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ar's Budget comes at a time of great change, with the dramatic and unprecedented
QA VA

fatli rices. But the Budget's main themes are those of its predecessors - the defeat of

infla %the creation of an enterprise culture which will promote the growth of output

and employment.

Economic Background: the effects of the oil price fall

26 Output in the World

countries, both in the devel and the developing world. A period of low inflation and

coming down since 1980&'}h;§ 11 in the oil price will be of particular help to oil-importing
al Sje
good growth in output and trade i?g)spect. There are worrying problems associated with

payments imbalances and externdl indebtedness. But the benefits to trade, output and

inflation from the fall in oil prices should prove substantial.

35 At home, inflation, after the upward ent last year, is now down to 5% per cent
and is set to fall to below 4 per cent in a few mon Output continues to grow strongly. In

y other country in the European

1985, the economy grew by 3% per cent, faster éxan

Community, and the United States. The UK is now ab g enter its sixth year of growth at

an average level of 3 per cent. e
4. The pattern of growth remains broadly based. Manufacturing exporters have fully
maintained their share of world trade - and a further 6 per cen in manufactured

exports is forecast in 1986. Investment is expected to grow by about 5

On the balance of payments the forecast is for a current account surplus 3% hillion.

5. Employment has continued to rise - around 600,000 more people i }since

June 1983 - but unemployment remains stubbornly and disappointingly high. 64
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@ 6. Because of the UK's [Bdsifddm; Bslald&dr GlMdodlcer, the oil price fall will help the
ajor non-oil countries more than it will help us. There will be an adverse effect on our

s of trade, because we lose more from our export earnings than we gain from lower

@ prices. Government revenues will also be adversely affected. But there will be
A,
a

v nefits for the non oil economy, especially for manufacturing, with lower costs
and hig ofits. The increase in world trade which should follow lower oil prices will

provide an excellent opportunity for British exporters. Overall there should be a net benefit

on output and inflation.

Budget Strategy @

7 The Government's

Term Financial Strategy (MTFS) is, as usual, extended one
year forward in the Budget. signed steadily to reduce the growth of total spending
power in the economy over aVperiod\of years, at a pace which will gradually squeeze

inflation out of the system, while leaving room for further economic growth. Target ranges

are set for the growth of narrow and broad money in 1986-87, and the Government will

8. To support monetary policy the Government 1@:@0 keep public borrowing at a low

level. The 1985-86 Public Sector Borrowing Requirem SBR) is expected to come out at

o
around £7 billion or 2 per cent of GDP, the lowest level since 1971-72. This outcome was
achieved in spite of the fall in oil revenues, because of restraint in public expenditure and

the buoyancy of non-oil revenues, reflecting a healthy econo@d an increasingly

profitable corporate sector.

9. Last year's MTFS indicated for 1986-87 oil revenues of £11% billw@@ scope for

possible tax reductions of £3% billion. Since then the outlook for the publi€#i es has

been substantially affected by the sharp fall in oil prices. Assuming the oil price %at
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. $15 a barrel for the res oBUﬂGEdTnLllSBT, QNkéénqus for 1986-87 are projected at

billion. But for the buoyancy in non oil revenues and the firm restraint on public

ding, an increase in taxation would have been necessary in this year's Budget.

GDP. overnment have decided to stick broadly to this figure, but, given the

10.%\%\\?&* MTFS also indicated a PSBR for 1986-87 of £7% billion, or 2 per cent of

uncertainties over the oil price, to go a little below it and provide for a PSBR of £7 billion,
or 11 per cent of GDP. That figure takes account of the Budget measures, which provide

for a reduction in den of taxation of a little under £1 billion.

Help for the mmpb%
11. The continuing high leé@ay settlements is continuing to inhibit the growth of

employment. In the longer ter %er wage flexibility is essential for the creation of

lasting jobs. This year, to add to the measures the Government has already taken to
encourage such flexibility, and to encourage identification between employee and
enterprise, the Government is to consider issuipg\a consultative document after preliminary
discussions about a possible incentive sche tax relief to encourage special profit

sharing schemes, in which at least 20 per cent §)> y is directly linked to the success of the

enterprise. 0@

o

12. For the more immediate future, the measures announced in last year's Budget are still
to show most of their effect. The expansion of the Youth Training Scheme to cover all 16
and 17 year olds comes into effect next month. The increase in the of the Community
Programme (which provides work of community benefit, for the unemployed) is
going ahead fast. This year the Government is raising the target for e from 230,000
places by June 1986, to 255,000 by the end of 1986, compared with t%t level of

about 200,000 places.
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schemes, originally announced by the Secretary ol State Ior Employment last year, into a

le programme covering the whole country (Restart) . As a result of this programme all
& 1o

(€Y

term unemployed will be called for counselling interview; and offered help to find

R

grant\for 6 months.

those who take a job at less than £80 a week will receive a "Jobstart" £20 a week

14. In addition, the Enterprise Allowance Scheme is being expanded to an annual entry of
100,000 to give more unemployed people help to start their own business; and a new scheme
- the New Worken@ e - will provide a cash incentive to employers to create jobs for

young people aged 1 ealistic wages.

and £290 million in 1987-88.

15. The public expenditu of these and other changes will be £195 million in 1986-87

Aftef\ allowing for social security savings, the net public
expenditure cost will be £100 million and £165 million respectively. The cost will be
charged to the public expenditure Reserve and so there will be no increase in the public
spending planning total.

0

Taxes on Business and Enterprise 3

o
16. The Corporation Tax structure announced in ': es fully into force this year with

the main rate coming down to 35 per cent. O

17. In addition, the Business Expansion Scheme which was due to come to an end in
April 1987 will be extended indefinitely. It is already attracting tial amounts of new
equity capital into unquoted companies. A number of improvem te) the Scheme are

proposed, including measures to ensure that it is focussed on high risk(investment. It will
\/A
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18. Small businesses w ill&U&ﬁE&I L;lshl' QQtN:LaXn of the Loan Guarantee Scheme for

0. ree years, and the halving of the premium charged for the Government guarantee from
er cent to 2% per cent. The abolition of the Capital Transfer Tax on gifts between

ividuals during their lifetime, will be a further help. The tax will be renamed the

@ax.

Savings and investment

19. The Budgeti es a number of further measures to reform the taxation of savings

and investment. to be a radical new scheme to encourage individuals to invest

directly in equities. cheme should, in time, bring about a further considerable

extension of share owner ritain. Any adult will be able to invest up to £200 a month

in shares. As long as the in ent is kept in a special account - called the Personal Equity

%ted dividends and capital gains will be free of tax.

20. To retain its pre-eminence as a financial centre the City of London must remain fully

Plan - for a minimum period, a

competitive, world-wide. The ending of fixed"commissions (the 'Big Bang') on 27 October
will help reduce dealing costs. The Budgetfurther help, by halving the rate of Stamp

o
Duty on share transactions. The cost will b couped by bringing into tax a range of

transactions which are at present entirely free of S@a@ty.

o

21. The present rules relating to pension fund surpluses will be clarified. Where a refund

is made, under the new arrangements, to employers they will be subject to tax at 40%.
Charities @

22. A number of specific concessions will be made, relieving charities in respect

of certain purchases. The Government has decided to supplement the it has

already taken to assist charities with a substantial new package, directed towar }b%able
N

giving rather than towards the charities themselves. By

= abolishing th
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@ = allowing tax eliBfU&GrELiL&I $of Mngif up to a maximum of 3 per cent

O of dividends
where these are deducted at source by their employers

the@@ should stimulate additional charitable giving of about £120 million a year - at
least tW% cost to the Exchequer of these measures.

Taxes on Spending

providing relief to individuals for regular gifts of up to £100 a year to charity

23. Overall, excis will be increased by about the same amount as would be required

to keep pace with inf . \Petrol and derv duties will be increased by rather more than
this - by 7%p a gallon an spectively. Given the recent increase in oil companies'
profit margins these increase ot be passed on to the consumer. The real tax burden
on the motorist will be kept un %with no general increase in Vehicle Excise duty on

cars and lorries. In recognition of the dangers to health cigarettes and hand rolling tobacco

will be increased by the equivalent of just over 11p a packet of 20 king size. Cigars and pipe

tobacco duties will not be changed. There will i: no increase in the duties on any alcoholic

drinks. This should help with the difficulties ¢ritly faced by the Scotch whisky industry.

o

24. No major changes are proposed in VAT (aﬁa@m the changes in relation to

charities.)
o
Income Tax
25. As foreshadowed in the Budget Statement last year, the Gov has published a

Green Paper on personal taxation discussing options. In particular, 1 es a possible
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Married women would h veBUD@El‘ImEYSTpmw their tax affairs; the tax penalties

on marriage would be removed; and more tax relief would go to couples at the point when

y are most likely to need it, when one of the partners is not in paid work.
, @@Govemment is making further reductions in income tax, in order to increase
enti

%ince 1979, allowances have been increased by 22 per cent in real terms so that

o

inc
they are now higher, as a proportion of average earnings than, for example, in Germany or
the United States. This year, basic allowances are increased in line with prices and the

basic rate of incom x is reduced by 1 penny - improving incentives for the 95 per cent of

employees, and 90 per cent of all self-employed people and unincorporated

businesses, for who ic rate is also the marginal rate. This is the first cut in the
basic rate for seven y e new basic rate will be 29p in the £. There will be a

comparable change in the sm s Corporation Tax rate.

A

27. The Budget maintains the Government's strategy to defeat inflation and to create the

Summary

conditions for further growth of output and @Q ment. The overall burden of taxation is
being reduced. Specific measures will be tak o help the unemployed; to promote
enterprise and initiative; to reform the taxation o 5av' and investment; and to increase

charitable giving.

B
0
O

N
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I attach copies of all the charts Awith—one—exeeption,—see—below) as they have now
been drawn by the CSO.
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Sir P Middleton
Mr Pratt

I have revised the draft Budget summary which I submitted

to you on Weeé

passed on orally by Mrs Lomax.
rather more
cut , scharities

pre-eminence of

esday evening in the 1light of your comments,

The new draft makes

he laskt "draft did of "oill-  the basic ;rate
personal equity plan, and the continuing

ty following the Stamp Duty package .

2 If you are con ith this summary it can, I suggest,

also serve as the 5l e telegram on the Budget we send

out to overseas posts.
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and employment.

Economic Background: the effects of the oil price fall

wal)
)d—economy has been rising since early 1983 and (inflation has been

'

coming down since 198 fall in the oil price will be of particular help to oil-importing
countries, both in the deve “ua and the developing world. A period of low inflation and

2. Output in the

3. At home, inflation, after thel upward pent last year, is now down to 5% per cent
and is set to fall to below 4 per cent i 2 Output continues to grow strongly. In

other country in the European

twv Cuntlinive
enter ibs/sixth(year of growth at

1985, the gconomy grew by 3% per cent, fasterdthan
o

<k)~l,\\~ VN

Community, and(the United States,

an average level of 3 per cent. 1%

4. The pattern of growth remains broadly based. Manufacturing exporters have fully
maintained their share of world trade - and a further 6 per ce h in manufactured
exports is forecast in 1986. Investment is expected to grow by abafit r cent this year.

On the balance of payments the forecast is for a current account surplus 'of £8/3billion.
”Mr‘(’ 0 N
5. Employment has continued to rise -(around 600,000 more people o i

June 1983 - but unemployment remains stubbornly and disappointingly high. <
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@ 6.  Because of the UK'spbsiti@® B a| 1@&§r EI\ptofucdr, the oil price fall will help tie

Mkﬁ\'w—l alh
n-%tﬁries more than it will help us. There will(be an adverse effect on our

yms of trade, because we lose more from our export earnings than we gain from lower

0D AW oV Uvhaws S S s&: 1»5'*(!4/ sy s,
. / But /there will be

ig ofits. The increase in world trade which should follow lower oil prices will
§ [\

and

provide an excellent opportunity for British exporters. Overall there should be a/net benefit
put and inflation.

esigned steadily to reduce the growth of total spending

power in the economy over peri of years, at a pace which will gradually squeeze

are set for the growth of narrow and broad money in 1986-87, and the Government will
continue in operating policy to have regar

conditions - of which the most important is

8. To support monetary policy the Government t@o keep public borrowing at a low

level. The 1985-86 Public Sector Borrowing Requirem SBR) is expected to come out at

AL L O
Wion or 2 per cent of GDP, the lowest level since 1971-72. This outcome was

achieved in spite of the fall in oil revenues, because of restraint in public expenditure and

the buoyancy of non-oil revenues, reflecting a healthy econom d an increasingly

profitable corporate sector. @

9. Last year's MTFS indicated for 1986-87 oil revenues of £11% bil

scope for
possible tax reductions of £3% billion. Since then the outlook for the publi es has

been substantially affected by the sharp fall in oil prices. Assuming the oil pric
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$15 a barrel for the rest of i Qi\tEvénues for 1986-87 are projected at

billion. B

4 for the buoyancy non—oil‘levenues and tie firm restraint on public

\
-
10.@ MTFS aliﬁ;ndlc ed a PSBRLfor 1986-87 of £7% billion, or 2 per cent of

Cdemded to stick broadly to this figure, but, given the
uncertainties over the oil price, to go a little below it and provide for a PSBR of £7 billion,

or 1% per cent of GDP. That figure takes account of the Budget measures, which provide

reak Shades
for a reduction in den of taxation of a under £1 billion.

Help for the unemploy

11. The continuing high le ay settlements is continuing to inhibit the growth of
employment. In the longer ter r wage flexibility is essential for the creation of
lasting jobs. This year, to add to the measures the Government has already taken to
encourage such flexibility, and to encourage identification between employee and

enterprise, the Government 1s to consider issuing a consultative document azr preliminary

02% Sd)z\’)}ﬁ
dlscussmns( bout p0551ble mcentlve sche of tax relief to encourai-\ speedal profit

sharing schemes{in which Mls dlrectly € success of the
enterprlseg

0

12. For the more immediate future, the measures announced in last year's Budget are still

to show most of their effect. The expansion of the Youth Training Scheme to cover all 16

and 17 year olds comes into effect next month. The increase in the of the Community

Programme (which provides work of community benefit, for the 1 unemployed) is
going ahead fast. This year the Government is raising the target for e
places by June 1986, to 255,000 by the end of 1986, compared with t

about 200,000 places.
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@chemes. originally announced by the Secretary of State for Employment last year, into a

’- term unemployed will be called for counselling interview‘ and offered help to find

& those who take a job at less than £80 a week will receive a "Jobstart” £20 a week

%nths.

14. In addition, the Enterprise Allowance Scheme is being expanded to an annual entry of

gran

100,000 to give more unemployed people help to start their own business; and a new scheme
- the New Worke e - will provide a cash incentive to employers to create jobs for

young people aged 1 alistic wages.

15. The public expenditure ¢pst’df these and other changes will be £195 million in 1986-87
and £290 million in 1987-88.\\Aftex\allowing for social security savings, the net public
expenditure cost will be £100 lion and £165 million respectively. The cost will be

charged to the public expenditure Reserve and so there will be no increase in the public

&

Taxes on Business and Enterprise O

spending planning total.

o
16. The Corporation Tax structure announced in 'u es fully into force this year with

the main rate coming down to 35 per cent. o

17. In addition, the Business Expansion Scheme which was due to come to an end in
April 1987 will be extended indefinitely. It is already attracting @ ial amounts of new

equity capital into unquoted companies. A number of improvemart the Scheme are

proposed, including measures to ensure that it is{focussed on high risk@ ent. It will
VK
also be extended to certain forms of[ship chartering. @i

N
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i 18. Small businesses \LllBaugg\Ef-ﬁ L—J%:E Q idn the Loan Guarantee Scheme for

three years, and the halving of the premium charged for the Government guarantee from

er cent to 2% per cent. The abolition of the Capital Transfer 'g'\ix on gifts between
st )

i Is during their lifetime, will be a further helpl The tax will be renamed the

\'4 a
h@%ax.

Savings and investment

19. The Budgetni es a number of further measures to reform the taxation of savings

and investment. to be a radical new scheme to encourage individuals to invest

directly in equities. cheme should, in time, bring about a further considerable

extension of share owners ritain. Any adult will be able to invest up to £200 a month

in shares. As long as the in is kept in a special account - called the Personal Equity

VY \N
Plan - for afminimum period, all rei ted dividends and capital gains will be free of tax.

\

el ) *

20. To retain its'pre-eminence as a financial centre the City of London must remain fully
|

competitive, world-wide.

ing of fixed” sommissions (the 'Big Bang') on 27 October
) o\ 9L b Lz el g F ke
will help reduce dealing costs. o) alving

papts gk((/ﬂ/l% o LV '1

L )
Duty on share transactions. The cost will bexécouped by bringing into tax a range ﬂ

d’k&(ﬁﬁactions which are at present entirely free of S%@ty. parteed 5" i v
f k.
% 12-.F AV
o

21. The present rules relating to pension fund surpluses will be clarified. )&{here a refund
P ; g P P R

under the new arrangements,)to employers they will be subject to tax at 40%.

s 5

22. A number of specific concessions will be made, relieving charities from

Lk AWVir—, >

of certain purchases. < The Government has decided to supplement the

is made

[ in respect
res it has
already taken to assist charities with a substantial new package, directed towar S}b)»'\;able

N
giving rather than towards the charities themselves. By

= abolishing th
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BUDGET LIST ONLY




¥

BUDGET SECRET NOT T BE UOPIED -
BUDGET LIST ONLY

@
ke

>

S,
<

o

@
%
D

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE COPIED
- allowing tax relRR{Jtb) €atbrphnidsTdr GABd&FY gifits up to a maximum of 3 per cent

of dividends

@ where these are deducted at source by their employers

oV ey, ¢
should |stimulate additional charitable giving disbous 0-millicn=a-

wi e|cost to the Exchequer of these measures.

@ = providing relief to individuals for regular gifts of up to £100 a year to charity
t
least

e %70 n 7/.«}

Taxes on Spending ~—+——

23. Overall, exc will be increased by abewt the same amount as would be required

to keep pace with in @Petrol and derv duties will be increased by rather more than
this - by 7ip a gallon espectively. Given the recent increase in oil companies'

profit margins these increas ot be passed on to the consumer. The real tax burden

NAD WSer
on the motorist (will be kept uneh

» with no general increase in Vehicle Excise duty on
cars and lorries. In recognition of the dangers to health cigarettes and hand rolling tobacco
will be increased by the equivalent of just over 11p a packet of 20 king size. Cigars and pipe
tobacco duties will not be changed. There will no increase in the duties on any alcoholic
drinks. This should help with the difficulties tly faced by the Scotch whisky industry.
o

24. No major changes are proposed in VAT,

Iakiin)
&

Income Tax

25. As foreshadowed in the Budget Statement last year, the Go has published a

Green Paper on personal taxation discussing options. In particular, \

Bkl
Everyone would have ajtax allowance in his or her own right. A husband and

taxed independently, but would be able to transfer unused allowances to %\\\ger.
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- @ Married women would h veRtheORBIETAn| tyDT pFivaldy ¥ t

@xn marriage would be removed; and more tax relief would go to couples at the point when

ﬂ) N N b~ ) e (- S f?_‘:;':)
@ y are most likely to need it, when i i CE&P ‘f'\
%Governmcnt is making further reductions in income tax, in order to increase

inc&iv ince 1979, allowances have been increased hy 22 per cent in real terms so that

eir tax affairs; the tax penalties

they are now higher, as a proportion of average earnings than, for example, in Germany or
the United States. This year, basic allowances are increased in line with prices and the
basic rate of incom x is reduced by 1 penny - improving incentives for the 95 per cent of
employees, and 90 per cent of all self-employed people and unincorporated
businesses, for whom }@c rate is also the marginal rate. This is the first cut in the

basic rate for seven ye e new basic rate will be 29p in the £. There will be a

comparable change in the s @ Corporation Tax rate.

Summary

27. The Budget maintains the Government's st ategy to defeat inflation and to create the

conditions for further growth of output and @ ment. The overall burden of taxation is

Mol )
beingsteduced. Specific measures will be t to help the unemployed; to promote

cnterprise and initiative; to reform the taxation o sa i and investment; and to increase

charitable giving.

HM Treasy
17 Mawn 12210 %
‘ %
HY

X
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@ FROM: M C SCHOLAR
DATE: 17 March 1986
%ﬁuwﬂ%” o)

MR FRAY ( cc: Sir @ hittler
Mrs Lomax (minute only)
Mr Kuczys "

1986 BUDGET: Qig?BANCE FOR OVERSEAS POSTS

I have amende the” guidance I submitted to the Chancellor on

Friday evening 1 ordance with his comments, and made the

slight adaptations ary to make it suitable to be a telegram

to overseas: POSts.

2% This is attached, angggu are to hand it over to the Foreign

Office when the Chancellor sits down tomorrow.

<o
M C SCHOLAR

4y
-
N

2%
s
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1986 BUDGET: SUMMARY OF MAIN POINTS

ear's Budget comes at a time of great change, with the dramatic and unprecedented
c f the oil price. But the Budget's main themes are those of its predecessors - the
defe tﬁlation, and the creation of an enterprise culture which will promote the growth

of output and employment.

Economic Backgroupd: the effects of the oil price fall

A Output in the onomy has been rising since early 1983 and world inflation has
The fall in the oil price will be of particular help to
oil-importing countries, bo e developed and the developing world. A period of low

inflation and good growth in o %trade is in prospect.

3. At home, inflation, after the temporary upward movement last year, is now down to
5% per cent and is set to fall to below 4 per cent within the next few months. Output

continues to grow strongly. In 1985, the U »‘ homy grew by 33 per cent, faster than any

other country in the European Community, and r than the United States, too. The UK
is now about to enter its sixth successive year of 0ow t an average level of 3 per cent.

4. The pattern of growth remains broadly based. qv{anufacturing exporters have fully
maintained their share of world trade - and a further 6 per cent growth in manufactured
exports is forecast in 1986. Investment is expected to grow by about 5 per cent this year.

On the balance of payments the forecast is for a current account f £3% billion.

b3 Employment has continued to rise - there are around 600,000 mor

eoplé in work than
in June 1983 - but unemployment remains stubbornly and disappointingly hig @;3

P
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6. Because of the UK'sBBbdiidn EsTaldSdr @l¥dodlicer, the oil price fall will help most

ther major industrial countries more than it will help the UK. There will also be an adverse

@
@ ect on UK terms of trade, because we lose more from our export earnings than we gain

@lower import prices, and inevitably the Government's oil revenues will be sharply

re@iﬁut against this, there will be valuable benefits for the non-oil economy,

especi@«}/ r manufacturing, with lower costs and higher profits. The increase in world
trade which should follow lower oil prices will provide an excellent opportunity for British

exporters. Overall there should be a modest net benefit to Britain in terms of output and

inflation. @
Budget Strategy @

79 The Government's M

‘-.\‘\ Financial Strategy (MTFS) is extended for a further

%is designed steadily to reduce the growth of total

spending power in the economy (money GDP) over a period of years, at a pace which will

year, to 1989-90, in the Budge
gradually squeeze inflation out of the system, while leaving room for further sustained

1986-87, and the Government will continu

economic growth. Target ranges are set for\the growth of narrow and broad money in
erating policy to have regard to a range of

other evidence about monetary conditions —% ich the most important is the exchange

rate. 0@

o

8. To suppqrt monetary policy the Government intends to keep public borrowing at a low
level. The 1985-86 Public Sector Borrowing Requirement (PSBR) is expected to come out at
a little under £7 billion or 2 per cent of GDP, the lowest level sinc 71-72. This outcome
was achieved in spite of the fall in oil revenues, because of res ublic expenditure

and the buoyancy of non-oil revenues, reflecting a healthy econo y@an increasingly
N
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<> 25 9. Last year's MTFS 1%%%%1— lﬁfg-f-?dll\ﬁ_evn es of EQI} blgon, ang:scopeﬁor

possible tax reductions of £31 billion. Since then the outlook for the public finances has

@en substantially affected by the sharp fall in oil prices. Assuming the oil price averages

barrel for the rest of 1986 and in 1987, oil revenues for 1986-87 are projected at
{on. But for the buoyancy of non-oil revenues and firm restraint on public spending, a

sign ic}%\crease in taxation would have been necessary in this year's Budget.

10. Last year's MTFS also indicated a PSBR for 1986-87 of £7% billion, or 2 per cent of

GDP. The Chan or has decided to stick broadly to this figure, but, given the
uncertainties ov il price, to go a little below it and provide for a PSBR of £7 billion,
PY at figure takes account of the Budget measures, which provide

or 13 per cent of

for a reduction in the r b n of taxation of a shade under £1 billion.

Help for the unemployed Eé %

11. The high level of pay settlements is continuing to inhibit the growth of employment.
In the longer term greater wage flexibility is essential for the creation of lasting jobs. This
year, to add to the measures the Go %@3 t has already taken to encourage such
flexibility, and to encourage identificati@%ween employee and enterprise, the
Government is to consider issuing a consultati\ée do ent, if preliminary discussions are
satisfactory, about a possible incentive scheme o @ elief to encourage profit sharing

schemes in which total pay is directly affected by the gaccess of the enterprise.

12. For the more immediate future, the measures announced in last year's Budget are still

to show most of their effect. The expansion of the Youth Trai eme to cover all 16

and 17 year olds comes into effect next month. The increase in the\s f the Community
i@

Programme (which provides work of community benefit, for the lon

nemployed) is
going ahead fast. This year the Government is raising the target for expan om 230,000
places by June 1986, to 255,000 by the end of 1986, compared with the

about 200,000 places. 1%
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13. The long term uneBi’ME;ﬁl uﬁ;rngpﬂ.Yfro

@ chemes, originally announced by the Secretary of State for Employment last year, into a

gle programme covering the whole country (Restart) . As a result of this programme all
@ng term unemployed will be called for counselling interview and offered help to find
work) those who take a job at less than £80 a week will receive a "Jobstart" £20 a week

grant onths.

14. In addition, the Enterprise Allowance Scheme is being expanded to an annual entry of
100,000 to give mo employed people help to start their own business; and a new scheme
- the New Work%e - will provide a cash incentive to employers to create jobs for
young people aged k\; at alistic wages.

15. The public expenditurj®! these and other changes will be £195 million in 1986-87
and £290 million in 1987-88. VA allowing for social security savings, the net public
expenditure cost will be £100 million and £165 million respectively. The cost will be
charged to the public expenditure Reserve and so there will be no increase in the public
spending planning total. Q

O

o

Taxes on Business and Enterprise

0@
16. The Corporation Tax structure announced in 1 omes fully into force this year with

&
the main rate coming down to 35 per cent.
17. In addition, the Business Expansion Scheme which was du come to an end in
April 1987 will be extended indefinitely. It is already attracting ial amounts of new
equity capital into unquoted companies. A number of improveme e Scheme are
proposed, including measures to ensure that it is genuinely focussed on investment.

It will also be extended to certain forms of UK ship chartering. @
<
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18. Small businesses willBlldd HenESTt h}% E{aHsi¥n
hree years, and the halving of the premium charged for the Government guarantee from
er cent to 2% per cent. The abolition of the Capital Transfer Tax on gifts between
ividuals during their lifetime will be a further help to family businesses. The tax will be

re@ﬁhherituce Tax:

Savings and investment

the Loan Guarantee Scheme for

@ BUDGET SECRET DL NOT TO BE COPIED

19. The Budget.i es a number of further measures to reform the taxation of savings

and investment. to be a radical new scheme to encourage individuals to invest

directly in equitiek scheme should, in time, bring about a further considerable

extension of share ownershi Britain. Any adult will be able to invest up to £200 a month

in shares. As long as the in%es

i\A‘ is kept in a special account - called the Personal Equity

- ig.u%eriod, all reinvested dividends and capital gains will
4

Plan - for a relatively short m

be free of tax.

20. To retain its international pre-eminence as a financial centre the City of London must

be fully competitive, world-wide. The eof fixed commissions (the 'Big Bang') on

27 October will help reduce dealing costs. Bl? e Chancellor has concluded that to meet

successfully the increasingly fierce competition r:b York and Tokyo, it is necessary

to reduce from 1% to }% the Stamp Duty on share transéctions. The cost will be recouped
o

by bringing into tax a range of financial transactions which are at present entirely free of

Stamp Duty.

21. The present rules relating to pension fund surpluses will be i . Under the new

arrangements, where a refund is made to employers it will be subject @40%.

>

A

o
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7

@. A number of specific concessions will be made, relieving charities from VAT in respect

@tain purchases. In addition, the Government has decided to supplement the measures
i

@yeady taken to assist charities with a substantial new package, directed towards

chari%ving rather than towards the charities themselves. By

- abolishing the upper limit on relief at higher rates of income for convenants

- allowing tax relief to companies for one-off gifts up to a maximum of 3 per cent

of diyjdén
- proﬁdl@f to individuals for regular gifts of up to £100 a year to charity
where th @educted at source by their employers
the Budget should even imulate additional charitable giving by probably twice the
£70 million cost to the Exc %these measures.
Taxes on Spending

23. Overall, excise duties will be incre the same amount as would be required to

keep pace with inflation. Petrol and derv dutids will be increased by rather more than this -

by 73p a gallon and 63%p respectively. Give?r e recent increase in oil companies' profit
margins these increases should not be passed on t& sumer. The real tax burden on the
road user will be kept unchanged, with no general tease in Vehicle Excise duty on cars
and lorries. In recognition of the dangers to health cigarettes and hand rolling tobacco will
be increased by the equivalent of just over 1lp a packet of 20 king size. Cigars and pipe

tobacco duties will not be changed. There will be no increase in.t uties on any alcoholic

drinks. This should help with the difficulties currently faced by t whisky industry.

24. No major changes are proposed in VAT. i@

2

TN
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Income Tax

@. As foreshadowed in the Budget Statement last year, the Government has published a
aper on personal taxation discussing options. In particular, it outlines a possible

re de possible by computerisation) of the system of income tax personal allowances.
Every wduld have a basic tax allowance in his or her own right. A husband and wife
would be taxed independently, but would be able to transfer unused allowances to each
other. Married women would for the first time have the opportunity of privacy in their tax

affairs; the exispi x penalties on marriage would be removed; and more tax relief would

go to couples at t v@when they are most likely to need it, when the wife gives up paid

work to start a famil @

&

incentives. Since 1979, allow

26. The Government is urther reductions in income tax, in order to increase

anc e been increased by 22 per cent in real terms so that
they are now higher, as a proportion of average earnings than, for example, in Germany or
the United States. This year, basic allowances are increased in line with prices and the
basic rate of income tax is reduced by 1 penny’x improving incentives for the 95 per cent of
employees, and for the 90 per cent ofelf—employed people and unincorporated

<O
businesses, for whom the basic rate is also thé¢marginal rate. This is the first cut in the

basic rate for seven years. The new basic raté> 29p in the £. There will be a
comparable change in the small firms Corporation Tax—rdte.

&
Summary
27. The Budget maintains the Government's strategy to defeat and to create the
conditions for further growth of output and employment. The overa of taxation is
being modestly reduced. Specific measures will be taken to help ployed; to
promote enterprise and initiative; to reform the taxation of savings and in t, and to
increase charitable giving. >\

& =
HM Treasury
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Mr Chancellor of the Exchequer

ProvisioNaL CoLrLecTion o Taxes: That, pursuant to section 5 of the Provisional Collection of Taxes
Act 1968, provisional statutory effect shall be given to the following Motions:—

(a) Tobacco products (Motion No. 2);
(b) Hydrocarbon oil (Motion No. 3);
(c) Vehicles excise duty (hackney carriages and farmers’ goods vehicles) (Motion No. 4).
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ARRANGEMENTS OF WAYS AND MEANS RESOLUTIONS

Amendment of the law.

Tobacco products.

Hydrocarbon oil.

Vehicles excise duty (hackney carriages and farmers’ goods vehicles).
Vehicles excise duty (trade licences).

Abolition of certain excise licence duties.

General betting duty, pool betting duty and bingo duty.
Customs and excise duties (warehousing).

Value added tax (registration).

Value added tax (zero-rating).

Value added tax (relief on importation).

Value added tax (provision of accommodation).

Income tax (charge and rates for 1986-87).

Income tax (indexed personal reliefs etc.): operative date for PAYE.
Relief for interest (limit for 1986-87).

Advance corporation tax (rate for financial year 1986).

Building societies.

Shares and rights to acquire shares obtained by directors and employees.
Occupational pension schemes: repay ments to employers.
Enterprise allowance.

Business expansion scheme.

Company reconstructions.

Loans to participators.

Charities.

Value added tax penalties etc. (income tax and corporation tax).
Associated companies (oil and gas industry).

Capital allowances (machinery and plant etc.).

Capital allowances (mineral exploration and extraction).

Dual resident trusts: capital gains tax.

Securities (income tax, capital gains tax and corporation tax).
Transactions tax.

Stamp duty (transfers for purpose of issuing depositary receipts).
Stamp duty (depositary receipts: other transfers).

Stamp duty (clearance services).

Stamp duty (reconstructions etc.).

Stamp duty (acquisitions).

Stamp duty (loan capital).

Stamp duty (bearer letters of allotment etc.).

Stamp duty (letters of allotment).

Stamp duty (company’s purchase of own shares).

Stamp duty (shares and marketable securities).

Tax under Capital Transfer Tax Act 1984.

Oil taxation: light gases.

Oil taxation: attribution of chargeable receipts and allowable expenditure.
Relief from tax (incidental and consequential charges).
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1. Amendment of the law

That it is expedient to amend the law with respect to the National Debt and public revenue and to
make further provision in connection with finance; but this Resolution does not extend to the making of
any amendment with respect to value added tax so as to provide—

(a) for zero-rating or exempting any supply;

(b) for refunding any amount of tax;

(c) for varying the rate of that tax otherwise than in relation to all supplies and importations; or

(d) forany relief other than relief applying to goods of whatever description or services of whatever
description.
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2. Tobacco products

That, as from 21st March 1986, the rates of duty on cigarettes and hand-rolling tobacco specified in
Schedule 1 to the Tobacco Products Duty Act 1979 shall be increased —

(a) in the case of cigarettes, to an amount equal to 21 per cent of the retail price plus £30.61 per
thousand cigarettes; and

(b) in the case of hand-rolling tobacco, to £49.64 per kilogram:

And it is hereby declared that it i1s expedient in the public interest that this Resolution should have
statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

3. Hydrocarbon oil

That, as from 6 o’clock in the evening of 18th March 1986,—

(1) the rates of duty specified in section 6(1) of the Hydrocarbon Oil Duties Act 1979 shall be
increased—
(a) in the case of light oil, from £0.1794 a litre to £0.1938 a litre; and

(b) in the case of heavy oil, from £0.1515 a litre to £0.1639 a litre; and

(2) in subsection (1) of section 11 of that Act (rebate on heavy oil) for paragraphs (a) and (b) there
shall be substituted—

“(a) in the case of fuel oil, of £0.0077 a litre less than the rate at which the duty isfor the time being
chargeable;

(b) in the case of gas oil, of £0.0110 a litre less than the rate at which the duty is for the time being
chargeable; and

(c) in the case of heavy oil other than fuel o1l and gas o1l, equal to the rate at which the duty s for
the time being chargeable ’; and

(3) for subsection (2) of section 11 of that Act (definition of types of heavy oil) there shall be
substituted—
“(2) In this section—
‘fuel o1l means heavy o1l which contains in solution an amount of asphaltenes of not less

than 0.5 per cent or which contains less than 0.5 per cent but not less than 0.1 per cent of
asphaltenes and has a closed flash point not exceeding 150°C; and

‘gas oil’ means heavy oil of which not more than 50 per cent by volume distils at a
temperature not exceeding 240°C and of which more than 50 per cent by volume distils at a
temperature not exceeding 340°C ™:

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory efect under the provisions of the Provisional Collection of Taxes Act 1968.
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4. Vehicles excise duty (hackney carriages and farmers’ goods vehicles)

That the Vehicles (Excise) Act 1971 and the Vehicles (Excise) Act (Northern [reland) 1972 shall have
effect, in relation to licences taken out after 18th March 1986, with the amendments set out below;

But this Resolution shall not authorise the making of amendments which would result in different
provisions being in force in different parts of Great Britain:

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

(1) For Part [T of Schedule 2 to each of the Acts of 1971 and 1972 (annual rates of duty for hackney
carriages there shall be substituted the following—

Part I

Description of vehicle Rate of duty

£
Hackney carriages ... 52.50
with an additional £1.05 for each
person above 20 (excluding the
driver) for which the vehicle has
seating capacity.

(2) Tn Schedule 4 to each of the Acts of 1971 and 1972 (annual rates of duty on goods vehicles)—

(a) in Part [, in sub-paragraph (2) of paragraph 6 (farmer’s goods vehicle or showman's goods
vehicle having a plated gross weight or a plated train weight) in paragraph (b) (weightexceeding
7-5 tonnes but not exceeding 12 tonnes) for “£135” (which applies to farmers’ goods vehicles
only) there shall be substituted “£155”; and

(b) in PartII,for Tables A(1),C(1)and D(1) (rates for farmers’ goods vehicles having plated weight
exceeding 12 tonnes) there shall be substituted the Tables set out below:
Tasce A(l)
Rates of DuTy oN Rigip Goops VexicLes Exceeping 12 Tonnes PLatep Gross WEIGHT

RaTes FOR FARMERS' Goobps VEHICLES

Plated gross weight of vehicle Rate of duty
1 2. 3. 4, 5¢
Exceeding Not Two axle Three axle Four or more
exceeding vehicle * vehicle axle vehicle
tonnes tonnes £ £ £
12 13 210 170 170
13 14 280 175 175
14 15 350 175 175
15 -7z 475 180 ' 175
17 19 — 240 175
19 21 = 320 180
21 23 — 420 245
23 | 25 — 720 330
25 { 27 - - 465
5 27 29 == = 665
29 i 30.49 — = 1,090
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Tasre C(1)

RaTEs oF Duty oN TracTor Units ExceepiNGg 12 TonNes PraTep TrRaiN WEIGHT
AND HaviNGg ONLY 2 AXLES

RaTEs For FarMERS' GooDs VEHICLES

Plated train weight of tractor unit

Rate of duty

1. 2: 3 4. o)
For a tractor For a tractor For a tractor

unit to be used unit to be used unit to be used

: with semi-trailers only with semi- only with semi-

Exceeding Not exceeding with any number trailers with not tratlers with not

of axles less than two less than three
axles axles

tonnes tonnes £ £ £
12 14 235 215 215
14 16 290 220 220
16 18 330 220 220
18 20 385 220 220
20 22 435 270 220
22 23 465 300 220
23 25 530 365 225
25 26 530 405 265
26 28 530 500 345
28 29 3355 555 390
29 31 765 765 495
31 33 1,115 1,115 780
33 34 1,230 1,230 1,150
34 36 1,405 1,405 1,405
36 38 1,580 1,580 1,580
Tasce D(1)

RATes oF Duty oN TrRacToR UNiTs ExceepiNGg 12 TonNes PLaTeED TraiN WEIGHT
AND HaAvVING THREE OR MORE AXLES

RATEs FOR FARMERS' GooDs VEHICLES

Plated train weight of tractor unit

Rate of duty

(i . 2 3 4, 5
' For a tractor For a tractor For a tractor
| unit to be used unit to be used unit to be used
: i : with semi-trailers only with semi- only with semi-
Exceeding Novexgrec g with any number tratlers with not tratlers with not
‘ g of axles less than two less than three
axles axles
tonnes tonnes £ £ £
12 14 215 215 215
14 20 220 220 220
20 10 270 220 220
22 23 300 220 220
23 i 25 365 220 220
25 | 26 405 225 220
26 | 28 500 230 225
28 | 29 555 270 230
29 | 31 765 325 240
31 i 33 L kLS 495 250
33 i 34 1,140 725 315
34 f 36 1,205 1,035 475
36 ! 38 1,390 1,390 710
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5. Vehicles excise duty (trade licences)

That provision may be made with respect to the rates of duty applicable to trade licences under section
16 of each of the Vehicles (Excise) Act 1971 and the Vehicles (Excise) Act (Northern [reland) 1972.
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6. Abolition of certain excise licence duties
That no excise licence duty shall be chargeable on the grant after [8th March 1986 of an excise licence

under any provision of the Alcoholic Liquor Duties Act 1979 or under section 2 of the Matches and
Mechanical Lighters Duties Act 1979:

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

7. General betting duty, pool betting duty and bingo duty

That provision may be made extending to Northern [reland the provisions of the Bettingand Gaming
Duties Act 1981 relating to general betting duty, pool betting duty and bingo duty.

8. Customsand excise duties (warehousing)

That provision may be made with respect to the matters which may be dealt with in regulations unden
section 93 of the Customs and Excise Management Act 1979 (warehousing regulations),

9. Value added tax (registration)

That for the purposes of the Value Added Tax Act 1983 provision may be made with respect to the
registration of two or more persons as one taxable person.

10. Value added tax (zero-rating)

That provision may be made for the imposition of conditions with respect to the zero-rating of
supplies of goods by virtue of section 16(6) of the Value Added Tax Act 1983.

11. Value added tax (relief on importation)

That provision may be made with respect to conditional relief from value added tax under section 19
of the Value Added Tax Act 1983.

12. Value added tax (provision of accommodation)

That provision may be made with respect to the valuation for the purposes of value added tax of
certain supplies of services consisting in the provision of accommodation.
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13. Income tax (charge and rates for 1986-87)

That—

(1) Income tax for the year 1986-87 shall be charged at the basic rate of 30 per cent and, in respect
of so much of an individual’s total income as exceeds £17,200 (the basic rate limit as determined under
subsection (4) of section 24 of the Finance Act 1980—indexation), at such higher rates as are specified
in the Table below (in which the higher rate bands are those as so determined):

TAaBLE
Higher rate bands Higher rate
The first £3,200 40 per cent.
The next £5,500 45 per cent.
The next £8,400 50 per cent.
The next £8,400 55 per cent.
The remainder ... 60 per cent.

(2) This Resolution shall not require any change to be made in the amounts deductible or repayable
under section 204 of the [ncome and Corporation Taxes Act 1970 (pay as you earn) before 18th May

1986:

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory efect under the provisions of the Provisional Collection of Taxes Act 1968.

14. Income tax (indexed personal reliefs etc.): operative date for PAYE

For the year 1986-87, in subsection (7) of section 24 of the Finance Act 1980 (which specifies the date
from which indexed changes in income tax thresholds and allowanc‘gs are to be brought into account for
the purposes of PAYE) for “ Sth May " there shall be substituted ~ 18th May ™

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory efect under the provisions of the Provisional Collection of Taxes Act 1968.

15. Relief for interest (limit for 1986-87)

That, for the year 1986-87, the qualifying maximum referred to in paragraphs 5(1) and 24(3) of
Schedule 1 to the Finance Act 1974 (limit on relief for interest on certain loans for the purchase or
improvement of land) shall be £30,000:

And it is hereby declared that it i1s expedient in the public interest that this Resolution should have
statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.
16. Advance corporation tax (rate for financial year 1986)

That the rate of advance corporation tax for the financial year 1986 shall be three-sevenths.

17. Building societies

That provision may be made with respect to the treatment for the purposesof income tax and corpora-

;iooct:ettayx of dividends and interest payable in respect of shares in or deposits with or loans to a building

18. Shares and rights to acquire shares obtained by directors and employees

That charges to income tax may be imposed by provisions amending section 186 of the Income and

Corporation Taxes Act 1970 (directors and employees granted righ
_ tst
of the Finance Act 1972 (share incentive schemcs).y : ke L R
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19. Occupational pension schemes: repayments to employers

That charges to tax may be imposed by provisions about payments.to employers out of funds held for
the purposes of occupational pension schemes.

20. Enterprise allowance

That provision may be made for charging enterprise allowance to tax under Case VI of Schedule D
rather than Case [ or [L

21. Business expansion scheme

That provision may be made amending Schedule 5 to the Finance Act 1983.

22. Company reconstructions

That provision may be made with respect to relief from tax where a company ceases to carry on a trade
or part of a trade.

23. Loans to participators

That provision may be made with respect to tax chargeable under section 286 of the [ncome and
Corporation Taxes Act 1970.

24. Charities

That provision may be made with respect to—
(a) exemption under section 360 of the [ncome and Corporation Taxes Act 1970 (exemptions for
charities from tax under Schedules A to F);
(b) section 145 of the Capital Gains Tax Act 1979 (certain gains accruing to charities not to be
_chargeable gains); and
(c) covenanted payments to charities and payments by one charity to another.

25. Value added tax penalties etc. (income tax and corporation tax)

That charges to income tax and corporation tax may be imposed by provisions with respect to
penalties, interest and surcharge under Chapter Il of Part [ of the Finance Act 1985 (value added tax).

26. Associated companies (o1l and gas industry)

That provision may be made extending the cases in which two companies are associated with one
another for the purposes of Part [I of the Oil Taxation Act 1975.

27. Capital allowances (machinery and plant etc.)
Thgt provision may be made with respect to allowances in respect of expenditure on the provision of
machinery or plant for leasing and on the provision of certain vehicles.
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28. Capital allowances (mineral exploration and extraction)

That provision may be made with respect to allowances under Chapter [II of Part [ of the Capital
Allowances Act 1968 (mines, o1l wells etc.)

29. Dual resident trusts: capital gains tax
That provision may be made fordenying or recovering relief under section 79 of the Finance Act 1980

(general relief for gifts) where the transferee is a body of trustees which is or becomes treated as resident
both in the United Kingdom and elsewhere.

30. Securities (income tax, capital gains tax and corporation tax)

That chargesto income tax, capital gainstax and corporation tax may be imposed by provisions about
events occurring after 18th March 1986 in relation to securities.

31. Transactions tax

That a tax shall be charged in respect of events occurring after 18th March 1986 in relation to
securities.
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32. Stamp duty (transfers for purpose of issuing depositary receipts)

That the following provisions shall have effect for the period beginning 25th March 1986 and ending
31 days after the earliest of the dates mentioned in section 50(2) of the Finance Act 1973—

(1) Subjectto paragraph (4) below, this Resolution applies where an instrument transfers shares in or
marketable securities of a company registered in the United Kingdom to a person whose business 1s or
includes holding shares in or marketable securities of that company as nominee or agent for—

(a) a person whose business is or includes 1ssuing depositary receipts for shares in or marketable
securities of the company, or

(b) persons each of whom falls within sub-paragraph (a) above.

(2) If stamp duty is chargeable on the instrument under the heading “ Conveyance or Transfer on
Sale ”in Schedule 1 to the Stamp Act 1891, the rate at which the duty 1s charged under that heading shall
be the rate of £5 for every £100 or part of £100 of the amount or value of the consideration for the sale
to which the instrument gives effect.

(3) If stamp duty ischargeable on the instrument under the heading *“ Conveyance or Transfer of any
kind not hereinbefore described " in Schedule 1 to the Stamp Act 1891, the rate at which the duty is
charged under that heading shall be that mentioned in paragraph (2) above; and for this purpose the
transaction to which the instrument gives effect shall be treated as a sale for a consideration equal to the
value of the shares or marketable securities at the date the instrument 1s executed.

_ (4) This Resolution does not apply where the transfer is from one company which falls within
paragraph (5) below to another company which falls within that paragraph, and the transferor held the
shares or securities for the purposes of its business and the transferee acquires them for the purposes of
its business.

(5) A company falls within this paragraph if it is resident in the United Kingdom at the time of the
transfer, and its business is exclusively that of holding shares in or marketable securities of a company
or companies registered in the United Kingdom as nominee or agent for—

(a) a person whose business is or includes issuing depositary receipts for shares in or marketable
securities of a company or companies registered in the United Kingdom, or

(b) persons each of whom falls within sub-paragraph (a) above.
(6) For the purposes of this Resolution a depositary receipt for shares in or securities of a particular
company is an instrument acknowledging—
(a) the deposit of such shares or securities or of an instrument evidencing the right to receive them,
and
(b) the entitlement of a person to rights, whether expressed as units or otherwise, in or in relation
to such shares or securities.

(7) Forthe purposesof paragraph(3)above the value of shares orsecuritiesat the date the instrument
isexecuted shall be taken to be the price they might reasonably be expected tofetchona saleat that time
in the open market.

(8) Where paragraph (3) above applies, section 15(2) of the Stamp Act 1891 (stamping of instruments
after execution) shall have effect as if the instrument were specified in the first column of the table in
paragraph (d) and the transferee were specified (opposite the instrument) in the second.

(9) References in this Resolution to shares in a company include references to stock of a company.

(10) This Resolution applies to any instrument which is executed after 24th March 1986 and gives
effect to a transaction effected after 18th March 1986.

And 1t 1s hereby declared that it 1s expedient in the public interest that this Resolution should have
statutory effect under the provisions of section 50 of the Finance Act 1973.
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33. Stamp duty (depositary receipts: other transfers)

That the following provisions shall have effect for the period beginning 25th March 1986 and ending
31 days after the earliest of the dates mentioned in section 50(2) of the Finance Act 1973—

(1) This Resolution applies where shares in or marketable securities of a company registered in the
United Kingdom are transferred from one company which falls within paragraph (2) below to another
company whichfalls within that paragraph, and the transferor held them for the purposes of its business
and the transferee acquires them for the purposes of its business.

(2) A company falls within this paragraph if it 1s resident in the United Kingdom at the time of the
transfer, and its business is exclusively that of holding shares in or marketable securities of a company
or companies registered in the United Kingdom as nominee or agent for—

(a) a person whose business is or includes 1ssuing depositary receipts for shares in or marketable
securities of a company or companies registered in the United Kingdom, or

(b) persons each of whom falls within sub-paragraph (a) above.
(3) This Resolution also applies where shares in or marketable securities of a company registered in
the United Kingdom are transferred to the holder of a depositary receipt for shares in or securities of the

company concerned and the transfer s made in satisfaction of hisentitlement under the receipt to receive
such shares or securities.

(4) The maximum stamp duty chargeable on an instrument effecting a transfer which falls within
paragraph (1) or (3) above shall be 50p.

(5) For the purposes of this Resolution a depositary receipt for shares in or securities of a particular
company is an instrument acknowledging—

(a) the deposit of such shares or securities or of an instrument evidencing the right to receive them,
and

(b) the entitlement of a person (the holder of the receipt) to rights, whether expressed as units or
otherwise, in or in relation to such shares or securities.

(6) References in this Resolution to shares in a company include references to stock of a company.

(7) This Resolution applies to any instrument which is executed after 24th March 1986 and gives
effect to a transaction effected after 18th March 1986.

And it 1s hereby declared that it is expedient in the public interest that this Resolution should have
statutory effect under the provisions of section 50 of the Finance Act 1973.
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34. Stamp duty (clearance services)

That the following provisions shall have effect for the period beginning 25th March 1986 and ending
31 days after the earliest of the dates mentioned in section 50(2) of the Finance Act 1973—

(1) This Resolution applies where an instrument transfers shares in or marketable securities of a
company registered in the United Kingdom—

(a) toa person whose business is or includes the provision of clearance sevices for the purchase and
sale of shares or marketable securities, or

(b) toa person whose business is or includes holding shares or marketable securities as nominee for
a person or persons falling within sub-paragraph (a) above.

(2) If stamp duty is chargeable on the instrument under the heading “Conveyance or Transfer on
Sale " in Schedule 1 to the Stamp Act 1891, the rate at which the duty 1s charged under that heading shall
be the rate of £5 for every £100 or part of £100 of the amount or value of the consideration for the sale
to which the instrument gives effect.

(3) If stamp duty is chargeable on the instrument under the heading “ Conveyance or Transfer of any
kind not hereinbefore described ” in Schedule | to the Stamp Act 1891, the rate at which the duty is
charged under that heading shall be that mentioned in paragraph (2) above; and for this purpose the
transaction to which the instrument gives effect shall be treated as a sale for a consideration equal to the
value of the shares or marketable securities at the date the instrument is executed.

(4) Forthe purposesof paragraph(3)above the value of shares or securities at the date the instrument
isexecuted shall be taken to be the price they might reasonably be expected to fetchona saleatthat time
in the open market.

(5) Where paragraph (3) aboveapplies, section 15(2) of the Stamp Act 1891 (stamping of instruments
after execution) shall have effect as if the instrument were specified in the first column of the table in
paragraph (d) and the transferee were specified (opposite the instrument) in the second.

(6) References in this Resolution to shares in a company include references to stock of a company.

(7) This Resolution applies to any instrument which is executed after 24th March 1986 and gives
effect to a transaction effected after 18th March 1986.

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory effect under the provisions of section 50 of the Finance Act 1973.
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35. Stamp duty (reconstructions etc.)

That the following provisions shall have effect for the period beginning 25th March 1986 and ending
31 days after the earliest of the dates mentioned in section 50(2) of the Finance Act 1973—

(1) Insection 55 of the Finance Act 1927 and in section 4 of the Finance Act (Northern [reland) 1928
(reconstructions and amalgamations) in paragraph (B) of subsection (1) for the words “not be
chargeable” there shall be substituted the words “'be chargeable at the rates mentioned in subsection (9)
of tl:iis“sec,t’ion” and for the words “nor shall any such duty be chargeabie” there shall be substituted the
word “or”.

(2) In consequence, each of those sections shall be further amended as follows—

(a) atthe beginning of paragraph (B) of subsection (1) there shall be inserted the words “ If a claim
18 made under this section '’;

(b) in paragraph (a)of the proviso to subsection (1) the words from “either it ” to “ liable or " and
from “‘cither that” to “duty or” shall be omitted, and in paragraph (c) of that proviso the
words “ for exemption " shall be omitted;

(c) insubsection (2) for the words “ for exemption under paragraph (B) of subsection (1) of ” there
shall be substituted the word “ under ”;

(d) in subsection(S) the words “ for exemption " shall be omitted;

(e) in subsection (6), in paragraph (a) the words “for exemption from duty " shall be omitted, in
paragraph (c) for the word “ exemption ” there shall be substituted the word *“ claim , and in
the words following paragraph (c) for the word “ exemption ” there shall be substituted the
word “claim”, for the word “ remitted " (in the first place where it occurs) there shall be
substituted the word “unpaid” and the words from “in the case of duty remitted under
paragraph (A)” to “ the said subsection " shall be omitted; :

(f) insubsection (7) for the words “for exemption from duty under subsection (1) of ” there shall
be substituted the word “ under ", for the words “ such exemption " there shall be substituted
the words “ such a claim to be allowed " and for the words “ have been remitted " there shall be
substituted the words “ not have been chargeable ”.

(3) At the end of each of those sections there shall be inserted—

“(9) The rate is the rate of 50p for every £100 or part of £100 of the amount or value of [the
consideration for the sale to which the [instrument] gives effect.]”

(4) In paragraph 12 of Schedule 18 to the Finance Act 1980 (demergers) for sub-paragraph (1) there
shall be substituted—

“(1) If a document executed solely for the purpose of effecting an exempt distribution 1s chargeable
with stamp duty under the heading ‘Conveyance or Transfer on Sale " in Schedule 1 to the
Stamp Act 1891, the rate at which the duty 1s charged under that heading shall be the rate of
50p for every £100 or part of £100 of the amount or value of the consideration for the sale to
which the document gives effect.

(1A) If a document executed solely for thepurpose of effecting an exempt distribution 1s chargeable
with stamp duty under the heading *“ Conveyance or Transfer on Sale " in Schedule 1 to the
Stamp Act 1891, it shall not be treated as duly stamped unless it is stamped inaccordance with
section 12 of the Stamp Act 1891 with a particular stamp denoting that it 1s duly stamped.”

(5) In Paragraph 12(3) of Schedule 18 to the Finance Act 1980 for the words * this paragraph ™ there

shall be substituted the words *“ sub-paragraph (2) above ”.

(6) In section 78 of the Finance Act 1985 (takeovers) the following shall be substituted for
subsection (2)—
“(2) If the instrument transferring the shares in company B by way of the exchange is chargeable
with stamp duty under the heading ‘Conveyance or Transfer on Sale " in Schedule | to the
Stamp Act 1891, the rate at which the duty is charged under that heading shall be the rate of
50p for every £100 or part of £100 of the amount or value of the consideration for the sale to
which the instrument gives effect.”

(7) In section 79 of the Finance Act 1985 (voluntary winding-up: transfer of shares) the following
shall be substituted for subsection (2)—
“(2) If the instrument transferring the shares in company B to company A 1schargeable with stamp
- duty under the heading ‘Conveyance or Transfer on Sale " in Schedule | to the Stamp Act
1891, the rate at which the duty is charged under that heading shall be the rate of SOp forevery
£100 or part of £100 of the amount or value of the consideration for the sale to which the
instrument gives effect.”

(8) In section 78 and in section 79 of the Finance Act 1985—
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(8) insubsection (3) for the word “ignored " there shall be substituted the words “treated as reduced
by [50 per cent.]”;

(b) subsection (9) shall be omitted;

(¢) 1n subsection (10) for “(3)” there shall be substituted “(2) or (3)”.

(9) This Resolution applies to any [instrument] which 1s executed after 24th March 1986 unless—
(@) it is executed in pursuance of an unconditional contract made on or before 18th March 1986
[, or

(b) it transfers stock or marketable securities and is executed in pursuance of a general offer (for
the stock or securities) which became unconditional as to acceptances on or before 18th March

1986].

And it is hereby declared thatitisexpedient in the public interest that this Resolution should
have statutory effect under the provisions of section 50 of the Finance Act 1973.
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36. Stamp duty (acquisitions)

That the following provisions shall have effect for the period beginning 25th March 1986 and ending
31 days after the earliest of the dates mentioned in section 50(2) of the Finance Act 1973—

(1) This Resolution applies where a company (the acquiring company) acquires the whole or part of
an undertaking of another company (the target company).

(2) If the first and second conditions (as defined below) are fulfilled, stamp duty under the heading
“Conveyance or Transfer on Sale” in Schedule 1 to the Stamp Act 1891 shall not be chargeable on an
instrument executed for the purposes of or in connection with the transfer of the undertaking or part.

(3) Aninstrument on which stamp duty i1s not chargeable by virtue only of paragraph (2) above shall
not be taken to be duly stamped unless (it is stamped with the duty to which it would be liable but for
that subsection or] it has, in accordance with section 12 of the Stamp Act 1891, been stamped with a
particular stamp denoting that it is not chargeable with any duty.

(4) The first condition is that the registered office of the acquiring company isin the United Kingdom
and that the consideration for the acquisition—

(8) consists of or includes the issue of shares in the acquiring company to the target company or to
all or any of its shareholders;

(b) includes nothing else (if anything) but cash not exceeding 10 per cent of the nominal value of
those shares, or the assumption or discharge by the acquiring company of liabilities of the target
company, or both.

(5) The second condition 1s that—
(a) each shareholder of one of the companies is a shareholder of the other,

(b) the proportion of shares of one of the companies held by any shareholder is the same as the
proportion of shares of the other company held by that shareholder, and

(¢) [it is shown to the satisfaction of the Commissioners that] the acquisition of the undertaking is
effected for bona fide commercial reasons and does not form part of a scheme or arrangement
of which the main purpose, or one of the main purposes, is avoidance of liability to stamp duty,
income tax, corporation tax or capital gains tax.

: (6) This Resolution applies to any instrument which is executed after 24th March 1986 unless it is
executed in pursuance of an unconditional contract made on or before 18th March 1986.

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory effect under the provisions of section 50 of the Finance Act 1973.
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37. Stamp duty (loan capital)

That the following provisions shall have effect for the period beginning 25th March 1986 and ending
31 days after the earliest of the dates mentioned in section 50(2) of the Finance Act 1973—
(1) The following provisions shall cease to have effect—
(@) in section 62 of the Finance Act 1963, subsections (2) and (6) (commonwealth stock):

(b) in section 11 of the Finance Act (Northern Ireland) 1963, subsections (2) and (5)
(commonwealth stock);

(c) section 29 of the Finance Act 1967 (local authority capital);
(d) section 6 of the Finance Act (Northern [reland) 1967 (local authority capital);
(e) section 126 of the Finance Act 1976 (loan capital).
(2) Stamp duty under the heading “ Bearer [nstrument” in Schedule 1 to the Stamp Act 1891 shall

not be chargeable on the issue of an instrument which relates to loan capital or on the transfer of the
. loan capital constituted by, or transferable by means of, such an instrument.

(3) Stamp duty shall not be chargeable on any instrument which transfers short-term loan capital.

(4) Where stamp duty under the heading *“ Conveyance or Transfer on Sale” in Schedule 1 to the
Stamp Act 1891 1s chargeable on an instrument which transfers loan capital, the rate at which the duty
is charged under that heading shall be the rate of 50p for every £100 or part of £100 of the amount or
value of the consideration for the sale to which the instrument gives effect.

(5) In this Resolution “loan capital " means—

(a) any debenture stock, corporation stock or funded debt, by whatever name known, issued bya
body corporate or other body of persons (which here includes a local authority and any body
whether formed or established in the United Kingdom or elsewhere);

(b) any capital raised by such a body if the capital i1s borrowed or has the character of borrowed
money, and whether it is in the form of stock or any other form;

(c) stock or marketable securities issued by the government of any country or territory outside the
United Kingdom.

(6) Inthis Resolution “short-term loan capital ” means loan capital— the date (or latest date) for the
repayment of which is not more than five years after the date on which 1t 1s 1ssued or raised.

(7) Inconstruing sections 80(3)and 81(3) of the Finance Act 1985 (definitions by reference to section
126 of the Finance Act 1976) the effect of this Resolution shall be ignored.

(8) This Resolution applies to—
(a8) any instrument which falls within section 60(1) of the Finance Act 1963 (bearers chargeable on
issue) and which is issued after 24th March 1986 )
(b) any other instrument which i1s executed after 24th March 1986 and gives effect to a transaction
effected after 18th March 1986.

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory effect under the provisions of section 50 of the Finance Act 1973.



BUDGET SECRET—BUDGET LIST ONLY

BUDGET SECRET—BUDGET LIST ONLY



38. Stamp duty (bearer letters of allotment etc.)

That the following provisions shall have effect for the period beginning 25th March 1986 and ending
31 days after the earliest of the dates mentioned in section 50(2) of the Finance Act 1973—

(1) In Schedule 1 to the Stamp Act 1891, in the heading ** Bearer [nstrument ", paragraph 2 of the
exemptions (bearer letter of allotment etc. required to be surrendered not later than six months after
issue) shall be omitted.

(2) Where duty under that heading is chargeable on issue, this Resolution applies to any instrument
issued after 24th March 1986, unless it is issued [by a company] in pursuance of a general offer [for its
shares] [by the company for another company's shares] and the offer became unconditional as to
acceptances on or before 18th March 1986.

(3) Where duty under that heading s chargeable on transfer of the stock constituted by or
transferable by means of the bearer instrument concerned. this Resolution applies to any instrument
[efecting such a transfer] after 24th March 1986.

And it is hereby declared that it is expedient in the public interest that this Resolution should have
statutory effect under the provisions of section 50 of the Finance Act 1973.

39. Stamp duty (letters of allotment)

That provision may be made for abolishing the exemption from stamp duty provided by section 65(1)
of the Finance Act 1963 and section 14(1) of the Finance Act (Northern Ireland) 1963.
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40. Stamp duty (company’s purchase of own shares)

That provision may be made for charging stamp duty on returns delivered under section 169 of the
Companies Act 1985 or Article 53 of the Companies (Northern [reland) Order 1982.

41. Stamp duty (shares and marketable securities)

That provision may be made allowing the Treasury to make regulations by virtue of which the stamp
duty chargeable on any instrument transferring shares or marketable securities is increased if the

transfer is to a person specified in the regulations.

42. Tax under Capital Transfer Tax Act 1984

That charges to tax under Capital Transfer Tax Act 1984 may be imposed—
(a) by provisions relating to deaths occurring on or after 18th March 1986;
(b) by provisions removing relief referable to mutual transfers where at least one of the transfers
occurs on or after that date; and

(c) by provisions relating to relief under Chapter [ (business property) or Chapter [l (agricultural
property) of Part V of that Act in the case of transfers of value on or after that date.

43. Oil taxation: light gases

That, for the purpose of petroleum revenue tax, provision may be made with respect to the valuation
of light gases.

44. Oil taxation: attribution of chargeable receipts and allowable expenditure

That, in any case where—
(a) tanff receipts or disposal receipts arising in a chargeable period ending after 30 June 1982, or
(b) allowable expenditure, within the meaning of Part [ of Schedule | to the Oil Taxation Act 1983,

fall to be (or have at any time since the passing of the said Act of 1983 fallen to be) attributed to one of
two or more oil fields and development decisions relating to those fields were first made on the same day,
provision may be made for determining which of those decisions is to be presumed to have been made

first.
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45. Relief from tax (incidental and consequential charges)

That it is expedient to authorise any incidental or consequential charges to any duty or tax (including
charges having retrospective efect) which may arise from provisions designed in general to aford relef
from tax.
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PROCEDURE RESOLUTION

ProcepURE (Future TaxatioN): That, notwithstanding anything to the contrary in the practice of
the House relating to matters which may be included in Finance Bills, any Finance Bill of the present
Session may contain provision taking effect in a future year—

(a) with respect to the treatment for the purposes of value added tax of fuel which is or is to be
provided or appropriated by a taxable person for private use in a motor vehicle; and

(b) relief for investment in corporate trades.
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DATE: 12 MARCH 1986

CED oD
@//\ FROM: MISS M O'MARA LT8O

CHA OF THE EXCHEQUER cc s on attached list

y
1986 BUDGET BRIEF: SECOND DRAFT L

I attach the second full draft of the Budget brief.

2. There are still a and square brackets which we hope to remove in the next day
or so and many of the nu @ still subject to change. If possible, we will reorder some

of the briefs provided late as a result of the basic rate cut but not if it threatens

to wreck our cross referencing Sy

o

3. Given the size of the docu suggest you concentrate on 4 few ke}/briefs,
e

selecting from among:

Al Budget strategy ,_"-_ % R

A2 Summary of main points i‘l\\ fdo Sobs

0 ¥ s, ’ Sl SR
B8 Industry act forecast of UK economy ( ( (bae ooV — A oSt

o
Cl Economic effects of oil price fall @

o
C2 Effect of oil price fall on public finances

D1 MTFS: Strategy and historical perspective

D2 MTFS: fiscal projections %

D3 Changes in fiscal projections since 1985 FSBR

) \B%
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@ E1 Monetary policy
i@ Fiscal policy
z@ 1985-86 and 1986-87

Gl Budget and jobs

G2 Employment measures
J1 Reformo taxation: Green Paper
K1 Effects of Bu on iness

K2 Budget and enterp%

L1 %

Charities: general

M1 Income tax: main changes

Q3 Pension scheme surpluses 'g
Q4 Personal Equity Plan O (

4, It would be most helpful to have your comments ‘elose of play tomorrow, Thursday.
We aim to produce a further, near final, draft over the w d.

o

Mo

MISS M O'MAR

~ SN

N\

_\\\%
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Al

N\

BUDGET STRATEGY

Industry Act forecast of UK economy (Brief B8), Alternative
19), Economic effects of oil price fall (Cl1), MTFS: strategy and
erspective (D1), Monetary policy (E1), Fiscal policy (E2), Budget and
dget and enterprise (K2) and Income Tax: main points (M1)].

Factual
\ \ . \ i N
(i) Government's objectives remain unchanged: | (A F \
- co of inflation; ’ ¥
/ 15 >N e ‘/
— crea nterprise culture. N Y & %

Only route to lasting

(ii) Government's a
economy to weather both ¢
on downward trend, steady
employment.

to firm monetary and fiscal policies has enabled

ke and oil price fall and yet maintain inflation

ced growth, gecure current accounZ and rising
Qi

()" e

(iii) High level of unemploé remains major problem, though prospect
improving. Responsibility for reduction lies primarily with management through:

= improved industrial and economic performance;

- _ lower rate of pay settlements.
f’ y

P ‘growth of s Achilles heel of E

\ \

-

(iv) Government continues to pursue eco ic policy within framework of
Medium Term Financial Strategy (MTFS), desijned to reduce growth of total
spending power in economy (money GDP) at paCe
inflation out of system, while leaving adequate room {

dal growth.

(v) Central role for monetary policy in influencfdg growth of money GDP,
through variations in short-term interest rates.

(vi) Given dramatic fall in oil price, with consequences for North Sea tax
revenues, need to maintain prudent fiscal policy. 1986 Budget therefore:

- updates MTFS to 1989-90, with/ PSBR/low)and m P growth
declining; ’ ,

|
V-
v

- announces £7 billion PSBR for 1986-87, £% billion lowe 1985
MTFS;

- maintains public expenditure planning totals at levels of 19
Expenditure White Paper;

\ - proposes tax reductions of almost £1 billion. in 1986-87,

BUDGET SECRET NOT TO BE COPIED
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NN 07 Al
@ 1986 Budget aims to further growth of employment
@ by range of measures to stimulate growth of business and enterprise;

by emphasising link between pay and jobs through proposals for
consultation about possible tax relief on profit sharing schemes;

’ =~
by specific help focussed on long term and young unemployed. /T
s
7 |

(viii) Firm control of public expenditure enables Budget to take forwa.rd / ;f Y,
Government's aims of tax reduction and reform e & Q

\/
- bas@ of tax reduced to 29 per cent; K{é}\/ Q ( \) :
¢ e

- publi Green Paper on personal tax reform; / \\

// \a_nﬂ//
- abohtiou@Capital Transfer Tax on lifetime giving

transfor o Inheritance Tax. i

shifting balance from instikG¢iQnad to individual saving t ough introduction of
Person Equlty ; Messive pensmn fund surpluses tackled.
T AaXe) N~ )
(x) \" Charitiesspackagey like—emp demonstrates Government's
-support.
JH » oS A v

Sw K‘&l
(x1) ith need to ma.mtam increases in tobacco
duty,above revalorisation offset by standstill on alcolohol. Following oil price
fall, ncrease in petrol duty\aboveane!alonsatl E:ut offset by standstill on VED.

Posntlve \,NO ) \ NaS \\ >

(6] As result of Governineﬁf'/firm mone?@d fiscal policies, outlook fo ) o

1986 is f first year with 3 per cent growth and 83 per cent inflation sinee-1963:i 7~ 7Y
Jirsoe X V- ®
f/(n) has taken oil price fall in its stride ntrast Saudis, forced to

ostpone 1986~ 87 Budget for 5 months

postp i s AL Tmy P ATR QA* (I~
(iii) Ecoomy has adJusted to halving of North Sea tax ?evenue in 25 weeks. Neo= g’o ns
f ears&a- next 25 years. \ Gty

AR, \‘ﬂr«xf«/ Cul~— SV \5 %

(iv) 1985 86 first_year-in-which public spending has=fallen in real terms -sinee 7 L™
{&%29}* First substantial reduction in PSBR as proporti @GDP since SnHl

1981-82 - now at lowest percentage since 1971-72.

(v) Economic forecast is for falling inflation falling, steady gro@stantlal
current surplus and further growth in employment.

(vi) Prudent fiscal stance is sensible response to oil price fall. @

(vii) MTFS reveals declining path of money GDP, reflecting Goverme
objective of further reduction in inflation with sustained growth in outpu
projects low PSBR steady in cash terms to 1989-90.

wWPU
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% :

Budget demonstrates Government's concern for unemployed both in
Jiate relief and in measures designed to encourage enterprise, initiative and
@t growth of new jobs.

ﬁ reduction in basic rate of tax for 7 years. Since 1979, basic rate
4

down p and income tax thresholds up by 22 per cent in real terms.
(x) Income tax changes mean £2.60 per week for married man on average
earnings.
roth — LN
(xi) furtﬁér stage in tax reform programme. fox I : ‘f’
= — ] Vi L MqagtYes
(xii) ‘ to be abolished since 1983. 2B 13 /’ 4 \

\ | (] 7 N
AN NS
Ap s = et ——————

(xiii)  Budget furth X admnof wider share ownership.
able to competc with markets abroad as 27 October

(xiv)  Measures ens

(xv) Charities will we ost substantial package of assistance to

charitable giving ever. \ .
T3 25y A

changes implemented.
(xvi) Fiscal adjustment in futtfe years in MTFS

; sé‘aﬁé for
i#l tax cuts in future. Too early to tell how much can be achieved. But

wsubStantial
Government i > further reductions in basiesrate-of tax. e e
@f‘/ S QD
(xvii) 1986 Budget is safeguard for present and springboard for future

Defensive

i) PSBR should be increasd in response t@ighfénemployment. No shortage of
demand in economy. Given state of oil mark prudent fiscal stance essential.
Higher PSBR would simply raise inflation and ixjerest rates, choking growth and
employment.

(ii) Higher public expenditure would have more di impact on unemployment

and be more cost effective. Tax cuts justified on m&?its: go hand in hand with
employment creation. Government believes beyond basic provision, people should
be left to spend their money as wish, and so respond with effort and enterprise.
Tax cuts have wide supply side benefits, not reflected in model simulations.

(iii) Employment measures palliative. No. Focussed on yo long term
unemployed where problem most severe. Important to ease (Ha to labour
market.

(iv) High unemployment Government's responsibility. No. Key to
lies in improved industrial performance and lower level of pay settl
growth of pay slower, more jobs would be created and scope for low
rates too.

(v) Budget inappropriate response to oil price fall. Cautious response
given major changes in oil market. -Balatice of-excise—duty
price-fall. (. | , ) .

WPU
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2 :
{

£1 billion of Budget measures imprudent. No. W-ﬁ&a@l}/
t 1986-87 PSBR at £7 billion still below level projected in 1985 MTFS,

Budget measures taken into account, despite loss of oil revenues.

(vii) %ﬁgher privatisation proceeds, £7 billion PSBR indicates relaxation in
fiscal ce. PSBR of 1§ per cent of GDP not easy stance at all, especially given
loss of oil revenues. Even excluding privatisation proceeds in full, lowest
proportion of GDP since 1971-72.

'9 ‘ BUDGET SECRET NOT TO BE COPIED

' g friii) With £1 billion Budget package and substantially lower oil revenues,
o \ 1986-87 PSBR must-he cooked. No. Non oil revenues buoyant, reflecting steady
( W~ /\.\d—/} growth of eCOnOW health of corporate sector. /PSBR outtum’ for 1985-86 to

() \ y . . e . AN
e date indicat&tre A S\A}\S)QVQ N L [ e
3 X £1 billion padkage—i

(ix) nconsistent with Government's statements pre-Budget.
euvre has been | affected by North Sea revenuesy QMW\/

Y forecast in 1985 Budget. 1985 MTFS projected
1 or 1986-87. Prime Minister emphasised need for
— :' 37 PSBR of £7 billion represents just this.
X3 (n N A tE O Conn

E (%) Goverpéén has abandoned \plans for tax refd;xp. No. Havi : raised\tax | _ . _
a1 thresholds to respe tablgxleﬁel,v king’ action on ba}{w‘tg}\j’ tti orward[_ ..

ideas for /ide rangi anges i

K‘-\/:%’"

(xi) Reduction in basic rate of tax should take second e to rise in
thresholds. Government had raised tax thresholds by 20 per cent in real terms
since 1979 pre-Budget. UK no longer out of line. with other major industrial
nations in point on income scale when taxpaye comes liable to tax. But well out

of line F’n rate at which starts to pay tax. Ti put right. '}5&9 T e w8
N AL \" s =
L/ W W 0 hw Ok WA A S('d\/ .

(xii) vV Too much help to City; not enough tp)lgaeﬁployed: Stamp duty package
revenue neutral. Employment measures w £195 million in 1986-87 and
£290 million 1987-88 gross. Give everyone uﬂ loyed for‘ovcr year chance of /
}f\«)(k/s — oonlYl j r\_/ @ C‘}\/ﬂv?"\‘\m; 'fh S‘-M /

\N p 3

\?X\tgfﬁ;% &Z& )

o

Contact point: Miss M O'Mara (EB) 233 8850
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SUMMARY OF MAIN POINTS
MTFS

FS sets out nominal framework of economic policv: designed to bring
wn further over medium term through gradual decline in growth of
achieved by monetary and fiscal policy.

(ii) Money GDP and PSBR paths set out for 1986-87 to 1989-90 in FSBR,
together with target ranges for monetary aggregates, MO and £M3 for 1986-87 and
illustrative ranges for MO from 1987-88 to 1989-90. Illustrative ranges for £EM3 in
future years not given because uncertainties surrounding its velocity trend are at
present too great,( rief D1). M T T

h in 1986-87 same as in 1985 MTFS, with higher output
; gradual decline thereafter at about same rate as in
1986-87 also same as in 1985, £M3 target range
sdate revised assumptions about velocity.

Q)

(iv) PSBR forecast £6Y8 dillion in 1985-86. Figures for 1985-86 below forecast
in 1985 MTFS - higher non 6@% offsetting lower oil revenues(latter because
c

of higher exchange rate than ¢; fall in oil prices yet to affect oil revenues).
Lowest borrowing figures as perce of GDP since 1971-'\7}/;\, . A1n

(iii) Money G
growth and lower
1985 MTFS. MO

(v) PSBR for 1986-87 forecast at £7.1 billion, (£4 billion below figure in 1985
MFT}%. Sharp fall in oil revenues partly offset by higher non-oil revenues. Lower
PSBR than forecast in 1985 reflects caution in face of unsettled oil market.

(vi) Overall, Budget reduces taxes by just under £1 billion in 1986-87.
Expenditure measures met from Reserve,@eraﬂ effect of Budget on PSBR

also just under £1 billion.

o
B MAIN TAX MEASURES (

o

(i) Income tax
- basic rate reduced by lp to 29p in £. o

- all allowances increased in line with inflation (ie 5.7 per cent); higher
rate thresholds increased by £1,000;

- social security benefit uprating in 1986-87 to be exe from income
tax.
J
e Green Paper on personal taxation published; @
(i) Indirect taxes @

- petrol duty up by equivalent of 7.5p a gallon; derv 'py 6.5p;

- car and lorry VED unchanged; ~

WPU
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cigarettes up by a httle oyer 11p a packet of 20 (no increase on pipe

~

tobacco and cigars); \“ ;\w )
alcoholic drinks d-apy/ unHianged

small changes in minor oil and VED duties;

VAT registration threshold increased in line with inflation.

Charities

Increased giving to be encouraged by

ition of limit on higher rate relief for covenanted
ns;

for giving by individuals through payroll schemes run
by employers;

tax reli single gifts by companies up to 3 per cent of

VAT concessions for charities expenditure on number of items,
including distress alarms/lifts for handicapped; medicinal products;
welfare vehicles; recording equipment; non-classified newspaper

advertising. }/(\/ (NP oL \ﬁ\*/‘—_//
v {

Measures to prev

Stamp duty rateon s Jare trans % io ut to % per cent, but levied on
w1der range of shdre transactl y removing some exemptions
(eg on 1 deals unwo w1th1n single Stock Excha{pge
account etc). \
+ 'O

New incentive scheme for personal in ent in equities (Personal
Equity Plan). Tax relief from Capital Gaiys Tax (EGTF) (on gains) and
income tax (on dividends) if cash invested in shares held for
minimum period and dividends reinvested. Maximum investment
£200 per month quoted shares (including unlisted securities market)

only.

New clarified regime for dealing with excessive ses held in
pension funds, over and above need to meet pension

all surpluses over 5 per cent (calculated accordin crlbed
assumptions) must be reduced to below 5 per nt 1th1n
5 years by reducing (or suspending) contnbutlons,

benefits, or making refunds; &/

if refunds to employers, tax charge of 40 per cent to be laxied

on employers.
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Number of small improvements to help worker co-operatives and
others make use of employee share schemes.

siness and Enterprise

Business Expansion Scheme (BES) extended indefinitely (previously
due to close in April 1987). Asset based activities excluded to
concentrate scheme on high risk investments. New BES shares
exempt from CGT on first sale.

Loan Guarantee Scheme extended for 3 years. Premiums halved fro R
5t er cent. % 31 [Fea™ A Y o

/ % / A
Lif arge on Capital Transfer Ta);%?TT) abolished:. CTT'\*Q)Q\_ /
(rena eritance Tax) now levied on inheritance only (except

that g i trusts remain unchanged)l with charge tapered from
seven yeats b e death.

structure of Corporation Tax (rate reduced to
ced in 1984 Budget). Reforms to Agricultural

edlintroduction of balancing adjustments on
%ﬁd Mines and Oil Wells Allowances (on lines

No change M0
35 per cent,
Buildings All
disposal or destr

of 1985 consultatige” ddcument). Small firms CT rate reduced to
29 per cent.with income tax basic rate. e
e e (v &)

proposals for new scheme offering tax relief on 10 per cent of income
for employees who agree, with their employers, profit sharing scheme
in which at least 20 per cent ¢ dome directly related to profits of
enterprise.

Car and car fuel benefit scale uctured to come into line with

EMPLOYMENT MEASURES

EC directive on exhaust emission scales revised to ensure revenue

neutrality; and then car benefit sc¥les imcseased by 10 per cent. Car
fuel benefit scales unchanged - also t@aed for assessing VAT on
fuel used for private purposes;

o

Expansion of Community Programme. Present target 230,000 places

by June 1986. New target 255,000 September 1986. (OOt ) L<
2 \
C LesVowt ) K= A
Nationwide extension of “pilot schem long term e U,,Jl_m—
\

unemployed, offering special interviews and £2 rant, for i 1"
6 months if wages are below £80 week.

Expansion of Enterprise Allowance Scheme. Present ta
entry 80,000 in 1986-87. New target annual rate of entr
April 1987.

New Workers Scheme: new scheme providing £15/week for e

of 18/19 year olds earning less than £55/week or of 20 ye

al\oMs )
earning less than £65/week. % 5
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IMPACT ON RPI AND TPI

Indexed
Base

Excise duties

Income tax

[October NIC ch?}n@

A2
NOT TO BE COPIED

Non-Indexed
Base

o/
Total Budget im}%
N

Contact point:

(@
=X
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‘ until after Budget Speech on 18.3.86
then UNCLASSIFIED

B8

B8 INDUSTRY ACT FORECAST OF UK ECONOMY

[See also other briefs in Section B, Economic effects of oil price fall (Brief Cl),
MTFS: strategy and historical perspective (D1), MTFS: fiscal projections (D2) and
PSBR: 1985-86 and 1986-87 (E3)]

Factual

(i) Short term economic forecast in Part 3 of FSBR meets Industry Act 1975
requirement for Government to publish two forecasts a year. Forecast covers

period to mid 1987.

(i1) MTFS in Part 2 of FSBR embodies assumptions about prices and output
for 1987-88 to 1989-90. (See D1, D2.)

(iii) Main points of FSBR forecasts (see also Table 1):

(a) Inflation Outturn Forecast Forecast
1985Q4 1986Q4 1987Q2
RPI Al S+ 33 31

(See also B3.)

(b) Output and demand Outturn/ Forecast Forecast
Forecast 1985 1986 1987H1
GDP (average est.) 3% 3 23
GDP (adjusted for coal strike) 23 2% 23
GDP (adjusted for coal strike
and excluding oil) 23 23 3
Manufacturing output 3 3 2
Consumers' expenditure 2% 4 4
General Government consumption 3 1 1
Fixed investment 1 5 3
Exports of goods and services 6% 5 3
Imports of goods and services 3 6 5
Change in stockbuilding (as per cent
of level of GDP) 3 0 3

1986 will be first year with growth of 3 per cent and inflation down to 4 per cent

WPU
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(c) Current account of balance of payments
£ billion

L Qil Goods(l) Invisibles

: \ \tk/“
\‘ ( \( )(6\ el Total

W\
\\\} I\ }fb After allowing
\ﬁ_ W Actual and for special
/ E forecast factors(2)
[ 1983 7 -8(-23) 4 3 3
| 1984 7 -113(-4) 5% 1 4
/ 1985 8 -10(-3) 5 3 43
1986 (forecasts) 5 -9% (-3%) 8 3% 3

(1) Balance on manufactures in brackets.

(2) Timing of EC rebates and effect of coal strike.

Trade deficit on manufactures expected to be £3 billion in 1986 following £3 billion
in 1985. (See also B5.) - ¢
W b ¥ 1

(d) PSBR: forecast to be billion (¥# per cent of GDP) in 1985-86 and
£7 billion (1§ per cent of GDP) in 1986-87. (See also E3.)
(e) World economy
1984 1985 1986 1987H1

Real GNP(1) 41 23 33 4

Consumer prices(1) 43 4 23 13

World imports (constant .

prices) 10 3 6 5%

World trade in manufactures
(constant prices, UK export

markets) 8% 413 5 5

(1) USs, Japan, Germany, France, UK, Italy and Canada.

(See also Bl.)
(f) Forecast assumes

= sterling will not change much from present level,.either-in dollar or
effective terms; i ' Q :

- oil prices average $15 per barrel over next year.
WPU
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(ii) Comparison of Industry Act forecast and outside forecasts: See B9.
‘j/
AV i e
Positive L al C\7
oy b o . W
(i) Forecast implies following increases in GDP: )> Cd\r \ TR
e - A/
e 52 )\{\p \6 /(\U
1986H1 1987H1
.l
/,/ from 1979Q2 peak 81 103
4
/ from 1981Q2 trough 15 173
[
k r
Six years to 1987H1 forecast to show average 2% per cent annual growth, compared
| with 2 per cent in 1970s._
SKY
(ii) 1986 wiHl see best combined performance of growth and inflation since
-1%3?-( f {7
A k. Vv‘)\/ \/(\\ A \
(iii) Forecast rise in output consistent with continued rise in employed labour

force - already 600,000 more in work since June 1983. (See also B6.)

(iv) Non-o0il company profits rising strongly in real terms since 1981. Expected
to rise further in 1986. Non-oil companies' net rate of return in 1986 expected to
be higher than in any year since 1973. Will provide incentive to invest and increase
output.

(v) Business investment to increase strongly again in 1986 (4 to 5 per cent
growth in both 1985 and 1986).

(vi) Exports to increase 5 per cent in 1986 following growth of 6% per cent in
1985.
(vii) CBI February enquiry into manufacturing shows improvements in order

books (both total and export) and suggests further increase in output. Enquiry was
best response on prospects for output and prices since enquiry began.

Defensive
(1) Growth slowdown in 1986-87: Not in non-oil economy in underlying terms.

Growth in non-oil GDP, adjusted for coal strike, expected at 2} per cent in 1986,
increasing to 3 per cent in year to 1987HI1 following 2} per cent increase in 1985.

(i1) No increase in non-oil growth, despite allegedly beneficial effects of lower
oil prices. (FSBR forecast of 3 per cent growth in 1986 unchanged from Autumn
Statement.) Fall in oil prices not expected to have marked effect on UK growth in
short term: but benefits to finances of non-oil companies augurs well for
performance of economy over medium term. (See also Cl.)

(iii) Growth fuelled by consumption boom. Growth in consumers' expenditure
picking up. But investment and exports both forecast to rise faster than
consumers' expenditure.

WPU
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(iv) Surveys suggest fall in manufacturing investment. Slowdown in

manufacturing investment reflects earlier bringing forward of spending in
anticipation of reduction in capital allowances. But no real signs of downturn and
fundamental determinants of manufacturing investment remain very favourable.

(v) Slowdown_in export growth. Export performance in 1985 exceptional -

manufactured exports grew twice as fast as world trade. Projected

exports of manufactures during 1986, substantial 5 per cent in volume terms, fully y

in line with overall growth in world trade.

(vi) No fall in deficit in manufactured goods. Overall current account forecast

growth in

to be in healthy surplus despite fall in oil prices. That is what matters.
Manufacturing industry did well in 1984 and 1985 and expected to do well in 1986 -
2} per cent increase in output, 5 per cent increase in exports and/ rise in

profitability. (See also B5, B7.)

]
[\

= Lo ; : N
(vii) Treasury over-optimistic on current balance given lower oil exports. M

(Current balance surplus of £3% billion forecast for 1986, afer £3 billion surplus—
in 1985): Forecast allows for effects of lower oil prices on visible balance-and for
offsetting effects of lower profits earned by foreign oil companies operating in
North Sea. Current balance figures distorted by effects of coal strike and delayed
receipt of rebate on 1984 EC contribution. Aftép-allowing for special factors,

underlying surplus falls from £4 % billion in 1985 @Hion in 1986. (See

(vii) UK unit labour costs worsening relative to our competitors. Cos

also B5.)

t and price

competitiveness expected to be little different from average of last three years.
But growth of labour costs in UK is much too high. For industry to take full
advantage of opportunities now faces, much lower pay settlements needed. (See

also B2, B3.)

(ix) Fall in overall company profitability in 1986. North Sea profits
for about one third of total in 1985. Naturally fall as result of lower

But non-oil companies' profitability up and expected to be higher in 1986 than in

any year since 1973. /@S M;k

/

accounted
oil prices.

(W

—
—

(%) $15 oil price assumption: Given volatility of market, wide /x;ange of

assumptions could=be=justified but this assumption prudent and realistic.

(See also
R

.) : - e e——
é\ K (A/“f\ ‘)‘;CC\ '% j
( 1) oil Pri into profit margins ra T -t dan )/ [

manufacturers' prices. Lower oil prices expected to be passed on-in-lewer-prices!

But bound to be some increase in profit margins as well given scale of reduction in “u

costs.

(xii) Nationalised industry prices rising faster than inflation as wh

1

ole. Most

nationalised industry prices set just once a year, so take time to reflect
costs (adjusting much more slowly than eg petrol prices.) By 1987Q2 n
industry prices forecast to rise less than prices generally.

(xiii) UK inflation and output performance expected to be worse than 1£ rest of /

changes in [
ationalised /

. /3 // ‘l/ '//’

world. Clearly UK cannot expect to benefit from oil price fall to

xtent of |
industralised countries who are major net importers of oil. Better comZarison is. |

with past UK performance. Forecast is for sixth year of continued GDP |

average 231 per cent a year (2 per cent average in 1970s) and inflation at

in year to 1986Q4 falling-to-34-per-cent in year to 1987Q2 (12} per cent
1970s). (See also Bl.) : 5

Al B :
/ ,\\%‘ ﬂy’)t 5 e

P 7 » - 0 . /
W U _,\ ka ) ; &, _— / /, B )Q\/\c( 5, \A~J
oSS - \ A\ V Y /
\ %

rowth at | -
b per cent | i
average in
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(xiv) Unemployment prospect: Growth in unemployment slowed during 1985:
increase of 5,000 a month in 6 months to February, dompared with 10-15,000 a
month increase over most of last two years. Prospects now look better than for
some years- growth in labour force probably starting to slow down and
employment and output continuing to rise. (See also B6.)

(xv) Treasury forecasts on growth over-optimistic compared to outside
forecasts. Outside forecasters have revised up G growth forecast for 1986

gradually coming into line with Industry Act forecast.! (See B9.)

(xvi) Economy flat since 198501. Path of GDP affected by temporarily
depressed North Sea production and distorted profile of investment spending.
Growth picked up again in Q4 when GDP(O) rose at annual rate of 2% per cent.
(See also B2.)

(xvii) Projected consumption growth in 1986 fuelled by high real wage growth
Recovery therefore unsustainable. No. MTFS designed to ensure will be sufficient

demand in economy to maintain overall growth. But high real wage growth will
certainly damage job prospects.

(xiii) UK growth in 1986 unbalanced compared with other economies No.
Private consumption in most major OECD countries expected to grow by 2-4 per
cent a year and GDP growth expected to be in same range. Little different from
UK.

(xiv)  Switch to consumption growth will increase imports and worsen further
balance of trade in non oil goods. Balance of trade depends on many factors other

than composition of demand, including relative labour costs and non price
competitiveness. Forecast takes all factors into account and shows no
deterioration of non oil trade balance or of manufacturing balance.

Contact point: Peter Allum (EA1) 233 4696
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TABLE 1
Prospects: summary
Average errors
Forecast from past
forecasts*®

A. Output and expenditure:

at constant 1980 prices;

per cent changes between 1985 and 1986

Domestic demand of which: 3% !
Consumers' expenditure 4 1
General Government consumption 1 1
Fixed investment 5 2%
Change in stockbuilding (as per cent

of level of GDP) 0 i

Exports of goods and services 5 24

Imports of goods and services 6 23

Gross domestic product: total 3 1
manufacturing 3 2 1

B. Inflation:

Retail prices index: per cent change

198504 to 1986Q4 31 2

1986Q2 to 1987Q2 31 3%

Deflator for GDP at market prices: per cent

change on year earlier

Financial year 1985-86 5% 1

Financial year 1986-87 <7 2

C. Balance of payments on current account: £billion:

1986 31 2

1987 first half (at annual rate) 11

D. Money GDP at market prices: per cent change on year earlier
Financial year 1985-86 9 1%
Financial year 1986-87 6% 13

E. PSBR: £ billion (in brackets per cent of
GDP at market prices)
Financial year 1985-86 6 (1.9) 1%
Financial year 1986-87 7:(1.8) 43(13)
Source: FSBR Table [3.14] -

WPU
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Comparisons of official forecasts

(a)  OQutput

1985 1986

GDP (per cent change on year

earlier)

- 1985 Budget IAF

- 1986 Budget IAF

Manufacturing output

33 23
(1986H1 on 1985H1)

(per cent change on year earlier)

- 1985 Autumn Statement IAF 33 3
3% 3

1985 1986
2% 2

- 1985 Budget IAF

(1986H1 on 1985H1)

- 1985 Autumn Statement IAF 23 23

- 1986 Budget IAF

(b) Inflation

3 23

B8

1987H1

not app

not app

23

1987H1

not app

not app

2

19850Q4 1986Q2 198604 1987Q2

RPI (per cent change on

year earlier)
- 1985 Budget IAF
- 1985

- 1986 Budget IAF

GDP deflator (per cent
change on year earlier)

- 1985 Budget IAF

- 1985 Autumn Statement

IAF
- 1986 Budget IAF

* assumption

WPU

5 41 not app not app
5% not app 2§ not app
5% not app 3% 3%
1985-86 1986-87 1987-88 1988-89
5 43* 3% 3%
5 413 33* 3%
5% - 3 i &0



242/19

CONFIDENTIAL
until after Budget Speech on 18.3.86

then UNCLASSIFIED
B8

* Errors relate to average differences (on either side of central figure) between
forecast and outturn. For method of calculating these errors see 'Economic
Progress Report' June 1981. Calculations for constant price variables [and GDP
deflator] derived from forecasts made during period between June 1965 and
October 1983. For current balance and retail price index, forecasts made between
June 1970 and October 1983 used. For PSBR, Budget forecasts since 1967 used.
Errors are after adjustment for effects of major changes in fiscal policy where
excluded from forecasts.
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C1 . ECONOMIC EFFECTS OF OIL PRICE FALL
[See also World economy (Brief Bl), UK economy: recent developments (B2),
Balance of payments and competitiveness (B5) Industry Act forecast of UK

economy (B8) and Effect of oil price fall on public finances (C2).]
Factual

(i) Prices

(a) Brent spot prices - per barrel.

$ £
average 1979 20.6 9.7
1980 34.7 14.9
1981 37.3 18.4
1982 32.9 18.8
1983 29.3 19.3
1984 28.8 21.3
1985 27 .6 21.5
March 1985 28.0 24.9
November 1985 29.7 20.6
January 1986 22.1 15.6
February 1986 173 121
R\.M;M?th., V\ 1986 53 {-7}
.1" /’v\“"%‘\j ”« , "“‘".‘:\»\‘ X L ‘
() {
(b) per cent changes in Brent spot price
$ £
From March 1985
- to February 1986 -38 -51
- to 14 March 1986 dh B
From November 1985
- to February 1986 -42 -41
- to 14 March 1986 fst ] [&
(c) Futures/forward prices $/bl 14 March
April May June - "~ December
o~ ‘..\
Brent [16.3] [16.1] [ (0] / i)
(14 March) b s
West Texas
Intermediate [16.9] [16.9] [17.5] [

(13 March)

WPU
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(ii) Output
(a) Oil and NGL* output

(million tonnes)
1980 1981 1982 1983 1984 1985
81 89 103 15 126 127
* Natural Gas Liquids.
(b) Forecast ranges for output announced by Minister of State for
Energy on [ ] March 1986. Given in form of ranges because of

uncertainties. Ranges increased from those published in 1985 in light
of new information from oil companies:

(million tonnes)

1986 1987 1988 1989 1990

Forecast ranges 120-135 110-130 100-125 90-120 85-115

(c) FSBR indicates production in 1986 likely to be close to level in 1985
and 1984.

(d) ‘“Share of world* output

North Sea output about 6 per cent of world output in 1985
* non-Communist world production, plus Communist net exports.

(iii) Balance of payments

(a) Balance of trade in oil

£ billion
1980 1981 1982 1983 1984 1985 1986
forecast
+0.3 3.1 +4.6 +6.8 +7:.1 +8.2 +513

(2%) (1)

( ) reduction in balance of trade in oil due to effects of coal strike

WPU
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(d) Real oil prices C/
- currently at lowest level since early 1979. g \

)9" - Real world price, taking 1980 as 100, now about 70 - lowest /
since early 1979 - compared with under 60 in 1974. /

%(q (e) FSBR assumptions: X S ¢ 6/3 H{’?
- North Sea oil prices assumed to average $15 a barrel i =8%.

= Large fall in oil prices between November and February assumed to
persist.

- Implieé oil prices in 1986-87 expected to be rather below, in real
terms, level between 1974 and 1979.

(f)  Previous falls in oil prices

September 1982 - July 1983
Brent spot price in dollars fell $6/bl (17% per cent)
Brent spot price in sterling fell £1/bl (5% per cent)

Retail petrol price fell 6 pence a gallon (3% per cent)

ough the modest-fall in the
i i i untry, the overall effect.i
likely to/be beneficial. no one's ifiterest 1 e price of oil

WPU
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(c)
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FSBR forecast:

- Prospect for substantial fall in surplus on trade in oil in 1986 as
result of lower oil prices.

- Fall in oil surplus partly offset in current account as whole by
reduced invisible earnings of foreign owned companies
operating in North Sea.

Overseas debt fallen from £23.3 billion at start of 1979
to £14.6 billion currently.

(iv) Role of North Sea in economy

(a)

(b)

(c)

Contribution to GNP: About [5] per cent in 1985. Expected to be [ ]

per cent in 1986.

Share of North Sea revenues in total tax and NIC receipts: [8% ] per

cent in 1985-86. Expected to fall to[ ] in 1986-87.

North Sea investment: [5] per cent of total UK capital investment

in 1985. Expected to recover in 1986 to level similar to that in 1984,
mainly reflecting increases in expenditures on oil fields already under
development and on gas fields due for development.

(d) Net oil exports: 8 per cent of total exports of goods and services
in 1985 (15% per cent gross).
(e) North Sea accounts under % per cent of total UK employment.
(v) Effect of North Sea output on GDP

(a)

\

-

- North Sea oil contributed under % per cent a year to average
growth rate of economy of about 3 per cent a year during
current upswing [1981H1-to date]. Contributed about 1 per
cent a year in recovery of 1975-79.

- Has contributed % per cent a year since 1979, compared with
annual growth of 11 per cent.

Fall in oil output forecast between 1986H1 and 1987H1 may cut total
GDP growth by over # per cent.

Over MTFS period fall in oil production expected to reduce GDP
growth rate by i per cent a year from [1986-87] to 1989-90.

i
e A

\\ﬂ oo Dy
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(i)
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Use made of North Sea revenue

Reduction by one-third in official overseas debt accumulated

in 1970s.

Reduction in PSBR as share of GDP, helping bring inflation down.
Good for investment. Total domestic fixed invéstment at record
levels in 1985. /e
N\

Build-up in net overseas assets to estimate‘d E90,|§i11ion end-1985,
(24 per cent of GDP) compared with £12% billion (6 per cent of GDP)
end 1979. Now brings annual income of £2% billion a year. Will
continue to provide income in future, as oil production declines.

UK has weathered storm of falling oil prices. Despite virtual halving in oil

prices and consequent large reduction in oil revenues, UK economy resilient.
Prospects for economic growth, inflation and balance of payments in 1986 good.

(1ii)

Scare stories about effect on economy when North Sea oil runs out

discredited: UK taken virtual halving in oil prices and consequent reduction in
revenues since turn of year in its stride. If can survive unscathed loss of half owver<
North Sea oil revenues in less than 25 weeks, then prospective loss of other half '
over remainder of next 25 years should not cause undue concern.

(iv)

\/

Beneficial effects of lower oil prices

(a)

General: Lower prices will encourage higher world trade and output,

with lower world inflation. Overall effects on both output and

inflation in the UK are expected to be broadly neutral - if anything,

/,M beneficial.
/ -
/ (b)

(c)

Industry and consumers

- Companies gain from lower oil prices through reductions in
their raw materials and energy costs.

= Bencfits enjoyed in the form of higher profits or passed on to
consumers through lower prices.

- Associated fall in exchange rate will also increase profits in
manufacturing and other traded goods and services sectors

- Will encourage exports and import substitution and thus make
up for decline in value of net oil exports.

Ready reckoner

Sustained $1/bl fall in crude oil prices reduces industry's costs by
over £100 million a year, assuming fall feeds through fully into oil
product prices and assuming other things (including exchange rate and
other energy costs) unchanged. (NB 1 per cent off wages bill would
save industry £1 billion; sustained 1 per cent cut in interest rates
£250 million.)

\

o+
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(vi) Petrol prices

(@) Composition of petrol prices - [December 1985]

per cent of

p/gallon retail prices
Tax excluded price 83.4 44
Duty 81.6 43
VAT 24.7 13
Retail price 189.7 100

Note: VAT levied at 15 per cent of tax excluded price plus duty.

(b) Fall in petrol prices

N

Pump prices down already 13p a gallon (about 5 per cent)
between May 1985 peak and January 1986.

No official figures available after 15 January 1986. Prices
fell a little between December and January, as expected. But
cuts of 3p a gallon announced by Esso, Shell and BP on
4 February and small changes in pump prices between January
and February might have been as much as 5p a gallon. If these
falls confirmed, petrol prices in February lower than year
previously.

(c) Effect on RPI: 10 per cent fall in pump prices reduces level of RPI

directly by about % per cent.

(d) FSBR forecast: Fall in oil prices expected to work through to petrol

prices in course of 1986.

(e) Petrol prices and crude prices

>
it
/
P
NG
]

WPU

Margins (tax excluded price less costs of crude oil) increased
substantially in 1985H1. Still relatively high by end of 1985.
Fall in petrol prices (13p a gallon) between May peak and

——Jdanuary.1986-reflected both cuts in margins and falls in crude

prices.

Since December crude oil prices fallen by about 30 per cent in
sterling terms. Much smaller fall in petrol prices, implying
large increase in margins. (See below.)
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Defensive % ;
(1) Contingency plans if oil price below $15. Government \will take whatever

action necessary to maintain thrust of policies. Prudent Budget 'allows for-just-this

_risk

(ii) Lower oil prices have reduced scope for tax cuts over MTFS period. true
of 1986-87 but not of future years. Adjusted to loss of oil revenues in single year.
Tax cuts thereafter depend on maintaining firm control over expenditure.

(iii) High UK oil production/upward revisions to oil production ranges will
aggravate world oil market imbalance. North Sea production expected to be little
changed between 1985 and 1986 with gradual decline thereafter. In 1985 North Sea
output represented only 6 per cent of world production.

(iv) Government should curb North Sea production to stabilise prices. UK
continues to maintain freest oil province in world: decisions on how much to
produce made not by Government but by oil companies. UK can take lower oil
prices in its stride and has. Most OPEC members (and Norway), heavily dependent
on oil exports, will suffer much more (cf Saudis' decision to postpone Budget - see
C 2). No way in which UK will become country member of OPEC.

(v) UK should join OPEC. Not in UK's interest. Successful development of
North Sea taken place in free market environment. Restrictions would damage
confidence on which development based. @ Would damage prospects for oil
production in 1990s and beyond.

(wi) Development of UK Continental Shelf. Lower oil prices will reduce
development and exploration expenditure to 1990. Serious effects on production
in 1990s and regional unemployment. Need to subsidise North Sea exploration and
development. Exploration and development depend on price expectations looking
far ahead. Many analysts expect real oil prices to rise in 1990s. But if prices stay
at current levels, would expect North Sea activity to fall. Non-North Sea activity
should increase.

(vii) Effect of lower oil prices on North Sea activity: Oil prices would have to
fall very far - well into single figures - for any significant effect on production
from existing fields. Exploration and development depend on price expectations,
often looking very far ahead. Most analysts expect real oil prices to rise in 1990s.

(viii) GDP growth since 1979 simply reflects higher oil output. In upswing -
1981H1 to 1985H1 - oil accounted for less than % per cent of annual growth of
around 3 per cent. (Contributed double that in previous recovery.)

(ix) Effect of lower oil prices on balance of payments: Oil surplus will be
reduced but partly offset in current account by reduced invisible earnings by
foreign owned companies operating in North Sea. Associated fall in exchange rate
will encourage exports and import substitution and make up for decline in value of
net oil exports. Current account still forecast in healthy surplus in 1986. (See B8.)

(%) Effect of lower oil prices on employment: Industry will certainly benefit
from lower production costs as oil prices fall; but outlook for employment depends
crucially on level of pay settlements.

WPU
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(xi) Petrol prices not fallen enough. Matter for oil companies and their

customers. Companies have made large windfall gains from recent fall in oil prices
but competition will make itself felt.

Contact point: G Hacche (EA2) 233 3871

WPU
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Cc2 EFFECT ON OIL PRICE FALL ON PUBLIC FINANCES

[See also Economic effects of oil price fall (Brief C1), Fiscal policy (E2), North Sea
taxation (N2) and Petrol, derv and other hydrocarbon oils (S2)]

Factual
(i) Tax revenues
£ billion
(a) 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90
1985 FSBR 12 134 11% 9% 8% not app
1986 FSBR 125 % 11% 6 4 4 4
(b)  Assumptions U J', e )4 / )

Wo— ¥ |44

- North Sea oil prices assumed to average $15 in-1986=87.

= Sterling does not change much from present level in dollar or
effective terms. |\~ 4§64 ~%7) .

- Production assumed to be close to centre of latest Department
of Energy ranges. 1986 production close to level in 1985 and
1984.

(c) Comparison with 1985 FSBR:

- 1685-856: £2 billion shortfall. Mainly reflects stronger $/£
exchange rate than assumed in 1985 FSBR.

- 1986-87 and beyond: Lower forecast in 1986 FSBR mainly
reflects lower assumed $ oil prices and-higher—$/f—exchange
rate, partly offset by higher assumed production.

(d) Tax valuations:

= Oil sold in open market to non-associated companies taxed on
actual price realised.

= Oil sold to refining affiliates taxed at market value. Market
value determined by evidence of open market deals.

WPU
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(e) Ready reckoners

Revenue in 1986-87 depends on prices and production in 1986.

Effect on North Sea revenues in 1986-87 of:

£ million
$/\ $1 barrel lower oil price on average
/ in 1986 (assuming other things
/ \ L, including exchange rate unchanged) -400
N
v 1 per cent higher $/£ exchange rate
\ ,) / on average in 1986 -60
i
\
(J 1 per cent lower sterling oil
price on average in 1986 -70
\ 1 per cent lower production in 1986,
\,, assuming lower production is
spread evenly across fields -55

[Chancellor to be consulted on publication of any or all these figures this week.]

(i) Effect of lower oil prices on public finances

(a) Public expenditure: Direct effect is to reduce public sector costs.
But overall impact will depend on effect of lower oil prices on other
variables such as exchange rate, inflation, employment etc.

(b) On nationalised industries generally: Position will vary between
industries. For industries mainly involved, much depends on whether
recent change in oil prices is seen as temporary or longer lasting,
dependent on OPEC future actions. May be little point in adjusting
to temporary change.

(c) Coal industry: For NCB to decide how to adjust capacity to match
market demand. Will depend on view taken of medium term trend for
oil price path. Too soon to judge.

Positive

(1) Effect on public finances: Direct effect is to reduce public sector costs.
Overall impact uncertain (see above).

(ii) NCB viability threatened by lower oil prices: Changing energy market
obviously requires dynamic response from all energy industries. No doubt that
effort to improve productivity and reduce costs right course for NCB. Judgement
about future market demand obviously crucial for assessment of adjustment
required.

(iii) Lower oil prices mean more pit closures: For NCB to decide how to adjust
capacity to match market demand.

WPU
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(iv) Effect on coal prices: Market reaction to rapid changes in prices difficult
to gauge but depends crucially on view taken about sustainability of oil price path.
Too soon to say what medium term trend will emerge.

(v) Effect on electricity prices: For electricity boards to set own tariffs
consistent with External Financing Limits and financial targets. Understand
(nominal) increases of some 5 per cent intended this spring.

Defensive

(vi) Changes needed in North Sea tax regime. See N2.

(vii) Petrol duty: See S2.

Contact point: G Hacche (EA2) 233 3871
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D1 MTFS: STRATEGY AND HISTORICAL PERSPECTIVE
[See also Interest and exchange rates (Brief B4), other briefs in Sections D and E,
Budget and jobs (G1) and Labour market (G3)]

Factual

(i) MTFS provides nominal framework for economic policy. Designed to

squeeze inflation out of system gradually over medium term and leave adequate
: room for real growth by steadily reducing growth of otal spending power in
3 economy (as measured by money GDP) through appropriate monetary and fiscal
* policies.

(i) Introduced in 1980 Budget. Updated each year in FSBR.

(iii) 1986 MTFS, set out in FSBR:

= restates primary objective of MTF'S;

= describes means of achieving this through monetary and fiscal policy;

- sets targets for monetary aggregates MO and £M3 in 1986-87 and
provides illustrative range for MO in later years;

- provides revised fiscal arithmetic to 1989-90; rolls this forward for
extra year compared with 1985 MTFS.

(iv) Figures for 1989-90 entirely illustrative since 1986 Public Expenditure
White Paper (PEWP) plans end in 1988-89. Same status as final year (1988-89)
in 1985 MTFS which covered same period as 1984 MTFS (see D2).

(v) Financial framework: Money GDP path reflects objective of further
reduction in inflation and continued growth in output at sustainable rate in medium
term. Aim will be to avoid substantial departures from path in either direction in
medium term. Reflects broad medium term objectives; not target.

. Money GDP growth (percentage change on previous financial year)

1985-86 1986-87 1987-88 198&-89 1989-90
estimate MTFS projections
1986 MTFS 9(7%)* 63 61 6 5%
1985 MTFS 83(7%)%* 6% 5% 5

*adjusted for coal strike

WPU
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(vi) Growth of money GDP:

percentage change on previous financial year
1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86
latest estimate 19.7 13.9 10.1 9.4 7.9 7.0 8.8
(adjusted for

coal strike) (8.4) (7.5)

(vii) Qutput/inflation split:

percentage change on previous financial year

1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86

Inflation

- RPI 1558 16.3 1135 7.1 3.7 5l 5.9
- GDP deflator 16.9 18.7 101 7.0 4.6 4.6 5.0
Real GDP 2.7 -3.8 -0.1 2.3 3.3 2.3 3.1

[3.7F (2:5)
( ) adjusted for coal strike

(viii)  Monetary ranges:
(percentage change)

1985-86 1986-87 1987-88 1988-89 1989-90
estimate targets illustrative ranges

Narrow money: (MO)

1986 MTFS 33 2-6 2-6 1-5 1-5
1985 MTFS 3-7 2-6 1-5 0-4
Broad money: (EM3)
1986 MTFS 14 3 11-15
1985 MTFS 5-9 4-8 3-7 2-6

Performance of monetary aggregates will be assessed in light of other relevant
indicators, especially exchange rate. No illustrative ranges for EM3 after 1986-87
because uncertainties about velocity trend at present too great. Target ranges for
later years decided nearer time. (See also El.)
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(ix) PSBR projections broadly as envisaged in 1984 and 1985 MTFS, with period
extended to 1989-90 (see also D2, E2, E3):

PSBR 1985-86 1986-87 1987-88 1988-89 1989-90 -
estimate forecast MTFS projection

£ billion 1 7 7 7 7

as percentage

of GDP 2 13 13 13 13

(%) Economic assumptions: Declining inflation to 3 per cent in 1989-90

corresponds to declining money GDP growth. Output growth at 2% per cent a year,
up from 2 per cent in 1985 MTFS. Except in 1986-87, when oil price fall has
greatest impact, inflation declines at similar rate to 1985 MTFS:

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

Real GDP
1986 MTFS
- Non North Sea 24 23 23 21 24
- total 3% 21 A 3 43
1985 MTFS
- Non North Sea 4 S 23 23 23
- total 2% 2 2 2
Inflation (GDP deflator)
- 1986 MTFS 5% 33 32 3% 3
- 1985 MTFS 5 41 3% 3
(xi) MTFS, complemented by microeconomic policies which promote enterprise

and flexibility, creating conditions conducive to growth of output and employment.
(See also B8.)

(xii) Money demand pledge: At February 1985 meeting of National Economic
Development Council (NEDC), Chancellor said money demand would not be reduced
by wage restraint. Reinforced in 1985 Budget Speech which emphasised MTFS was
as firm guarantee against inadequate money demand as against excessive money
demand. Point restated at December 1985 NEDC meeting. (See also G3.)

Positive

(1) MTFS ensures consistent policy. MTFS framed in medium-term
perspective. Ensures sustainable financial policies and consistency between
monetary and fiscal policies.

(ii) MTFS provides predictable framework for private companies, individuals
and financial markets by reducing inflation and avoiding sharp fluctuations in
nominal demand. Increases efficiency by helping them take sensible,
forward-looking decisions.
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(iii) 5 years of continuous growth combined with declining inflation show §
benefits of firm financial framework for policy as set out in MTFS for successive \
years. \\
1‘ (iv) Strategic _objective of lower money GDP growth achieved, much as /
L envisaged. Growth in money GDP fell from nearly 20 per cent in 1979-80 to [/

“~if=per-cent in1981-82-and estimated 9 per cent in 1985-86 \(see above).

(v) Inflation (RPI) fallen from 16.3 per cent in 1980-81
5.9 per cent in 1985-86 and still on downward trend. Has left room within
declining growth of money GDP for sustained growth in output. Output fell during
first two years of MTFS during world recession but growing at 3 per cent per
annum since. Division of money GDP growth between output growth and inflation
improved (see above).

(vi) PSBR in 1985-86 as percentage of GDP (2 per cent) expected to be lowest
since 1971-72. True even if privatisation proceeds excluded (3 per cent).

(vii) PSBR remains low over period of MTFS, falling from 1% per cent of GDP
in 1986-87 to 1% per cent by 1989-90, despite lower oil revenues.

(viii)  PSBR average of 3% per cent of GDP so far under current administration,
compared with average of nearly 7 per cent under T.ahonr Government. (See also
D2, E<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>