4% 2 4% 4% 
0 31 4% 4 0 3 3 

74.0 

74.0 

75.4 

76.0 

76.4 

75.9 

37.8 

38.3 

38.0 

38.4 

37.9 

38.1 

Consumers' General 	Total 	Exports 

expendi- Government 	fixed 	of goods 

ture consumption investment f  and 

1 
The GDP figures are averages of constant price output, expenditure and income estimates of 

GDP. 	Percentage changes are calculated from unrounded levels and then rounded to the 

nearest half per cent. Figures for 1988H2 and beyond are forecasts. In the year to 1988H1, 

the expenditure measure grew by 2% per cent compared with 4% per cent growth for the income 

	 j
measure and 6 per cent for the output measure. It is likely that the expenditure mea-S.ZU7;----  
and, consequently, the average both underslaf e recent growth. 

2 	

Changes as a percentage of GDP for stockbuilding and statistical adjustment 
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-2 
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Forecast 
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2 

-2 
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A.3. 	There are analogous problems with the current 

price national accounts figures, reflected in a rising 

residual error (the difference between the current price 

income and expenditure measures of GDP), especially in 

the first half of 1988. 

Chart A.2 Residual error as a proportion of GDP(E) 

A.4. 	The large residual error is associated with large 

balancing items in the sectoral financial accounts. (The 

balancing item is the difference between net acquisitions 

of financial assets as measured from financial data and 

as measured from national income and expenditure data. 

The sum of the balancing items is equal to the residual 

error.) 

2 



1987 	 1988 
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ANNEX 

UK national and sectoral accounts 

6-  (?s 	 4 olvitAA; 
economy has grown over 

because of the 
disparity between the various measures of 

A.1. 	ow 

the past 

considerable 

strongly the UK 
two years 

Nt`) 

AAkf x 
\.(6 

real GDP. The disparity is particularly marked for the 
first half of 1988. 	Chart Al illustrates the 
differences between the separate measures since 1985. The 

output measure, which is the most reliable short-term 

indicator, grew by 6 per cent in the year to the first 
half of 1988. /74 60.4.4.t  ANtowelee 144. 	,44/1,1\. 4-6.3h.b 

A.2. By contrast, the expenditure measure of GDP grew by 
only 21/2  per cent over the same period. It seems likely 

that aggregate expenditure has been under-recorded over 

the past two years, and maybe over a longer period. 	As 
a result, the statistical adjustment - the difference 

between the average and expenditure measures of GDP - has 

contributed 2 per cent to the recorded 41/2  per cent 
growth of average GDP over the year to the first half of 
1988. 

Chart A.1 Growth in different GDP measures 
7 

Percentage changes on a year earlier 

	 GDP(E) 	 CORD 	 GDROMIGDP(A) 
6 

5 

4 

1985 	 1986 

6 

5 

4 

3 

2 
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Per cent of GDP 

Industrial and commercial IT Financial companies  
companies 	 1. 

II Personal sector Public sector Overseas 

-2 

-4 

-6 
1985 	 1986 	 1987 	 1988 HI 
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Chart A.3 Sectoral unidentified transactions 

In 1987, the balancing item for the personal sector 

was about 8 per cent of personal disposable income. 

This suggests that the personal sector acquired far more 

financial assets than the national income and expenditure 

estimates imply. 	There may also have been some under- 

recording of personal sector income. 

The large balancing item in the overseas sector in 

the first half of 1988 (about £7 billion) indicates that 

there were either unrecorded credits on the curront 

account or unrecorded net capital inflows - or, rm)st 

likely, both. To the extent that it reflects unrecor:•A 

net exports or interest, profits, and dividends, the tr..,071 

current account deficit 	lower than the recur:e.d 

figure. 	The balancing item in the industrial ii 

commercial companies sector may imply some 
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• recording of real spending on investment and stocks or 

unrecorded trade credit extended to other sectors. 	If, 

as these balanc,4u items suggest, the current account 

deficit was smalrInd company sector spending was higher 
A 

than the recorded figures indicate, that would go some 

way to explain the sluggish behaviour of the expenditure 

measure of GDP relative to the other measures. 

A.7 	The forecast for 1989 presented in table 13 of the 

main text makes some allowance for a further rise in the 

average estimate of GDP, relative to the expenditure 

measure, though much less than in 1988. 
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with Sir T Burns and Mr Odling-Smee. 

Wage settlements  

2. 	There is one reference only in the latest draft - in 

We do not 

"A further, though slower, fall 

likely over the year ahead 

moderate. "J rivt.441 tik,c44 
, 

,4#10KA0 
favour haVing a reference to wage moderation 

in unemployment is 

rovided wage settlements 

66.4440;‘,0,?t4f 	tAiNhi t4*  
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FROM: N SEDGWICK 
DATE: 98 OCTOBER 1988 

AS : INDUSTRY ACT FORECAST 

is /CHANCELLOR LAliLt  

&-falrau 

CC Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Odling-Smee 
Mr Hibberd 
Mr Mowl 

There are a few final points on which we need the Chancellor's 

agreement this afternoo 	They follow from discussions we have had 

paragraph 6 - to the need for moderate wage settlements. 	On 

reflection we do not think that it is phrased in the best way. 	In 

the past we have emphasised the adverse effects of high wage 

increases on unemployment; not on labour costs and inflation as in 

the present draft. The alternatives to the present sentence at the 

end of paragraph 6 (which should be deleted) are 

either to rephrase the last sentence of paragraph 7 to read 

"Unemployment should continue to fall over the next 

year, though probably at a slower rate than recently, 

provided wage settlements moderate." 

or 	to rephrase the last sentence of paragraph 46 to read 

one place, and there is of course the option of having no such 

reference. 
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cze (04.4-61,4W 
The Chancellor preferr-6-ZiHbhe-original draft of paragraph 39  - 

itich discusses the rise in underlying average earnings). As he 
suspected it was not correct and we have to stick with the current 

version. 

I 

Mr Anson's criticism Of the existing draft (his minute to the 

Chancellor of today) is correct. We have deleted the phrase 

"mainly as a result of the rise in mortgage interest rates". 

I have discussed the final sentence of paragraph 38 with 

Sir T Burns and Mr Odling-Smee. We would like to omit it. 	There 

was only one period of very fast demand growth in the 1970s, and 

the inflation that ensued was augmented by colossal rises in world 

commodity prices. If you wanted to retain the sentence the latter 

part of it could be redrafted to read 

"....the underlying rate of increase in prices has 
(e been lower than in periods of fast demand and output 
et,01144  

0 1( ? 
This reformulation can just about be interpreted to refer to the 

late 1970s as well as the 1972-75 period. 

Still on inflation we would like to delete the final sentence 

of paragraph 49 (which refers to growth in liquidity as a result of 

innovation and liberalisation not of itself representing 

inflationary pressure). Read carefully it is unobjectionable, but 

it does have a hollow ring when only a few paragraphs earlier the 

draft records how the growth of earnings and various measures of 

prices has been edging up. 

Inflation 

growth in the 1970s". 

A 

%dr 
	

). 

P N SEDGWICK 
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.tart 10 RPI inflation: Total and total exduding mortgage interest payments 
Percentage changes on a year earlier 

10 

8 
Total RPI 

• • 
S. 

6 

_ - - 
6 

4 
4 Mexcluclingmmtgage 

Interest payments 

1982 	 1983 	 1984 	 1985 

ao. 

••• 

1986 	 1987 	 1988 
2 

2 

38. 	Total RPI inflation is likely to average 61/4  per 
cent in the fourth quarter of 1988; excluding mortgage 

interest payments (MIPs) the figure is expected to be 
5 per cent. 	Producer price inflation has also edged up 

expected at Budget 

increase in prices has been 

and 

.411- 44"I'  
# 64, iitwo 

The underlying increase in av age earnings as 

Er.risen from ii p r cent in August 1987 o 91/4  per cent in 
August 1988. The rise is mainly accounted for 	ter 
settlements (especially in the public sect2.0 kilt high N  
overtime payments and performance related bonuses have.„..)  
also played an important part. 

Despite high earnings increases, growth in 
manufacturing unit labour costs  --  .een kept down by 
the rapid growth in productivity, 	 are expw<ted 
to rise by just over 1 per cent in 1988. 

15 

during 1988. Though higher than 

time, the underlying rate of 

much lower than in periods of comparably fast demand 
output growth in the 1970s. 
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FROM J ANSON 
DATE 28 OCTOBER 1988 

cc 	Chief Secretary 
Sir P Middleton 
Sir T Burns 
Mr Sedgwick 
Mr Odling Smee 
Mr Turnbull 
Mr Hibbard 
Mr Gieve 

Elj61 	___7 

Could I offer one comment on Mr Sedgwick's draft of 27 October. 

I think someone coming fresh to it would feel that the second 

half of the first sentence of paragraph 37 was not borne out by 

Chart 10. 	Chdrt 10 gives the impression that about one-third 

of the increase in the inflation rate since the beginning of 1988 

has been due to MIPS, and the rest to other causes. This is not 

consistent with the word "mainly" in paragraph 37. 

The general point is one which you will no doubt want to make 

in the oral statement, and Mr Odling-Smee's draft of that (of 

26 October) was not open to the same objection. It would be a 

pity if that were to be confused by a wrangle about whether the 

point had been exaggerated in the text of the IAF. Possible 

alternatives might be:- 

To delete "mainly...rates" and rely on the second 

sentence. 

To put a full stop at "1988", and substitute something 

like "An important element in this has been the rise in 

mortgage interest rates". 

J ANSON 

002 mg 




