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TABLE 1 

DIRECT EFFECTS OF BUDGET MEASURES 

es are net of the cost or yield of indexation or revalorisation included in the base forecast] 

co 	"eld(+) 	 (£m rounded to £5m)  

Note 
	

Proposal 
	

1986-87 	 1987-88 

1 VA 	 Nil 	Nil 

2 Excis d t 	- petrol/dery 	 135 	 145 

VED 	 135 	 140 

tobacco 	 175 	 180 

alcohol 	 175 	 190 

other 	 Nil 	 Nil 

3 Income tax - basic rate 	 950 	 1305 

4 Income tax - higher rates 	 15 	 30 

5 Corporation Tax 	 Neg 	 20 

6 Pension funds 	 25 	 125 

7 	Capital Gains Tax 	 Nil 	 Nil 

8 	Capital Transfer Tax 	 35 	 55 

9 Stamp Duty 	 Neg 	 10 

10 Car and car fuel benefit 	 Nil 	 15 

11 Charitable giving a) Packa 	liefs 	Neg 	 60 

b) Anti-a us 	sures 	 Neg 	 20 

12 Savings 	 Neg 	 25 

13 Business Expansion Scheme 	 Neg 	 10 

14 Employee Share Schemes 	 Neg 	 Neg 

15 Lollipops a) VAT relief for chant s 	 10 	 10 

b) Extension of pension relief 
for Nazi victims 	 Neg 	 Ncg 

r) Exemption from income tax 
of July Social Security uprating 	15 	 Neg 

16 Minor Starters a) VAT: motoring expenses 	 Nil 	 40 

Mines & oil wells 
allowances 
Relief for overseas travel 
expenses 
Other 	 N 	 30 

17 Taxing non-resident entertainers 
and sportsmen 

1330 0 350 1855 
	

680 

Total (Tax Measures) 
	 -980 

	 -1175 

expenditure increases(+)/decreases(-) 

Nil 	 75 

Expenditure Measures (Gross) 

Loan Guarantee Scheme 	 Neg 
Enterprise allowance 	 5 

New Workers Scheme 	 25 
LTU Pilots - Jobstart & counselling 	 65 

Community Programme 	 55 

Staff and other running costs 	 40 
Northern Ireland consequentials 	 5 

Total expenditure measures (Gross) 	 +195 
Offsetting savings on social security benefits 	 -95 

Total Expenditure Measures (Net)
(a) +100 

125\ 

+165 

NB. Consultative Document or profit sharing (Weitzman): See serial 18 in notes to Table 1. 

(a) To be financed from the ResERIDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



VAT 

Excise Duties 	A 	 Nil 

Income tax - basi 
	

975 

Income tax - higher 

Corporation Tax 	 Neg 

Pension funds 

Capital Gains Tax 

Capital Transfer Tax 

Stamp Duty 

Car and car fuel benefits 

Charitable giving a) Package of reliefs 	Neg 
b) Anti-abuse measures 

Savings 

Business Expansion Scheme 

Employee Share Scheme 

Lollipops 

Minor Starters 

Taxing non-resident entertainers and 
sportsmen 

1045 

Nil 

35 
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DC 
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PSBR EFFECTS (a) 
(All figures are net of the cost or yield of indexation or revalorisation 

included in the base forecast) 
£m 

(rounded to £5m) 
reduction(-)/increase(+) 

cV  roposal 
	

1986-87 	 1987-88 

NOT TO BE COPIED 

TABLE 2 

Nil Nil 

5 

1465 

15 30 

20 

35 150 

Nil 

55 

Neg 10 

Nil 15 

60 
Neg 20 

25 

Neg 10 

Neg 

10 

20 

Nil 75 

50 1640 330 

Total (Tax Measures) 
	

+995 
	

+1310 

Expenditure Measures 	 Nil 

TOTAL 	 +995 

Nil 

+1310 

(a) The figures for PSBR cost given in this table are calculated in ter change in 
the fiscal adjustment implied by each measure listed. Adding the figure 	er shows 
how much of any fiscal adjustment indicated by the forecasts, assuming a giv 	would 
be used up. 
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Notes to Table 1  

VAT: Assumes no increase in the standard rate. 

valorisation by 5.7% of the VAT threshold (the level of turnover at which businesses must 
r for VAT) would raise it to £20,500 (from £19,500). The revenue effects (which are 
le) are included in the forecast. 

V 	T lollipops are covered in item 15. 

2. 	Exc 	Duties: Assumes a revenue neutral excise duty package in which the cost of a 
stands 	duty for alcohol, pipe tobacco and cigars is offset by overindexing cigarettes 
and hand rolling tobacco (11.1p on a typical packet of 20 King Size);  a standstill on car VED 
is balanced by overindexing petrol (up 7.5p a gallon);  unchanged lorry VED is offset by 
overindexing dery (up 6.5p a gallon); and the abolition of some, and a standstill on other, 
minor oil duties is balanced by an increase in the duty on gas oil (up 1.5p a gallon). 

With this packa 	Budget as a whole has an RPI impact effect of +0.11% on top of 
indexation, inclu 	0.07% impact effect of a cut of lp in income tax basic rate. 

Alcoholic drinks 
Pipe tobacco/cigars 
Cigarettes/HRT 

VED(b) (cars) 

s follows: 

-Budget prices 
£m 

0 
0 

11.1p 

0 

1986-87 
£m 

1987-88 
£m 

-175 -190 
-5 -5 

+180 +185 

-110 -115 
+110 +120 

-25 -25 
+30 +30 

-5 -5 

-5 -5 
-20 -20 

+25 +25 

0 -5 

Details of the pack 

Duties 

Petrol 	 7.5p 

VED(b) 
(lorries) 	 0 

Dery 	 6. 
Bus fuel grants 

Fuel oil 
AVTUR, lubricating oils, 
other rebated oils 

Gas oil 

TOTAL 

Impact on typica(la) 	Effect, compared with revalorisation in 

Assumes entire price increase is passed on to the consumer 
Excludes balancing changes in minor VED rates as agreed at Overview 5. 

f lp combined with 
e the cost of price 
ts the cost of the 

3. 	Income tax - basic rate: Figures assume a basic rate 
statutory price indexation (5.7%) of all allowances and threshol 
indexation is included in the forecast, the cost shown in table 1 
basic rate cut. 

The figures assume no change in the mortgage interest relief ceiling an 
Premium Relief remains at 15%. 

fe Assurance 
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Income tax - higher rates: The figures assume a basic rate cut of lp and the following 

her rate package (option M1B): 

Tax Rate Threshold (£) 

29% 0-17,200 
40% 17,201-20,200 
45% 20,201-25,400 
50% 25,401-33,300 
55% 33,301-41,200 
60% over 41,200 

5. 	Corporation Tax: The figures assume no change in the basic regime but small firms 
rate to be reduced in line with the lp basic rate cut. The full year cost is £35m. 

6. 	Pension f 
required to reduc 
the discretion of t 
(1986-87). Where th 
subject to tax at a fla 
will be paid as the refun 
(subject to a spotcheck) r 

umes that where pension funds surpluses exceed 5% the funds are 
es to below 5% within 5 years. The method of reduction to be at 
s. No fund will be forced to make a refund in the first year 

on is achieved by a refund to the employer the refund will be 
40% on the employer. The figures in Table 1 assume the tax 
e. Funds to be allowed to provide an actuarial certificate 

a full return where the surplus does not exceed 5%. 

7. 	Capital Gains Tax: 
amount is assumed in the 
covered at Item 13. 

no major change. (Indexation of the annual exempt 
as 	A concession on CGT on first sale of BES shares is 

8. 	Capital Transfer Tax: (Forecast assumes indexation of the threshold.) Assumes 
abolition of charge on gifts between individuals during their lifetime, except for a charge 
introduced on a taper for gifts within 7 years of death. The taper is set at 100% of the 

charges at 80%, 60%, 40% and 20% in the 
n for gifts to spouses remains. The trust 
he cost builds up over time and will be 

death rate in the three years before death wi 
preceding four years respectively. The e 
regime is kept unchanged so far as possi 
affected by behaviourial changes. 

9. 	Stamp Duty: 	Assumed package incl 
27 October 1986 for all share transactions currentl 
the duty on houses. No change in capital duty or 
be financed by extension of stamp duty base. Figu 
the Bank. 

a reduction from 1% to I% from 
ect to stamp duty. No change in 
t duty. Cost of rate reduction to 
the table reflect discussions with 

0 
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Assumes introduction 

cost(-)/yield(+) 	 on 
1986-87 	1987-88 

-70 	 -110 	(27 October 1986) 
Reduction in stamp duty on shares 

ible extension of stamp duty base 

	

+10 	 +10 	(18 March 1986) 

	

+10 	 +20 	(27 October 1986) 

	

+20 	 +20 	(18 March 1986) 

	

+20 	 +20 	(18 March 1986) 

	

+10 	 +15 	(27 October 1986) 

	

+1 	 +1 	(27 October 1986) of own shares 

arge on ADRs 
intra account dealing 
takeovers incl. mergers 
loan stock 
Renounceable letters 
Company purchases 

Net cost/yield of a +Neg 	 -24 

DC 

Additional tax on cap: 

TOTAL (rounded) 

Nil 	 +35 

+Neg 	 +10 

The package now achieves b .- 	- 'enue neutrality in 1987-88 as well as 1986-87. 

Car and car fuel benefit ale As from 1 April 1987, the engine size break points for 
these scales to be changed, on 	e e neutral basis, from 1300cc and 1800cc to 1400cc 
and 2000cc to align with the EC directive on exhaust emissions. Resulting scale charges for 
car benefits then to be increased by 10% for 1987-88. Car fuel scale to be decoupled from 
car scale and kept at broadly 1986-87 level, as adjusted on a revenue neutral basis for 
change in break points. From 1987-88 the car fuel scale will be used not only for income tax 
purposes but also as the basis for assessing the VAT chargeable on fuel used for private 
journeys in business cars (see item 16a in Tab 	and the equivalent reference in Table 5). 

Scale charges for more expensive cars also 	in reased by 10%, and cash break points to 
be frozen at the 1986-87 level. No change iprsnt thresholds for high and low business 
mileage. 

Charitable giving: Overall the package assume 

(a) 	abolition of the limit on higher rate relief for 	anted donations by individuals, and 
apportionment of covenanted donations by closeQsompanies, combined with measures 
to prevent increased abuse. Estimated overall cost is Neg in 1986-87 and £5m in 
1987-88. In addition there is an estimated yield of neg in 1986-87 and £20m in 
1987-88 from measures restricting present abuse, the yield from which is shown as a 
separate line in Table 1. 

h payroll deduction 
t compelled to run 

on take-up but 
an April 1987 

(b) 	tax relief for charitable donations made by individuals 
schemes run by employers and paid through agencies. Emp 
a scheme; but no relief except through a scheme. Cost 
assuming a £100 annual limit, 11 million employees taking 
start, estimated costs are nil in 1986-87 and £20m in 1987-88. 
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relief for single gifts by companies (quoted and USM but not close companies). 
Assumes restriction of relief for single gifts made by a company in a year to a 
maximum of 3% of the amount of dividends paid by the company in that year. On this 
basis the cost would be about £35m in 1987-88, though it would build up in later years. 

ord 
mini 
within 
income 
Table 1 

s: Assumes a new scheme from 1987. New investment would be confined to 
ted and USM shares only would qualify. Maximum investment of £2400pa. In 

.4.1ify for relief investment would have to be committed to a yearly Plan for a 

-

at mg period (12-24 months) (although funds could be switched to new shares 
period if desired). Early withdrawals will be taxed in the normal way. Dividend 

to be exempt from tax if re-invested (but not if withdrawn in cash). Costs in 
comprise: 

1986-87 	1987-88 

Tax relief o 
CGT exemp 

The figures assume 
are reinvested. 

The eventual cost could b 

by 	million investors in the first year and that all dividends 

uch higher depending on take up. 

Neg 	 -25 
Nil 
	

Neg 

Assumes extension of the scheme from 1 April 1987 
able 1 shows, as will the FSBR, the net effect of the 
eld from changes in its coverage. (The full year cost 

investment will be given in an FSBR footnote.) Table 1 
includes the yield from excluding some asset based activities and the restriction to be 
placed on ownership of land and buildings. New (but not existing) BES shares to be exempt 
from CGT on first sale. Exemption from CGT has no effect on receipts in the next 5 years. 

13. Business E ansion Sc 
(when current scheme is due to 
cost of extending the scheme an 
of the scheme at current levels o 

14. Employee Share Schemes: Assumes 
subject to a restriction requiring disposal 
closing loopholes in taxing provisions affe 
easing access to schemes for employee control:le 
of savings-related share options; 	and p 
co-operatives. The cost of each of these items is 

age including admitting the use of shares 
ployment ends (while at the same time 

un pproved employee share acquisitions); 
mpanies; easing conditions on exercise 

nutting access for registered worker 
fo 	s: 

Restricted share (net) 
Access for employee-controlled companies 
Exercise of SAYE-related share options 
Access for Co-operatives 

-87 

<> Nil 
Neg 
Neg 
Neg 

1987-88  

Nil 
Neg 
Neg 
Neg 

Full Year 

-5 
Neg 
Neg 
Neg 
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Extensio 
medical eq 

VAT relief f 
a blind charity 

VAT relief for w 

Total (rounded) 

relief for donated 

ing equipment for 

hicles 

15. 	Lollipops: Assumes the following package: 

Proposal 

VAT relief for installation of distress 
alarms and lifts for handicapped 

11 	Extension of relief under S.22(2)FA74 
or pensions paid to Nazi victims 

172 	Exemption from income tax of July 1986 
uprating of retirement pensions, widows 
benefits and invalid care allowance only 

VAT relief on newspaper advertising 
by ch 

VAT 	r medicinal products 
supplie 	rities 

£m 
Revenue costs (-) 

1986-87 1987-88 

-3 -3 

-1 -1 

-15 Neg 

-1/-2 -1/-2 

-2 -2 

-1 -1 

Neg Neg 

-25 -10 

There are no measurable consequences for the RPI impact effect. 

Minor Starters: See Table 5. 

Taxing non-resident entertainers and 	tsmen: Assumes the introduction of 
withholding arrangements and other meas 	counter tax avoidance and evasion by 
non-resident entertainers and sportsmen who 	we ncome from the UK. (Estimated yield 
£100m in a full year.) 

18. Profit Sharing - Weitzman: The aim is t pro 
increasing worker identification with his employe 
proposal is for tax relief on 10% of total remun 
agreement with their employers which links at least 
proposal is to refer in the Budget Statement to a con 
later on. 

te labour market flexibility and 
ess and its profitability. The 

for employees who reach an 
0 of remuneration to profits. The 
ltative document to be published 
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Note 	Proposal 

5 Neg 

30 	20 

50 	30 

25 	20 
25 	-5 

	

115 	75 

	

30 	25 

5 

165 
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TABLE 3 

EMPLOYMENT AND ENTERPRISE MEASURES 
Estimates exclude staff and running costs (except line 6) 

Cash 

1986-87 
Net No. 

Gross Net Exch off 
Exp 	Exp Cost* Count 
£m £m £m 000 

1987-88 
Net No. 

Gross Net Exch off 
Exp 	Exp Cost* Count 
£m £m £m 000 

1988-89 
Net No. 

Gross Net Exch off 
-/ Exp 	Exp Cost* Count 

£m £m £m 000 

Loan Guarantee 
Scheme 	 Neg 

Enterprise Allowance 	 Nil 

New Workers Scheme 	25 
	

10 
	

18 

4. L.T.U. Pilots 
Jobstart 	 10 	1 
Counselling 	 55 	Nil 

	

5. Community Programme 55 	35 

Staff and other 
running costs 	 40 	40 

	
40 	Nil 

Northern Ireland 
consequentials 	 5 	5 

	
Neg 

Total (rounded) 	195 	100 	70 	96 

Neg 9 15 Neg Neg 

10 7 40 25 15 

20 21 50 30 20 

10 3 25 20 10 
-15 16 25 -5 -15 

55 23 120 75 55 

25 Nil 35 30 30 

5 3 10 5 5 

110 82 320 180 120 

3 
43 

10 

7 

21 

4 
16 

23 

Nil 

3 

84 

	

The net Exchequer cost takes account of the re4 	in social security benefits, and 

	

increases in income tax revenue, as people leave the un 	ment count and take up places 
on the schemes. 

End of financial year 

Notes to Table 3  

1. 	Loan Guarantee Scheme: Existing scheme due to close on 
assumes new scheme starts from April 1986 with premium paid by b 
and proportion of loan guaranteed by Government 70 per cent. Ne 
person off the count is £700. 

1986. Table 3 
of 3 per cent 
uer cost per 

2. 	Enterprise Allowance Scheme: Present annual rate of entry is 64,50 . 
is rising so that total entry will be 80,000 in 1986-87. Table 3 assumes an n 
annualised rate of entry to 100,000 by January 1987. First year net exche 
person off the count is £3000. 

of entry 
in the 

per 
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3 	New Workers Sche e:BUDG3ErstIrd &The rtiliNicheme provides for £15 a week for 

6  employers of 18-19 year olds earning less than th5 a week and of 20 year olds earning less i   
£65 a week. Coverage of 60,000 by April 1987. First year net exchequer cost per 

# on off the count is £1300. 

ilots for long term unemployed: At present pilots exist in 9 areas - those unemployed 
f (11741 e than a year called for interview and directed towards job or employment and 
tr 	.1‘4,  easures; those taking a job paying less than £80 a week get a taxable allowance of 

•• onths (Jobstart). Table 3 assumes extension nationwide to all unemployed over 

5. 	Community Programme: The present target is 230,000 places by June 1986. Table 3 
assumes an expansion to 255,000 by September 1986, and an increase in the average wage 
limit to £67 a wee 	April 1986. 

one ,ar. 	et public expenditure and net exchequer cost estimates are nil or negative 
£20 

Abecause.," -y 40 not include running costs (which form the major part of expenditure on the 
counsell ng initiative). Social Security benefit savings and income tax flowback are greater 
than the non-running cost element of the estimates. 

6. 	Staff and r 
Numbers off the co 
DHSS to counter fraud 

ts: includes the staff and running costs of all the measures. 
a result of 300 extra staff in Department of Employment and 

Elsewhere figures 	 able cover the effect on Department of Employment, 
covering GB. Extending th 	es to Northern Ireland adds 2.75 per cent to the cost. 

The Table shows the agr 	age as described to Lord Young by the Chancellor on 
10 March, following a meeting o Tisay 6 March. 

The costs shown are within the amount assumed by the forecasters for employment and 
training measures when assessing the pressures on the Reserve in 1986-87. The measures do 
not therefore affect the fiscal arithmetic and are scored as nil in Table Z. The net public 
expenditure costs are shown in Table 1. 
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TABLE 4 

STAFFING EFFECTS 

Effect on manpower numbers at 
Proposal 
	

April 87 	 April 88 

Neg 	 Neg 

Customs and Excise 

VAT 
Excise Duties 
Minor Starters 

Total Custo 

Inland Revenue(a 

Nil 	 Nil 
Nil 	 Nil 
Neg 	 Neg 

Income tax - allowan 	basic rate
(h) 

	

45 	 160 
Income tax - mchangedp4gge 
interest relief ceiling (c) 	 Nil 	 Nil 
Income tax - higher rates 	 M1B) 	 Nil 	 Nil 
Corporation Tax 	 Nil 	 Nil 
Pension Funds 	 5 	 5 
CGT (indexation of thresh051s) 	 Neg 	 Neg 
CTT: Statutory indexation 	 30 	 50 

Abolition of lifetime charge(e) Nil 	 20 
Stamp Duty 	

(f) 	
20 	 20 

Car and car fuel lrfiefits Nil 	 Nil 
CharitAlle giving g 	 25 	 50 
Savings 	 5 	 15 
BES 	 0 	 Neg 	 Neg 
Employee Share Schemes 	 15 	 10 
Tax on ncm-resident entertainers and sportsm 	 20 	 20 
Lollipops 	 Nil 
Minor Starters 	 10 	 20 

Revised P11DA (employers Benefits in Kind 
return) procedure (j) 

	
100 
	

50 

Total Inland Revenue 	 -110 
	

+280 

Department of Employment Group 

Loan Guarantee Scheme 
Enterprise allowance 	 50 
New Workers Scheme 	 120 
Fraud Abuse 	 300 
Jobstart 	 90 
Counselling 	 1000 
Community Programme 	 200 

Total Department of Employment Group(k) 	
+1760 

Total 	 +1650 

Neg 
130 
120 
300 

90 
850 
200 

169\ 

+1970 
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The figures show the effect of the proposals on the manpower baseline (which for 
April 1988 is 66,374). The manpower baseline is generally based on the assumption 

at workloads remain unchanged except where there has been a specific adjustment 
the baseline in the Survey to take account of foreseeable changes to workload (see 

s (c) and (j) below). COP is assumed to be implemented by April 1988 and the 
s quoted take account of the estimated COP savings of 4000 included in the 

ri 988 target. 

T manpower effect reflects statutory price indexation of allowances and thresholds. 

MMAS - large loans: The forecast growth in new loans over £30,000 during 1986-87 
requires an extra 55 staff at 1.4.87 for which provision has already been made in the 
Survey. From April 1987 lenders are required to bring into iviIRAS new loans above the 
limit, contribuc to a reduction back to NIL extra staff by 1.4.88. Increasing the 
limit to £35 	uld require an extra 15 staff at 1.4.87 (a saving of 40 against the 
Survey provi 	lelkochieve a saving of 60 at 1.4.88. 

On the bacis of . 4,- 4$4  t.  estimates, statutory indexation of CTT will not be sufficient 
to avoid an increa .- 	. - 1986-87 workload. In addition, the workload now forecast 
for 1985-86 will b 	-,* than was estimated before the 1985 Budget. The table 
shows the combined 44. j . these two increases. The reasons for both increases is 
that house and share i " OPP°- 	ve been rising more quickly than the RPI. The total 
staff cost will be 65 	30 at 1 April 1987, 50 at 1 April 1988 and 65 at 
1 April 1989). 

The manpower savings from abolition of C7TT lifetime charge is inevitably somewhat 
speculative. 

The change in engine size breakpoints in the car benefit scales will require 
45-75 man-year units to set up during 986-87. These will not be required by 
April 1987. 

The continuing staff cost in later years 	es • ated to be 40 units though this figure 
depends crucially on the level of giving. 

The continuing staff cost in later years is 	 o be 35 units and will depend 
crucially on future take up. 

The saving reflects the combined effect of ez5empting the pension increase in 
July 1986 and recoding for the pension increase in April 1987. There will be further 
staff savings compared with Survey provision (not in the Scorecard) of 140 units at 
April 1988 arising from the change in the uprating date. 

Additional provision was made in the Survey for the growth in t 	11D workload up to 
April 1987 that result from unchanged thresholds (at £8500). 	s in the table show 
the savings, against this baseline, that result from the revise 	re. 

(k) The figures shown are the staff required for the employme 
Table 3. 
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SCORECARD OF 10 MARCH 1986  
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VAT: motoring expenses 

voidance by disaggregation 

term lettings of accommodation 

Nil 	 40 

Neg 	 20 

Nil 	 10 

Sc? 
DC 

NOT TO BE COPIED 

TABLE 5 

MINOR STARTERS 

(Items in Starters list which Ministers have agreed are now serious 
contenders, with revenue effect of Om or more) 

cost(-)/yield(+) 

FB Starter 
	

Proposal 
	

1986-87 	 1987-88 

Number Category 

Mines 	wells allowances 	 Neg 	 45 

Tax trea 	f Enterprise Allowance
(a) Neg 	 5 

PRT relief \ 	•ration and appraisal 
expenditure 'n h. - waters (b) 	 Neg 	 Neg 

10 	 5 Relief for overseas travel expenses 

S.252 ICTA: sale of the losses of 
insolvent companies 

	 Neg 

CGT relief for part disposal ç and 	Nil 	 5 

Increased penalties for VE 	sio 

Total 

7 

8 

15 

116 	B1 

125 	B2 

129 	B2 

134 

146 

173 

410 

Notes to Table 5 

5 

( c 
Neg 	 5 

-10 	 +20 

Now costed on Case VI treatment; complete exemptioPhas been ruled out. 
Reflects the fact that because of the lower oil price forecast, Department of Energy 
forecast of exploration and appraisal expenditure has been significantly reduced (it is now 
expected to be £2.5m in both years). The cost to be shown as negligible in the FSBR. 
Estimate of yield from improved compliance offset by the effect of 'ncreasing the number 
of out of court settlements. Starter subject to agreement by H. - ffice which has not 
yet been obtained. 
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DATE: 12 March 1986 

k744.6-̀  
cc: 	Sir P Middleton 

3. 	I would be grate 
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BUDGET SUMMARY FOR THE QUEEN 

I attach a 

the Queen on 

\> 
2. This draft, 

-61"s  

summary of the Budget for your au ience with 

lieve, could also serve as a guidance 

telegram to oversea 	, for despatch on Budget Day. 

your comments, if possible in the 

course of tomorrow, so 1at we can put a final draft to you 

on Friday. 

M C SCHOLAR 

IL-017-4-t- Iv4-1-v-fp 1('--- 

,1--,„r•r,,,„., , ti\--Q-e-- 

ki,-v---0_ 
ur tiss'3":1 r'sr-I4J-fi 	eg 

1 

 

r,j 0-Pilv-°  

6f-- 
,,, 

(e--1 	 ILL ,q3 

BLO enclosure 7 pages 
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4. 	The pattern of growth remains broadly based. Manufacturing 

their share of world trade - and a further 5 per cent growth 

orters have increased 

ctured exports is 
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BSQ 

UDGET SUMMARY FOR THE QUEEN 

4 eta-7 
's Budget comes at a time of great change, with the dramatic and unprecedented 

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

inflaio  the creation of an enterprise culture which will promote the growth of output 

and employment. 

Economic Back.  

Z. 	Output in the 

   

onomy has been rising since early 1983 and inflation has been 

coming down since 1980. 	1 in the oil price will be of particular help to oil-importing 

countries, both in the deve 

good growth in output and tr 

d the developing world. A period of low inflation and 
Tht rt a rt Warsvpii 

prospect. Mi3:2351—af..._theLproblems associated with 

payments imbalances and external indebtedness will rcn3ain. But the benefits to trade, 

output and inflation from the fall in oil prices should prove substantial. 

3. 	At home, inflation, after the upward 	ent last year, is now down to 51 per cent 

and is set to fall to below 4 per cent in a few 	s. Output continues to grow strongly. In 

1985, the economy grew by 3i per cent, faster * 	y other country in the European 

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

an average level of 3 per cent. 

forecast in 1986. Investment is expected to grow by about 5 per c 	ear. Personal 

incomes are also growing fast. On the balance of payments the fore 	sr a current 

account surplus of £33 billion. 
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7. 	The Government's Mediu 

enditure. 

BUDGET SECRET 
Employment has  ccntlikfklaGEAT -LISTAINENT,0 

NOT TO BE COPIED 
new jobs between March 1983 

d September 1985 - but unemployment remains stubbornly and disappointingly high. 

ma 

terms o 

cause of the UK's position as a major oil producer, the oil price fall will help the 

il countries more than it will help us. But, despite the adverse effect on our 

(because we lose slightly more from our export earnings than we gain from 

lower import prices), and on Government revenues, there is a valuable benefit for the non oil 

economy, especially for manufacturing, in terms of lower costs. And the increase in world 

trade which shoul 	w lower oil prices will also provide an excellent opportunity for 

British exporters. 

Budget Strategy 

Financial Strategy (MTFS) is, as usual, extended 

forward in the Budget. It is designed steadily to reduce the growth of total spending power 

in the economy over a period of years, at a pace which will gradually squeeze inflation out 

of the system, while leaving room for further ect omic growth. Target ranges will again be 

published for the growth of broad and narro 	ey, and the Government will continue in 

operating policy to have regard to a range of evi)  ce about monetary conditions - of which 

the most important is the exchange rate. 

8. 	To support 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 

around £7 billion or Z per cent of GDP, the lowest level since 1971 gp This outcome was 

achieved in spite of the fall in oil revenues, because of restraint in 
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Ion of a little under El billion. 

the 

Last year's MTFS 
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of £11 / billion, and scope for 

ssible tax reductions of £3/ billion. Since then the outlook for the public finances has 

substantially affected by the sharp fall in oil prices. Assuming an oil price averaging 
(fr'r° • 

rel for the financial year 1986-87, oil revenues are projected at £6 billion. But for 

y in non oil revenues and the firm restraint on public spending, an increase in 

taxation 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 Govern 	t have decided to stick broadly to this figure, but, given the 

uncertainties over 	rice, to go a little below it and provide for a PSBR of £7 billion, 

or 1/ pel cent of GD 	figure accommodates the Budget measures, which provide for 

a reduction in the burden 

Help for the unemployed  

8 

11. The continuing high level of pay settlements is continuing to inhibit the growth of 

employment. In the longer term greater wage 

the measures the Government has alrea 

encourage identification between employee an 
u.,,,,c-  t , 	, : 	b: 	c t.. r., t 	,,,'' 	, 	• , , ( ,' ' 	, 	r ‘•1 c ,  ' 1 
a consultative document seek' g, views on an inc 

	

Lt,..4., tN.,,--1.—r A 0---41_4-,4-\-•-.•0 01 	-44.4.4. , CS le.4, .._ c 
encourage special profit sharing schemes, in which at 
60eve.i,6; ts., ("r\, ,-L. 1 2,-,, :-, .. I, '.,......... tv..,,,,;&., .6  

I 	L.,_ et....4,-, 	"ieel.irc_d 	IN — et-tr-4,--  Ot,--, (-",----e.0-4-cj  . 

exibility is essential. This year, to add to 

o encourage such flexibility, and to 
(i-kr 

rprise 7i the Government propose to issue 

heme of temporary tax relief to 
eVetTO_ 	1r 1 A 	/a14.)^"..4 

20 per cent'of ine6me is directry 

related to the success of the enterprise. 

12. 	For the more immediate future, the measures announced in la 

to show most of their effect. The expansion of the Youth Train]. 

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

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

going ahead fast. This year the Government are raising the target 

230,000 places by June 1986, to 255,000 by the end of 1986. 

ear's Budget are still 

e to cover all 16 

Community 

mployed) is 

for 	on from 
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The long term une 	 1ST. NL 
nationwide extension of the pilot 

emes, which were originally announced by the Secretary of State for Employment last 

As a result of this extension all the long term unemployed will be called for a 

4e---4 6-249 (..u. 	t-s-C\k. 
ng interview an encouraged to find work. AnSthose f the long term unemployed 

'ob at less than £80 a week will receive a £20 a week grant for 6 months. 

In addition, the Enterprise Allowance Scheme is being expanded to give more 

unemployed people help to start their own business; and a new scheme - the New Workers 

Scheme - will p 	cash incentive to employers to create jobs for young people aged 

18-20 at realistic w 

15. 	The public expenditu 

and £290 million in 1987-88. 

expenditure cost will be £100 milli 

of these and other changes will be £195 million in 1986-87 

allowing for social security savings, the net public 

£165 million respectively. 

Taxes on Business and Enterprise 

The Corporation Tax structure announc 	19 4 comes fully into force this year with 

the main rate coming down to 35 per cent. 

In addition, the Business Expansion Scheme whi 	was due to come to an end in 

April 1987 will be extended indefinitely. It is already attracting substantial amounts of new 

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

proposed, including measures to ensure that it is focussed on hig 

also be extended to certain forms of ship chartering. 

vestment. It will 

Small businesses will also benefit by the extension of the Loan Guara 	eme, and 

the reduction in the premium charged for the Government guarantee from 	nt to 

iol  per cent. 
4.0 	

The abolition of the Capital Transfer Tax on gifts between individudiirIng 
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this tax will be renamed the 

19. 	 et includes a number of further measures to reform the taxation of savings 

and investment. The present rules relating to pension fund surpluses will be clarified. The 
t,r4t; 	 -t 	‘a-L.%o LeaJt-e-ei is%5 tte-J-5. 	t‘INA 

rate of Stamp Dut on share transactions will be halved and the cost recoupe by bringing 6 e•-•1  

into tax a range of 	actions which are at present entirely free of AStamp Duty. Finally 
ne—Ole 4 	 (A1-.‘% 3  '7-- 

there is to be a ra 

	

	scheme for tax-free investment in equi ies: further to promote 
\K-\ 

wider share ownership 

Char es C.L0-,--ke—A5(4_ Ct 

0,1 	'Le IttAe_Ae ft.% r D(, pity A e":4 
 

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

of certain purchases. But the major change proposed here is directed towards charitable 

giving rather than towards the charities themsel s. By 

abolishing the upper limit on relie 	igh r rates of income for convenants 

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

of dividends 

providing relief to individuals for regular gid.s of up to £100 to charity where 

these are deducted at source by their employers 

the Budget should stimulate additional charitable giving of rE 	million - at least twice 

the cost to the Exchequer of these measures. 

Taxes on Spending 

21. 	Overall, excise duties will be increased by about the same amount as wou 	uired 

to keep pace with inflation. Petrol and dery duties will be increased by rather mean 
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0 rofit margins these increases need not be passed on to the consumer. The real tax burden 

he motorist will be kept unchanged, with no increase in Vehicle Excise duty on cars and 

In recognition of the dangers to health cigarettes and hand rolling tobacco will be 

in 	y the equivalent of just over lip  a packet of 20 king size. Cigars and pipe 

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

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

22. 	No changes ar 	°posed in the rate or coverage of VAT (apart from the changes in 

relation to charitie 

Income Tax 

23. 	As foreshadowed in the B tement last year, the Government has published a 

Green Paper on personal taxation discussing options. In particular, it outlines a possible 

reform (made possible by computerisation) of the system of income tax personal allowances. 

Instead of treating a wife's income as that o er husband, there would be independent 

taxation, with allowances transferable betw 

tax allowance in his or her own right4 A husband 

would be able to transfer unused allowances to 

wife. Everyone would have a 

ife would be taxed independently, but 

Married women would have 

privacy in their tax affairs; the tax penalties on mariuW.,ould be removed; and more tax 

0 
relief would go to couples at the point when they are most likely to need it, when one of the 

partners is not in paid work. 

24. The Government is making further reductions in income t 

incentives. Since 1979, allowances have been increased by 20 per cent 

they are now higher, as a proportion of average earnings than, for examp 

er to increase 

rms so that 

many or 

the United States. This year, basic allowances are increased in line with p 	 the 

basic rate of income tax is reduced by 1 penny - improving incentives for the 95 p 
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Drg,T,,fLI,§TgiN  V. se 	...„.„d  people and unincorporatcd 

nesses, for whom the basic rate is also the marginal rate. The new basic rate will be 29p 

E. There will be a comparable change in the small firms Corporation Tax rate. 

mployees, and for the 

Sum 

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

conditions for the growth of output and inflation. The overall burden of taxation is being 

reduced. Specific 	s es will be taken to help the unemployed; to promote enterprise 

and initiative; and to 	savings, investment and charitable giving. 
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FROM: D N WALTERS 
DATE: 12 MARCH 1986 

BUDGET DAY PRESS NOTICES 

(4A.151A-PG-41 

9/te-t/.6 

pe-.-e:k_  

(ay 3  

cc 	Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir Peter Middleton 
Sir Terence Burns 
Sir Geoffrey Littler 
Mr Butler 
Mr Cassell 
Mr Monck 
Mr Monger 
Mr Turnbull 
Mr Evans 
Mr Odling-Smee 
Mr Culpin 
Miss O'Mara 
Mr Pratt 
Mr Haigh 
Mr Romanski 
Mr Porteous 
Mr Fray 
PS/IR 
Mr Walker - IR 
PS/C&E 
Mr Wilmott - C&E 

••• 

	

I attach a list of the press notices which your D 

j6 Budget day. 

eit 

\ 2. 	For the Treasury there will be the customary notices on excise duties and VAT; and 

North Sea revenues. In addition, subject to your confirmation, there will be Treasury press 

ts currently propose to issue on 

retivj  

notices on profit sharing and the Green Paper on Personal Taxation. 

Mr Monck is minuting you separately. On the latter, I understand t 

that the text will be a reproduction of the introduction to the 

unclear whether the press notice should be released by the Treasury or 

pLAA 	L 	L frit" 

3. 	Of the proposed Treasury press notices, Mr Culpin has queried wheth 

the one which simply summarises changes in excise duties and VAT sinc 

covered in the Snapshot. 

On the former, 

have now decided 

er but we are 

(ikr)d R  

evenue. 

ally need 

ill be 
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(iii) whether you agree that the Treasury 	es 	otice on excise duties and VAT 0  
should be dropped. 

• COVERING BUDGET LIST ONLY 

4. Customs Customs propose to 

BUDGET SECRET 
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 NOT TO BE COPIED 
changes. In addition, they will be 

suing a number of others covering minor items referred to in the FSBR and which require 

olutions. The Minister of State has seen and approved the text of all proposed Customs' 

es. 

st year, Inland Revenue have a long list of notices covering all their tax changes 

in th 	. These are being submitted individually to Treasury Ministers for approval. 

Neither the Bank nor the Department of National Savings are intending a Budget day 

press release. 

7. 	As to other 

decisions, will hay 

licensing system and 

the Minister of State. 

also been approved by the 

ents, Transport plan to issue three press notices and, depending on 

. The three which are firm cover VED rates, the VED trade 

(BES). The terms of the two on VED have been cleared with 

'Me fourth press notice would cover VED evasion. This has 

of State but on a contingency basis. 

8. 	Finally, the De artment 

employment package. 

o ment will be issuing one press notice on the 

9. 	I would be grateful to know: 

whether you are content with the att hed list of press notices; 

whether the press notice on the 	1 Tax Green Paper is to be issued by the 

Treasury or the Revenue; 
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ASURY 

Excise duty and VAT 
overnment rricrnue from the North Sea 
'it sharing 

<" 

n Paper: Reform of Personal Taxation 

CU 

	

	

(2) 

D EXCISE 
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Hydrocarbon oils 
Tobacco products 
VAT: registration threshold 
VAT: motoring expenses 
VAT: charities 
VAT: impor 	sfer of relief) and exports (conditions to be satisfied) 
VAT: hotel 	dation and holiday services 
VAT: disaggre 
Changes in exc 	CE; 

Betting and gami 	s in Northern Ireland 
Excise warehousin 	ions 

INLAND REVENUE  

 

The Budget 1986: Income 	tributional tables) 
Income tax and PAYE: change-f 1986-87 
Car and car fuel benefits 
Abolition of P11DA 
Relief for overseas travel expenses 
Approved employee share schemes 
Share interests acquired by directors and employees 
Benefits uprating exemption 
Charities 
Building Societies: minor consequential 
Pension scheme surpluses 
Personal equity plan 
Stamp duty 
Capital gains tax 
Capital allowances 
Small companies' CT rate 
Business Expansion Scheme 
Company reconstructions: restriction of relief 
Loans to participators in close companies 
Taxation treatment of Enterprise Allowance 
Accrued income scheme and consequentials 
Market makers 
Company migrations (Section 482 ICTA 1970) 
Tax treatment of pensions paid to Nazi victims 
Dividends paid to recognised clearers 
Entertainers and sportsmen 
Oil taxation measures 
Mines and oil wells allowances 
Deduction of tax (consequentials of basic rate change) 
Mortgage interest relief 
Capital Transfer Tax - Inheritance Tax 
=: partly exempt estates 
CTT: gifts with reservations on insurance policies 
CTT and Inheritance Tax: thesholds and rate bands 

bfg0TrOu43 Er 00 PIED 
Mr Monck minuting separately 

Subject to decisior 
Revenue 

as  BuDGEThs 	ET  iss 
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DATE: 12 March 1986 

Principal Private 
Secretary 

Chief Secretary (2) 
Financial Secretary (2; 
Economic Secretary (2) 
Minister of State (2) 
Sir P Middleton 
Sir Terence Burns 
Mr F E R Butler 
Sir Geoffrey Littler 
Mr Cassell 
Mr Monck 
Mr A Wilson 
Mr H P Evans 
Mr Monger 
Mr Odling-Smee 
Mr Turnbull 
Mrs R Butler 
Mr Culpin 
Miss O'Mara 
Miss Peirson 
Mr Riley 
Miss Sinclair 
Mr Pratt 
Mr Cropper 
Mr H J Davies 
Mr Lord 

Sir Lawrence Airey-IR 
Mr Battishill-IR 
Mr Isaac-IR 
Mr Calder-IR 
Mr Johns-IR 

Sir Angus Fraser-C&E 
Mr Knox-C&E 
Mr Wilmott-C&E 
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CC: 

Deputy Governor B/E 

1986 FSBR 

I attach the printer's proofs of the FSBR. 

2. 	To give you a clear 	picture of how the FSB 	actually 

appear, your copy consists of the sheets from whic 	h printer 

will finally make his plates for printing (although 	e or 

two respects the printer has not yet got the style for t 	les 

BLO enclosure 	pages 
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actly right; we will be making the necessary changes for 

next proof stage). 

There are 	mber of points to note: 

Chapter 1  

Table 1.1 now 

(the other solutions 

awkward places). 

facing the first page of Chapter 1 

uggested would break up the text in 

ing excise 

of the 

3 	i small number of corrections have been made in manuscript 

to 	ttached proofs to bring them up to date where necessary. 

But o 	ep the copy fairly clean, we have kept these to a 

minimu 	Not all of the numbers in the table are yet consistent. 

The proofs will be further corrected taking account of additional 

comments before being returned to the printer. 

Paragraph 1.08 gives a figure for tax reductions of 'almost 

El billion', although it is not clear whether this is referring 

to direct or PSBR effects. The 

effects in the table but to g 

  

usual form is to show direct 

overall PSBR effect of 

 

the Budget in the text. This 	d require deleting all of 

paragraph 1.08 after 'planning total 	d inserting: 

kctItA) 

"The public sector borrowing req 	nt Lis set at some 

£7 billion, or 11/4  per cent of G 	- slightly below the 

level indicated in the MTFS published in last year's FSBR. 

The Budget measures are expected to contribute  

El billion to this figure, over and above the cost of 

indexing tax rates and allowances, and rev 

duties. 	Table 1.2 below summarises the 

receipts and the direction of expenditure." 

Do you wish us to make this change? 

2 
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Mr Monck has suggested that the employment measures should 

ar in the following order in Table 1.1: 	
N.) 

fA4A-- 
Jobb...tart counsellin 

Jobstart allowance 

Community Programme 

New Workers Scheme 

Enterprise Allowance 

Loan Guarantee Scheme 

Nor 	Ireland consequentials 

Do you agree? 

Chapter 2  

8. 	The annex to Cha 

total as £1/2  billion (sin 

The unrounded figure is 

shows the shortfall in the planning 

figures are rounded to £1/2  billion). 

£0.3 billion, and the shortfall is 

described as 'slight' in Chapter 5 - paragraph 5.02. 

Chapter 3  

(31 C-4P) 

We propose to put the extra° 	tf, which you requested, 

immediately after Table 3.10. And 	reference to the reduction 

in income tax will appear in paragrapg> 

in Table 3.14 are now calculated over th 

The average errors 

lad 1975-84. 

0 

Chapter 4  

The Chapter takes in the new paragraph on 	T, and the 

link with income tax. 	Sir Peter Middleton's 	tion that 

each line of Table 4.1 be given a number to link it 	t 	section 

of the annex has not yet been taken up (there is 	)ficient 

room on the attached proof). But we will put thkei. 	mbers 

in, if you agree. 
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The planning total outturn for 1985-86 is shown as 

9 billion, in line with the Chief Secretary's decision. 

12. 1,4 need to put these proofs back to the printer, having 

taken in your further comments, first thing on Friday morning 

in order to keep to the timetable. I should be grateful, 

Lherefore, if you would let us have your comments before close 

tomorrow (Thu 	evening. 

HCS 

M C SCHOLAR 

0 

4 
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1984-85 1985-86 

General government expenditure 	 150.0 	157 

General government receipts 140 	149150 

Fiscal adjustment from previous 

1i 

Annual fiscal adjustment2 	*AC'(‘ 
GGBR 
Public corporations' market and 
overseas borrowing 

PSBR 
Money GDP at market prices 

8 

7 

4356 

9.1 

II;

m-Term  Financial Strategy 

BUDGET SECRET 	NOT TO BE COPIED 
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recent events in world oil markets make the projection of oil revenues 
particularly uncertain. On the expenditure side, the planning total for the final 

year has yet to be agreed. 

2.29 Changes since the 1985 MTFS are discussed in the Annex to this 

Chapter. 

Table 23 Public Sector Borrowingl  

billion, cash 
1986-87 1987-88 1988-89 1989-90 

163 469 IO 175 180 

156 164 174 182 

2 6 

2 4 3 

1 8 7 7 

-1 040- 

7 7 7 7 

380 405 ilafr421 453 

PSBR as per cent of GDP 2  

 

'Rounded to the nearest Ll billion from 1985-86 onwards. Further details for 1985-86 and 1986-87 are provided in Table 6.5. 

2  Means lower taxes or higher expenditure than assumed in lines 1 and 2. 

Conclusion 
2.30 Events in the UK 	here may necessitate revisions to the 
assumptions on which thets ectio s have been based. But the 
Government is committed t 	ming the progress to lower inflation 

in the medium term, secured 	appropriate financial policies. The 

MTFS provides the framework 	ich the Government will 

pursue its economic policy. 
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FROM: ROBERT CULPIN 
DATE: 12 MARCH 1986 

Chief Secretary 
Financial Secretary 

ec 
Economic Secretary 
Minister of State 

\(\ Sir P Middleton 
Sir T Burns 
Mr Cassell 

„IV' Mr Monck 
Mr H Evans 

k 	 (51 

CC 

V Mr Monger 
Mr Odling-Smee 

yI 	Mr Scholar e  jv.Miss O'Mara 
TN T  Mr Pratt 

Mr H Davies 

BUDGET EPR 

As Mr Scholar reporte 

the last overview, we 

t97'7 

A8 February, and as we discussed after 

r'stablished that we could issue as an h,V,6 

EPR Supplement, on Budget Day, a short, self-contained summary 

of the Budget. We could make it freely available on the Tuesday, 

including it in our Budget pack, and send it to everyone on the 

EPR mailing list within a day 

for security reasons, to make 

come reasonably close. We could() 

others for getting out something 

brief". 

o. 	It would not be possible, 

regular EPR, but this would 

credit with the TCSC and 

proximating to a "Budget in 

I attach a draft, which I have -1?iscussed with Mr Scholar. 

It follows the structure of Chapter 1 of the FSBR and, wherever 

possible, uses language from one or other of the existing Budget 

texts, to minimise different presentations. 

short, because we could not print anything muc ta,.• 
necessarily 

to put to wider use some of the charts from your B 
	• 

Do you want to go ahead with something on th 

so, could I please have comments as soon as possible? 

1 
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er. It tries 

roadcast. 
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If we proceed, we shall of course 

NOT TO BE COPIED 

have to carry through 
the EPR Supplement any relevant changes to the other Budget 

ROBERT CULPIN 

ENC 
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For the<jaIt seven years, the Government's consistent objective has been to defeat inflation 

and establish a vigorous, enterprising, economy which will generate sustained growth and 

increased employment. Monetary and fiscal policy have been set to bring about lower 

inflation while pro 
	

for continued growth in output. Micro economic policies have been 

designed to enhanc 	ospect for output and employment by improving incentives, 

removing unnecessary 	 ensuring that markets work properly - and generally 

improving the adaptability • 	economy. The measures in the Budget strengthen these 

policies and reduce the burden 	tion and the role of the State in the economy. 

Medium Term Financial Strategy 

Z. 	The Budget follows the Medium 	Financial Strategy (MTFS) which the 

Government has pursued since 1980. The M 	sets the framework of financial discipline 

within which economic policy decisions are takkicIt  has succeeded in bringing inflation 

down - Chart 1 - and facilitating a sustained period (4 	rupted growth - Chart 2. 

3. 	It has done so by steadily reducing the annual rate of increase, in cash, of total 

spending power in the economy, as measured by the money value of our national output. 

Charts 3 and 4 show how this is squeezing inflation out of the s 	while real growth 

continues. 
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for money GDP in the medium 4. 	Table 1 sets out 

erm, and the chosen money supply targets consistent with that. Table 2 illustrates the 

ible split of money GDP between real growth and inflation. 

3 gives a path for the Public Sector Borrowing Requirement (PSBR). For 

. BUDGET SECRET 
the  EMMET I- IScr (Miff  e  

BUDGET SECRET 

1986 7udget sets the PSBR slightly below the level indicated in the previous MTFS. 

<./ 

Oil 

6. 	The Budget j  gto be framed in the unprecedented context of a dramatic fall in 

the world oil price. 

average of about $15 

result, the Government's oi 

1985-86 to about £6 billion in 

es have halved, from about $30 a barrel in November to an 

ast x weeks. They are now the lowest since 1979. As a 

ues are expected to fall from about £11/ billion in 

Consumers and industry will benefit from lower oil prices. And lower oil prices will 

encourage higher world trade and output, with lower world inflation. The overall effects on 

both output and inflation in the UK are exp 	be broadly neutral - if anything, slightly 

bene ficial. 

Forecast  

These effects are taken into account in the forecast published with the Budget - 

Table 4. Inflation is set to fall further - to [3 PA ] in 1986. Output I expected to continue 
(AAIL &  

to grow by around 3%, CAvestmen and exports. 	 . The 

balance of payments may be in surplus by £31 billion in 1986 even tho 	ices are low. 
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The main income tax proposals in the Budget are:- 

A cut of lp in the basic rate 

ndexation - by 5.7% - of personal tax allowances. 

10. 	ChartS-shows the inco 

13 UDlika SECKK-1" 

NOT TO BE COPIED 

(d'6' 

The Government believ that people should be left free to spend or save more of their own 
(  

money. These ch ges will let people keep more of what they earn. They will 

a 	In,  AA, 
with  bire-greetteet--ppepertiona444-Uenefit 

qki" 	 cv,)04
-

L ft,-4 	 er?' 	X 110  (A^ 	44C  • ii•e‘ 	
-. • 

••• =•• 	 They will also reduce the marginal tax rate for the vast 
'44 

majority of unincorpor dtinesses and the self employed. 

ructure for 1986-87. 

The Chancellor is publishing with the Budget a Green Paper on the longer term Reform 

of Personal Taxation. This discusses a range of options which will in due course be opened 

up by the computerisation of PAYE. 

In particular, it outlines a possible re 	of the present system of personal 

allowances. Instead of treating a wife's income 	 f her husband, there would be 

independent taxation, with allowances transferable b 	en husband and wife. Everyone 

would have a 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 have privacy in their tax affairs; the tax penalti s 	marriage would be 

removed; and more tax relief would go to couples at the point whet 	e most likely to 

need it, when one of the partners is not in paid work. 
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PrEUMI'Vle Et4rTt own,   13. The other main tax 

A new scheme for tax-free investment in equities  - I  the Personal Equity Plan 

loth 	 i/ All 	c.4-) 
A halving of the stamp duty on share transactions 	 a broadening 

of the base of the tax4 

olition of Capital Transfer Tax on lifetime gifts 

Clearer rules for dealing with excessive surpluses in pension funds 

- 	Indefinite extension of the Business Expansion Scheme (described in the 

Economi 	ogress Report for November/December 1984) 

A subs ckage of assistance to charitable giving. 

These measures will help 

encourage charitable giving. 

wider share ownership, help new and small businesses, and 

As a further measure of help for new and small businesses, the Loan Guarantee 

Scheme will be extended. This provides a Government guarantee for 70% of qualifying bank 

loans. 

There is no change in the rate of VAT. %tc• duties are being increased, in total, by 

about the amount required to keep pace with in t o 	Within that, petrol and dery are 

increased by rather more; but the real tax burden o 	otorist will be kept unchanged,, 
(/* Cf) a luo, 	k   

with no increase in Vehicle Excise duty on cars and loYries. (ytere is no increase in the 
1111,(Goe.A.-% (Pe 

d ties on any alco olic drinks. 

Employment and unemployment 

 

16. Despite the persistence of high unemployment, which is a major 	throughout 

Europe, Britain has created mo e jobs in the last 2 years than the rest o 	ommon 

Market put together. Chart shows the record in the UK and in some 	 ajor 

competitors. 
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17. 	The Government  b eigtIEDGETPLISTrOfiltyn  E mployment depends on two main 

hings. The first is a sustained improvement in the performance of business and industry, 

s of the economy as a whole. The Budget is designed to assist this. The second is a level 

0awhich prices people into jobs instead of pricing them out of jobs. 

BUDGET SECRET 

y to make pay arrangements more flexible, and more sensitive to market 

pressures, might be to move to a system in which a significant proportion of an employee's 

remuneration depends directly on the company's profitability per person employed. This 

would give the wor r. ce a more direct personal interest in their company's success. The 

Government will 	e discuss with employers and others whether a scheme could be 

devised to give some rtytive to the development of such profit sharing agreements. 

19. To give more immed• 

direct measures:- 

o the unemployed, the Budget includes a number of 

Ever ne of the long-term unemployed throughout the country will be called to 

interviews to see if they can be help -d in finding a job 

There will be a nationwide Jobs 	• eme, providing a grant of £20 a week for 

six months for those long-term un'`;' 	oyed who take a job at less than £80 a 

week 

A New Workers Scheme will help 18-20 
	

d . It will provide for a payment 

of £15 a week for a year to any employer taking on an 18 or 19 year old at not 

more than £55 a week, or a 20 year old at not more than £65 a week. 

The rate of entry into the Enterprise Allowance Schem 	ill be increased from 

about 64 thousand a year to 100 thousand a year byaji I7. This Scheme 

makes payments of £40 a week for up to a year to assi 	iiloyed men and 

women to set up in business on their own account. 

The Community Programme, which offers the long-term unempl 	k for up 

to a year on projects of benefit to the community, will be expand 	ro about 

200 thousand places to  aid s/thous and  tzrvi Ekt-1, 3 
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These measures cozneBJtGttpeLdrsiroorkreerc d in the 1984 Budget, to launch 

new 2-year Youth Training Scheme, leading to a recognised vocational qualification. The 

and expanded YTS will come into operation in April. 

b

t f these measures to help the unemployed will have a public expenditure cost. This 

will 	 om the public expenditure Reserve, and so will not add to the planning total 

for public expenditure. 

Revenue and expend 

21. 	Table 4 summars 	ffect of both the tax and expenditure measures. 

22. 	Chart shows the sour uses of public money in 1986-87. 
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Money GDP Growth and Inflation 
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Money GDP and Output Growth 
75 	(oercentooe cono o orne Quarts.- of arreknrkyetr) 
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Age allowance for 
the single person 

Singi 
and t 

ear 

's allowance 
aximum 
e relief 

42005 

42205 

Ma rn eVlfoance 

43455 

Additional personal 
allowance and widow's 
bereavement allowance 

Age allowance for 
the married person 

"alio nce 
income h 

42490 

,C115o 

41250 

	 ,.. , 	. 	

....A...11'1, -=."--- 
	...„. 	,. 	

,.r-.1_ -..„,.--.„. 	.:-.  
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30% 
Basic rate £16200 
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uta 

ggreg 

2  ‘ZZ 

3  
Other sources2  

11 

Borrowing3 
 IOW 

Cash totals of r 
expenditure: £1 

I imincrney 
984-85 

Table 3 

+14 

—17 

,-.1 4 m hs 
	+20 +20 +16 +13 +19 	+27 

e,age domes 
;)rices next 
-nonths 
	 +45 —36 +23 +34 +39 +30 

Forward indicators 
Fhe April CBI Industrial T ids urvey indicated con- 

tinued growth in manufac 	• and and output and 
an expected stabilisation 	 turing employment. 
liusiness optimism rose si 	and recent move- 
ments are plotted in chart 7. 	er books stood at 
their hest level since 1977. Re 	i 	om the survey 
are summarised in table 3. 

The monetary 

Narrow oney 

'Narrow money' refer to money balances 
which are readily avail le to finance current 
spending, that is to ay for 'transactions 
Purposes'. 

MO (target aggregate) 
Notes and coin held y the public and banks 

plus banks' holdings 
	

cash (till money) plus 
banks' operational bal nces at the Bank of Eng-
land (bankers' balance ). 

,T1 0 

,eXt 

pendi- 

CBI trends su ey 
(% balances) 	B  

1984 1984 

+27 +26 

4-  20 +21 

—16 —12 

Jan Apr 
1984 

—3 

J r 
1 1985 1985 

5 + 4 +18 

+18 +11 +14 

—15 —10 — 1 

IE 

Pence in every pound' 

TED 
Where it comes from Where it goes 

National insurance, 
etc. contributions 

Value added tax 

Income tax 

15 

12 	10 

22 25 

11 

11 

Education and science, 
arts and libraries 

Defence 

Health and personal 
social services 

Social security 

Local authority 
rates 

Corporation tax 

oieur.venue 
an4is6yaIties 

Customs and 
excise duties 

10111111. 

11 

kilia0 

4 

3 

3 	
Other environmental 
services 

2 	 Housing 

2 	 Overseas services 

2 

1 	) Agriculture, etc. 

Other public services 
and common services 

Transport 

Industry, energy, 
trade and employment 

Law, order and 
protective services 

B DGETSECRfIU  
DGET LIST ONLY 

Jan Apr 

Broa money 

'Broad money' refe 
actions purposes an 
saving. It provides 
sector's holdings of 
assets which could 
ease and without c 
goods and services. 

Sterling M3 (EM3 

Notes and coin 
private sterling de 
UK residents in U 

s to money held for trans-
money held as a form of 
indicator of the private 

relatively liquid assets — 
e converted with relative 
ital loss into spending on 

Scotland° 

Wales° 

Northern Ireland-4  

Interest payments 

Other expenditure5  

target aggregate) 

eld by the public plus all 
sits (sight and time) held by 

banks. 

See also the Ba k of England Quarterly Bulle-
tin, December 1 2, page 530, March 1983, 
page 78 and Mar h 1984, page 79. Monthly fig-
ures for these a regates are given in the Cent-
ral Statistical i ice's Financial Statistics (ob-
tainable from HMSO). 

1  Rounded to the nearest penny. Because of rou 	 ture items 
do not add to 100p. 

2  Including vehicle excise duty, taxes on capital, gro 	 us 
and rent. 

3  By central and local government. 
'Expenditure under the responsibility of the territorial 	eta 	te. 
s After deducting receipts from special sales of assets. 

Source: Derived from Financial Statement and Budget Report 1985-86. 
table 5.4. 
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Growth of the Money Supply and Money GDP 
1985-86 1986-87 1987-88 1988-89 1989-90 
9  (7i) 64 61 6 5f 

3i 2-6 2-6 1-5 1-5 
141 11-15 

7 	7 	7 

Public Sector Borro 

10.1 	7 

at.C- 
3 

PSBR 

Percentage c 	e on 	out _financial year. See Table 2.2 for assumptions on output and inflation The figure in brackets for 1985-86 is adjusted for 
the coal strike. The 	1986-87 is a forecast; and in subsequent years the figures describe the Government's broad medium term objective. 
2 1985-46 -  pmemi e changefrorn mid-February to mid-February. 
1986-87: target ranges. 

1987-88 onwards: illustrative ranges for .%10. 

ut and Inflation Assumptions 
Percentage change on previous C 	'ear - 

86 
Real GDP 
Non-North Sea 
Total 
Inflation 
GDP deflator 	 51 

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

3 21 21 21 
2i 2i 2.i 2i 

31 31 3i 3 

PSBR as per cent of GDP 	 3.1 	2 	0 1i 
I  Rounded to the nearest Ll billion from 1985-86 onwards. Further details for 1985-86 and 1986-87 are provided in Table 6.5. 
2  Means lower taxes or higher expenditure than assumed in lines 1 and 2. 
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The prospects: summary 
Forecast 	Average errors 

from past 
Forecasts' 

Output and expenditure at constant 1980 	per cent changes 1985 to 1986 

es 

TL 

Fixe ent 

.v an. ervices Exports of g 

facturmg 

B. Inflation 

building (as per cent of level 

4 1 

1 1 

5 21 

0 

5 21 

6 21 

3 1 

3 21 

per cent changes 

31 2 

31 31 

Chan 
of GDP 

Consumers expenditure 

General 	vemment consumption 

Imports of goo 

Gross domestic pr 	al 

Retail prices index 

1985Q4 to 1986Q4 

1986Q2 to 1987Q2 

:ices 

N 	F &ILA. 	s. fsa.c v 	(5 toll. 

Domestic demand 

of which: 

Deflator for GDP at market prices 	 per cent changes on a 
year earlier 

Financial year 1985-86 

Financial year 1986-87 

Money GDP at market prices per cent changes on a 
‘ear earlier 

Financial year 1985-86 	 9 	 11 

Financial year 1986-87 	 7 11 

Balance of payments on current account 	 billion 

1986 
	 31 

1987 first half (at an annual rate) 
	

11 
	

4 

PSBR 	 k billion= 

5f 
	

1  

21 

Financial year 1985-86 	 61 (1-9) 

Financial year 1986-87 	 r j  [(I 8)  

The errors relate to the average differences (on either side of the central figure) betweeN 

The method of cakulating these errors has been explained in earlier publications and got,  

forecasts (see Economic Progress Report June 1981). The calculations for the constant price 
the GDP defiator J are derived from forecasts made during the period between June 1965 and c 
1983. For the current balance and the retail prices index, forecasts made between June 1970 and 
are used. For the PSBR, Budget forecasts since 1967 are used. The errors are afire adjustment for 
the effects of major changes in fiscal policy where excluded from the forecasts. 

2  Per cent of GDP in market prices shown in brackets. 
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1986-87 
Changes from 
an indexed 
base 

Changes from 
a non-indexed 
base 

1987-88 
Changes from 
a non-indexed 
base 
(yield( + )/cost( - ) 

- 950 -950 

Tax Proposals: 

Income tax basic rat 

Income tax allowances 	Teolds + 15 1125 

Excise Dunes—petrol/d 135 +475 

135 

175 

175 

+15 

+5 

±315 

Nil 

+30 

VED 

—tobacco 

alcohol 

gas oil 

—other minor oil duties 25 20 

Stamp duty—reduction in rate - 70 - 70 

+70 +70 —extension of base 

Capital Transfer Tax -35 -55 

Charities—package of reliefs 10 10 

Neg 

+25 

—ann-abuse measures 

Pension Fund Surpluses 

Other tax changes — 40 

Total tax measures 980 1 350 

Neg +5 Loan Guarantee Scheme 

+ 50 Enterprise Allowance Scheme -4-5 +35 
-4- /5 +50 New Workers Scheme 

+60 

+5 

195 

- 95 

100 

Community Programme 

Northern Ireland consequentials 

Total expenditure measures (gross) 

Offsetting reductions in social security benefits 

Net call on the Reserve 

+10 

+ 290 

- 125 

+ 165 
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million at current prices 

Expenditure Measures: 

These measures, and the basis of the costing; shown, are described In detail in Chapters 4 and 5. 

+ 120 
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4.05 Three taxes have been abolished: 
	

Invest 	 ome 

Surcharge; Development Land Tax and National Insurance 

Achievements 
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re) 
4. The Budget Tax and National Insurance PTha1s 

4.01 The Government's aim is to reduce the burden of axation as a 

proportion of Gross Domestic Product, within the o erall financial 

framework of the Medium Term Financial Strategy. The Green Paper 

"The Next Ten Years: Public Expenditure and Taxation into the 

1990s" (Cmnd 9189) outlined the framewor within which the 

discussion of fiscal plans over the longer ter could take place. The 

size and shape of tax changes in any year depend on many factors: 

4y must above all ensure that the nati 's finances are maintained 

sound footing. What is important s that annual changes should 

t of a coherent approach to t xation over the longer term, 

ttne
to complement the Govern r exit's policies in other fields. 

4.03 Considerable pr 

allowances have be n in 

since 1978-79. 	e top r e 

been reduced frvin 83 per cera 

4.02 

approac 

wealth cr at 

ernment has a number of objectives which influence its 

ation. These include stimulating 	enterprise and 

more freedom for individuals to decide how to 

spend money which they have earned; the encouragement of personal 

independence and of the/ voluntary sector; and the reform and 

rationalisation of the tax/System. 

as already been made. Basic personal 

by about 20 per cent in real terms 

of income tax on earned income has 

er cent; while the basic rate 

has been redu ed from 33 to 30 	nt. 

4.04 The overnment initiated in 1984 a radical reform of business 

taxation Corporation Tax was reduced from 52 per cent to 35 per 
f 

cent f the financial year 1986. This is the lo 	t rate of any major 

indu rialised .  coUntry. The reform included4 bolition of stock 

rel'ef and phasing out of first year allov 	or plant and 

i  achinery and initial allowances for industrial b 	g tt The burden 

f capital taxation has also been reduced. 
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National Insurance 	 4.08 From 5 October 1986, enges are proposed to national 
Contributions 

insurance contribution rates for certain low paid employees [and for 

the self employed]. Unless otherwise stated, the decisions 

announced on 12 November 1985 and taking effect on 6 April 1986 

will continue to apply. 

Income Tax 

BUDGET SECRET 
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1986 Budget 

4.06 he need to adop 	cau. us and prudent approach, in the light‘ 

of lower oil prices an 7tenues, and uncertainty about the future, 

has limited the scopeA overall tax reductions. Nevertheless, the 

tax proposals in _this y 	Budget re resent a firm continuation of 
z' 	 -1 

the Government's  _policies.  The main changes in tax and national 

insurance contributions proposed in the Budget are summarised 

below. A full list of changes is given in the Annex to this Chapter. 

Income tax personal allowances and higher rate thresholds will 

eased by 5.7 per cent (the year on year increase in the RPI to 

1985, in line with the statutory indexation provisions). 

an that 

NOT TO BE COPIED 

Thi 

th ersons and wife's earned income allowances will rise 

from &2ZO5to £2335 

the married allowance will rise from £3455 to £3655 

the additional 1 allowance and widow's bereavement 

allowance will ri 	om 1250 to £1320 

the basic rate limit w ris 	om £16,200 to £17,200 
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Excise duties 
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The existing reduced rates of Class 1 employees 

contributions of 5 per cent and 7 per cent will be cut by 

1 percentage point to 4 per cent and 6 per cent respectively and 

a new reduced rate band of 8 per cent introduced for employees 

earning from £95 a week up to £140 a week. The full graduated 

structure of Class 1 rates will then be as follows: 

Employer 	 Employee 
(no change) 

Earnings 	 Rate payable on 	Rate payable on 
£pw 	 all earnings 	 all earnings 

(70 
to 59.99 5 
o 94.99 7 

139.99 9 
85 	 10.45 	 9 

	

10.45 	 9% of 285 

e flat rate Class 2 contributions for the self employed 

wi •e educed from £3.80 to £3.40 a week from 

5 Oct er 19861 

[The Class 3 voluntary contributions will be reduced from 

£3.70 to £3.30 a week] 

4.09 The duties on ci 	iteand hand rolling tobacco will rise by 

13.6 per cent, equivale 	just over lip on a packet of 

20 cigarettes. 	Those on \p.. 	bacco and cigars will remain 

unchanged, as will all duties on 	lic drinks. 

4.10 Duties on road fuels will go up by a little more than 8 per cent 

or approximately 7.5p on a gallon of petrol and 6.5p on a gallon on 

derv. 

c7o 
4 
6 
8 

er 

Encouragement 
of Enterprise 

Business Expansion Scheme 

4.11 The Business Expansion Scheme has 	adeU. valuable 

contribution to the growth of risk investment and e p 	nt. It is 

therefore proposed to continue it after 1 April 1987 	 empt 

new BES shares from CGT on first sale. Proposals to 	the 

scheme are being made to ensure that it provides fcve 

encouragement to high risk investment. Some asset based activities 

are to be excluded. 
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4.12 In order to remove obstacles to outright giving, the lifetime 

CTT charge is to be abolished for gifts between individuals made on 

or after Budget Day. A charge will however be maintained on 

transfers involving trusts. Provision will be made to charge gifts in 

relation to which the donor may continue to enjoy a benefit. To 

reflect its new structure, the tax will be known as the Inheritance 

Tax. 

4.13 Under the new arrangements, the yield from Inheritance Tax on 

ths is to be protected by charging gifts within 7 years of death at 

rates. The exempt amount and rate bands of the tax will be 

d by 5.7% under the statutory indexation provisions. 

,,,......„.... ........„..,, 
Encouragement of Wider 	4.1."" -overnment propose to introduce a new tax scheme, as 
Share Ownership 	 ir  

from 	 1987, specifically designed for individuals who invest 

directly . "

N‘  
e . Shares held in specially designated accounts will 

be free o any tax on both capital gains and dividend income, 

provided that such gains and income are reinvested within the 

account. Investment of up to £2,400 will be permitted each year and 

the shares will have to be eld for a minimum period. 

Stamp Duty 	
0 

4.15 It is proposed that theor. 	Stamp Duty should be reduced 

from 1 per cent to per cent 	re transactions. Since it is not 

proposed to reduce the overallcamount of tax paid on financial 

transactions, the rate cut will be offset by widening the scope of duty 

to cover the following transactions (currently exempt): 

American Depository Receipts (ADRs) 
Intra-account dealing 
Takeovers including mergers 
Loan Stock 
Renounceable letters 
Company purchase of own shares 
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easier access for employee controlled companies (and 

worker co-operatives); 

easier conditions on exercise of savings-related share 

t propbsals ta 

T-15CcupatioNl*on schemes whic 

has been su-ested that a numbe 

greatly exceeding the cost pfv-their 

Pension Fund Surpluses 	4.17 problems relating to 

e recently caused concern. It 

ension schemes now have assets 

ected liabilities. But there is 

(but no 

BUDGET SECRET 
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Employee Share Schemes 

4.16 To build on the progress already made in recent years, the 

following measures are proposed to encourage the spread of approved 

employee share schemes: 

the extension of the present tax relief to shares subject to 

a restriction requiring disposal when employment ends; 

an undesirable degree- of uncertainty about the options open to 

k trustees of schemo whe seeking to reduce such surpluses. 1  It is 
\..------- 	-----.._ 

proposed to clarify ant 	the present rules as follows: 

pension funds kets and liabilities will be valued, for 

these purposes only on(,t 	d assumptions provided by the 

Government Actuary: 

where such valuation shows an actuarial surplus of assets 

over liabilities of over 5%, the trustees will be required to 

reduce it to not more than 5%: 

the reduction can be made by (i) 

benefits (within existing limits), (ii) a con 

ase in pension 

reduction or 

holiday by either employer or employee or (Lund  a 	to the 

employer; or by any combination of these 

refund will be permitted below 5 per cent); 

where a refund is made, it will be subject to a covery 

charge in the employer's hands at a rate of 40%. 
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ble giving 	 4.18 Four new types of tax relief are proposed: 

Companies - other than close companies - will for the 

first time be able to claim tax relief for single gifts to charity. 

The relief will be on single gifts up to a maximum equal to 

[2] per cent of the ordinary dividends paid by the company in 

an accounting period. 

To encourage charitable giving by other companies and 

individuals, the Government will remove the present annual 

limit of £10,000 on the amount of charitable giving through 

deeds of covenant for which an individual taxpayer may claim 

her rate relief. 

here will be a new scheme to encourage individuals to 

tions to charity through deductions from their wages 

Employees whose employers participate in the 

schem 	e able to get tax relief on donations of up to 

E100 a year. 

VAT relief will be available on installation of distress 

alarms and lifts to 	handicapped, most press advertising by 

charities, medic 	products, video and refrigeration 

equipment supplied c' 	rtain charities, recording equipment 

used by charities for 	bli , and welfare vehicles used by 

charities to transport the nd or mentally handicapped. 

0 
4.19 Measures are also to be taken to prevent charitable status being 

abused by a minority of unscrupulous operators who are manipulating, 

for personal gain, the present rules for charitable relief. 

Business taxation 
4.20 The final stage in the business tax refo 	duced in 1984 

will take effect on 1 April 1986 with the red 	 the main 

corporation tax rate to 35% and (with a few m 	nsi tional 

exceptions) the disappearance of first year and 	capital 

allowances. It is proposed to complete these reforms by • the 

mines and oil wells capital allowances code, and adapting 

of allowances for agricultural buildings. In order to provid 	full 

measure of tax depreciation for agricultural buildings and works with 
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Oil taxation 

NOT TO BE COPIED 

11 be available on their disposal 

or destruction if the taxpayer chooses. 

4.21 To maintain its value, the CGT annual exempt amount is to be 

increased in accordance with the statutory indexation provisions by 

5.7% from £5,900 to £6,300 in the case of individuals, and from 

£2,950 to £3,150 in the case of most trusts. 

4.22 No other changes are being proposed to oil taxation apart from 

technical changes to remove some anomalies. 
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Car and car fuel 
benefits ,Qct The scales which determine the cash equivalents of car and car 

1 enefits received by directors and employees earning £8,500 or 

Value Added Tax 

9* .

0 to be changed from 6 April 1987. The present 1300cc and 

18 -me-size break points are to be aligned, on a revenue- 

neutr 1 	with those - 1400cc-2000cc - for the EC Directive on 

exhaust 	s. s. The resulting scale charges for car benefits will 

be increa d 	per cent. From April 1987 the same fuel benefit 

scales will se used both for income tax purposes and to assess the 

VAT chargeable on fuel used for private journeys in business cars. 

4.24 From 19 March 198 	e registration limits will become £20,500 

per annum and £7,000 	rter. 

Vehicle Excise Duty 	4.25 The duty on most ca light vans, lorries and motor cycles will 

remain unchanged. The dutyG 

by 5%. 

buses, coaches, taxis will rise 

 

0 
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Negligible 

Negligible 

Negligible 

Negligible 

Negligible 

Nil 

Nil 
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ured against in indexed base. 

rect effects of changes in taxation 	
Csillion 

 

	

t'  Estiseted effect 	Eitiiited effect 

	

on receipts in 	on receipts in 

\J\ir 	
1986-87 (a) 	19B7-81 (a) 

f)L,/ 
Incose tax 

Increase in single allowance of £130 and married allowance of £200 	 Nil 	 N11 :111 Increase in additional persona: a V 	nce and widow's beror,teent 
allomante of UN 

	

Nil 	 Nil (b) Increase in age allowance of Cl 	 and £250 (Carried) 
end income lieit Of £600 

Increase in basic rate Nett of CIO 00 	
Nil 

	

Nil 	 :ii ll 	( bb1 Increase in further higher rate thresh 	
Nil 	 Ni) (b) Abolition of higher rate relief lieit f 	 le covenants 	 Negligible 	 -5 Relief for charitable donations through p ro 	ction lichens 	 NiI 	 -20 (4) Fringe benefits - car and car fuel scales 	 Nil 	 .15 Changes to relief for overseas travel expense 	 -10 

Changes In tuition of uployee share iquisitio s 	 Negligible 	 Negligib-le ( ef: Use of restricted shares in Approved esploree shar schemes 	 Negligible 	 Negligible (gi Use of shares providing esployee control in approved esploret 
share ;theses 

	

Negligible 	 Negligible Exercise of options granted under approved savings-related share 
option :cheeps 

	

Negligible 	 Negligible (Co-oporativec use of reducible shares in approved profit-sharin 
schleps 

	

Negligible 	 Negligible ) (Change in basis of issessseert of enterprise illowince 
Exception of pensions paid to victies of Nazi persecution 	

Negligible 	 -5 / 

	

Negligible 	 Negligible Relief for dividend, paid into recognised clearing systees 	 Nil 	 Mil Extencion of disclosure of inforsation to local authorities 	 Mil 	 $1) 

Incase Us and capital pins tax 

Business Exptnsion Schsse- continuation beyond April 1917 and changes 
in coverage 

Tax relief for equity savings scheee 

INLAND 

-25 ii) 

Incase tax and corporatioo tax 

Nines and oil wells capital illowances 
Changes in agricultural buildings allowance rules 
Changes in capital allowance rules for leased assets 
Changes in capital allowance rules for fixtures 
VAT penalties, intsrest, surcharges and repoyetnt supplement 
TRelief for expenditure on research and developsent 

incose tax, corporation tax and capital gains tax 

Charitiesi anti-ivoidance ensures 
lisiting scope of anti-bondwashing provisions 
Asendeents to Accrued Incou Scheel 

Negligible 	 +20 
Negligible 	 Negligible 

ill"  NOT INCitieE COPIED BUDGET SECRET"911  
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!num taw, corporttion tax, capital gains tax and capital transfer tax 

noes in relation to securities 

corporttion tax and recovery charge 

de upational pension scheees 

Corporation tax and capita gain 

Options and contracts for gil 

(Seall part disposals of land 
uritiet etc 

	

-35 	 -35 (e) 

	

Nil 	 Nil (10 

	

I/ 	 Negligible 

Negligible l 

-75 (t) 

+20 

+20 

A10 

35 

-7 

+20 

420 

NO 3 

+20 

1 Na 9 
N I 

Corporation tax 

Relief for single donations to charity by coeparies 

Loans by close Lawn 

Transfer of losses 	ny reconstruction 
Definition of atsoc 
	

cny for ring fence ACT set-off 
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Negligible 	 Negligible 

	

+20 	 +120 Ca) 

	

Neg;igible 	 -25 (n) 

	

(a) 	 (a) 

	

Nil 	 45(p) 

	

Nil 	 Nil fq) 

	

Nil 	 Negligible 
Nil 	 -5 

Oil taxation 

Fields in town unerthip i  shared use of assets 

[Disposal receipts in exespt gas fields 

Onshore/offshore boundary line 

Alternative gas valuation rules 

Capital gains tax 

Indexation of annual except *fount 

Restriction of holdover relief for dual resident trusts 

Capital trancfer tax and inheritance tax 

	

Nil 	 Nil 

	

Negligible 	 Neglieible 3 

	

Negligible 	 Negligible C(r)3 

	

Nil 	 Nil 

Nil 
	

Mil (10 
Nil 	 /5 

Abolition of lifetiet charge on transfers betpeen individual; 
Indexation of chargeable rate bends 
Partially except estates 

[ Extension of exception for shut transtert to eaployee trusts 

Stoup duties 

Reduction in rite on shores to 0.3 per cent froe Autuen 1986 
Extension ot duty to takeovers etc 

Withdrawal of exeeption for loan ttock and purchases of own sharet 

Duty on conversion to depositary receipts 

Other changes 

TOTAL INLAND REVENUE NOT20-30 BE  comp BUDGET SECRET 
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SIMI AND MIR 

Yalu 

	

-43 	 -45 (c) 

	

-95 	 -105 Cc) 

	

-3 	 -3 Cc) 

-33 Cc) 

	

*110 	 +120 Cc) 

*30 lc/ 

	

-3 	 -Sic) 

	

-10 	 -10 10 

	

-10 	 -10 Cc) 

	

*25 	 +25 Cc) 

	

+175 	 +30 Cc) 

	

+130 	 +200 

Clad vehicles 

-140 ) 

I -33 1 
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Increase 	registration limits 	
Nil 	 Nil 

Revised treatatnt of sotoring txptnsts 	 Nil 	 +40 3 
WIN rults on disaggregation of registrations 	 Negligible 	 +20 
Long term lettings of accossodation 	

Nil 	 +10 
Reliefs for charities and the handicarped 	 -10 	 -10 

Excise duties 

Y;  

' No change in rate q3spirits 

o change in rats of beer duty 

No change in rate of duty on cide 

No chilly' in rates of wine and lad 

Increases in rite, of duty on light o 

locrpese in rate of duty on heavy oil f r 

No change in rate of fuel oil duty 

Abolition of duty on lubricating oils 

Abolition of duty on AVTUR 

Incrsase in rate of duty on gas oil 

Incrttses in rates of tobacco products duties 

TOTAL CUSTOMS AND EXCISE 

00 

VlhiC:t Wilt, duty 

No change in YE: on cars and Iorrile 

r\cc-ec. 	lz ,tkcAkt‘ 

Other 

Sus fuel grants 

)<:1 TOTAL COMBED IN TAXATION 

National Insurance Contributions 
reduction in rate for earnings below £149 pw 

Total changes in taxat Lon  aurPtocEeTE s-gcl3g-r I 
contributions 
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Indexation 

Income tax 

Main 

Basic rate lisit 
-205 

Fether higher rate thresholds 	 5 	-100 

Total incase tax 

allowances 	 -1445 

1907-1B 

Capital gains tax 

Except isownt 

Capital transfer tax 

Thresholds and binds 

	

-1140 	-2300 

Nil 

	

-20 	-60 

	

+100 	+170 

	

+30 	435 

	

+45 	+75 

	

+140 	+255 

	

+270 	' +470 

	

+6! 	+120 

	

+140 	+230 

	

+10 	+20 

	

-5 	-10  

..BiltMETTIST ONLY 

-100 

-30 

-43 

+175 

+110 

+30 

-135 

Nil 
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s are rounded to the 
nearest Million. 'Negligible seals less than f3eil1ion, Coaponents say not sue to 

If 	
@Cauca of rounding. A detailed list of the proposals is contained in Annex f ) with 	description of the tieating the direct effects on Mina. 

b. 'axe 	to statutory indexation, The table below shows the direct reYenue effects of indexing the inose tax skin 	
and thresholds (which are shdwr as the first five lines in Table 4,2 above), the capital gain{ tax exeept a  the capital transfer tax thrtihOld and bands. 

Indexation 

a+d Deceshir 	
7 is by reference to the increase 

in the general index of retail prices between Deceeber 1734 
.Tper cent), ro Id d i 	xc: 	

ince with the statutory provisions. For 1907-88 further inoexitio41 of :3.6)ptr cent is assoled (in line with the MTF6). 

Direct Beret', effects 	
Csillion 

Effect of proposed 	Total 
Budget 1986 changes 

moved with indexation 

1984-87 1987-88 1986-87 1987-88 

Nil Nil -1020 -1995 
N11 Nil -70 -205 
Nil Nil -50 -100 

Nil Nil -1140 -2300 

Nil Nil Nil 

Nil -20 -40 

c. The table below shows tht direct raving' effects of indexing the 
mai 

general index of retail prices between Decesber 1984 and Deceaber 1983 ( 
by rtfrie:, to the increase in the 

cent) and the forecast increase between Deceaber 1985 and Deceaber 1986 f(3.6)per cent). 

Direct Revenge ffISCtS 	
feillion 

Indexation 

 

Effect of propoiid 

Budget 1486 changes 

coepared with indexatio 

    

    

118b-07 	1187-se 	198617 	1987-88 987-88 

Coliodi ty 

Beer, cider and perry 

Wine 

Spirits 

Tobacco 

Petrol 
Dory 

at) 

Minor duties 

ILI hit grants 

Total 

	

-110 	 Nil 

	

-35 	 Nil 

	

-4: 	 Nil 

+315 

	

+120 	+380 	+:14 
+180  

	

+30 	 oil 	+150 

	

-140 	 +5 	+90 

	

Mil 	 +10 	+20 
-5 NOT  tb BE COPIED 

	

-5 
	

4795 	'gag 
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d. 	 ett is highly uncertain end depends on tike-up. 

I. T 	h 	first year cost arises fro' the proposal to apply these isprovieents with effect fros b April 1t14. 

4. Fu • 	Id at 1916-87 incase levels, Million, This iftinte xi highly uncertain, 

Full 	at 198i-81 income levels, f10sillion. This eitinte is highly uncertain. 

The cch e 	full year cost at current levels of investment of about flOOsIllion. The 087-118 

figure in 	es 	seall first year cost for continuing the fchese after April 1987. 

The cost will build up over a period and will depend on take-up, This Istinte If highly uncertain. 

The cost will decline gradually in later years, 
t. Cost will not exceed neillion in early 1940's. Long tore cost not exceeding insillion. 

I. The yield rill build up over time to about t(40eillionl by 1991-92. 

1, The figure for 198748 inc des a yield 34 f(701e1llion in corperation tax and incose tax reflecting change: levelS 

0; contributions to or 	I paid from pencion funds, tThe overall yield including recovery charge say be 

about CE2501eillion in 	he following three years. These esthete; are highly uncertain, 

n, Rising to about C701011 	ing on take-up. 

o. Without this nature the A 	 the treateent of loans to participators In close coepahles COuld hot led 

to widespread avoidance, to 	 of teillion. 

p, Rising to an eventual yield o 	stilton a year. 

Q. Without this 'mute it eight 	lb  to breach the ring fence which could result in a loss of tax. 

C r. These figures cannot be directly c 	th those of the yield frog the rinvil of landiate PR 7 exploration and 

appraisal relief for onshore fields 	the 140:-66 FSIR. 	In the light of revised forecasts of exploration end 

appraisal etpentliture, the yield fro 	t dr,rg this relief frog erne within the UK coastline is now @stinted 

to be It sillionl in a full year.] 
S. The eitliated eventual effect attributable to transfers in 1914-87 is f70eillion. 	If increased lifetin 

giving reduces the 'loots in the death estates of donors, the CIT yield fros those death estates will be red,ced. 

But the effects are long-ters and uncertain. 

t. Duty on additional transactions expected to follow iroe the reduction in the rate is taken into account. 

The estinte is subject to a wide eargin of error, The figure for 1987-86 takes occount of a yield of Million 

capital gains tax arising on the adoitional transaction 
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The Budget Proposals in Detail 

It is proposed - 

to increase the single person's allowance and the wife's 

maximum earned income relief from £2,205 to £2,335 and the 

married allowance from £3,455 to £3,655 

to increase the additional personal allowance and widow's 

bereavement allowance from £1,250 to £1,320 

01 t 'ncrease the age allowance for the single person from £2,690 

850, for the married from £4,255 to £4,505 and the age 

e income limit from £8,800 to £9,400 

to inc e basic rate limit to £17,200 

to increase the width of the 40 per cent band to £3,200, of the 

45 per cent band to £5,500 and of the 50 per cent and 55 per 

cent bands to £8,4 

As a consequence  Q 	se changes, the structure of personal 

tax rates in operation 1986-87 will be: 

 

Bands of 	sle Income 

Per cent 

0-17,200 30 
17,201-20,400 40 
20,401-25,900 45 
25,901-34,300 50 
34,301-42,700 55 

over 42,700 60 

It is also proposed - 

to abolish the £10,000 limit on higher rate relief for 

donations to charities 
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roved employee share schemes of shares 

s on their retention by ex-directors and 
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to introduce from April 1987 relief for charitable donations up 

to £100 a year made through payroll deduction schemes 

to change on a revenue neutral basis, with effect from 1987-88, 

the present engine size breakpoints in the scales for taxing car 

and car fuel benefits in respect of company cars provided to 

directors and to employees whose remuneration is at a rate of 

£8,500 a year or more, and to increase the new scale for car 

benefits by 10 per cent 

to extend the relief for overseas travel expenses incurred by 

UK employees working abroad and by expatriates working in the 

, and to extend to UK self-employed persons with businesses 

ly abroad all of the reliefs for overseas travel and 

ence that are available to UK employees working wholly 

hanges to apply from 1984-85 

to amefit  tax charging provisions relating to directors' and 

employees' acquisitions of shares and interests in shares in their 

companies 

to permit the use 

subject to restri 

ex-employees 

0 
to permit the use in appro 	ployee share schemes of shares 

of a class the majority • which is held by directors and 
0 

employees and which gives them control of the company 

to enable approved savings-related share option schemes to 

permit exercise of options within M years in certain 

circumstances 

[to enable [registered bona fide 

co-operatives] to use redeemable shares in 

sharing schemes] 

ives/worker 

d profit 

[to change the basis of assessment of the enterprise a 

from Case Ito Case VI of Schedule D.] 
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to exempt certain pensions paid to victims of Nazi persecution 

to exempt from the requirement to deduct tax certain dividends 

in respect of securities held in recognised clearing systems 

to allow the Department of Employment to pass on to local 

authorities certain specified information supplied to that 

Department from the Inland Revenue Employers' Index. 

Income tax and 
	

It is proposed - 
capital gains tax 

to extend indefinitely the duration of the Business Expansion 

Scheme, to introduce an exemption from capital gains tax on 

t 	first sale of qualifying shares and to make certain changes 

coverage of the scheme. 

Income tax and 	 It is pro 
corporation tax 

to amend the mines and oil wells capital allowances; in 

particular to change to percentage based writing down 

allowances on a reducing balance and incurred basis, instead of 

the existing outpu 	ted allowances 

to amend the pro 

allowance 

governing the agricultural buildings 

to amend the legislation 	ating to capital allowances on 

machinery or plant which is leased 

to amend the capital allowance provisions in respect of fixtures 

to provide for loaned equipment 

to disallow deductions for VAT pe5s interest and 

surcharges and to disregard VAT repayment s ple ent 

[to provide immediate relief for expenditure 

research and development by a company which 

trading] 

d on 

yet 
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Income tax, corporation 
tax, capital gains tax 
and capital transfer tax 
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s proposed - 

to introduce a new tax relief for individuals investing in 

equities 

to introduce provisions to counter abuse of the tax reliefs for 

charities 

to remove certain securities within the Accrued Income Scheme 

from the scope of the anti-bondwashing provisions 

to make minor amendments to the Accrued Income Scheme 

osed - 

It 

Income tax, 
corporation tax and 
recovery charge 

Corporation tax 	 It is proposed - 

t 	changes in relation to securities replacing special rates 

fo 	xchange jobbers by rules for market makers 

It is proposed - 

to introduce a tax recovery charge on payments from 

over-funded occ 4Aonal  pension schemes to sponsoring 

employers 

0 

to introduce a relief from 	or single donations to charity by 

companies which are not clo 

to correct an anomaly in the taxation of loans to participators 

in close companies 

a company 

to make a technical amendment to the definitIon 	ociated 

company for ring fence ACT set-off purposes 

to restrict the transfer of tax 

reconstruction 
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It is proposed - 

to exempt, with effect from 2 July 1986, gains on the disposal 

of any option or contract to acquire or dispose of gilt-edged 

securities or qualifying corporate bonds 

[to amend the provisions dealing with small part disposals of 

land] 

[to give exemption for onshore venture capital companies] 

roposed - 

0 t clarify allocation of tariff charge in cases of fields in 

on ownership which received development consent on 

[to e 	pt certain disposals in wholly exempt gas fields] 

to ensure that the onshore/offshore boundary for oil tax 

purposes coincides with the UK coastline 

to provide an a 	ative basis for determining the market 

value of methane rtain other light gas 

Capital gains tax 	 It is proposed - 

to increase the annual exempt amount in line with the increase 

in the retail prices index so that for 1986-87 an individual will 

be exempt on the first £6,300, and most trusts on the first 

£3,150, of capital gains 

to amend the hold-over relief for gifts toajJdent trusts 

Capital transfer tax 	It is proposed - 
and inheritance tax 

to abolish the charge on transfers between indivi 

or after 18 March 1986 and more than 7 years b 

transferor's death, and to charge inheritance tax on 

transfers on or after that date 

e on 

he 

other 
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to charge transfers made on or after 18 March 1986 but within 

7 years of the transferor's death as tapered amounts of tax due 

on the death rate scale 

It is proposed, for events on or after 18 March 1986 - 

to reduce from 10 to 7 years the period for cumulation of a 

transferor's or settlor's previous chargeable transfers for the 

purpose of the rate of tax on transfers into trust and on 

property held in trust. 

IP(111‘r°Pc)sed  
C=t11  ax gifts with reservation of benefit made on or after 

h 1986 in connection with the donor's death as if the 

the gifted asset had remained in his estate until the 

was finally given up 

to increase the bands of chargeable value for transfers on 

deaths occurring on or after 18 March 1986, in line with the 

increase in the retail prices index as follows: 

Band of 	 Rate on 
chargeable value 0. 	death 

£000 	 per cent 

0- 71 
71-95 
95-129 

129-164 41) 
164-206 45 
206-257 50 
257-317 55 
Over 317 60 

to charge at half the death rates trans 	r than between 

individuals) not within 7 years of the trans 	ath 

to amend the rules concerning the interact 	artially 

exempt transfers and business and agricultural rel 

[to extend the exemption for transfers of shares in a ompany 

to an employee trust] 
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it i  proposed with effect froth! 19 Mar h 1986 - 

to charge duty at a rate of 0.5 per cent on takeovers and 

certain other company reorganisations 

to introduce a new exemption for company reconstructions 

to withdraw exemptions from sale duty for certain categories 

of loan stock and purchases by a company of its own shares 

to withdraw the exemption from bearer instrument duty for 

bearer letters of allotment 

CI barge duty at 3 per cent on the conversion of shares into 

op
ie.) • - tory receipts 

X‘ 

to reduce the rate of duty on transfers of shares to 0.5 per cent 

to impose a tax on certain share transactions which do not at 

present pay stamp 

to withdraw the f3q,e34tion from sale duty for letters of 

allotment 

to change the rate of duty 	arer instruments 

Value Added Tax 	 It is proposed - 

to 	increase the registration limit to £20 0 per annum and 

(
£2,000 per quarter 

to make VAT relief available for charitie Otallation of 

distress alarms and lifts for the handica • - • 	t press 

advertising by charities, medicinal produc s, 	and 

refrigeration equipment supplied to certain charit: 	ding 

equipment used by charities for the blind, and welf e v 	es 

used by charities to transport the deaf, blind or 

handicapped 

It is pro h effect from a date in the autumn: 

mentally 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

 

NOT TO BE CilED 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 1  NOT TO BE COPIED 
BUDGET LIST ONLY 
to define the VAT treatment of accommodation in a hotel more 

closely, and in particular to restrict provision relating to long 

stays to stays by individuals (to take effect from 

1 November 1986) 

to change the law to counter tax avoidance by artificial 

disaggregation of businesses 

Excise duties 
	

It is proposed - 

to increase the duties on cigarettes and hand rolling tobacco by 

[11.2p] per packet of 20 cigarettes 

crease the duties on road fuels by [7.5p] a gallon and on 

[6.5p] a gallon 

e duties on aviation kerosene and lubricating oils 

to increase the duty on gas oil by [1.5p] per gallon 

Vehicle Excise Duties 	It is proposed - 

to increase from Q arch 1986 the rate of duty for hackney 

carriages of up t 	seats to £52.50, and the additional 

payment for each add •ona eat to £1.05. The concessionary 

goods vehicles over 7.5 tonnes, 

will be increased by varyin amounts as a second stage in the 

process of bringing them into line with the proportion of 

average mileage covered by these vehicles on public roads 

to increase from 1 January 1987 the 	f duty for trade 

licences to £70 for cars and £14 for mo 	 The increase 

in trade licence rates will be part of 	 of measures 

re forming trade licence arrangem ents,chi. 

	

widened 

availability and changes in the duration for 	they are 

available to 6 months and 12 months. 	A 	 e of 

probationary trade licence is also to be introduc 	oew 

businesses and for businesses where there is a doubt 	et er 

there is sufficient business to justify a full licence. 

rates of duty for farmers' 
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FS3RANNEX6A 

ot,  Table 6.6 is a summary version of Table 6.7, showing the public 

only, but separating current and capital expenditure in order 

the current surplus. Also, in order to give a clearer picture, 

ending in Table 6.6 includes defence capital and excludes 

asse 	as in Table 1.14 of the Public Expenditure White Paper. 

(Howe 	'Ice the White Paper table, capital spending in both 

Tables 6and 7 also includes expenditure by nationalised industries 

prior to p atisation, changes in the level of stocks, and certain 

national accounts adjustments.) Taxes on capital are included in 

current receipts in Table 6.6. 

.3-6.5. 
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ANNEX 6.A: Relationship between Tables in Chapter 6 

6A.1 Table 6.7 is based on the definitions used to compile the 

national accounts. In order to show the financial deficit (which is 

often used in international comparisons), lending and other financial 

transactions are separated from the analysis of receipts and 

expenditure in lines [1-23] and shown in lines [25-29]. These lines 

show the relationship between the financial deficit and the borrowing 

requirement. 

6A.3 Tables 6.3-6.5 	marv versions of the sectoral columns of 

Table 6.7. The infor 	 Table 6.7 is rearranged so that, for 

example, central govern 	grants to local authorities (which 

appear as negative expend 	• the local authorities column of 

Table 6.7, lines 17 and 22) a 	as receipts in Table 6.4. Also, 

interest paid by local authoritk5.s to central government (which 

appears as negative receipts in the local authorities column of 

Table 6.7, line 8) appears as expenditure in Table 6.4. 	Finally, 

lending and other financial transactions (lines 25-29 of Table 6.7) are 

included in the receipts and expenditure of 

6A.4 Table 6.1 uses the same information a 	.7, but again 

rearranges it. To derive general government expe 

giving a functional breakdown of the public exp 

total: that includes not only general government ex 

third column of Table 6.7 (including some of th 

transactions" in lines 25-29), but also borrowing 

it starts by 

planning 

in the 

cial 

C a. ital 
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the fourth column. General 
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government expenditure as shown in Table 6.1 is then obtained by 

adding general government debt interest from the third column of 

Table 6.7 and the national accounts adjustments already included in 

Table 6.7, and deducting public corporations' borrowing from the 

market and overseas. 

6A.5 Alternatively, general government expenditure in Table 6.1 (and 

table [2.4]) can be obtained as the sum of lines 23, 25 and 26 (third 

column) in Table 6.7 and on-lending to public corporations in 

ble 6.5. 

derive general government receipts, Table 6.1 takes the 

hown in the third column of Table 6.7 (lines 12, 27, 28 and 

29 	ranges them according to the type of activity which gives 

rise 	 For example, oil revenues comprise North Sea 

corpora 	and petroleum revenue tax (included in "taxes on 

income" i T1.7) plus oil royalties. The sub-total "total taxes 

and royalties" is the same as the first line of Table [2.3] in 

Chapter 2. 
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Table SSA 	Summary of Central Government Transactions 

f billion 

Consolidated Fund 
Revenue (Table 6.B.3) 
Expenditure (Table 613.2) 
Deficit met from National Loans Fund 

01(tv

i.vernment Borrowing Requirement 
borrowing for on-lending to 
rities and public corporations) 

1985-86 1986-87 

Latest 
estimate 

Forecast 

106.1 109.8 
-110.2 -114.5 

4.2 4.7 

14.3 15.4 
-19.2 -191 
-4.2. -4.7 

-9. I -8.4 

-1.0 -U.7 

-10.2 -9.1 

National Loans Fund 
Receipts (Table 6.5.4) 
Payments (Table 6.B.4) 
Consolidated Fund deficit (as above) 

otal net borrowing by the 

0. 
ational Loans fund 

Of 	funds and accounts (net) 

Table 6.8.2 Consolidated inIpenditure 
E. million 

1985-86 	1986-87 

Latest 
	

Forecast 
estimate 

Supply Issues")  98200121  101100 

Standing Services 
Payment to the National Loans Fund in respect 
of Service of the National Debt 7600 8500 

Northern Ireland-share of taxes etc. 1800 1900 
Payments to the European communities 2600(2)  2800 
Other 60 50 

Total Standing Services 13300 

Total Consolidated Fund expenditure V FOOl 114500 

(1)Supply Issues are monies paid from the Consolidated Fund 	 ents' cash 
accounts with the Paymaster General for spending on Supply. 	 •enditure 
(see Table 5. ) equates closely to total Supply Issues in most ye 	 h there 
may sometimes be slight timing differences between the two. 
(2)  £970 million was paid to the European Communities from Suppl 	sue 	tead 
of Standing Services. 
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Table 6.8.3 	Consolidated Fund Revenue 

f million 

1985-86 	 1986-87 

        

        

   

Budget 	Latest 
forecast 	estimate 

 

Forecast 

        

        

Inland Revenue- 
Income tax 	 35200 	35100 	39300 
Corporation tax°  )(2) 	 10100 	10800 	11900 
Petroleum revenue tax(3) 	 8200 	6630 	2460 
Capital gains tax 	 790 	 900 	1000 
Development land tax 	 55 	 60 	 35 

___----Capital transfer tax44) 	 760 	 880 	 920 
A/ 	Stamp duties 	 1100 	1230 	1400 

,,,--- Recovery charge 	 - 	 - 	 25 

Total Inland Revenue 
	

56200 	55600 	57040 

Customs and Excise- 
Value added tax 	 18300 	19300 

0 	

20700 
Petrol, dery etc. duties 	 6500 	6500 
Cigarettes and tobacco 	 4300 800 
Spirits, beer, wine, cider and perry 	4200 

etting and gaming 

	

700 	

44 	
4400 

	

740 	

47 

800 
r tax 	 760 	 880 	 980 

r excise duties 	 20 	 20 	 20 
n resources(5)  
toms duties, etc. 	 1400 	1200 	1300 

ltural levies 	 100 	 160 	 160 

Customs and Excise 
	

36300 	37300 	40500 

Vehicle excise duties(6) 	 2500 	2400 	2500 
National Insurance surcharge 	 30 	 30 	 - 
Oil royalties 	 2500 	2000 	 950 
Gas Levy 	 520 	 520 	 500 
Broadcasting receiving li ences 	 790 	 980 	1000 

	

Interest and diviriPnd 870 	 990 	 840 
Other'7 ' 	 6700 	6400 	6500 

Total Consolidated F 	reve 
	

106500 	106100 	109800 

(I ' Includes advance corpor 	on tax 
(net of repayments) 	 3600 	3900 	4400 

`2)North Sea corporation tax 	 2800 	3030 	2600 
of which satisfied by sewn 	 1200 	1180 	1100 

Liability to corporation tax arisi 	respect of North Sea production may be satisfied 
hv setting off ACT arising.- on divic 	ic parci in orevious iieriods in respect of both 
onshore and OffShOlf- riCir•AT)Pi-‘. tin Irlf-'11(iS and ACT asso..:ialef! v..vh. North Sea orrivit)e,  
alone cannot be identified. 
'-'1nclude5 advance payments of petroleum revenue tax. 
wIncludes estate duty 	 4 	 6 	 5 
(5)Customs duties and agricultural levies are accountable to the European Communities 
as 'own resources' actual payments to the Communities are recorded in Table 6.B.2. 
`6)  Includes driving licence receipts. 
(7)1ncludes the 10 per cent of 'own resources' ref 	b the European Communities to 
meet the costs of collection, other receipts from t. , : : rt 	n Communities and central 
privatisation proceeds. 
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Table 6.13.4 	National Loans Fund Receipts and Payments 

E million 

1985-86 	1986-87 

Latest 
	

Forecast 
estimate 

Receipts 
Interest on loans, profits of the Issue Department 

of the Bank of England, etc. 	 6700 	 6900 
Service of the National Debt-balance met 

from the Consolidated Fund 	 7600 	 8500 

Total 
	

14300 	15400 

Payments 
Service of the National Debt 
Interest 	 14100 	15300 

0 
Management and expenses 	 170 	 170 

s to: 
alised industries 	 180 	 -680 
ublic corporations 	 260 	 210 

horities 	 4400 	 4000 
tor and within central government 	 100 	 140 

Tji(Natuonal Loans Fund lending" 	 5000 	 3700 

Total 
	

19200 	19100 

(I)On-lending to local authorities and public corporations in Tables 6.4 and 6.5 includes. 
In addition to National 	ns Fund lending, net lending from other funds and accounts 
(mainly Supply Issue- 	le 6.D.2). 
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Total Service of the National Debt 14300 	15400 



BUDGET SECRET 
BUDGET LIST ONLY 

 

NOT TO BE 961ED . 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



COVERING BUDGET SECRET 
BUDGET LIST ONLY • 	COPY NO I OF I COPIES 

FROM: R PRATT 
DATE: 14 MARCH 1986 

CHANCELLOR OF THE EXCHEQUER 

FSBR 

I attach a photocopy of the FSBR as it was returned to the pr ter this afternoon. 

RICHARD ATT 

 

cr7  



.1) 
Tax proposals: 

L million at-eerrenc-prires 

1986-87 
Changes from 
an indexed 
base 

Changes from 
a non-indexed 
base 

Income tax basic rate —950 —950 

Income tax allowances & thresholds +15 — 1 125 

Excise yuties—petrol/derv +135 +4?146C 

—VED — 135 +5 

—tobacco +175 +315 

—alcohol — 175 Nil 

—gas oil +25  +30 

—other minor oil duties —25 —20 

Stamp dukyrs—reduction in rate — 70 —70 

base —extension of +70 +70 

Capital Transfer I/2x 	( —35 —55 

Charities—package of reliefs —10 —10 

—anti-abuse measures Neg Neg 

1987-88 
Changes from 
a non-indexed , 
base 	_.----' 

Crye..1.1:41 + )/cost(_-_-_ 

+MS 

+30 
—20 

+ss 
—100 \A  

+W 

cc (I  36  

*L(L,Asu.,  
cr& 
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Table 1.1 Budget Oeasures1  

Pension Eue44144,94mes 	 S+‘ tA.X.V1 +75'20 +.2520 	+42_0 	vs  
Other tax changes +so R, 
Total tax measures — 9841; — 1 350 	 25 
Expenditure yqsaAsures: ( t,\VIA 

Loan Guarantee Scheme Neg Neg +5 

Enterprise Allowance Scheme + 5 +5 +35 

(1) New Workers Scheme +25 +25 +50 

hlltidta kl(X) ..tv)6  Gt.Juli)c.1.1.11Ig 

, 
---301—L—e-21144-ts  

()Community Programme +60 +60 +120 

+1 I 	v. 	• 	• 	•.• 	• • 

Total expenditure measures (gross) 3  +195 +195 + 290 

—95 —95 — 125 6ffsettmOsoluetions in social security benefits 

Net call on the Reserve + 100 + 100 	 + 165 

1  These measures, and the basis o the costings shown, are described in detail in Chapters 4 and 5. 

I  LaL,  

N 	 43,\ 
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The medium term 
financial strategy 

Tax measures 

bULIOL3L11 Ottont I —DV LOUC I LI* I UN LT 

1 The Budget 

1.01 The objective of the Government's economic policy is to defeat 
inflation and establish a vigorous, enterprising, economy which will generate 
sustained growth and increased employment. 

1.02 The Financial Statement and Budget Report supplements the 
Chancellor's Budget Statement. It describes the Medium Term 
Financial Strategy (MTFS); outlines developments in the economy over 
the past year; provides forecasts to mid-1987; details the 
government's tax proposals; summarises the public expenditure elements 
in the Budget; and brings together the financial position of the 
public sector. 

1.03 Chapter 2 describes the MTFS, which provides the framework for all 
economic policy decisions. Monetary and fiscal policy is set to bring 
about lower inflation while providin for continued growth in output. 
Micro—economic policies are designed to 	 t e sros sect or out ur and 
employment by improving incentives, removing unnecessary controls, 
ensuring that markets work properly—and generally improving the Q:Arc_ 

adaptability of the economy. 

1.04 The measures in the Budget are designed to strengthen these policies 
and to reduce the burden of taxation and the role of the state in the -‘ 
economy. irmeipx.

/7 r 
\‘,1•4 	cir 

\g 	s a kp 

‘) 

Forecast 1.05 Chapter 3 describes the main developments in the economy and the 
prospect for the next 18 months. The sharp fall in oil prices will sustain 
growth and reduce inflation in the world economy, and will help industry, 

Inflation in the United Kingdom is set to fall further—
per cent in 1986. Output is expected to continue to grow by around 

3 per cent. Investment and exports are forecast to grow more rapidly. The 
lbalance of payments may be in surplus by k4.bi lion in 1986 even though 

11' oil prices are low. 

1.06 Chapter 4 sets out the tax proposals in the Budget. They include a cut 
of lp in the basic rate of income tax; a new scheme for tax—free 
investment in equities; the abolition of Capital Transfer Tax on lifetime 
gifts; and a substantial package of assistance to charitable giving. Table 1.1 
below summarises the effect of all these measures. 

Public eiçpditure 1.07 Chapter 5 describes the public expenditure measures announced in 
the Budget designed to help the unemployed. The new pilot schemes tc, 
fel the long term unemployed (counselling and the Jobstart Scheme) are to 

,p-Tsetisi 	XiCilded-FiefienplAgide. The rate of entry into the Enterprise Allowance 
) Scheme will.** be increased. A new scheme—the New Workers 

k 	 5 
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Scheme—will be introduced, providing for payments to employers of 
1%-20 year olds where the wages are below specified limits. The \Calf\ Ikes,  

\\kJ  Community Programme will be e_,Talded by 254-000 placesk,.,ta, . 
tt,‘ SRA t-L 

Borrowing 1.08 Chapter 6 brings together the complete financial picture for the 
public sector. The public expenditure measures will be financed from 
the Reserve and thus do not add to the public expenditure planning total, 

Th'e-P414*lic--4444"--""44"4"4+.  

Table 1.2 bei.ew summarises the sources of the receipts and the direction of 
expenditure. 

tkv,t024,4:" 

‘c, 	 \N 

b\t-14 
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1986-1 1985-86 
1985 	Latest 
Budget' estimate Foreca 

14-2 

13-6 

29-3 

-25 

14-5 

143 

31/7 

-26 

31-2 

15-0 

14-3 

4.) 5-0 

18-2 17-8 	17-7 

5-7 

- 1-3 

55 

Table 1.2 TheApublic sector 

k billion 

1985-86 1986-87 
1985 	Latest 
Budget' estimate Forecast 

RECEIPTS trCPENDITURE 

Income taxes.* Nr1- 341:87  ) DHSS—Social security 

Corporation taxxcluding 
North Sea 

41- 
A-.6- 

1.4 9* 

1St,  

Defence 

DHSS—Health and personal 
social services Capital taxes 1-9 2/5- 

28M 
Expenditure taxes: Scotland. Wales and Northern 

Ireland Value added tax 18-3 19-3 20.7 

Local authority rates 13-6 13-7 
kr,.‘ 

15-6 Education and science 

Petrol, derv, etc., duties 65 6-5 
4.A 

7-3 Other departments 

Spirits, beer, wine, etc. 4-2 4-12. 4.% ,  Privatisation proceeds 

Cigarettes and other rnharrn 4-3 4 ti 3 1/j Ilescrve 

Other 88 86 9 Ot::3 Adjustments 

Total expenditure taxes 55-8 366 619 	\ Public expenditure planning 
?tal North Sea revenues: 

North Sea corporation tax 3  2-8 3-0 '-7 

S 
General government debt interest 

Petroleum revenue tax 8.2 6-4 2.4 

Oil royalties 2-5 /-1 1-0 

Total North Sea 13-5 11-5 6-1 

Other 	41- -1 ;4 - - less public corporations' market 
(ed overseas borrowing Total taxes and royalties 113.4 113i! 117.6 

. ational Insurance and other 
entributions 24-6 24-3 26-2 

Other national accounts austments 

Interest and dividend receipts 6-4 6-4 6-4 

Gross trading surpluses and 
nt 3-1 2-7 Id` 

Other 2-8 2-\ 

General government 
receipts 150.4 149.k t 155p 

General government 
expenditure 

'X 

k billion 

40-0 	41-3 	42-9 

18-0 	18-1) 	18-5 

16-5 	16-7 	177 

-0-4 

134.2 133.7t  1391 

159-8 157A 163.4 

IMF V 1•••,  ./.40 Om, • ,10,  Wm ANY va • um • 	car ,••• raw,  qemiP 	ill•• Ur I IV 1* 16 
A 	 1 The Budget 

j1) U iJ  

,-.\xsve., 

c't"k 	
DIFFERENCE BETV/EEN EXPENDITURE AND REVENUE FINANCED BY BORROWING: 

'NAY' 	 General government expenditure 

Y.0-Yj:1° 	General overrtment recei is 

General government borrowing requirement 

  

1986-87 
Forecast 1985 Budget Latest estimate 

159 8 

150-4  

9-4 
-2-3 

71 

15-  47 	163-4 

149-i G 	155- 41 

	

8-1 	7-tz 

	

-1-3 	-  Alt  

	

6.8 	7.1 

111110F.E404/ 

	kk.1\ 
Public corporations market and overseas borrowing 

Public sector borrowing requirement  

On current definitions. 
21Mosistitignsinzemoirrreektrelont. 

'Exchufing advance corporation tax and corporation tax on capital gains. _ 	< 

4,4djustirsents for advance/corporation tax set off against North Sea corporation tax plsis accruals adjustrnen>"/ 

c3  Rtfv..t 	 k,fg_ 

1985-86 

BUDGET SECRET-BUDGET LIST ONLY 



Pts 
erm Financial 

Louci oc‘..ncl—auvuiciLII UNLY 	
t,P 

2 Medium 
Strategy 

2.01 The Medium Term Financial Strategy (MTFS) provides the 
framework for economic policy, as it has since 1980. It is intended to bring 
inflation down further over a period of years, and ultimately to achieve 
price stability. It is complemented by policies which encourage 
enterprise, efficiency and flexibility, thus promoting the growth of 
output and the creation of jobs. 

2.02 Economic policy is set in a nominal framework in which public 
expenditure is controlled in cash terms and money GDP growth is 
gradually reduced by monetary and fiscal policy. As the growth of 
money GDP declines, inflation is squeezed out, and the division of money GD 
between output growth and inflation is improved. 

2.03 Over the past six years, money GDP growth has declined from 
nearly 20 per cent to around 9 per cent. Inflation has come down to 
around 5 per cent and is set to fall further. And the economy is about to 
embark on its sixth successive year of growth. For the first time since the 1960 
steady growth is now being combined with low inflation. 	

I. c_ . 

Chart'( 	tiv,.,Azi  0_4° 
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t_ 

Objectives and the ratnework ofkolicy 
2.04 Policy will be directed at maintaining monetary conditions that will 
bring about a gradual reduction in the growth of money GDP over the 
medium term, broadly in line with the path shown in Table 2.1 While the .r 

The money GDP path 
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MO2 	 3f 
km32 	 141  

1985-86 	1986-87 

61 31 4 
2-6 

11-15 

Table 2.1 Growth of the PlIoney Supply and Money  GDP  
1987-88 	1988-89 

6  
2-6 	 1-5 

1989-% 

1-5 

5f  

Percentage change on previous financial year. See Table 2.2 for assumptions on output and inflation. The figure in brackets for 1985-86 is adjusted for 

the coal strike. The figure for 1986-87 is a forecast, and in subsequent years the figures describe the Government's braid medium term objective. 

2 1985-86 : percentage change from mid-February to mid-February. 

1986-87: target ranges. 
1987-88 onwards: illustrative ranges for MO. 

\\Li  

iv, k`1\10/ 	 -\,\ V,,k\k•-• L., , 
.` 	..1 

2.05 The growth of money GDP/is expected to be tin,. sdia, id-4986 87  

.. 	ws assumed last year. Dati3artly as a consequence of the shar • fall in 
non In In 

—oil pnces, thil-ig-rriirele-ep-ef4rigire-r output growth‘and ower 	no  

the later years money GDP growth .det2c,14:Tes further. -1114 ...\ c..\  
c t ---4 ,::::\-4.-  

\ - ‘ x c..v..--......\
...3-3-. X....._:\svo s... \ 	

•.\ t 3 

Instruments of olicy 2.06 While firm monetary policies must be supported by low public sect,  

borrowing in the medium term, there is some scope for varying the balar 
between fiscal and monetary policy, especially in the short term. In 
practice, the Budget provides the main opportunity to review fiscal 
policy, while short term interest rates can be vaned more frequently to 
keep monetary conditions on track. 

."11•\.4' 

a 

tpuJ"-ri 
,k1•4  

BUDGET SECRET—BUDGET LIST ONLY 

I _ 

onditions are assessed in the light of movements in 
money and the behaviour of other financial 

ICatOTS, in particular the exchange rate. 

Monetary 
2.09 Moneta 
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fifokos  

A figures are not targets, and fluctuations will inevitably occur, the aim will be 
avoid substantial departures in either direction in the medium term. This is 
consistent with both a further reduction in inflation and continued 
growth in real output at a sustainable rate. 

\Loll 

2.07 Until recently the authorities also sought CO control the growth of 

broad mone and li uidity by overfunding, ie selling more debt 
than needed to fund the 	 . This was 

generally seen as a distomon of financial markets. and it was reflected in t 
rising stock of commercial bills held by the Bank of England. 

2.08 On the view that systematic overfunding was neither a sustainable 
nor an effective medium term means of affecting monetary 
conditions, the Chancellor announced in October 1985 that sales of debt 
outside the banking system in any one financial year would be limited to 
amount needed to fund the PSBR; and that policy action within the yea' 
to influence monetary conditions would take the form of changing 
short term interest rates. 
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Chart 221- kbak.d.1-6,--t  611u-71t 

4 Narrow 1 oney 2.10 Ideally, the target aggregate for narrow money should reflect those 
(principally non—interest bearing) assets that are directly used for making 
transactions; should respond unambiguously, but not be over sensitive, to 
interest rate changes; and should have a stable relationship with money GDP. 
In practice, however, there is no single measure of narrow money that 
meets all these criteria. As in the US. M1 has been inflated by a rapid growth 
of interest bearing sight deposits, previously held in the form of term 
deposits. The same developments have distorted non—interest bearing M1 
which continues to be affected bv short term variations in the boundary 

— between interest bearing and ntinterest bearing accounts. 

_ 

Broad oney 2.12 Measures of broad money have persistently grown faster than money 
GDP over the last six years, in contrast with tirexperience in the 1970s. High 
real interest rates have increased the relative attractiveness of financial 
assets; and financial liberalisation and increased competition between banks and 
building societies have led to a rapid build up of both liquidity and debt. 
Yet this has proved consistent with declines in both inflation and money GDP 
growth. At the same time the high proportion of interest bearing deposits 
within broad money has meant that the immediate response of broad liquidity 
aggregates to changes in short term interest rates is highly uncertain. 

BUDGET SECRET—BUDGET LIST ONLY 	 2 

2.11 MO covers only a narrow range of transactions balances. It has 
however demonstrated a relatively stable velocity trend over a long 
period and responds in an unambiguous manner to changes in interest 
rates. Its velocity has risen as institutional change and technological 
developments have led to a progressive reduction in the use of cash, but 
this has been occurring at a fairly steady and predictable pace. MO 
has proved a good indicator of monetary conditions in recent years and 
remains the best choice of narrow aggregate for target purposes. 
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Monetary l'argets 2.13 As in the past two years, the Government is setting targets for the yea 
ahead, 1986-87, for MO as a measure of narrow money, and for kM3 
as a measure of broad money. The ranges are shown in Table 2.1 

2.14 For MO the target range of 2-6 per cent is the same as indicated in 
last year's MTFS. Illgstrativernges are alsoven for MO in later 
yearsj  .i. ‘4,00.\  1,,..A. 	Ni•vA-141_1\  ... 

2.15 For For kM3, the target range has been raised to 11-15 per cent 
reflecting the rapid fall in velocity observed in recent years. Illustrative rang 
for future years are not given for kM3 because the uncertainties 
surrounding its velocity trend are at present too great. 

Inter-pretation of 2.16 In implementing policy and in making decisions about short term 1,1  
onetary Conditions interest ratesithe Government has to make a careful assessment of the 

' 	 behaviour of the monetary aggregates in relation to their targets, together 
with other relevant evidence, especially the exchange rate. 

2.17 There is no mechanical formula for taking the exchange rate into 
account in assessing monetary conditions; a balance must be struck 
between the exchange rate and domestic monetary growth consistent 
with the Government's aims for money GDP and inflation. 

2.18 If the underlying growth of MO or kM3 were to move significantly 
outside their target ranges, the Government would take action on 
interest rates unless other indicators suggested clearly that monetary 
conditions remained satisfactory. Experience has shown that a 
change in short term rates is unlikely to alter the growth of M3 
significantly within the target period. But such action clearly affects 

••,k\a. 	t".\\4\ 	
the tightness of monetary conditions and this would be likely to show up 
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1300 

in the behaviour of MO and the exchange rate. fh-trrie/rel-14e-lachaiziour-ofiAller 

Fiscal *olicy 	C_ 

2.19 The PSBR in 1985-86 is expected to be about 2 per cent of GDP, in 
line with last year's projection. This follows four years when the 
PSBR remained at about 31 per cent of GDP. The sharp reduction this 
year would have taken place in 1984-85 but for the coal strike. It is 
the second significant downward step since the MTFS began in 1980. The 
figure of 2 per cent is the lowest recorded since 1971-72. This would 
still have been the case even if there had been no proceeds from 

Chart 

privatisation. 

4". 	t•-)z>1"-(-- 
KN.) 

tte6„\  

2.20 	- 	 in Table 
2.5. Jkis much as suggested last year. As usual, account has been taken 
of the composition of receipts and expenditure. 

AO- 
2.21 The The PSBR for 1986-87 is issesasimaefie £7 billion, or 11 per cent of 
GDP—slightly below the level indicated in last year's MTFS. 

orth Sea revenues are projected to decline steeply in 1986-87 to about 
£6 billion half their level in 1985 	86. The proceeds from the Government's 
••vatisation programme arc expected to rise from £21 billion in 1985-
86 o ,C41 billion in 1986-87, as set out in the Autumn Statement. 

2.22 "The-ftsGalpsejectierts-shry4further slight reduction in the PSBR 
to 1 	of GDP al1988-89 and 1989-90. The figures after 
1986-87 are illustrative, and decisions about the appropriate PSBR in 
particular years will be taken nearer the time. 
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Assumptions 2.23 For the period to 1988-89, the expenditure projection4in Table 2.3 
incorporates the public expenditure plans set out in the Public 
Expenditure White Paper (Cmnd. 9702). It is assumed that the planning 
total for 1989-90 will remain broadly flat in real terms. The revenue 
projections in Table 2.4 are based on the conventional assumptions of 
constant 1986-87 tax and National Insurance contribution rates, and 
allowances and thresholds indexed from the proposed 1986-87 levels. All 
changes proposed in the Budget are taken into account. 

2.24 The assumptions about output growth and inflation that underlie 
the revenue projections are shown in Table 2.2. They are consistent 
with the figures for money GDP growth in Table 2.1. Thec)il priccf.is e-*g 
assumed to average 515 a -barrelherbstimiiii*-awaji.ert4-tigereef+er• 
to 	 . It is assumed 
that there is no major change in either the sterling exchange rate index or tt 
sterling/ dollar exchange rate from year to year. 

1 	- C- 

Table 2.2 Output and nfla tion 4ssumptions 

. .'1=tage char4e onyreviotnancjat year 

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

Real GDP  
Non-North Sea 	 31 

Total 	 3i 

Inflation 

21 	 21 	21 

2 	 2 	 2i  

  

GDP deflator 
	

C, 	31 	 31 

Public xpenditure - 

2.25 Continued restraint in public spending plays a vital role in the 
Government's economic strategy. The cash planning totals set by the 
Government in the White Paper are designed to hold total spending 
broadly level in real terms. The projection given in Table 2.3 

. extends to 1989-90, one year longer than the plans. The assumption for 
the final year implies that the planning total remains broadly flat in 
real terms over the whole MTFS period. 

2.26 As a proportion of GDP, general government expenditure has 
already fallen significantly from its peak of over 46 per cent in 1982-83. Givi 
the assumed growth of output, it is projected to decline further from mei_ 
44 per cent in 1985-86 to less than 40 per cent in 1989-90. This will 
enable a continued low level of borrowing to be combined with 
reductions in the burden of taxation, so improving motivation, 
efficiency and employment. The plans for public expenditure are 

44-  o4.4- dimmed more fully in Chapter 5. 
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Table 2.3 Genera (trovernment expenditure 

billion, cash 
1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 

Public expenditure planning total' 	129-6 	134 	139 	144 	149 	153  
I.Q.%ccs, slg —>/hterest_pelimeios- 	 16.1 	18 	18 	19 	19 	19  

Other adjustments2  	4.3 	6 	6 	7 	7 	7  

General government expenditure3 	150-0 	158 	163 	469- V10 175 	180  

of which 
Privatisation _proceeds4 	 2.1 	21 	41 	41 	4i 	41  

' For 1984-85 to 1988-89, the figures are equivalent to those in Table 5.1. Assumed to be the same in real terms in 1989-90 as in 1988-8 

2See paragraph 104. The adjustments convert the planning total plus gross debt interest into general government expenditure. One adjustment removes . 
most public corporations' market and overseas borrowing, shown in Table 2.5, which can fluctuate considerably from year to year. 

3Creneral government expenditure, and its components, are rounded to the nearest Ll billion from 1985-86 onwards. 
'See the Public Expenditure White Paper (Cmnd. 9702), Table 1.4. Assumed to be the same in cash terms in 1989-90 as in 1988-89. 

Revenue 

2.27 The growth in overnment revenues in cash terms over the 
medium term will depend on the growth of incomes, spending and prices, as 

well as on policy decisions. On the unchanged policy assumptions set out 
above, general government receipts are expected to increase 
somewhat less than money GDP. Government revenues from the North 
Sea are projected to fall sharply in 1986-87 from the peak levels of 
1984-85 and 1985-86 mainly because of the drop in oil prices. But the 
decline in revenues from this source is offset by buoyant non-North Sea 
revenues, 
Set 	GDP fr 

LL\4\  \.\ 
Table 2.4 General government eceipt 

billion, cash 
1984-85 1985-86 1986-87 1987-88 1988-89 1989— 

Taxes on incomes, expenditure and capital 	105.1t.t. 	113 	118 	12fitt 	132 	139 

National Insurance and other contributions 	22.9 	24 	/6 	28 	29 	31  

Interest and dividends 	 5-0 	6 	6 	6 	6 	6 

Other receipts 	 6.3 L. 	/S.  b 	-Et () 	,s-6 	Aff  —1 	7 

Accruals adjustment 	 141 

General government receipts 
	 1401; 	449-t0 156 	164 	174 	182 

orth Sea tax2  

p_44Lounded to the nearest L 1 billion from 1985-86 onwards. 
Royalties, petroleum revenue tax (including advance payments), and corporation tax from North Sea oil and gas production (before advance rporation 

\, 	tax set-off). This does not correspond exactly to tax receipts in the same financial year in respect of North Sea production. See footnote 2 to Tyble 83. 

l'IA`&31/4 	C"...1•11X1'10....1 tili.1-1. 	, 	
UN*,  \ qt•-•S \  t "I 	k . L_ 

A  i° 
ttc-- 
\ n 

ublic "itector $orrowing 	
A 

 

2.28 The projections of government expenditure and receipts are 
brought together in Table 2.5 to provide projections of the general 
government borrowing requirement (GGBR) and if the PSBR. The size 

of the fiscal adjustment depends upon the estimates of revenues and 
expenditure. As always, these are subject to major uncertainties. Apart 
from the general difficulty of projecting the yield from a given set of tax rates, 
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recent events in world oil markets make the projection of oil revenues 
particularly uncertain. On the expenditure side, the planning total for the final 

\''-'tstliSS 	

year has yet to be agreed. 

2.29 Changes since the 1985 MTFS are discussed in the Annex to this 
Chapter. 

Table 2.5 Public iector liorrowing' 	 * ----------------____ 

-7 8 7 7 

-1 hog• — 

7 7 7 7 

3 8* 2- 40417 14,31 4* 451 S.- 

1i 11 

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

163 .149- ri 0 175 180 IAA/ 

156 164 174 182 
VA 

2 6 ^, 
2 4 3 

----\----s-------------_,----..„ ---‘k billion, cash 

1984-85 1985-86 

General government expenditure 	 150-0 	151 8 
General government receipts 	 140-ic1 	149 6-0 

Fiscal adjustment from previous years' 

Annual fiscal adjustment2  

Public corporations' market and 
overseas borrowing 
	

1-0 	-1 

PSBR 
	

10-1 	7 

Money GDP at market prices 

PSBR as per cent of GDP 

/ Rounded to the nearest £1 billion from 1985-86 onwards. Further details for 1985-86 and 1986-87 are provided in Tabl 

2  Means lower taxes or higher expenditure than assumed in lines 1 and 2. 

ei\ 	 Conclusion(  
2.30 Events 	 the 
assumptions on which the projections have been based. But the 
Government is committed to maintaining the progress to lower inflation 
in the medium term, secured by appropriate financial policies. The 
MTFS provides the framework within which the Government will 
pursue its economic policy. 

327 	35i. g 
3-1 	2 

GGBR 
	

9-1 	8 
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Fler cent changes from 1985 MTFS _projections 

1985-86 	 1986-87 
+ 	 + i 1/44- 

1987-88 	 1988-89 a  
+4 2. 	 + 21 

Table 2.7 

range in last year's MTFS 

Monetary fdtggregates 
a  

\ 
) 

86-87 	1987-88 	1988-89 

ei r-14L,s 

tli,401444101 Ependiture 

C 

..4046.16. iL• 	 I LI* I Unl Li 
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Annex to Chapter 

Money GDP 

Table 2.6 

Changes since the 1985 FSBR 
2A.1 The level of money GDP in 1985 	86 is now expected to be higher than was 
projected in last year's MTFS, reflecting both higher output and a higher deflator. Th 
level from 1986-87 onwards is also higher. The decline in the growth rate of 
money GDP from 1985-86 to 1988-89 is similar to that assumed last year. 
Non-North Sea output growth is assumed to be slightly faster, and oil production 
is projected to decline more slowly. The GDP deflator is projected to grow 
more slowly in 1986-87, but very slightly faster in the subsequent years than 
assumed last year. 

Level of 14oney GDP 

  

Monetary 4gregates 2A.2 The growth of MO is appoossolkomine towards the bottom half of its target 
rangeV1985-86. The target range for 1986-87 is the same as the illustrative 
range given last year. The illustrative ranges for subsequent years decline less 
rapidly. 

2A.3 The growth of LM3 in 1985-86 is well above the target range originally 
set last year, and the range set for 1986-87 is considerably higher than the illu trati•.. 

MO 

1986 MTFS 2-6 2-6 1-5 
1985 MTFS 3-7 2-6 2-5 0-4 Ls 
LM3 

LrQ 

1986 MTFS 15r"4-(1 11-15 
1985 MTFS 5-9 4-8 3-7 2-6 

2A.4 Table 2.8 shows changes in the fiscal projections since the 1985 FSBR, 
after allowance for classification changes. 

2A.5 The expected underspend the planning total in 1985-86 is referred to in 
Chapter 5. The planning totals for 1986-87 onwards are as in Cmnd 9702, 
which incorporates a slightly higher figure in 1988.-89 than assumed last year. 
=era! government exignditure is lower in 1985-86 than projected last year, 

	

because of thqA 	 brae.44 eilplanning total and iiim 	change/ in the pattern of 
public corporations borrowing. They borrowed less from general government an 
more from the market and overseas, and this pattern is projected to continue in 
1986-87. In 1988-89, the changes in the planning total and public corporations' 
borrowing both add to general government ex diture. 	cut 	UNA.% 
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14. Planning total — 
91:0the4il- +013 —2 — 41 
3. General g_c)v_e_rnment 
( expenditure 2)----"" +0-3 — — 	1 I 

v513 

North Sea taxes — —2 — 5 
. 	, _ 	.....5. 	Other rsiosopes-c'''" 	...., 	... 	•-, 	.h 	. -*L. i 0-$ 7 +, 11/2  + 1 1/2  

7 A. General government receipts +0-8 — 1 — 31 
).._ 	i. 	Implied cumulative fiscal 

adjustmente't 0 0 —3/ 

-; 	S. 	Public corporations' market and 
overseas borrowing41C +01 +1 + 	i 1 

— 	— !I . .c. 0. PSBR —0 - 4 — 
— f + 1'0.3 

'Classification than s since the 1985 FSBR adt tql d he 	owing amounts to both  expenditure and  receipts • 

_....._ ______.................._________ 	_........„,...., ,,,,,, 	1, k  billion 

- 
4- 0  ..) 	 +0-2 	+0.2  

.---- - -  

The Main changes an in respect of the treatment of transactions in certain public sector pension funds and of Natin;di Saving: 
tank anagernent expenses 

g OThe a totation of tax receipts between North Sea and other is affected by the treatment of advance ,:orporation tax set-off 
See _footnote 'so Table 68 3 

4- iLtrit‘-= lints, - I,-  3 1-  07 
< ePublir corporatf&s'Aarket anloverseas borrowing, 41111111V.. in,ludrd in the planning total and in the PSBR, but not in 

general government expenditure Changes in it are therefore Jedwied in lint 2 and added hack in line 9 

+ 
-I- 1 

'2- 	1 I 

—5/ 	—4 

+110-3 +t  14- 
—4 	—2 

—4/ 	—3/ 

— 	— 4 

LP %tot 11.0L I ISIe 	lb/ 	*0 *WI 	 i 	ill la 11111 IL I 

Annex to Chapter 2 

flifiampreagfc ' 	eipts 2A.6 The reductions in North Sea revenues are due to lower sterling oil prices. 
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Summary 

Demand and activity 3.01 There were further sizeable increases in both exports and business 
investment in 1985. For the forecast period substantial growth is likely not only 
in most areas of domestic spending but also in exports. Total domestic 

lurther growtEks;thowie s2;3 per cent. 
production and manufacturing output are both expected to record 

3.02 Employment has continued to rise, with over 200 000 extra jobs in 
the year to September 1985. In spite of this there has been some further 
rise in unemployed claimants over the last year. However, the labour force 
is now expected to grow less rapidly, and prospects for unemployment 
are better than for some years. 

3.03 After rising in the early months of 1985, inflation has been on a 
downward path since June and in January 1986 the RPI increase over 
the previous year was 5+ per cent. The inflation rate is forecast to be iniazc3: 

per cent. 

3.04 The UK forecast is based on the assumption that fiscal and monetary 
po ides are set within the framewor 	e MTFS. 
are assumed to average S15 per barre 	SW 	07. Neither the sterling index 
nor 	the sterling /dollar exc ange rate is assumed to change much. 

World economy, 	 put in the world economy has now been rising since early 1983, 
and inflation has been coming down since 1980. The-retvn:c:IM— 

•• • .•-• • 

4ilevis clopepog-woold. Assisted by further moves to lower 
interest rates, a period of low inflation and good growth in output and 
trade is in prospect. Many of the problems arising from payments imbalances 
and debt repayments will remain. But the benefits to trade, output and 
inflation from the fall in oil prices should prove substantial. 

Trade and the current 3.06 Exports have grown strongly over the last two years. The current 
account account of the balance of payments is expected to remain in sizeable surplus 

despite the big fall in oil prices. Offsets include higher export earnings on 
other goods, lower profits earned by foreign oil companies in the North Sea, 
ambit higher earnings from the UK's stock of overseas assets. _ 

ci 	 

Labour market 

Inflation 

Assumptions 

( 	0;1 
\ ge 
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World economy - 
Recent developments 3.07 After a spurt in 1983 and the first half of 1984, US economic growth 

has slowed down sharply. By the final quarter of 1985 real GNP was 2+ per 
cent higher than a year earlier. The performance of the US economy has 
strongly influenced the pattern of economic growth in other major 
industrialised countries. In Japan and Germany, in particular, output grew 
significantly faster than domestic demand in both 1984 and 1985, 
thanks to the substantial external contribution to demand, stemming in 
large part from the US. More recently the recovery in Europe has 
strengthened and growth has become less dependent on exports to the US. 
In Japan growth has shown some signs of slackening, although remaining high 
by European standards. 

3.08 Domestic demand is now growing at similar rates in the US and 
other major industrialised countries. But the effect of much faster 
growth between 1982 and 1984 in the US, together with the effects of the 
rise—still only partially reversed—in the dollar, are seen in the 
pattern of current account balances: a large deficit in the US and large 
surpluses in Germany and Japan. There have, though, been a 
number of helpful steps towards reducing these imbalances over the past 
year. Slower growth in the US has not only reduced the increase in US 
imports, but also contributed to lower interest rates and a fall in the dollar. 
The latter was helped by the Plaza Agreement of 22 September 1985 between 
the Finance Ministers of the Group of Five. 

Inflation 3.09 The rate of world inflation fell further in 1985: consumer prices in the 
major industrialised countries increased on average by about 4 per cent, 
compared with over 4+ per cent in 1984. This has been associated with a 
continuing weakness in primary product prices (see Chart 3.1). 

Chart 3.1 Commodity prices 

(in relation to prices of manufactures) 
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Million barrels a day 
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3.10 Since November 1985, oil prices have fallen sharply. Before the first 
oil price shock the non-communist world demand for oil was 
around 48 million barrels per day, and about 30 mbd of this was produced 
by OPEC members. Despite the 1973-74 increase in oil prices 
OPEC managed to maintain roughly this level of production throughout 
the 1970s. After falling in 1974 and 1975 total demand for oil rose 
again during the rest of the decade, while non-OPEC supply grew by 	 
roughly the same amount in absolute terms. lo Chart 3.2ffilTir-Q±f,s."\ 
production: the sum of OPEC and non-OPEC production (the latter 
defined to include net exports of oil from the communist bloc) and 
is equal to non-communist world consumption plus stockbuilding. 

Chart 3.2 OH f'roctuci-l'av. 

3.11 Experience since the second sharp increase in oil prices in 1979 has 
been very different. Demand for oil has fallen and non-OPEC 
supplies have continued to rise steadily. OPEC's pricing policy made it 
effectively the residual source of supplypand demand for OPEC oil nearly 
halved: from about 31+ mbd in 1979 to less than 17+ mbd on average in 
1985. Saudi Arabia's production fell particularly sharply. 

3.12 Towards the end of 1985 Saudi Arabia indicated that it was no 
longer prepared to hold its own production at very low levels in 
order to maintain the existing level of prices. The resulting increase in 
supply, combined with no sign that other producers were prepared to make 
offsetting cuts in their production, has produced a sharp fall in prices. 

9rad,-Lb 
Prospects 3.13 Total demand and supply for oil may respond only6ierev4-v PVPn to the 

large fail in pnce, and so excess capacity is likely to be present for some 
time. This forecast assumes that prices will average S15_per barreldevef-f.he--
neto-yoir—rather below, in real terms, the level between 1974 and 
1979. 
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3.14 The prices of most other primary products are also unlikely 
strengthen significantly over the next year or so, since with some 
(for example a temporary shortfall in the coffee crop), supplies ar 
abundant and stocks relatively high. The industrial countries can 
therefore expect further improvements in their terms of trade, rai 
incomes and enabling inflation to fall further (see Table 3.1). 

World economy 
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Growth 3.15 The growth of real GNP in the US should pick up in 1986, benefiting 
from lower oil prices and from the effect of the lower dollar on trade. 
Consumers' expenditure, while growing more slowly than in recent years, 
should be helped by the lagged effects of lower interest rates and rises in asset 
prices. 

3.16 Growth in Japan may be weaker than usual in 1986 as the expansion 
of domestic demand may not be sufficient to compensate for a 
slowdown in the growth of exports. In most European countries the 
economic recovery should strengthen in 1986, with the rate of 
growth increasing, particularly in Germany. 

3.17 As shown in Chart 3.3, the major industrialised countries may grow 
by about 3.1--4 per cent over the next year. Together with lower inflation and 
interest rates in the major countries and the reduced cost of oil imports, 
this should provide a better prospect for the non-oil developing 
countries, despite weak commodity prices. Oil exporting countries, on 
the other hand, particularly those already heavily indebted, face severe 
difficulties and will have to cut their imports further. 
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Table 3.2 World import volumes, annual growth rates 

1\i\CLV, 
US 	Japan 	Europe* OPEC Developing Other Total 

countries  
Weights in 1984 	 19 	 8 	31 	7 	14 	21 	100_ ) 

Per cent changes on a year earlier 
1984 	 24 	11 	6 	—10 	8 	11 	10  
1Z.Z... stimates 	 3 	 1 	5 	— 8 	1 	6 	3  
Maorecasts 	 7 	 9 	8 	— 16 	7 	/6 	XS;  
* Gerrrusny, France, UK, Italy, Netherlands and Belgium. 

3.18 This picture of world activity is reflected in the pattern of world 
trade growth. Import growth is likely to be strongest in oil-importing 
countries and irt-oltesea•Ahe4e  exchange rates have appreciated most over 
the past year. This points to rapid growth of imports into Europe, 
Japan and many developing countries, but to large falls in oil producers' 
imports. Overall import growth in 1986 should be well above that of 1985. 

Financial conditions 
Exchange rates 3.19 The dollar has declined substantially (by over 20 per cent against a 

basket of other currencies) since its peak in early 1985. In 1985 as a 
whole the sterling index was little different from 1984. There were 
however some sizeable swings during the course of the year. The index rose 
from a lowpoint of 70+ in January to a high of 84+ in July before declining 
to 78 in December. The index declined further in the opening months of this 
year, as oil prices fell. Over the past year sterling has risen by about 30 per 
cent against the dollar, but fallen against most other currencies. The forecast 

p. 	assumes that sterling will not change much isms=izzzgvensitipirret, either in 
dollar or effective terms. 

I 
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Interest rates 3.20 Short-term interest sates fell during much of 1985 from the peak 
levels reached in February and March. They rose again in January this year as 
sterling weakened but in 1986 so far they have been a little below levels a 
year earlier. However on average in 1985-86 short rates, at 12 per cent, have 
been a point or so above the levels of 1984-85 and several points above 
levels in the US, and most other industrialised countries. Long rates have been 
much more stable. Yields on 20 year gilts have been within the 10-11 per 
cent range for almost all of the last three years, but they have recently 
fallen below 10 per cent for the first time since 1973. Real yields on index-
linked gilts have also been relatively stable. 

Chart 3.5 in +t.€0—  mitts 

• 

Narrow money 3.21 MO was near the centre of its target range in the early months of 1985-
86, but growth slowed during the course of the year, mainly in response to the 
increase in interest rates last winter. In recent months MO growth has 
generally been just above the bottom of its target range. The annual 
increase in MO velocity has been relatively stable for many years now, and 
is expected to remain so. 

3.22 Growth in the non-interest bearing component of M1,3 per cent 
over the last year, has also slowed. This has been in response to 
higher interest rates and the increased availability of high interest cheque 
accounts which are in Ml, contributing to an acceleration in M1 in 
total. 

Broad money 3.23 The rate of growth of 4M.3 has risen during the course of 1985-86 
and has been well above both the target range set in the 1985 MTES 
and the growth of money GDP. With the funding objective now set at the 
level needed to cover the PSBR, kM3 growth (at 14-15 per cent on 
year earlier in recent months) has reflected a continued strong expansion of 
bank credit. Other broad aggregates have grown at much the same 
rate. 
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3.24 The rapid expansion., of broad money and credit reflects to a large 
51-ct 

	

	extent the pace of financial innovation and liberalisation. ife over two-thirds 
of LM3 bears interest and is now an attractive means of holding financial 
wealth, the high level of real interest rates may have contributed to higher bank 
deposits. The higher levels of broad money and debt in relation to 
incomes probably reflect a permanent and continuing shift in the 
private sector's portfolio which is not likely to be reversed through higher 
spending. They are thus consistent with the slower growth of 
nominal incomes and fall in inflation contained in this forecast. 

Trade and the balance of payments 
Relative costs and prices 3.2.5 The last two to three years as a whole have exhibited relatively little 

change in most measures of cost and price competitiveness, although 
there have been large short-term swings associated with movements in the 
nominal exchange rate. As Table 3.3 shows, the effects of a lower 
nominal exchange rate have been broadly offset by unit labour cost 
increases at home above those in the UK's main overseas competitors, 

L despite a good UK productivity performance. Assumingkchange in the 
exchange rate, the UK's cost and price competitivenesstrnay be little 
different from the average of the last three years. 

-kl\\ 

Table 3.3 The exchange rate and competitiveness* 

Sterling 
Index 

Relative unit 
labour costs 

Relative 
export pnces 

(1975 = 100) (1980=100) (1980 = 100) 

1983 831 85 89 

1984 78i 83 874 

1985 Estimates 78 86i -kr 9 0 
'" Ratio of cogs/prizes in UK marufactidnng to those overseas. 

- - 	_ 

—7 

(
Import Price 
Competitivene 

(1980= 100) 
94i 

92 

91i 

1k4 

Trade prices 3.26 Prices of most categories of imports fell during the course of 1985. 
The exchange rate appreciated during the course of the year, inflation in the 
developed world was low and commodity prices were weak. By the final 
quarter of 1985 import prices of all goods and services were 51 per cent 
lower than a year earlier. About half of the fall seems likely to be reversed 
by the end of 1986. 

X 	Terms of trade 3.27 For 1985 as a whole, the terms of trade for goods were 1Xper cen 
above those of 1984 because of the weakness of commodity pric But the 
terms of trade are likely to be worse in 1986 because the price of oil has 
fallen relative to other goods and services. As oil has a greater share in 
UK exports than in imports, a fall in its price reduces export prices relative 
to import prices. The fall in oil prices on its own worsens the terms of 
trade in goods by kper cent. 
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Table 3.4 	Trade in goods _ 
Per cent changes on a year earlier 
Export 
Volume 

Import 
Volume 

Terms 
of Trade*  

1983 2 8 l'((1) 444  
1984 81 —21/2_ 	*Nt( — 	i) 
1985  51 

11 

1X(11) 	vs.) 
1986 Forecasts 	 6 

	
51 	 - 

*The ratio of UK export to import prices (average values), the figures in brackets exclude ot 
	 A-6 

Irlw.catm 

3.28 As shown in Chart 3.6 UK  exporters of manufactures improved theiris  
share af...dameoikkivecie in volume term 

nipenter-b-u-t-prelahte 
The forecast of exports of manufactures f_....1,A, ,......:Jel 	in 

volume terms is for further growth e  of/ er cent in 19861  elessagoiler_40 ins4 
tasso=cella,reit=nowitiski-raralic 	 4:1- 
8,,,--itt, ea \k‘c R...t. f.G..-k- „.„,„„ 	. 

Export-  Share, attal mpc 	?RA 	c'et 

3.29 Between 1982 and 1985 the growth in demand for manufactures (5i 
per cent at an annual rate) has been shared by importers and domestic 
producers, with importers continuing to increase their share. Domestic 
demand for manufactures is expected to grow in 1986, because of 
further growth in investment and expenditure on consumer durables in 
particular. Growth in imports of manufactures in 1986 is forecast to 
be over 7 per cent, twice as fast as domestic demand growth, a 
relationship similar to that between 1982 and 1985. 

Trade in oil 3.30 The prospect is for a substantial fall in the surplus on trade in oil in 
1986 as a result of lower oil prices, partly offset in the current account as a whole 
by reduced invisible earnings of foreign owned companies operating in the 
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Other 
Oil"(  Manufactures goods Invisibles Total*" 

1983 7( -215 -51/2  4 3 	(3) 
1984 7(4 -4 -715 51/2  1 	(ii) Vi 
1985 8( -3 -7 5 3 	(41/2) 

-14-84r- 
!) -3 -61/2  8 31/2(3) 5( 
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North  Sea. Little change in oil production is expected and domestic demand 
rn cLaj 	for oilk be below the 1985 level which was boosted by the coal strike. 

Invisible:  3.31 The surplus on trade in services has more than doubled since 1982. 
1985 was an exceptionally good year, with large gains in earnings from 
financial services, tourism and travel. With imports of services, particularly 
tourism, likely to grow faster, the balance on services may show only 
a modest gain in 1986. 

3.32 The profile of the transfers balance is affected by the timing of 
official transactions with the Euro arIc.(2_m_rriunity. As the bulk of the UK's 
rebate on its 1984 contribution was delayed into 9861the transfers balance 
was unusually low in 1985, by about ki billion. A correspondingly high figure 
is projected for 1986. 

3.33 On provisional estimates, the surplus on interest, profits and 
dividends (IPD) fell in 1985. Earnings on UK investment overseas 
were depressed by a once-for-all write off of losses on BP's Sohio 
subsidiary and UK banks' net earnings on their foreign currency 
business fell. In 1986 the surplus on IPD is expected to rise sharply. Lower 
oil prices will reduce the profits of foreign oil companies operating 
in the North Sea more than they reduce the profits of UK oil companies' 
overseas operations and there should be a net rise in the ocher components of 
IPD as a result of a projected further increase in the UK's net overseas 
assets. 

Table 3.5: Current account of the balance of paymentsx 	 

olmaRIV- 
Figures in brackets are after adjustment for the effects 

of the coal strike and the timing of EC rebates 

/2.ruk" 	3.34 Table 3.5 summarises the current account and its main components. 
ataa 41- 

	

FeJLACJI-4 1)TiL"‘  v744rtI 	
Allowing for the effects of the coal strike the current account was in sizeable 
surplus in each of the last three years and a substantial surplus is again 
forecast for 19861)n an underlying basis, the surplus in 1986 is 

	

vis‘61.12- Skirr9ij4 	expected to be lower than in 1985, as a result of the bi fall in oil .rices. 
e contn ution o or j • • 	ciaLaccount---he: 

arAr'k 	(14 	 oil less forimmimpasiot North Sea profi is orccas co a 
ronTh4,16par...644664444414 billion in 1985 to Dikb on in 1986. 

Chart 3.7 shows the components of the account over a longer period, 
relative to GDP. 
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Overseas assets 3.35 The UK's stock of net overseas assets is estimated to have been 25 per 
cent of GDP (almost £90 billion) at the end of 1985, compared with 6 per cen 
of GDP (k12 billion) in 1979. 

Inflation 

Inflation and 3.36 In the year to the fourth quarter of 1985 the RPI increased by 5+ per 
costs in 1985 cent, a little more than forecast in last year's FSBR. In the middle of the 

year retail price inflation touched 7 per cent reflecting in particular increases 
in mortgage interest rates in February and April 1985 and the weakness of 

I cIS 

	

	sterç"' Tthji T ate 1984- and early 1985. Between May2and January ices - 
rose by only 11 per cent in total, helped by a fall in mortgage rates, b - lower 
petrol prices, and a general easing of cost pressures. 

3.37 Import prices declined during 1985 and in the final quarter were 
about 5 per cent lower than a year earlier. Prices of the 
manufacturing sector's materials and fuel inputs fell rapidly from their 
peak in February and by the end of the year were 6 per cent below their 
December 1984 level. The rate of increase in manufacturing output prices 
started to slow down in the second half of 1985. 

3.38 The underlying growth of average earnings (that is, abstracting 
from the effects of strikes, delayed settlements and other temporary 
factors) continued at about 71 per cent in 1985 — little changed from 
1984. With output per head growing at about 2 per cent (after allowing for the 
effects of the coal strike) the growth in unit wage costs was about 5f per 
cent in 1985. Unit labour costs rose by about 1 per cent less mainly 
because of the abolition of the National Insurance Surcharge in October 
1984. In the manufacturing sector, average earnings increased by 8f-9 per cent 
and unit labour costs by 4 per cent. This was much faster than in most 
other major industrial countries (see Chart 3.8). Pre-tax real 
earnings of employees increased by an average of 2-2f per cent a year 
between 1982 and 1985. 
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Chart 3.8 Unit labour costs in manufacturing 

Prospects 3.39 So far the current pay round is showing little sign of any significant 
change in the level of pay settlements or in the underlying rate of growth of 
average earnings in the private sector. Unit labour costs for the economy 
as a whole may rite by around 5 per cent in 1986. World commodity prices are 
likely to remain weak in 1986. With oil prices in sterling terms falling by 
almost a half between 1985 and 1986, the overall cost of manufacturers' 
material and fuel inputs should fall quite sharply between the two years. 
The prospects are for little change in manufacturers' total costs and a further 
widening of profit margins on domestic sales, as shown T. Table 3.6. \ 

Table 3.6 Costs in manufacturing 

Per cent changes on a year earlier 

Unit Labour 
Costs 

Cost of Materials and Estimated 
Total Costs 

4e4t+c-ee- 04.11-ir 641.  

Pnces* 

1983 8 3 51 

1984 21 81 41 5+ 

1985 4 4 4 61 
vt,AA  

1986 Forecasts 41 —11 0 

* Excluding food, drink and tobacco. 

3.40 The fall in import prices since the spring of 1985 has contributed to 
the recent low monthly growth in retail prices; it will continue to 
contribute to low increases in prices over the coming months, so that the 
annual rate of inflation will fall quite sharply. In the last quarter of the yca RPI 
inflation may be about 3+ per cent, with little change likely in the first hal 
of1987. The fall in oil prices is expected to work its way fully through to petrol 
prices in the course of 1986. The forecast increase in the housing 
component of the RN (which covers mortgage payments, rents, 
rates, and other housing costs) includes the effect of a substantial rise in 
local authority rates in 1986-87. 
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Personal sector 	. > 43 Between 1980 and 1983 the inflation rate fell by about three-quarters 

expenditure and the personal saving ratio fell by almost a quarter. In 1984, with the 
uncertainties caused by the long coal strike, consumers were more cautious 
and saving rose. During 1985 spending picked up again, particularly 
spending on durables which was some 7 to 8 per cent higher in the second 
half of 1985 than in the second half of 1984. 

Demand and activity 
3.42 Latest estimates suggest that GDP rose by about 3% per cent in 1985, 

or 2f per cent after making allowance for the effect of the recovery 
from the coal strike. Over the year to the first quarter of 1985. GDP is 
estimated to have risen by almost 4 per cent in strike adjusted terms; 
since then the path of GDP has been flatter. The rise in GDP between the 
first and third quarters of the year was more than accounted for by 
recovery from the coal strike, but growth seems to have picked up again 
in the fourth quarter: the preliminary estimate of the output measure of GDP 
showed growth at annual rate of 21 per cent between the third and fourth 
quarters of the year. The flattening out of strike adjusted GDP 
during the middle of 1985 reflected in part the high level of business 
investment and North Sea output in the first quarter of the year. 
Output in most sectors of the economy, including manufacturing, 
continued on an upward trend throughout 1985. 
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Table 3.7 Retail prices index 

1987 Q21,\ ___7  

Food 19 31 3 

Nationalised Industries* 9 4 5f 

Housing 1X 101 9f 

Other 5XI3 4 5f 

Total 100 5 51 

'sr Including water. 

1 

3.41 1 he CAW deflator measures the pnce of domestic value added—
principally unit labour costs and profits per unit of output—and excludes 
imports altogether. The GDP deflator covers all sectors of the economy, 
including oil output in the North Sea, and so is sensitive to the fall in world oil 
prices. This contributes to a marked slowdown in the growth of G 
deflator over the coming year. The deflator for GDP at market 	and a hali 

prices is estimated to have increased b 	per cent in 1985-86. about one) 
per cen feaet. than in 1984-85. In 19: ia:7, inflation on this measure 
is expected to fall to about 31 per cent. 

\vt114N\SOP 
vokt:A.- 	  

- er cerfr—TREF—Frrdi_jk 	a year earlier 

Forecasts 

Weights 	1984 Q4 	1985 Q4 	1986 Q4 
in 198-- 

3 

)(4- 
7i 

3 

3f  
3 

5fi 
3f 

ANNI  

31 	 31 

3.44 The combination of lower price inflation and little change in 
earnings growth. together with higher dividend income reflecting 
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the buoyant profitability of the company sector, is expected to lead to 
substantial growth of real personal disposable income of about 
5 per cent in 1986. There may be some increase in the saving ratio, as 
consumers adjust to higher levels of income; but most of the rise in 
incomes should be reflected in higher spending, with continuing strength 
in purchases of durables. Chart 3.9 shows recent and forecast 
changes in personal income and consumer spending. 

C421411  PERSOA/AL IAIG01-4E 74/0 EN'PEALD/ TuRE- 

3.45 Investment in dwellings by the personal sector fell between 1984 
and 1985, but a resumption in growth is expected for 1986. 
Investment in housing improvementsA  started to recover during 1985, 
and is expected to show further growth in 1986 as personal incomes 
rise. In spite of the increases in mortgage interest rates early in 1985, house 
prices remained firm; private housing starts which had fallen during 1984 were 
rising throughout 1985, and the total for the year was well above the 
number of completions. This trend in starts should show up in investment in 
new houses during 1986. 

3.46 The demand for housing (as reflected in house prices) and spending 
on consumer durables have both been resilient in the last year or so, 
in spite of the high level of real interest rates. The personal sector has been 
responding to the financial liberalisation of recent years and the greater 
availability of credit as well as to changes in interest rates. Borrowing 
from banks and building societies by the personal sector increased by about 18 
per cent in 1985, and by 20 per cent a year on average between 1980 and 
1985. This borrowing has not only helped to finance current consumption and 
spending on tangible assets, but has also been accompanied by substantial 
acquisition of financial assets: in fact the growth in the personal sector's 
financial assets has in recent years more than matched the growth in its 
liabilities, partly because of capital gains on holdings of equities and 
gilts. 

Company income and expenditure 
Profitability 3.47 Company profitability has continued the recovery that began in 

1981. The net real rate of return for all industrial and commercial companies.  
(ICCs) for 1985 is estimated to have been the highest since 1960. For non-
North Sea ICCs, profitability in 1985 was higher than any time since 1973 
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Chart 3.11, 

3.48 The recent sharp fall in oil prices will mean a substantial reduction 
in North Sea profits in 1986, and the overall return earned by ICCs 
may fall. However, non-North Sea ICCs will be prime beneficiaries of 
the fall in oil prices, as they have been of the weakness of other 
commodity prices during 1985; their profitability is expected to increase 
further in 1986 (see Chart 3.10). 

( t._ 
' 

fatf4t. rarE ô a_e 
I ND 	I L. tiJ.i CorA l'AZsAt IA L. 	Crisk Pek t 

0 

N. 
	Ni 3 sqls tiq7 	196? 	67/ /17 3 I? 7  g 1977 /97? /9ki 	'ti; 	
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3.49 Total business investment, including North Sea investment and 
investment by public corporations, grew by abou_yi per cent in 1985. 

ithin this tota manu acturing investment increased-by/per cent, after ,. 
taking into account the increase in assets leased by manu acturing companies. 
This was a somewhat smaller increase than intentions surveys had earlier 
suggested was likely. The path of investment during 1985 was greatly 
influenced by the reduction in capital allowances which became effective at 
the end of the first quarter of the year. Leasing business was particularly 
buoyant in the first quarter and fell back heavily thereafter. 

3.50 1986 is likely to see a similar quarterly pattern. The level of business 
investment in 1986 as a whole will be affected by the transition to 
the reformed system of company taxation announced in the 1984 Budget: 
this gave firms an incentive to bring investment forward that would otherwise 
have taken place during 1986. The fundamental prospects for business 
investment remain very favourable. Profitability has been rising 
strongly: one indication of the past and prospective recovery in profits is 
the buoyancy of the stock market. In addition, there is evidence from CBI 
surveys that an expansion of capacity will be needed in a number of 

industries. 

3.51 The DTI survey published last December indicated an increase in 
manufacturing and service industries investment of about 1 per 
cent, within which total manufacturing investment is expected to fall by 
about 2 per cent. By contrast the CBI interpret their most recent 
survey as implying a 5 per cent rise in manufacturing investment in the , 
first three quarters of 1986 compared with the corresponding period of 19S= 
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With the additional boost to profits of most companies from lower oil 
prices, a rise in business investment in 1986 of 5 per cent is forecast, rather more 
than suggested by the DTI survey. 

3.52 Table 3.8 provides details of the forecast for total investment and its 
major components. North Sea investment is expected to recover 
t is year to a simi ar eve to that in 1984,14aagaly reflectinikseemszpiFP-
rx-peaditures  on oil fields a1rea4ainclex4e-ve4e-pmeff4-en-el-cy1i-gas--- 

Overall is- 198§..-faxs4-Sroesesosiat is expected 

to 	a further year of good growthin, 	ti 	 - 

 

 

Table 3.8 Gross fixed domestic capital formation 

10 	 1(2- 
9 5 	 4  

6 	 4 	 — ,k  
45 ,rcJ 	8 	 1 

ct:)\  'Including investment by public corporations C I  TAO 5 is  ,., L.° 	companies and public corporations. other than purchases of ,-ouncil 
tr---21 -tudei- purtira3rrfess sa-17s -of tan d antt e irrirrg ()wadi  	sons, T 

houses. 

\\*N4) Stockbuilding 3.53 Survey evidence suggests that despite the low expenditure on stock 
building in 1985, most companies still regard their current stock levels 
as more than adequate in relation to output and sales. The fall in stock rams 
in recent years may reflect in part cautious behaviour by companies after the 
last recession. Another factor has been the high cost of holding stocks as a 

result of the high level of real interest rates and the abolition of stock 
relief in the 1984 Budget. Stock ratios and the estimated real cost of holding 

stocks are illustrated in Chart 3.11. 

iness1  
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(Total  fixed investment 
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Prospects for demand 3.54 Strong growth in exports has made an important contribution to 
and activity GDP growth over the last two years. In 1985 the increase in manufactured 

	

(!ze.0 ckbc.,!....) exports waskahvoesoorriee the estimated increase in weelei.erriele-iwt 	 

414401a ferAttres, while UK imports of manufactures grew less than usual 

in relation to the growth in demand. 

3.55 The fall in oil prices has improved the prospects for world trade, and 
the adjustment of the exchange rate to lower oil prices has made British 
manufactures more competitive. As in most other industrial countries, 
higher domestic demand (stimulated by lower inflation) is expected tox  make 

an important contribution to growth in 1986, but exports should also 
show substantial growth (see Table 3.9). The slowdown forecast for 
export growth in the first half of 1987 reflects the path of North Sea oil 
output and hence oil exports. 	 ksr.  ...a,t404A 

‘14,A, ‘44P%sl‘  

Table 3.9 Domestic demand and trade 
Per cent changes on a year earlier 
(at constant pnces) 

1985 

Forecasts 

1986 1987H 

Domestic demand  2)13— 31 3 
 

Exports of goods and services 6 5 3 LA  

Imports of goods and services  3 6 5 / 

3.56 Total domestic production is expected to increase by 3 per cent in 

1986, following 35 per cent growth in 1985. After allowance for the 

coal strike, growth is close to 21 per cent in both years as shown in Tal-, le 

3.10. The average level of oil production in 1986 is likely to be close to i level 

in 1985 and 1984, but the fall forecast for oil output between the first half 

of NM and the first half of 1987 may cut total GDP growth byet 4  per cent. 

Output growth in the non-oil economy in 1986 and the first half of 1987 
is expected to be comparable to that seen in 1985. Manufacturing output has 
grown slightly faster than GDP since 1983. The composition of demand 
growth in the forecast suggests that growth in manufacturing 
output may continue at around the underlying rate of growth of GDP. 

JN 

Table 3.10 Real GDP and manufacturing output 
Per cent changes on year earlier 

. -- • • 

GDP (average measure) 

GDP, adjusted for coal strike * 

GDP, adjusted for coal strike and 
excluding oil output' 

Manufacturing output 

Adjustments are approximate 

1985 

Forecasts 

1986 

35 3 

21 25 

2/ 2/ 

3 3 

1987 HI 
A 

25 
 

24  

3 
ii\M)  

2 Y2. 
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Productivity and the labour market 
3.57 Total employment in Great Britain is estimated to have grown by 
about 220 000 over the year ending September 1985, giving a total 
increase since March 1983 of over 700 000. 

3.58 The published figures show an increase of 12 000 in the number of 
employees in employment during the first nine months of 1985: a 
further rise in the number of employees in the service industries was 
largely offset by falls in the production and construction industries. Self 
employment is assumed to have risen by about 31 000 a quarter since the 
middle of 1984, the same as the estimated quarterly increase over the 
previous three years. This compares with an increase of about 68 000 a 
quarter recorded between the middle of 1983 and the middle of 1984. The 
estimates of growth in employment over the recent past shown in Table 
3.11 are subject to revision when the Census of Employment for 1984 and the 
Labour Force Survey for 1985 become available. 

Table 3.11 Employment 
thousands, change in GBAseasonally adjusted 

Employees in employment 	 Self 	HM 	Employed 
employed 	Forces 	labour force 

Male 
	Female 	Female 

full-time 	part-time 

September 1983 to 
September 1984 	 — 84 	+19 	+174 	+236 	+3 

—105 	+20 	+181 	+125 	— 1 	+219  

e ic e- +t> 'sl- 	
cent in 19854a4immxilet the annual average of 31 per cent for the period 

S However, the rise in part-time employments is currently bringing 

3.59 Following upward revisions to the output estimates, output per 1 
head in manufacturing now appears to have risen by about 31 per 

recorded between 1973 and 1979: the trend growth in productivity in 
1979-85. This marks a major improvement on the productivity performance 

manufacturing now appears to be close to the rate achieved during 
the sixties (see Table 3.12). Non-manufacturing productivity has also 
been rising faster of late than in the 1973 to 1979 period. Growth in output per 
man hour has been rising at about 2 per cent per annum since 1979. 

down growth in output per head in non-manufacturing, to about 1 pelr 

cent a year. 	

C'ttv k 
414,:r 

Table 3.12 Output per head 	
Employed labour 	Per cent changes in output peF 

force (millions) 	head (annual averages)  

1964-73 1973-79 11?-79-85  

	

5/ 	 31 	1 	3/  

Non-manufacruring* 	131 	 3 

Exchuks public services and oil, and includes Matiotsalised industries except steel. 	

c\4. 

September 1984 to 
September 1985 

Manufacturing 
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Unemployment 3.60 The increase in employment since 1983 has not so far prevented a 

continuing rise in unemployment, as growth in the labour force has been 
exceptionally large. However, the rise in unemployment has slowed down 
over the last year: the Average increase in adult unemployment was 
about 5 000 a month over the twelve months to February. 

3.61 Pay increases have generally been well above price rises and well 
above the rise in pay in most other industrialised countries (see Chart 3.8), thus 
contributing to the rise in unemployment in recent years. With output 
and employment continuing to grow, and growth in the labour force 4440.14/tr 
isEmoiegv down, the prospects for unemployment are better than they have 

been for some years. 

Forecast and outturn 

3.62 The table below compares the main elements of the forecast 
published in the 1985 FSBR with outturn or latest estimate: 

Table 3.13 Forecast and outturn 
Forecast Latest !Average 

estimate/ ig  errors from 
forecast 	past forecasts 

Total output: per cent change 
between 1984 and 1985 	 . 31 	31 	Xk v,Ac  
RP!: per cent increase between the 
fourth quarters of 1984 and 1985 	 5 	51* 	A l'i 4 ,t,,\\,  
Money GDP, per cent change 
between 1984-85 and 1985-86 	 RI -, 	9Y2. 	

11 VA 
Current account of the balance of 
payments in 1985. Z billion 	 3 	3 	21  

1MA 
PSBR,  financial year 1985-86 k billion 	7  

,* Qumun. 
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Fore?-.)  Average errors 
from past 
Forecasts' 

	444 

per cent anges 1985 to 

1 

A. Output and expenditure at constant 1980 
prices 

Domestic demand 

Cnnsumers' expenditure 1 

	v\A 
General Government consumptIon 	 1 

	
1 

Fixed investment 	 5 
	

2 

Change in stockbuilding (as per cent of level 
of GDP) 0 

Exports of goods and services 5 	 2 

6 

3 

3 

Imports of goods and services 

Gross domestic product: total 

: manufacturing 

Retail prices index per cent changes 

Financial year 1985-86 

Financial year 1986-87 

D. Balance of payments on current account 

1986 

3.63 Inflation in the fourth quarter of 1985 turned out a little higher than 
forecast a year ago. The forecasts made at the time of the last Budget 
for output growth and the current balance in 1985, and for the PSBR in 
1985-86, are all very close to the latest estimates for these variables. 
In each case such error as there appears to have been is considerably 
smaller than the average error from past forecasts. 

The prospects: summary 

of which: 

B. Inflation 

1985Q4 to 1986Q4 

1986Q2 to 1987Q2  

Deflator for GDP at market prices 

Financial year 1985-86 
Financial year 1986-87 

C. Money GDP at market prices 

34 

34 

per cent chan  
Lear earlier 

X(p  
3i 

X  

	tt 

	tl\A‘ 
2 

r cent criangecon a 
L./year earlier 

TJ c."-Lia-t-c•'* 	4-.J'exc1-r 

	 d-rt, ..Ort5,e4  

n^e- 	 kaar. 

Lcl..tC ARM— as-a. knt 

1987 first half (at an annual rate) 

.PSBR 

inancial year 1985-86 	 (la (Z) 	1 (I) dids  
Financial year 1986-87 	 j7 ...;=•'• 	S ly/Ot ti  

' The errors relate to the average differences (on either side of the central figure) bet em n forecast and outturn. 
The method of calculating these errors has been explained in earlier publications 	government 

forecasts (see Economic Progress Report June 1981). 

k billion2  

The errors are aft adjustment for 
the effects of major changes in fiscal policy where excluded from the forecasts. 

PCT cent of GDP in market prices shown in brackets. 
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Risks and uncertainties 
3.64 No forecast is complete without an indication of error margins. 
Table 3.14 sets out the average errors from past forecasts, alongside the forecasts 
themselves. These average errors provide an indication of possible errors 
in the current forecast. Those items which represent the relatively small balance 
between large flows in either direction are particularly subject to error. 
For example, the flows on either side of the PSBR, including the 
revenues of the public corporations, are about £200 billion; and for the 
current account of the balance of payments exceed £150 billion. 

3765 While the ze o errors, ill c ange • er time as t economy 
uctuate an 	 que hange, 
ave n 	 197.. For t 

error 	 a pen 	igh a 	 on 
av agi 	12 •er ce , and 	lik 	err. s at 	rren ra s of 
iri, atisT e aver ge err 	in 	las hre 	t for a 
look g ead to tYe ens of th ye was pe ent. 

es 
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1 1985 to 1986 	 4 

1986 HI to 1987 HI 	4 
3 21 	 21 5 3 

	
3 

Constant price forecasts of expenditure, imports and gross domestic product* 
k billion at 1980 prices, seasonally adjusted 

Consumers' 
expenditure 

General 
government 
consumption 

48-9 

49•4 

50.2 

Total 
fixed 
investment 

PA cl 

401 

ill* 4-1 . 1 

45/ 5 

45.0" q 

#.1 1.62. 

1981 136.5 

1982 137-6 

1983 142.9 

1984 
145 % i,  50.9 

5 1 /2- 

51.6 

1985 149j g 

1986 155/-4- 

1984 HI 721 b 25.2 22 

1-12 7t)/ 3. 0 257 22 $' 8 
1985 HI 7Ayi-f-. 251(5" 232 

H2 75 25.V 7- 22-t 
1986 H1 76.A ci 25-7 24 / 2. 

H2 25 21 	4-0 
1987 HI 49 .9 itilEtr. 25)1(% 24-i 	2. 

Per cent changes 

1983 to 1984 	 2 	 11 

1984 to 1985 

-•_ 

* GDPfigieres in the table are based on " rompromise" 

estimates of gross &metier produrt, feller:nog jiir the past average 

ruOPM11.11il U, on slant prire expenditure, output and infante 
esumages ity GOP. Perreritage thane's are al, whited irons 

Total 
final 
expenditure 

Less 

Imports of 
goods and 
services 

Less 

Adjustment 
to factor 
COSI 

Plus 

Statistical 
adjustment 

Gross 
domestic 
product at 
factor cost 

GDP index 
1980 	100 

282-)t q 

288.7 

55.9 

58.7 

34)2 

306 

-0./$ 

0-7 

196•3 9sic, 
200-1 100-4 

3oop- 62-1 31./CS' 0.yI 206.( 10I3 
310,3c1 68-0 321 2.0 21/-77. 2 • I 1061 
320/ 9 70•1 331 co 29Q4 • 0 10911 
332.11 741 

° 
A.; 1.1 225-f ?- 113.2 

153•yq 329 16 3 0 105141 105/4 
157-0 35.1 

-1.641 I7.0 

1 /4- 106/6i 107/ 5 

159*-7-- 35.0 16/ G //It 1.0 1091 1 109-4 

14.f 	1.2 35.1 0,9 109-44-1)0, 0 110/ 4- 

164y 5. 36•5 17.03 0-8 112/2.. 112P. 
167 37- 17.'4 1-1 113/ S 3.9 
1691i( 1}0.0 38.4 L 17f .14r i.0 114p9 Il5j3 

earlser this year (covering periods up to 198f (;13) end 
int 'squirt's, tome revised and later, data and forerasto 	full 
1,1 	Hatooroal ati oullil So end IYMS, will he pobliihetl by cso 

Marsh 

X3 

Table 3.15 

Exports 
of goods 
and 	Change 
services 	in stocks 

62.0 	- 2.5 

62.8 	-1) 

64 •4 	0.7 

69.1 	-01 

73.2 	01 	1 

761R 	0•8 

137 	- 011 	3 
35 4 	0./ I 

36 8 	0/2. 

364 	0, 

381 

38 7 	0.6 

3') 3 	(f - 

unrounded levels and then rounded to half per lent Totals in 

billion may not add due to sounding I rows tor I9Xt Ill 
and beyond in,. loreiillif I igirrel lor period, up u ihe end ol 

!Wit are based mainly on the national iii aunts published 

21 

31 

3 

21 

31 

3 

7 	 31 	 91 

6 	 3 	 3 

5 	 6 5 

0 
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1 
4 The Budget Tax Proposals 

S  
Income 'ax 

4.01 The main tax changes proposed in the Budget are summarised 
below. A full list of changes is given in the-ikaae--x-te-t4iis-Gltapter."Toloti Li./ 

4.02 The basic rate of income tax will be reduced to 29 per cent. 

4.03 Income tax personal allowances will be increased-4;6.7 per cent he 
iRc-Ferse in the RPI in the year to December 1985).as-pFe.44.4ed1cida-y-
stattisei This will mean that 

the single person's and wife's earned income allowances will rise from 
£2205 to £2335 

_ 
the married allowance will rise from L3455  to 0 655 / 
ILL #4c- . ./.446 4.4:c 4-,,lk r,1-4 -er."- A Zi9c I 	,,2., es-c  Sic4) 
the additional personal allowance and widow's bereavement 	2_i jfilfis,css (mt,m,  
allowance will rise from £1 250 to kl 320 

4.04 Thresholds for the higher rates of income tax will be as follows)./.- 

Tax rate 
	

IT 
Per cent 

29 	 0-17 200 

40 	 17 201-20 200 

  

45 

50 
55 

20 201-25 400 

    

  

25 401-33 300 

  

33 301-41 200 

Akivp=estdcut— 
entertainers and 

sportsmen 

Excise duties 

over 41 200 
	 av\ 

4.05 The uprating date for Social Security benefits is being changed from 
November to April. As part of the transitional arrangements there will 

ar mosisami 	uprating in July 1986. Exceptionally, the Government has 
decided to exempt from income ?x the amount of the increase payable 
in 1986-87 on retirement pension ppe and linked long term benefits. 

4.06 UK practice on the taxation of visiting entertainers and sportsmen 
will be brought into line with that in most other OECD countries by 
the introduction of deduction of tax at source, and other measures. The 
new arrangements will not come into effect until 1987-88. 

4.07 Th uties on cigarettes and hand rolling tobacco will rise by about 
131 per ent, equivalent to just over lip  on a packet of 20 cigarettes. 
Those on pipe tobacco and cigars will remain unchanged. 

4.08 Duties on alcoholic drinks will remain unchanged. 

4.09 Duties on road fuels will go up by a little more than 8 per cent or 
the equivalent of approximately 7ip on a gallon of petrol and 6+p 
on a gallon of derv. 

60 
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Bands of 
chargeable value 
£000  

Rate on 
1̀4 death 

per cent 	\P.) 

0-71  0 

71-95 30 

95-129 35 

129-164 40 

164-206  45 

206-257 50 

257-317 55 

Over 317 60 

BUDGET SECRET-BUDGET LIST ONLY 
.4 The Budget Tax Proposals 

1279 

 

 

• 
\ . 

Vehicle liticcise puty 4.10 The duty on cars, light vans, motor cycles and most lorries will 
remain unchanged. The duty rates on buses, coaches and taxis will rise 

by 5 per cent. 

     

-C 
Business 4xpansion)  

Scheme 

4.12 The lifetime CTT charge is to be abolished for all gifts between 
individuals made on or after Budget Day. There will, however, remain 

a tax on transferts, ma 
will be charged 

pr-  will be known as the 
_ 	 

4.13 Under the new arrangements, 
clagg€, there will continue to be a charge on transfers involving 

truste..-Provision will be made to charge gifts in relation to which the 
donor may continue to enjoy a benefit. The exempt amount and rate bands of 
the tax will be increased from Budget Day, as follows: 

4.11 the Business Eansion Scheme,wirs-444e.-to-cruzle-t-e-441-eud-on 1 
987  It is proposed-to continueLttindefinite-Ty and to exempt 

new Bt.S__!LialLe.s fjr.!...3_4t 	CT on first sale. Certain low-fr activities 

including those with high-asset-backing are to be excluded. 	Ccrtatn 

I • <_ 
Capital transfer Tax) 

ecrl-6-# te-444, et to. 

e on death. Gifts made within seven years of death 
v reliL reflect its new structure, the tax 

nheritance tax.  

aplika.1.30=topreite,e*-the-lifeeirne 

5 

it( 
Stamp spur? 

refserd 	qV5 /)1'h-1  
4.14 A new scheme known as Personal Equity Plansiwill be introduced 

to encourage individuals to invest directly in equgiesares held in such plans 

4.15 The rate of tampAuty on share transactions is to be reduced in the 
Autumn from 1 per cent tol per cent. The scope of the duty will be 
widened to cover the following transactions (currently exempt): 

A%.4.  

'Om)* 	‘tt- • CIWI4 	V..714 

will be free of any tax on both capital gains anckdividend incKr 

Investmvv.f.xicT £2400 will be pe mittteach 	 k •• -1‘ 

t,c,Nra 

Takeovers including mergers (but excluding company reconstructions) - from 19 March 

Certain Loan Stock - from 19 March 

Letters of allotment - partly from 19 March and partly from the Autumn 

Intra account dealing - from the Autumn 

Company purchase of own shares - from the Autumn 

A 5 per cent duty is being imposed where shares are converted into Depositary Receipts, 

from 19 March. 
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Employee lhare 4.16 The following measures will be taken to encourage further the spread 

*hemes of approved employee share schemes:  

—the extension of the present tax reliefs to shares whic  have been_ 

• 	'.• • • .7...:•-•••-• •••••••••taall1111,•••• 	 , 	, • 

epla.yeoroe-eAverfrile=eh5pcncel--474 when the employment ends. 

—changes to enable employee controlled companies and worker co-
operativi(es to take advantage more easily of existing schemes. 

—more liberal regime for savings-related share options. 
c, 

Pension fluncl)urpluses 4.17 The present rules relating to pension fund surpluses will be clarified 

and revised as follows: 

—pension funds' assets and liabilities yilI be valued, for tax purposes 

.S 	only, on standard assumptions " as 	by the Government Actuary; 

—where such valuation shows an actuarial surplus of assets over 
liabilities of more than 5 per cent, the trustees shall be required to 
reduce it to not more than 5 per cent by viekeef (i) an increase in pension 
benefits (within existing limits), or (ii) a contribution reduction 
or holiday by either employer or employee, or (iii) a refund to the 
employer, or (iv) by any combination of these measures, the 
choice of method being for the trustees to decide; 

—where a refund is made to the employer, it will be subject to 

the 	 hands at a rate of 40 per cent. 

—no refund will be permitted which would reduce the surplus to less 

than 5 per cent. 

Charitable giving 4.18 Four new types of tax relief will be introduced: 
. 	- 	_ 

—Companies-rother than close companiest,will for the first time be 
able to claim tax relief for single gifts to charity. The relief will be 
on single gifts up to a maximum equal to 3 per cent of the ordinary 
dividends paid by the company in the accounting period. 

—The present annual limit of L10000 on the amount of charitable 
giving through deeds of covenant for which an individual taxpayer ma' 

claim higher rate relief will be abolished; reit-  ri-c 	"! 	. 
-11...k 	e-4  to/t 	414  ;•—tt— 	r 
—There will be a new scheme from April 1987 to encourage 
individuals to make donations to charity through deductions 
from their wages and salaries. Employees whose employers participate 
in the scheme will be able to get tax relief on donations of up to 

/ 1001a year. 

—VAT relief will be available on distress alarms and lifts for the 
handicapped and their charities, non—classified press advertising by charit 
medicinal products supplied to charities, video and refrigeration 
equipment used in medical applications by certain eligible bodies 
including charities, welfare vehicles used by such bodies to transport 
the deaf, blind and mentally handicapped, anfecording 
equipment used by charities for the blind. 

4.19 Measures are also to be taken to prevent abuse of the tax relief for 

. charities. 
BUDGET SECRET—BUDGET LIST ONLY 
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• 
Business taxation 4.21il The final stage in the business tax reforms introduced in 1984 will take 

effect on 1 April 1986 with the reduction in the main corporation tax 
rate to 35 per cent and (with a few Mainly transitional exceptions) the full 

stieniazi.reih.61•6 pecp.turcelo 
implementation of the 	 system of capital 
allowances. These reforms will be completed by updating the mines and oil 
wells capital allowances code, and adapting the system of allowances for 
agricultural buildings. In order to provide a full measure of tax 
depreciation for agriculyal buildings and works with a short life, tise 
taxpaye6may choose totake balancing adjustments on their disposal or 

destruction.," 

-2-9-per 

" L..- • 
	 -tic:minim • 	 

/Oil taxation 4.22, 

Capital gains tax 

'Except for the updating of the mines and oil wells capital 
allowances.code, no other changes are being proposed to oil taxation 
apart from technical changes to remove some anomalies. 

fik 

4.23  The 	nnua exempt amount is to be increased in accordance 
with the statutory indexation provisions liiiiiaziztemetzt from Z5 900 to £634  

in the case of individuals, and from £2950 to £3150 in the case of most 

trusts. 

4.241. The scales which determine the taxable cash equivalents of car and cal 
fuel benefits in respect of company cars provided for directorynd ft 
employees earning £8 500 a year or moryre to be changed from 
6 April 1987. The present (1300cc and 1800cc) engine-size break points 

are to be aligned, on a re,unue-neutral basis, with those (1400cc and 
2000cc) 9et=ectst in thWuropean Community Directive on car exhaust 
emissions. The resulting scale charges for car benefits (but not car fuel 
benefits) will be increased by 10 per cent for 1987-88. From April 1987 the c 
fuel benefit scale is to be used both for income tax purposes and to assess th 
VAT chargeable on fuel used for private journeys in business cars. 

4.4 From 19 March 1986 the registration limits will become £20500 per 

annum and £7 000 per quarter. 

- - _ 
sh,11 (os-r,ne..ti .  r ,--b- il(4.,  r ror,--44.4-- 7-64. 	k.),L-11 b? r Cd  tA./ 204 L 2 9 /10  . p i  , 

I Ark 
q 	- 11-4  r c(14-“ALI-,;— I- fr,i,J t 1 r

W 
..A.1. #1.._ 	r-..-,G. r( /4 CT Lull he 

q )"J bis 01 12-k pti-, /4-, -100-,;,, .To ra4.;; joy L..t 12, ii /'.. A 10a,„4...,_ IL, ri  __Li  
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830 - 830 eduction of lp in basic rate 

Increase in single allowance of £130  and marrie allowance of £200 

Increase in additional personal allowance and widow's bereavement 
allowance of £70  

0 ("tranges to relief for overseas travel expenses 

0  Exemption for 1986-87 of July increase in retirement pensions and 
linked long term benefits 

ii - 
C anges tit igher rate thresholds  

(5) Abolition of  higher rate relief limit for charitable covenants 

$ 
in 

Relief for charitable donations through  payroll deduction schemes 

Changes rules for the tax treatment ofoeliii:LagFit entertainers and 
sportsmen 

0 Fringe benefits—car and car fuel scales 
10 - 10 

15 - 1 5 

N 0,6  INI•glit;b4c Nhle- c, Use of shares providing employee control in approved employee 
share schemes 
Worker co-operatives use of redeemable shares in approved profit-
sharing schemes 

lcistt - 

a c c1-hUJk\" 

Table 4.1 Direct effects of changes in taxation 

DJidUL 111 *.v 	• a.i - 	so VI 	I %/IV L. 

4 The Budget Tax Proposals 

Increase in age allowance of £160 (single) and £250 (married) and 
income limit  of £600 

crease in basic rate limit of £1 000 to £17 200 

Nil  115 
154)  70 

® Changes  in taxation of employee share acquisitions 

Use of restricted shares in approved employee share schemes 

35 

$014064-* 
- 

Nil  

14eght+we*  
Negligible * 

+15 
Ntgisgibte- 

7  of?  

per- 

N-gligihl€ -X 

Illet4g44L—X- 

- 5 
-20 

+75 
+ 15 

Nt14544r 

D'14.014-ttii4c 

t4rFilmUlt- -Negligible -At- 

N f5 I Id.), lvta, 
i I 

Neg.4474  Nr-8-1484.);"k 
Neglig1434--is- 0 Change in basis of assessment of enterprise allowance 

C) Exemption of pensions paid to victims of Nazi persecution 

Income tax and capital gains tax 

a Tax relief for Personal Equity Plan  

e Business Expansion Scheme—continuation beyond April 1987 and 
changes in coverage 

.1(j 

7 Charities: anti-avoidance measures 
Limiting scope of anti-bondwashing  provisions  

CP Amendments to Accrued Income Scheme 

Income tax, corporation tax, capital gains tax and capital 
transfer tax 
Changes in relation to securities  

BUDGET SECRET—BUDGET LIST ONLY 

-25 kgrgTbfr 

+ 10 Na4t4t4it N4glle  -x- 

+120\ ± 20 + 20 

0  Exercise of options granted under approved savings-related 
share option schemes 

In  • •  e tax and corporation tax 
. 	. . 	- 

Nt•Olt4444e 	r4t4314644--X  
Negligible c 	-D4•46441i•bk-* 

N'eeigib4444:- 	-Ne154iS414e-54-- 

-* hillefte"  r4ii-  • 0409.11.11.4  

- 5 
-/Neg-ligiNeo 

- 45' 

14444404/z4.4 
44eg41;44e-

444arkka  

Negkrt4e-,  Neg44§4.41c -0(- Neglrgrifrie-* 

Negligible -x- -* 

Nreigib4e-w-- D'140404e**--- 
-Negligibte-76- N.4041fAk 

Mines and and oil wells capital allowances 
Changes in agricultural buildings allowance rules 
Changes in capital allowance rules for leased assets 

C:3 VAT penalties, interest, suicharge-s  and repayment supplement 

Income tax, corporation tax and capital gains tax 

Et) 
tr. 

Weg44te- 

895 

10 
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Neritgrbie-A- 	N,6116,151, , _Winical changes to remove anomalies 

-60 -120 -120 eduction in rate of ACT to 29/71 times the amount of the dividend 
20 
35 

ittkilf,, 
4-5 

4Niniftsgibti-A-

44Mlit4bie-4- 
-414434.47,4,1k* 

-44eritgrb4e-A- 

Corporation tax 

Reduction in small companies rate to 29 per cent 
Relief for single donations to charity by companies 

Loans by close companies 
ransfer of losses on company reconstruction 

Table 4.1 Direct effects of changes in taxation—continued 

million 

7 
on-ind 

base 

1C0C-/ - 
tthChIji6<yA 

Estimated a 
on re 	ts in 198 

exed 
base 

Capital gains tax 
Indexation of annual exempt amount .Der 

-10 

c)411  

-10 -10 

-X— 
›iff Der-- 

->rci—•" De- 
Ta,xation ofsifts-w4t41-reserratien-of-benefits 

0 Restriction of holdover relief for dual resident trusts 

>If — 	+40 De — 

)41 
)41T 

Rt-ritietieri-ef-perieel-forrntrarlati- 

- 35 - 55 

-20 -45 

± 50 4- 30 
- 70 - 75j 
+10 -'- 35 

TOTAL INLAND REVENUE 

- 
- 70 

is---,r - 213 5 	4245---101N 

tic Abolition of lifetime charge on transfers between individuals 6. (crs,v,,t, 	-35 

Indexation of chargeable rate bands 

sExempraeft-fer-thrm-transfen=e6-4449aktrosafeesit 

mp duties 
Changes from 19 March 1986 
Reduction m rate on shares to per cent from Autumn 1986 

- - 
Other changes from Autumn 1986 

Increase in registration limits 
Revised treatment of motoring expenses 
New rules on clisaggregation of registrations 
Revised treatment of hotels and tourism 
Reliefs for charities and the handicapped 

Direct exports 
Transfer of import relief 

Negligible 

1-is,b•ic 	-Yr 	Negligible 	 20 
+10  

u5 

Capital transfer tax (inheritance tax) 

ED 

Excise duties 

0 No change in rate of spirits duty -45 

(0 No change in rate of beer duty -95 

0 No change in rate of duty on cider and perry -5 >HT— .G44  

changes in rates of wine and made wine duties -30 

SNo  
.5% 	Increases in rates of duty on liglre-eil etc +110 + 380 +400 

Increase in rate of duty on hesvreii-feruse--iu-fOad-WthiCIK- de r NI +30 + 95 
4111. 

+ 105 

No change in rate of fuel oil duty -5 ,Ber- Pel 

Abolition of duty orri 1 ricating oils -10 -10 -10 

0 Abolition of duty on AVTUR -10 -10 -10 

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

4 million 

Estimated • ct 
on rec ts in 1986-87° 

I xed 
	

No 
ase 
	 base 

+30 

+335 

No change in VED on car, light van and main lorry rates 
	 - 135 

Increase in other VED rates 
	 +5 

*011igked-perrerterfurv-E-9-e.ev-ien 	 
Other 

OTAL CUSTOMS AND EXCISE 

/ 	Vehicle excise duty 

Increase in rate of duty on gas oil 
Increases in rates of tobacco products duties 

Abolition of certain excise licences 

iporthem Ireland betting and gaming 

#1, gi,s,t,1,* 

.Neshgthle-A-

+ 130 

+ 	 +30 

+175 	 +315 

Net44844e -  NeS4+04  
	 1E- 

+790 	±910 

INtlf — Ncr-f.  
+5 

-5 -10 -10 

- 995-cIVS. 	 es0 	-141irogoi 

cx- 	40, 	'Si 
-)Erf 

c
ialf-«;e k,Y 1 

BUDGET SECRET—BUDGET LIST ONLY 



bUUtat I oirA•rir_ • —ovi.o0C I Li*I UnILT 
	 I  

Annex to Chapter 4 

Ho,, -0--
...Tqcbit=o+ 
Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 
the nearest ,z5 million. " Negligible " means less than £3 million. 
Components may not sum to totals because of rounding. 

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

For Inland Revenue taxes (and VED) the difference in yield for each tax is 
generally calculated by applying the pre- and post-Budget tax regimes to the same t: 
base. This base is the post-Budget base—that is the levels of income, profits etc 
forecast for future years on the assumption that all the measures proposed in the 
Budget take effect. In certain cases, however, the difference in yield also takes 
account of changes in taxpayers' behaviour arising from the tax change where the! 
behavioural changes can be directly attributed to the change in tax. For example, 
the estimate of the direct cost of the cut in stamp duty rates allows for the expecte4 
increase in chargeable transactions, at,-wisikas=62=tierc=e9Freeteel-iftEft,a,se-in pical-- 

faliggid". 

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

.) Economic Trends, March 1980. 

Table 4.1 shows the expected change in receipts of tax resulting from t e 
Budget proposals. Additional Information is providedt.elow for those 
proposals where the effect on tax liabilities in the first complete year to which 
the change applies (full year effect) is substantially different from the effect 
on receipts in either 1986-87 [or 1987-88]; or where the impact of the proposal 
is expected to build up over a period of years. 

The direct effects shown in the third column of Table 4.1 assume that the levels 
of allowances, rates of duty etc proposed in the Budget for 1986-87 
continue to apply for 1987-88 and compare the effect on receipts in that year 
with allowances and rates of duty unchanged from their money levels in 1985-86 
(the unindexed base). 

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

(given in Table ii,g 3,0akes account of the effects, direct and secondary, of all the 

measures annou6ced in the Budget. 

BUDGET SECRET-BUDGET LIST ONLY 
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The additional personal allowance and widow's bereavement allowance will be 
increased from ,C1 250 to ,C1 320. 

OThe age allowance will be increased for the single person from £2 690 to 
£2 850, and for the married from £4  255 to £4 505; the age allowance income limit 
will be increased from £8 800 to £9 400. 

TI,e basic rate limit will be increased to £17 200. 

aihc width of the 40 per cent higher rate band will be maintained at £3 000; the 
45 per cent band inc-faa€461-te £5100 and the 50 per cent and 55 per cent 
bands ifrefease44-1•e-k8-444. 	5c-0 

0 The £10 000 limit on higher rate relief for covenanted donations to charities 
will be abolished. 

taw.amaaamamow,Mmaialtrelai , 

_ 	 ”. single person's allowance and ; 
tne wife's maximum earned income relief wi1 be increased from £2 205 to £2 335 
and the married allowance from ,C3 455 to £3  655. 

he basic rate will be reduced from 30 icr cent to 29 .er cen 

IL) 	Li Ili I. I %It L.'#I. • 	is its as la a..I LAI %) I v4.0 ill 
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A From April 1987 relief will be introduced for charitable donations of up to £100 
L7  a year made through payroll deduction schemes. The cost estimate 

depends on take up. 

New rules will be introduced for the tax treatment of visiting aaNnakiiicaar 
entertainers and sportsmen who derive income from the UK. In later 
years, the yield from this measure is expected to be in excess of £100 million& 

13:27  

(3 (.c..) With effect from 1987-88, the present engine size breakpoints in the scales for 
taxing carcar fuel benefits in respect of company cars provided for al.,_ 
directors)an employees whose remuneration is at a rare of L-_,8 500 a year or 
more, will be changed on a revenue neutral basis and the new scale for ar__---- 
benefits will be increased by 10 per cenrik 	 e-016-V A 1 ri-API tO 

42.-0 j  

Q•.- 

Co„•••1 4....71,4-en..f 	..t_es.A6.4....11 

Fu..1-4,4 	c c  
,G.., 	 t c 

e4,4-3 c_i_e_ 

The use of shares of a class, the majority of which is held by directors and 
L - 	• employees and which gives them control of the company,will be 

rmitted in approved employee share schemes. 

	

n-Akt of- 	d triefroes 
61911450 010:q 

"IA  ej- if ,coo 144, or  

	

g'-'00-() 'la r 	rerdywc,j- ht+.ek4 a 
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The relief forkoverseas travel expenses incurred by UK 
working abroad and by expatriates working in the U 
85 
resident employees working wholly abroad 

resident employees 
will be extended from 1984-
-11-a-t-are available to UK 

oad-,.The higher sae first year cost 
, — 
anses from the proposal to apply these improvements with effect from 6 April 1984. 

For 1986-87 the increase in retirement pensions and linked long term benefits 
payable from July 1986 will be exempted from income tax. 

he tax charging provisions relating to directors' and employees' acquisitions of 
shares and interests in shares in their companies will be amended. 

c use of shares subject to restrictions on their retention by ex-directors and ex-
employees will be permitted in approved employee share schemes. 

Registered worker co-operatives will be able to use redeemable shares in 
approved profit sharing schemes. 

pproved savings-related share option schemes will be enabled to permit 
exercise of options within three years in certain circumstances. 
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The basis of assessment of the enterprise allowance will be changed from Case I 
or Case II to Case VI of Schedule D. 

Certain pensions paid to victims of Nazi persecution will be exempted from 
income tax. 

Income tax and capitalOA new tax relief will be introduced for individuals investing in equities. The cost 
gains tax will build up over a number of years and will depend on take up. 

OThe duration of the Business Expansion Scheme/ will be extended indefinitely; 

'4 	an exemption from capital gains tax will be introduced on the first sale of 
qualifying shares and certain changes will be made to the coverage of the 
scheme. The scheme has a full year cost at current levels of investment of about £10 
million. The 1987-88 figure includes a small first year cost for continuing the 
scheme after April 1987. 

r41.4 
Income tax ancr4.:The ac1-a4g4ifitems relating to occupational pension fund surpluses will be clarified 
corporation tax and refunds from overfunded schemes to sponsoring employers will be 

charged to tax at 40 pevent. The figure for 1987-88 includes a yield of k70 
million in orporation Yax and income mbar& tax reflecting changed levels of 
contributi ns to or benefits paid from pension funds. The overall yield, including 
the charge Iv refunds may be about £250 million in each of the following rata oihree years'''. The mines and oil wells capital allowancesf,will be amended; in 
particular to change to percentage based writing down allowances on a reducing 
balance and incurred basis, instead of the existing output-related allowances. The 
cost will decline gradually in later yearsAVEORMS07 

1.4 The provisions governing the agricultural buildings allowance will be amended. 
The cost will be up to 45 million in the early 1990s and up to £20 million 
in the longer term. 

/ 11r:0 H 11-(reely._ 

(a>,--1,.f-:3  1-0 e-) 

j yz.s: r 

Income tax, corporatior0Provisions to counter abuse of the tax reliefs for charities will be introduced. 
tax and capital gains tax 	7 

visj- 
The legislation relating to capital allowances on machiner or planZand on 
certain vehicles whic-h-af t.-14Laisgd will be amended. 

_ 	
b Deductions for VAT penalties, interest and surcharges will be disallowed and 

VAT repayment supplement will be disregarded. The yield will build up 
over time to about £40 million by 1991-92. 

CV,Crr• IALD 	11.V.sa C...1"..Aft .5 
cf.& 

C-ra)"en •••'j  
ti A 

Corporation tax andOThe provisions dealing with small part disposals of land will be amended. 
capital gains tax 

Income tax, corporation 
tax, capital gains tax and 

capital transfer ta 

orporation ta 

-

be payable will be 
istn utio . he small companies rate of 

or  relif
e from 

opr orationtrax for the financia year 1986-87 will be reduced to 29 per cent. A 
tax will be introduced for single donations to charity by 

companies which are not close. The cost may rise to about 	million depending 
on take up. 

he transfer of tax losses on a company reconstruction will be restricted. The 
yield will rise eventually to about £50 million a year. 

hanges will be made in relation to securities including replacing special rules for 
Stock 	Exchange jobbers by rules  for_market makers.  

A 	 C. 4; 	 ELL 

- 
,..cu  lac    6 re.e 	  

e rate at which advance corporation tax for 19 
 	fixed at 29/71sts of the amount or-the 

100 
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	 45 

206-257 50 

55 

60 

Transfers (other than between individuals) not within seven years of the 
transferor's death will be charged at half the death rates. 
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Ca-r..ore.ar, 0%).tj*J..1 	 &AJ4..%P44 0U.,41—sle 
e- 	 cLel J16.t 	 . 

Coil taxatioThe onshore/offshore boundary for oil tax purposes will be defined to coincide 
with the UK coastline. 

(C)An alternative basis for determining the market value ofietekbasmand certain 
ether light gases will be provided. 

Capital gains ta 	The annual exempt amount wrill bjcreased in line with the increase oiambrrer 
in the retail prices inde sOliaffor 1986-87 an individual will be exempt on thl 

first £6300, and most trust on the first £3 150, of capital gains. 

The hold-over relief for gifts to dual resident trusts will be amended. 

Capital transfer tax aamieTio he charge on transfers between individuals made on or after 18 March 1986 and 
(inheritance tax) more than seven years before the transferor's death will be abolished. 

Inheritance tax will be charged on other transfers on or after that date. The 
estimated eventual effect attributable to transfers in 1986-87 is £70 million. If 
increased lifetime givings reduce the amounts in the death estate of donors, the 
CTT yield from those death estates will be reduced. 

Transfers made on or after 18 March 1986 but within seven years of the 
transferor's death will be charged according to the scale for transfers on death; the 
charge will be reduced in the case of transfers more than three years before death. 

For events on or after 18 March 1986 the period for cumulation of a transferor's 
or senior's previous chargeable transfers for the purpose of the rate of tax 
on transfers into trust and on property held in trust will be reduced from ten to 
seven years. 

Gifts with reservation of benefit made on or after 18 March 198_51,in connection 
with the donor's death will bc—TET--.xcl)as tithe whole of the gifted asset had 
remained in his estate until the reservation was finally given up. 

The tax wil▪  ijbe 	 theAnheritance /Tax. The bands of chargeable value for 
transfers on death occurring on or after , 18 March 1986 will be.iw r eased 

41 S.  • 	CA..e•Jr 
in line with the increateip the retail pnces indeltA5ecember 

(

tar<s 	of 
chargeable value 
k000  

••."( 	i 

r 	 tX- • 
	 Lit 

NeN"'N 
19e 

ss 

0-71 0 

71-95 30 

35 

40 
95-129 

129-164 

sk   t „,(J 	 -0^- 1 °Id 	t 4,/a4.; ,M 
on 	covers an• c 	s • 	r 

4/e,  eto,41., pt4nta,te.-mpany-recrriprritxricrns. The duty on additional transactions 
expected to follow from the reduction in the rate is taken into account in the 
costing. The figure for 1987-88 takes account of the increased yield in 
C2pita1-Ltrms-Tmearising on the additional transactions. 

. 
(-tor-17J  
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i7( CLarcyAA 	 kttovr.i re erfic.:-. 

A new exemption for company reconstructions will be introduced. c a 

Exemptions from sale duty for certain categories of loan stock will be 
withdrawn. 

The exemption from bearer instrument duty for bearer letters of allotment 
will be withdrawn. 

Duty will be charged at 5 per cent on the conversion of shares into depositary 
receipts and on the transfer of shares to certain clearing houses. 

With effect from a date in the autumn: 

The rate of duty on transfers of shares will be reduced to I per cent. 
a —4 

A charge will be imposed on -tertaisa intra-accountthare transactions which 
do not at present pay stamp duty. 

The exemption from sale duty for letters of allotment and for purchases by a 
company of its own shares will be withdrawn. 

There will be an exemption for market makers. 

Value ,fidded +a he registration limit will be increased to ,C20 500 per annum and £7  000 per 
quarter. 

( ,)The Inland Revenue fuel benefit scale will be used to assess VAT chargeable on 
fuel used for private journeys in business cars.tn.. 6 Ar.-;1 i1g7 

The law will be changed to counter tax avoidance by artificial disaggregation of 
businesses. 

Los The VAT provision relating to long stays in hotels by individuals will be 
restricted, with effect from 1 November 1986. 

VAT relief will be made available for distress alarms and lifts for the 
handicapped and their charities; non-classified press advertising by charities and 
medicinal products supplied to charities; video and refrigeration equipment 
used in medical applications by certain eligible bodies, including charities; welfare 
vehicles used by such bodies to transport the deaf, blind or mentally 
handicapped; and recording equIpment used by charines for the blind. 

a The law will be amended to enable regulations to be made specifying conditions 
to be satisfied for the zero rating of certain exports. 

The law will be amended to allow for the transfer of VAT import relief and its 
obligationSto a person other than the original importer. 

Excise dud 

62 -cis' 3L 	i t't 

.e.e, 

Cf:-;) 	61..L)  , c&Ow r-AA 

63  6" e 
VAT 

; 

e duty on petrol will be increased by 74p a gallon 
(sapc64.-- ( 	f, • 	4 far. 	 

he du + on aviation kerosene aritl-rnest-kilmicatinig-oils will be ab,o4111-ied. 

he duty on gas oil will be increased by lip per gallon. 

e's2 he duties on cigarettes(and hand rolling tobaccdwill be increased by 11-lp per 
packet of 20 cigarettes piairwitroplp- CL41114;t: 	rott_kftweki t 

v 
)The duties duties on excise licences under the Alcoholic Liquor Duties Act 1979 and 
the Matches and Mechanical Lighters Duties Act 1979 will be abolished. 

&The provisions of the Betting and Gaming Duties Act 1981 relative to general 
betting duty, pool betting duty and bingo duty will be extended to 
Northern Ireland. 

troAtra 	 r•-••Ate 	 44J 	1.0 

ALA-C.X.e.43  617  t50.041"46  4." 	 v-rJJ  
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Vehicle xcise Pun 

ea  

, 

rom 19 March 1986 the rate of duty for hackney carriages of up to 20 seats will 
be increased to £52-50, and the additional payment for each additional seat 
to £1.05. The concessionary rates of duty for farmers' heavy goods vehicles over 
7.5 tonnes, will be increased by varying amounts as a second stage in the 
process of bringing them into line with the proportion of average mileage covered 
by these vehicles on public roads. 

(From 1 January 1987 the rate of duty for trade licences will be increased to £70 
for cars and £14 for motorcycles. The increase in trade licence rates will 
be part of a package of measures reforming trade licence arrangements, 
including widened availability and changes in the duration for which they 
are available to six months and 12 months. A new type of probationary trade 
licence is also to be introduced for new businesses and for businesses where there is a 
doubt whether there is sufficient business to justify a full licence. 

A pr 'ision w I be intr 	ced requir g a person c 	Icted of usin 

censed 	cle to y twice the vel of back ty owing in addion 
any 

BUS fuel gran C5 us fuel grants to certain bus service operators will automatically be increased to 
compensate them for the increase in duty on derv. 
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5 Public Expenditure 

Public spending trends 5.01 The public expenditure planning total is the measure on which the 
Government's spending controls are based. Table 5.1 and Chart 5.1 show 
the path of the planning total in cash and in real terms ie after adjusting 
for the rate of inflation as risured by the GDP deflator. (Iti* *dated 

fit17̀44•-,  175 	 GDP 	tiefittor assumptionsi: money GDP-figt+Peskfe given in Chapter 2.) 

i_ tikG. C‘IF 	r 	 L__, 

Table 5.1 Public expenditure 

billion 

Department 

'11984-85 1985-86 1986-87 1987-88 1988-89 

38.1 41.3 42.9 44'4 45.9 

17-2 18.0 18.5 18.8 19-0 

15.8 16.7 17.7 1811-  19-1 

13.7 l45 15.0 15-0 15-2 

14.0 143 143 14-4 14-5 

310 31•I] 31-2 31/2 311C 
- /.1 -2.6 - 	7 -4-$ 7 -4.07 

4.5 63 80 

- 0-4' 

129.6 13312  1391 143.9 148.7 

16.1 17-7 18-2 "Shidr\Ck 19 

4.3 62 6-1 -* 7 

tsta 

DHSS - Social security • 

 

General government gross debt interest 

Other adjustments 

Aso• 

129* 

as percentage of GDP 

tru- ludes external finance of - £400 million for nationalised 

industries to be privatised in 1986-87. 

C 

	Th3.02  The latest estimates suggest that the planning total outturn in 1985- 

8 	clikelv to be..5-15444eft below the figure set at the time of the 

spending in real terms in 1985-86 should be below the level of 1984-85, the first 
time since 1977-78 that there has been no increase in real terms. For the 

1985 Budget. Even after allowing for the effects of the miners' strike, 

three following years the expenditure plans in cash terms are as set out in the 

planning total is expected toiali-sfightty-irrt986=8-77-111d-then-te--

remain broadly constant over the period to 1988-89. 

1986 Public Expenditure White Paper (Cmnd. 9702). In real terms the 

BUDGET SECRET-BUDGET LIST ONLY 

Defence 
DHSS - Health and personal social services 

Scotland, Wales and Northern Ireland 

Education and science 

Other 

Privatisation proceeds 

Reserve 

Adjustments 

Public expenditure 
X 	planning total 

General government 
expenditure 
Planning total in real terms 
(base year 1984-85) 

General gayernment  
expenditure 

401  4-6 	L.4.  4 0 

-4W 	Att3P 	-1W 	 Aer-- 
2  nreT1411011 hi es t estimate of outturn. 

11631 
t 

1-74.t 

i 2 
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5 Public Expenditure 

I " 

5.03 Table 5.1 and Chart 5.1 also show that general government 
expenditure as a percentage of GDP is projected to continue the 
downward trend established since 1982-83, with a substantial further fall 
over the next three years. By 1988-89 the percentage is expected to be the 
lowest since 1972-73. This would be the case even without any proceeds 
from privatisation. 

Chart 5.1 Trends in public expenditure 1978-79 to 1988-89 

 

5.04 General government expenditure covers spending by central 
government and local authorities. It is the definition of government spending 
used in the national accounts, the forecasts and the MTFS. The main 
difference between general government expenditure and the 
planning total is general government gross debt interest, amounting to 
some £184 billion in 1986-87. There are also a number of other 
definitional differences and adjustments which are described in Part 7 of 
the 1986 Public Expenditure White Paper, paragraph 42. In 1986-87, these 
adjustments account for a further £6 billion. 

Employment measure 

L(let -1-cdotf. 	 k6i)00A- 

koJ PAL /au 

5.05 The Budget speech included public expenditure measures to assist 
furth.v>nterprise and employme r. The gross cost of these measures for the 
IIICas a wholegwill bea195 million in 1986-87, £290 million in 1987-88 
and £320 million in 1-9188-89. The net public expenditure cost after 
allowing for reduced expenditure on social security benefits will beg100 
million in 1986-87, £165 million in 1987-88 and £180 million in 113)1 88-89. 
These net costs will be charged against the Reserve\provided in the White 
Paper, and thereby met within unchanged planning totals. Summer 
Supplementary Estimates will be presented to Parliament in due course for 
the extra resources required by the Department of EmploymenWhe 
Manpower Services Commissionta4441-Nerthern-4re1an4-Pepartments in 
1986-87. 

5.06 TheLeemoselling scheme for the long term unemployed, and the Jobsart 
afgexpr scheme, also for the long term unemployed, both of which 
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k alotAt- 

T‘tir velj(  

kairYttc 

VA 

s'te 	Loan E:uarantee Scheme 
V.,kuAx c-.1P 

CRe  $ 

1984-85 

Expected outtum 
in 1985 Budget 

1985-86 

Final 	Expected 
outtum 	outtum 

1986-87 

Provision 

uuDGET SECRET—BUDGET LIST ONLY 
5 Public Expenditure 1315 

Supply Estimates 

"Th tk. 

("At tl- (6%.44‘45  
were introduced in January 1986 on a pilot basis, are to bextended-

-natienroririe as soon as possible. The costs of this extension will beg100 million 
in 1986-87 and £70 million in 1987-88. 

5.07 The number of places on the Community Programme, which is 
also targeted at long term unemployed adults, is being raised to 
255 000 from the existing level of nearly 200 000 places. Extra provision 
for this and for an increase in the average wage limit to £67 ill be £60 million 
in 1986-87 and £120 million in 1987-88. 

5.08 The Enterprise Allowance Scheme for those unemployed who set 
up in business on their own account is to be expanded to an annual rate of 
100 000 entrants by April 1987, as against the current rate ok5 000. The 
cost of this will be about £5 million in 1986-87 and about £35 
million in 1987-88. 

5.09 A new scheme has been announced to help 18-20 year olds to find 
jobs. This scheme, the New Workers Scheme, will provide for an 
allowance of £15 per week for employers taking on 18 to 19 year olds on 
earnings of £55 per week or less and 20 year olds on earnings of £65 per week 
or less. The cost of this scheme is expected to be £25 million in 1986-87 
and £50 million in 1987-88. 

5 
5.10 TheAoan Auarantee,cheme, under which the Government guarantees 
70 per cent of qualifying loans to small businessesjis being extended for a further 
three years, with revised rules. The premium is being halved to 2i per cent, 
and there arekeilings on the portfolio of loans covered of £90 million 
in 1986-87 and £130 million in the two subsequent years. The cost will he 
about £5 million in 1987-88. 

5.11 For 1986-87, the plans set out in the Public Expenditure White Paper 
have now been translated into detailed control totals. The Supply Estimates set 
out the sums that the Government asks Parliament to vote for most 
expenditure by Government departments and certain other bodies. 
The main Estimates for 1986-87 are published on 18 March 1986 with a 
Summary and Guide (Cmnd. 9742) which summarises the Estimates 
and explains how they relate to the public expenditure planning total. Of 
the £99-1 billion included in the Supply Estimates, £74-6 billion is direct 
public expenditure in line with the plans published in the White Paper for 
public expenditure to be voted in Estimates. Nearly 60 per cent of the 
money voted in Estimates is subject to cash limits, which provide the 
Government with greater control over its cash expenditure during the financial 
year. 

Table 5.2 Supply expenditure 

billion 

( "Av 5) 	\,,tZtj :3 

90-4' 	96-0 
	

99-1 
Supplementaries and net under-spending 

Main Supply Estimates 	 90-41  

Total Supply Expenditure 	 93-8 	 93.6 	 98.1 	 )4 
(public expenditure  element) 	 (70-6) 	 (70-6) 
'Adjusted for abolition of NIS. 
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6 Public Sector Transactions 

6.01 The tables in Chapter 6 provide further information on transactions 
of the_public sector in 1985-86 and 1986-87. They elaborate the 
more rounded and summary figures shown in\c-hapters 2, land S. The 

_ 

forecasts for 1986-87 incorporate the effects of the Budget measures. 
The basis of the tables ançi the relationship between them is outlined in k4 
Annex 

6.02 The forecast a year ago for the PSBR in 198 	was k7.1 billion. 
Borrowing in the 11 months to February totalled 	illion, but the scale of 
borrowing in March is always high, with high expenditure and in some 
cases low income (for example, local authorities have low rate income 
in that month), and is expected to be higher than usual because of low oil 
revenues. The latest estimate of the outturn for the year is £6-8 billion 
or 2 per cent of GDP, but there remains substantial uncertainty 
surrounding the estimates both of the PSBR itselr and of its 
components (expenditure and revenue). Table 6.1 shows the sectoral 
composition of the PBSR. 

Table 6.1 Public iector toorrowing Oequirement 
k • C_b-"A 

billion  

1985-86 
Latest estimate y 

Central government on own account 4.9 

Local authority borrowing from central government 4-jes 
\At 

Local authority borrowing from market and overseas —2•17 
vv\ 

Total local authority borrowing 2-1 

Public corporations' borrowing from central government 1- 1 

Public corporations' borrowing from market and overseas —1.3 j„.  

Total public corporations' borrowing — 0 '4,24,  

Public sector borrowing requirement 68 

/Memorandum item:— 
Central government borrowing requirement 
(lines 1+2+5) 
	 ofi'7 

  

6.03 Although there is little net change in the estimated PSBR in 1985-
cc the forecast made a year ago, there are some sizeable 

cJianges in its components: 

(i) A reduction of about £2 billion in oil revenues (as forecast in the 
Autumn Statement), to £111 billion, mainly because the 

F 	 (AM I  

The average errors on4,PSBR forecasts made at this time.re  ± kl billion for the 
current ear ary______,Clirbillion for the year ahead. See Tablfatr 	ve.4 444A. 

TO, 	5 	, ALL 	"IX PO,  tts.S. kra•--f 	iversoT —14 row-e-cax5lri 

1% 44,  ab P 	 4- 	 1 

3.4. - 

BUDGET SECRET—BUDGET LIST ONLY 



'6 VA te Sc or TrahlaCtlatir .6a I a" `" /41" I- 1 	 j3 .'.J 

dollar/sterling exchange rate has turned out higher than assumed in the 
1985 Budget. (The sharp drop in the dollar oil price since December has had 
little effect on revenues in 1985 	86, because of the lags in payments.) 

___ r-'• 

An increase in other revenues of around £11 billion. VAT - 	I 
,receipts are expected to be some k 1 billion higher, mainly 
reflecting some increase in  t

A.
he  proportion of consumers' spending on 

r- 	 _ 	-4 

\
goods subject to VAT; casital tax receipts some ki billion 
higher, because of highkcaPpitnains ta44--Feeeipts and a greater 
number of estates subject to capital transfer tax; and corporation' 
tax receipts (excluding North Sea tax receipts) some ki billion higher, 
because of increased dividend payments. 

sl4A- 
ALshortfall of-aceand+k-i-billieni in the/planning total outturn. 

1986-87 projections 6.04 The PSBR in 1986-87 is forecast to be £7-1 billion, or li per cent 
of GDP, slightly below the projection for 1986-87 in the 1985 MTFS. Again 
there are sizeable changes in the components, both since the 1985 MTFS 
projections (see Annex to Chapter 2) and between 1985-86 and 1986- 
87: 

	

7\ 	
(i) Oil revenues are now forecast at around kb/billion in 1986-87, 
compared with k11+ billion estimated in 1985 	86. The reason is 
mainly the drop in the dollar oil price. (The forecast assumes that the 

	

X" 	 price of North Sea crude averages 115\per barrel for the rest of 1986k , an 

that the dollar/sterling exchange rat does not change much.) 

(ii) Non-oil revenues are forecast to rise bylper cent between 1985-
86 and 1986-87, ax=e-s-aiti'•e-atelilihsli`n -norti-oil  
Within the overall increase there is: 

.3 
7-• 	 —a rise of 11 per cent in corporation tax receipts (excluding 
t I,) -•,( 

._- 	 North Sea tax receipts), reflecting the estimated rise of around 
20 per cent in non-North Sea company incomes between 1984 and 
1985; 

—arise of .444 per cent in income tax receits (the buoyancy from 

: 

1.. 	.i......7  ,...e...,,,,,,  
the expected real growth imee.rrrtrrg6 is 	 offset by theI 

(L, 	....  
444acaskir-es) ;1St 

re.,3 
\,... .....- 	 —a rise of 9 per cent in expenditure tax receipts, reflecting further/ 

-e_ 

	

. 	, 	 growth in consumers expenditure,rexpenditure, 

	

.„_ 	. 	• _, , 

Expenditure, on the other hand, is little changed from the 1985 
-.x,-- c,-  C 	 FSBR projections. In particular. the planning total remains the 

same, and represents only a 4 per cent increase in cash terms on the 
estimated outtum for 1985-86. 

Government 6.05 Tables 6.2 to 6.4 show forecasts of receipts and expenditure for central 
transactions by sector government, local authorities and public corporations respectively, in 

both 1985-86 and 1986-87. Expenditure in 1986-87 is understated since the 
expenditure Reserve has not been allocated. 

See foomoteXon pagelk.  

t If prices were S1 per barrel lower on average in 1986, but other things—inc)uding the 
exchange rate—were unchanged, North Sea revenues would be around 
billion lower in 1986-87. 
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6 Public sector Transactions 

Table 6.2 Central government transactions 

(sz, vAr  

billion 

1985-86 	1 	7 
Latest 	Forecast 
estimate 

  

Receipts 

 

Ica 0 A  
99Xit 	Alateltr 

  

Taxes 0-.."-ek Cry:M:113  

 

    

    

Qt2.71 

Nationalinsurance 	ontributions 24-3 26-2 

t Cr 9.is/41 10-6- 
Total receipts 133-6 138-4 

Expenditure 

Current expenditure on goods and services 46-4 491 

Current grants and subsidies 74-/1 

Inn-rest 16-1 17-0 

Net lending and capital expenditure, excluding 
on-lending to local authorities and public corporations 4.4 2.3 

Total expenditure 138-5 142-11' 

'Excluding any allocation from the expenditure Reserve 

Cspiriruyeitsiett 6.06 Central government spending includes grants and subsidies to local 
authorities and public corporations (including nationalised industries), 
which are included in the receipts of those sectors, shown in Tables 6.3 
6.4. 

- — _ 

t 

7 

Table 6.3 Local authorithigs transactions 
L billion 

1985-86 
Latest 
estimate 

1986-87 
Forecast 

Receipts 

Rates (net of rate rebates)' 13-7 15-6 

Rate support grant 11-2 

Other grants from central government 9-6 10-4(  

Other k9'5' • I 5-1 

Total receipts 
Expenditure 

Current expenditure on goods and services Current 28:212. 28.5 

Current grants and subsidies 5,2 3 5-1 

Interest 4-2 4-5 

Net lending and capital expenditure 3.9-4-c 3-1( —4  

Total expenditure 41-A/7 4t0 

'Memo: Rate rebates 	 1-7 	 1-9 

2Exi-Isuhng any allocation from the expenditure Reserve 
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vG-f-v(  

Lpc$3.4910‘.0.01 6.07 Local authority receipts consist primarily of rate income plus grant 
from central government. The increase forecast in net rate income between 
1985-86 and 1986-87 is based on recent information about rate decisions by 
individual local authorities. ( 

\ 6.08 The latest estimate of local authority borrowing in 1985-86 
os-L6DA 	the Borrowing Intentions Survey of a sample of authorities. However, 

t\ 	borrowing in the last month of the financial year is always very high and 
the margin of error is correspondingly great. The source of their borrowing 
still more uncertain: in 1985-86 they are expected to have borrowed 
much more from central government than forecast in the 1985 
Budget, and to have repaid correspondingly more to the market, but in \ 
1984-85 it was the other way round. 

woir 

986-7  
Forecast 

Receipts 

Gross  trading surplus (including subsidies) 
Other 

 

7 X.S 	7.7 
2  

 

Total receipts 
	 10-k1 	10.41  

Expenditure 

 

Interest, dividends and taxes on income 4.1 	347 

rtir,S,e64)43....pi‘cer 

Net lending and capital expenditure 	 614- 	irti5 

Total expenditure 	 10A5 	9-1V 

'Excluding any allocation front the expenditure Reserve 	. 	t 

-4:: _,..- ,+.--- • 

6.09 The public corporations' receipts include subsidies and capital grants 
from central and local government. For the nationalised industries (and the 
majority of other public corporations), their net external finance, ie their 
borrowing plus those subsidies and grants. is included in the planning 
total. The effects of the coal strike have continued in 1985-86, adding abou 
kl billion to the industries' financing needs, eg for coal stock rebuilding by t 
Electricity Supply Industry. 
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Table 6.4 Public corporations' ,WeirgatiiierAllisfitefleketTvia-stN- 
k billion 
1985-86 
Latest 
estimate 



Public 	Public 
corpora- Sector 
lions 

General government 

1 2  Relationship between tints: (2 

so so so la 16,a 	 a. • 	WO :WO 1110 %di im I 	id S'6.0 11 L. I 
6 Public Sector Transactions 

• 

Table 6.5 Public Sector transactions by sub-sector and economic category 

k billion' 
1985-86 Latest estimate 

Line=  

Central 
govern- 
merit 

Local 
authori-
ties 

Total 

filit_u_c  S 4e .  

1 - -**1 -03 lig 

2 42.9 13.7 56.6 - 56 

3 2./C - 2., ( - 2 
-a 

Lt-15 24.3 - 24.3 - 24 

c4 -03 0.3 -0-1 7./5-  7 

a 0-3 49 3-Z12. 0.5 .1 .., 

7-e 2.9 0.6 3.5 1.1 4 

i -9" 5.5 -2-6 2-9 - 2.9 

...143 0.9 1.4 2.3 • 

tr-ri 0-2 

11 ..ez 133-0 1613 149-2 612- 155 

11-1•3 -464 - 28 2 -74-6 -7- 

11  - 5.6 -1-2 -68 

ist --1•5 - 43/". -41 -472 -4 

415 -2-6 -26 

-P -20.2 ")(1 

ti - 16-1 -15 -177 -0-6 -1: 

r's - 3.1 -3ic - 6 -6-0 -1 

-0-5 -05 -0-1 -1 

1.0 21 -21 -07 -29 -0-1 

"022" -- 12 07 -06 0.6 

142k -14 VI -1141# -1591,4- -16! 

2.; 24  
.25 21 - 1 04# -1 

215 -0-1 0.2 0.1 -02 

2-7 27 

2-1 0-4 0-4 - 

N  -0-4 0-1 -0-3 0.4 

IA ter 0.5 -0. 3 0/3 -0.1 

o  4.9 24 7-0 -012 
1 3 

(4) + (4) + (#)= (2f)10 
174-Borrowing requirement 

••7‘• 	I  Sign convention: receipts positive, payments negative. 

ukpir's  • 
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Current and capital receipts 

Taxes on income, ,..........A a-0,- ral..3..V.., 

Taxes on expenditure 

Taxes on capital 

National Insurance and other contributions 

Gross trading surplus 
Rent and miscellaneous current transfers 
Interest and dividends from private sector and abroad 
Interest and dividends within public sector 
Imputed charge for non-trading capital consumption 

Capital transfers from private sector 

Total 
Current and capital expenditure 
Current expenditure on goods and services 

Subsidies 
Current grants to personal sector 

Current grants paid abroad 
Current grants within public sector 

Debt interest 
Gross domestic fixed capital formation 

Increase in stocks 
Capital grants to private sector 
Capital grants within public sector 

Total 
Unallocated Reserve 

x 

	

	Financial surplus/deficit 

Financial transactions 
Net lending to private sector and abroad 
Cash expenditure on company securities (net) 

acluding privatisation proceeds) 
Transactions concerning certain public sector 

V4-nsion schemes 
Atgnials adjustments 
Miscellaneous financial transactions 
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6 Public Sector Transactions 

1'1 tJ 

   

\e> N‘J 
,14pc 4 billion' 

  

  

1986-87 Forecast 

  

General government Public 	Public 
corpora- sector 
tions 

).( 

  

Line2  

Central 
govern- 
ment 

Local 
authori-
tics 

Total 

Current and capital receipts 

1 520 52-Jd - 0-2 5,-8 Taxes on income) 
“.,.J. c-j- r•irtr.:4-6 

2  46.3 15-6 61-9 - 61-9 Taxes on expenditure 

3 2.8 2.8 - 2.8 Taxes on capital 

67 0 ,:i fl 

r,-7 ,9 	0 

s? 

.4'4-  26-2 26.2 26.2 National Insurance and other contributions 

..4C  -0-6 0-3 -0-3 7-7 7.4 Gross trading surplus 

0-3 2-9 3.3 0-5 18 Rent and miscellaneous current transfers 

3-2 0-6 38 1-0 4-8 Interest and dividends from _private sector and abroact 

5-7 -3-1 2-6 -2-6 - Interest and dividends within public sector 

1-0 1.4 24 - 2.4 Imputed charge for non-trading capital consumption 

- - - 0-2 0-7  Capital transfers from private sector 

137-8 17-8 155-6 6-7 162-1.2, Total 

iCurrent and capital expenditure 

4111 -49-j.  -28-5 -776 - -77,6 . Current expenditure on goods and services 

i3  -14  -5' -0-9 -6-7 - -6-7 Subsidies 

J5 t'- -44-9 4.2 -49.1 - -49.1 Current grantsto personal sector 

46 iC   - 2-5 - -2.5 - - 2-5 Current grants paid abroad 

/Tit. -21-1 21-1 - - - Current grants within public sector 

4-8,1 - 17-0 - 1-2 -18-2 -0-6 -18.7 Debt interest 

Yilc4  -3-3 -3.4 -6.7 - 5-6 -12.2 Gross domestic fixed capital formation 

)0 i 'N -0-2 - -0-2 - -0-2 Increase in stocks 

41v  -21 -0.6 -2-7 -0-1 -2-8 Capital grants CO private sector 

)12,1 -1-4 0.7 -0-6 0-6 Capital grants within public sector  

25-2,1.- -14J7-3 -170 -164-3 -56 -4-kk, Total 
k•Of ( d 

24 7 ‘ )IIIC .)1411C -04: .40A( - 4.5 Unallocated geserve 	--- 	tsic,;"' 

.25-1,4-k ,..4o( ›•IV .  .401/4-- Vrtr-  - 122 Financial surplus/deficit 
Financial transactions 

)674.  -0-2 0-3 -0.1 Net lending to private sector and abroad 

4-8 4-8 4-8 

Cash expenditure on company securities (net) 
cluding 1.6011pnvatisation_proceeds) 

2Ergrl 
0-6 0-6 0-6 

Transactions concerning certain public sector 

egision schemes 

.2,2A  -011 - 0-1 Accruals adjustments 

Yirvi  0.2 -0-4 -0-2 -0-k3 Miscellaneous financial transactions 

"r3;   7` 7.1 Borrowing requirement 

c<ku-'' '- 4- & 	
IA live  I., y, 	 urn." 

ka,„ Orpc 

BUDGET SECRET-BUDGET LIST ONLY 



Annex to Chapter 6 

Part A: Relationship between tables in Chapter 6, and with 
Table 1.2; and outturn data 

Relationship between 6A.1 Table 6.5 is based on the definitions used to compile the national accounts. 
tables In order to show the financial deficit (which is often used in international 

comparisons), lending and other financial transactions are separated from the 
analysis of receipts and expenditure in lines 1-2.4./nd shown in lines 	These lines 
show the relationship between the financial deficit (line 2) and the borrowing 
requirement (line 3,1). 	 44- 

6A.2 Tables 6.2-6.4 are summary versions of the sectoral columns of Table 6.5. 
The information in Table 6.5 is rearranged so that, for example, central government 
grants to local authorities (which appear as negative expenditure in the local 
authorities column of Table 6.5, lines 11vand 224 appear as receipts in 
Table 6.3. Interest paid by local authorities to central government (which 
appears as negative receipts in the local authorities column of Table 6.5, 
line 8) appears as expenditure in Table 6.3. Finally, lending and other financial 
transactions (lines 24-30 of Table 6.5) are included in the receipts and expenditure ol 
Tables 6.2-6.4. 	Z-C" 

6A.3 Table 1.2 in Chapter 1 uses the same information as Table 6.5, but again 
rearranges it. To derive general government expenditure. it starts by 
giving a functional breakdown of the public expetle_ure planning total: that 
includes not only general government expenditurer the third colwnrlof 
Table 6.5 (including miumekthe " financial transactions" in lines 26-21), but 
also borrowing or capital expenditure by public corporations in the fourth 
column. General government expenditure as shown in Table 1.2 is then 
obtained by adding general government debt interest from the third 
column of Table 6.5 and the national accounts adjustments already included in 
Table 6.5, and deducting public corporations' borrowing from the market and 
overseas. 

IA') 7( 

1' ) 

6A.4 Alternatively, general government e,?cpendityre in Table 1.2 (and Table 
12.3) can be obtained as the sum of lines 21, 21(3, 26 and 27 (third column) 
in Table 6.5 and on-lending to public corporations in Table 6.1. 

6A.5 To derive general government receigs, lable 1,3 takes the receipts shown 
in the third column of Table 6.5 (lines le, 26, 20 and 	and rearranges 
them according to the type of activity which gives rise to them. For example, 
oil revenues comprise North Sea corporation tax and petroleum revenue tax (include( 
in "taxes on income" in Table 6.5) plus oil royalties. The sub-total "total taxes 
and royalties" is the same as the first line of Table/2.4i in Chapter 2. 

Outturn data 6A.6 Outturns for the PSBR and the statutory central government accounts (as 
in Tables 6.B.1-4 in Part B of the Annex) are compiled monthly and published by 
press notice 12 working days after the end of the month and then in more detail 
in Tables 2.5 and 3.12 to 3.16 of the following issue of Financial Statistics. Outturn fo 
the details of the PSBR on national accounts definitions, as in Table 6.5, are 
compiled quarterly and published in sections 2 to 5 of Financial Statistics three 
months after the end of the quarter. 
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Consolidated Fund 

Revenue (Table 6.B.3) 	 105.8 

penditure (Table 6.B.2) 	 —110-2 
%A 	- 

met from National Loans Fund 	 4 3 

,O1IJULI QLLrsLi-- 't#%L.a LION uniLi 
Annex to Chapter 6 

j1 

6A.7 The first outtum for the PSBR in 1985-86 will accordingly be published 
on April 16. The first national accounts outtums for 1985-86 will appear in the June 
issue of Financial Statistics, including Supplementary Table 13 which is based on 

Table 6.5. 

Table 6.B.1 

c\I  
Part B: Central overnrnent *ransactions 

- _ 
Summary of 1..entral itrovernment transactions 

 

 

k billion 
1985-86 
Latest 
estimate 

\ \ 
\ N • 

',, \ National Loans Fund (Table 6.B.4) 

\ Receipts 	 14.3 

	

X 	 Payments 	 — 2.3.  

	

X 	 Total net borrowing by the National Loans Fund 	 —9-, 

Other funds and accounts (net) 	 — 11 

Central Government Borrowing Requirement — 10)1 

(including borrowing for on-lending to local authorities and  
public corporations) 

Table 6.B.2 Consolidated Fund expenditure 
million 

1985-86 
Latest 
estimate 

Supply issues' 	 98 100' 

Standing services 

Payment to the National Loans Fund in respect 	 7 700 

of service of the national debt 

Northern Ireland—share of taxes etc 
	 1 800 

Payments to the European Communities 

Other services 

Total standing services 	 a 	-44-99&- 

Total Consolidated Fund expenditure 
	 110 200 

2 600= 

60 

'Supply Issues are monies paid front the Consolidated Fund to Departments cash accounts with the Paymaster General: for ipendinj 

on Supply. Supply Expenditure (we Table 5.2) equates closely to total Supply Issues in moss yeas, although there may sometime. 

be  slight timing differences between the two. 

2.4*-78 million was pad to the European COMURWIltle1 from Supply Issues instead of Scaling Services. 

be 
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Table 6.B.3 Consolidated nd revenue 

k9 

million 

1985-86 1986-87---k 

Forecast Budget 
forecast 

Latest 
estimate 

Inland Revenue 

Income tax 35 200 35 100 38 500 

Corporation tax' 2  10 100 10 700 11 700 

Petroleum revenue tax3  8 200 6 400 2 400 

Capital gams tax 790 930 1 050 

Development land tax 55 60 35 

Capital transfer tax 11inheritance ta>, 760 890 910 

Stamp dunes 61444140f#1$201054409- 1 100 1 230 1 430 

Total Inland Revenue 56 200 55 300 56 000 

Customs and Excise 

Value added tax 18 300 19 300 20 700 

Petrol, dery etc. duties 6 500 600 7 300 

Cigarettes and other tobacco 4 300 4 300 4 700 

Spirits, beer, wine, cider and perry 4 200 4 200 4 400 
Les-- 

Betting and gaming 700 730 800 

Car tax 760 880 980 

Other excise dunes 20 20 20 

EC own resources' 

Customs dunes. etc. 1 400 1 200 1 300 

Agricultural levies 100 160 160 

Total Customs and Excise 36 300 37 300 40 400 

Vehicle excise dunes' 500 2 400 2 500 

National Insurance surcharge 30 30 

    

Broadcasting receiving licences 790 9036c 1 000 

   

Interest and dividends 870 910 840 

,Oc 

9 2-Cc 41-7(4er 84:z MOM 

Total(cnsolidat ftin' d revenue 

410c. 
3 600 3&X) *NW 

2 800 3 000 2 '00 

1 200 1 200 12(X) 

s Customs duties mid ofritssItural levies at or.countabk to the European Communities as 'own resources', actual payments 

to the Communities are recorded in Table allI/Ir 6. 3. 	, 
Includes driving licence receipts. 
Includes the 10 per cent of 'own resourrer' refunded by the European Communities to meet the costs of collection, other 

receipts from the European ConimweititylMIIIi • pnvatitation proceedy ciJ c-4-1- Cr•sow-Lti....cc% (Sta. 

k • 1-) • 

c 

106 SOO 	105 800 	4108.1111P-- 

-advance corporation tax 
(net of repayments) 

2  North Sea corporation tax 

Liability to corporation tax ansing in respect of North Sea production may be satisfied by setting off ACT ansing on 

dividends paid in previous periods in respect of both onshore and offshore activities. Dividends and ACT 
associated with North Sea activities alone cannot be idennfied. 

3  Inc hides advance payments of petroleum revenue tax. 

4  Includes estate Isey. 

of which satisfied by setting off ACT 
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110 via IL/ %Is.. 1 LAO 1 to i'11 L I 	 .1 I 

Table 6.B.4 National Loans Fund receipts and payments 

k million 
1985-86 
Latest 
estimate 

Receipts  

nterest on loans, profits of the Issue Department of the Bank of England. etc. 	6 600 
service of the National Debt—balance met from the Consolidated Fund 	 7 700 

Total receipts 	 14 300 

Qv/Tents  
etr...„..,ice of the National Debt 

Interest 	 14 10C 

IMfiigemerit and expenses 

 

I 7( 

    

Total Service of the National Debt 

 

14 3lX 

ko.zs to: 

   

    

    

Nationalised industries 
- 

Other public corporations 

L1/4-cic-il authorities 

 

...1W 
26(  

Lt ••"4-417X 

 

 

Private sector and within central government 

Total National Loans Fund lending' 
	

S 

Consolidated Fund deficit 	 4 50C 

Total payments 	 23 $O( 
• 

On-Lending to local authorities and public corporations in Tablek4*r.10:ncludes, in addition to National Loans 
Fund lending, net kridingfrorn other funds and accounts (mainl)' jupplyissues in Table 6 B.2). 
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OREVISED SCORECAR  

\> 
As you requested, 

scorecard. 

2. 	I am not circulati 

tach an up-to-date version of the 

more widely at this stage (it 

FROM: M C SCHOLAR 
DATE: 6 March 1986 

CC: 
	Principal Private 

Secretary 
Chief Secretary (2) 
Financial Secretary (2) 
Economic Secretary (2) 
Minister of State (2) 
Sir P Middleton 
Sir T Burns 
Mr Pratt(z) 

411, 1T 

0 	 6/005 
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can go round on the usua s orecard circulation early next 

week). 

3. 	Table 1 - the basis of the table in Chapter 1 of the 

FSBR - now totals £985 million. 	e 2 - not published in 

the FSBR - is unavoidably a litt 	b ve this; 	but, given 

the uncertainty of this figuring, 	robably ought to say, 

whether the table totals £1 billion 	'list above or jut 

below that figure, that the PSBR effect i.jout £1 billion". 

0 

MCS 

BLO enclosure 12 pages 
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e net of the cost or yield of indexation or revalorisation included in the base forecast] 

(£m rounded to £5m)  

Proposal 
	

1986-87 
	

1987-88 

[All 

cost 

Note 

1 VAT 
2 Excise d trol/derv 

Nil 	Nil 
135 

140 
175 

190 
Nil 

1305 
15 

20 
25 

Nil 
55 

Neg 
Nil 

60 

145 

180 

Nil 

30 

125 

10 
15 

Neg 
	

20 
25 

Neg 
	

10 
Neg 

10 

Neg 

Neg 
Nil 
	

40 

45 

	

10 	 5 

	

Neg 
	

30 

.1 	 75 

alcohol 
other 

3 Income tax - basic rate 
4 Income tax - higher rates 

135 
o cco 

175 

950 

5 	Corporation Tax 	 Neg 
6 Pension funds 
7 	Capital Gains Tax 	 Nil 
8 	Capital Transfer Tax 	 35 
9 Stamp Duty 
10 Car and car fuel benefits 
11 Charitable giving a) Package 	 Neg 

b) Anti-abuse 
12 Savings 	 Neg 
13 Business Expansion Scheme 
14 Employee Share Schemes 	 Neg 
15 Lollipops a) VAT relief for charities 	 10 

Extension of pension relie 
for Nazi victims 	 Neg 
Exemption from income tax 
of July Social Security uprating 	ZO 

16 Minor Starters a) VAT: motoring expenses 
Mines & oil wells 
allowances 
Relief for overseas travel 
expenses 
Other 

17 Taxing non-resident entertainers 
and sportsmen 

1335 	 50 1855 	 680 
Total (Tax Measures) 	 -985 .(), 	 -1175 

expenditure increases(+)/decreases(-) 

Expenditure Measures (Gross) 

Enterprise allowance 	 10 
Loan Guarantee Scheme 	 Neg 
New Workers Scheme 	 25 
LTU Pilots - Jobstart & interviews 	 75 
Community Programme 	 45 
Staff and other running costs 	 45 
Northern Ireland 	 5 
Offsetting savings on social security benefits 

Total Expenditure Measures (Net) 

40 

+115 

5 
90 	 140 

<I(\  
+21 

NB. Consultative Document on profit sharing (Weitzman): See serial 18 in notes to Table 1. 
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TABLE 2 

1-1S15H. hi,  I. h(_, FS 

(All figures are net of the cost or yield of indexation or revalorisation 
included in the base forecast) 

£m 
(rounded to £5m) 

reduction(-)/increase(+) 

posal 
	

1986-87 	 1987-88 
+ 	 - 	+ 	 _ 

VAT 

Excise Duties 

Income tax - basic rat 

Income tax - higher ra 

Corporation Tax 

Pension funds 

Capital Gains Tax 

Capital Transfer Tax 

Stamp Duty 

Car and car fuel benefits 

Charitable giving a) Package of reliefs 
b) Anti-abuse measures 

Savings 

Business Expansion Scheme 

Employee Share Scheme 

Lollipops 

Minor Starters 

Taxing non-resident entertainers and 
sportsmen 

Nil 

Nil 

975 

15 

Neg 

35 

Nil 

35 

Neg 

Nil 

Neg 
Neg 

Neg 

Neg 

1310 

SClb 

3 

10 e 
ooNil 

1050 	<> 50 

5 

1465 

Nil 

30 

20 

150 

Nil 

55 

10 

15 

60 
20 

25 

10 

Neg 

10 

20 

75 

1640 330 

Total (Tax Measures) +1000 

Expenditure Measures Nil 

TOTAL +1000 

(a) 
The figures for PSBR cost given in this table are calculated in terms 	th change in 

the fiscal adjustment implied by each measure listed. Adding the figures 	 shows 
how much of any fiscal adjustment indicated by the forecasts, assuming a give 	would 
be used up. 

+1310 

Nil 
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_s to Table 1 	 BUDGET LIST 	ONLY 

'AT: Assumes no increase in the standard rate. 4/14, 

- NO sation by 5.7% of the VAT threshold (the level of turnover at which businesses must 
_ , it. VAT) would raise it to £20,500 (from £19,500). The revenue effects (which are 

negli 	) e included in the forecast. 
v\ 

Variou 	will .o Ds are covered in item 15. 

2. 	Ex(ille • Ikt.es: Assumes a revenue neutral excise duty package in which the cost of a 
standstill o-no$111"Nfor alcohol, pipe tobacco and cigars is offset by overindexing cigarettes 
and hand ro mg tobacco (11.1p on a typical packet of 20 King Size);  a standstill on car VED 
is balanced by overindexing petrol (up 7.5p a gallon);  unchanged lorry VED is offset by 
overindexing dery (up 6.5p a gallon); and the abolition of some, and a standstill on other, 
minor oil duties is balanced by an increase in the duty on gas oil (up 1.5p a gallon). 

With this package the 
indexation, including t 

et as a whole has an RPI impact effect of +0.11% on top of 
% impact effect of a cut of lp in income tax basic rate. 

Details of the package 	 ows: 

Duties t on typical 
et prices 
rn 

Effect, compared with revalorisation in 
1986-87 	 1987-88 

£m 	 £m 

Alcoholic drinks -175 -190 
Pipe tobacco/cigars e -5 -5 
Cigarettes/HRT 

(b) 	, 	1  VED 	cars) 0 

+180 

-110 

+185 

-115 
Petrol 7.5p +110 +120 

VED
(b) 

(lorries) 0 -25 -25 
Dery 6.5p +30 +30 
Bus fuel grants - -5 -5 

Fuel oil -5 -5 
AVTUR, lubricating oils, 
other rebated oils 

-20 -20 

Gas oil 1. 5p 25 +25 

TOTAL 0 -5 

Assumes entire price increase is passed on to the consumer 
Excludes balancing changes in minor VED rates as agreed at Overview 5. 

3. 	Income tax - basic rate: Figures assume a basic rate cut • 	combined with 
statutory price indexation (5.7%) of all allowances and thresholds. Si 	cost of price 
indexation is included in the forecast, the cost shown in table 1 repres 	cost of the 
basic rate cut. 

The figures assume no change in the mortgage interest relief ceiling and that 	urance 
Premium Relief remains at 15%. 

re 
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come tax - hi• her rates: The figures assume a basic rate cut of lp and the following 
e package (option M1B): 

Tax Rate Threshold (£) 

29% 0-17,200 
40% 17,201-20,200 
45% 20,201-25,400 
50% 25,401-33,300 
55% 33,301-41,200 
60% over 41,200 

5. 	Corporation T x 	e figures assume no change in the basic regime but small firms 
rate to be reduced i 	ijkth the lp basic rate cut. The full year cost is £35m. 

6. 	Pension funds: 
required lu reduce surpl 
the discretion of the fun 
(1986-87). Where the redu 
subject to tax at a flat rate 
will be paid as the refund is m 
(subject to a spotcheck) rather 

that where pension funds surpluses exceed 5% the funds are 
clow 5% within 5 years. The method of reduction to be at 

fund will be forced to make a refund in the first year 
chieved by a refund to the employer the refund will be 

n the employer. The figures in Table 1 assume the tax 
ds to be allowed to provide an actuarial certificate 
I return where the surplus does not exceed 5%. 

Capital Gains Tax: Assume o major change. (Indexation of the annual exempt 
amount is assumed in the forecast.) A concession on CGT on first sale of BES shares is 
covered at Item 13. 

Capital Transfer Tax: (Forecast assumes 
abolition of charge on gifts between individuals 
introduced on a taper for gifts within 7 year 
death rate in the three years before death wi 
preceding four years respectively. The exempt 
regime is kept unchanged so far as possible. 
affected by behaviourial changes. 

indexation of the threshold.) Assumes 
ing their lifetime, except for a charge 
ath. The taper is set at 100% of the 
ges at 80%, 60%, 40% and 20% in the 

ifts to spouses remains. The trust 
ost builds up over time and will be 

Stamp Duty: 	Assumed package includes a 	ion from 1% to 1% from 
27 October 1986 for all share transactions currently su 	to stamp duty. No change in 
the duty on houses. No change in capital duty or unit trus. duty. Cost of rate reduction to 
be financed by extension of stamp duty base. Figures in the table reflect discussions with 
the Bank. 
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Net cost/yield of a) 

Additional tax on capital 

TOTAL (rounded) 

The package now achieves broa 

+Neg 	 -24 

Nil 
	

+35 

+Neg 	 +10 

e neutrality in 1987-88 as well as 1986-87. 

DC 

BUDGET SECRET 	NOT TO BE COPIED 
0N Assumes introduction 

cost
BUDGET LIST ONLY )  

on 
1986-87 	1987-88 

eduction in stamp duty on shares 
% -70 	 -110 

	
(27 October 1986) 

e extension of stamp duty base 

e on ADRs 	(5%) 	+10 	 +10 	(18 March 1986) 
a ccount dealing 	(1%) 	+10 	 +20 	(27 October 1986) 

takeovers incl. mergers (P70) 	+20 	 +20 	(18 March 1986) 
loan stock 	 ( -1%) 	+20 	 +20 	(18 March 1986) 
Renounceable letters 	(1%) 	+10 	 +15 	(27 October 1986) 
Company purchases 

(1%) 	+1 	 +1 	(18 March 1986) 

The Economic Secretary is consid 	sures to prevent forestalling on ADRs. 

Car and car fuel benefit scales: s from 1 April 1987, the engine size break points for 
these scales to be changed, on a revenue neutral basis, from 1300cc and 1800cc to 1400cc 
and 2000cc to align with the EC directive on exhaust emissions. Resulting scale charges for 
car benefits then to be increased by 10% for 1987-88. Car fuel scale to be decoupled from 
car scale and kept at broadly 1986-87 level, as adjusted on a revenue neutral basis for 
change in break points. From 1987-88 the car fuel s e will be used not only for income tax 
purposes but also as the basis for assessing t 	chargeable on fuel used for private 
journeys in business cars (see item 16a in Table 1 	e equivalent reference in Table 5). 

Scale charges for more expensive cars also to be inc sed by 10%, and cash break points to 
be frozen at the 1986-87 level. No change in presen thresholds for high and low business 
mileage. 

Charitable giving: Overall the package assumes 

0 (a) 	abolition of the limit on higher rate relief for covenanted donations by individuals, and 
apportionment of covenanted donations by close companies, combined with measures 
to prevent increased abuse. Estimated overall cost is Neg in 1986-87 and £5m in 
1987-88. In addition there is an estimated yield of neg in 1986-87 and £20m in 
1987-88 from measures restricting present abuse, the yield from 	•ch is shown as a 
separate line in Table 1. 

of own shares 

(b) 	tax relief for charitable donations made by individuals throug 
schemes run by employers and paid through agencies. Employers no 
a scheme; but no relief except through a scheme. Cost depends 
assuming a £100 annual limit, 11 million employees taking part, an 
start, estimated costs are nil in 1986-87 and £20m in 1987-88. 

1 deduction 
led to run 
e-up but 

il 1987 
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Neg 	 -25 
Nil 
	

Neg 

million investors in the first year and that all dividends 

h higher depending on take up. 

Tax relief on dividends 
CGT exemption 

The figures assume a 
are reinvested. 

The eventual cost could be 

BUDGET SECRET NOT TO BE COPIED 
relief for single gift4 le-B istaGeTs EitSirecONtYski  but not close companies). 
Assumes restriction o relief for single gifts made by a company in a year to a 
maximum of 3% of the amount of dividends paid by the company in that year. On this 
asis the cost would be about £35m in 1987-88, though it would build up in later years. 

1 
cas 
orde 
minim 
within t 
income to 
Table 1 co 

s: Assumes a new scheme from 1987. New investment would be confined to 
ted and USM shares only would qualify. Maximum investment of £2400pa. In 

ify for relief investment would have to be committed to a yearly Plan for a 
ng period (12-24 months) (although funds could be switched to new shares 

d if desired). Early withdrawals will be taxed in the normal way. Dividend 
mpt from tax if re-invested (but not if withdrawn in cash). Costs in 

prise: 

1986-87 	1987-88 

13. Business E ansion Sch 
(when current scheme is due to 
cost of extending the scheme an 
of the scheme at current levels of 

ssumes extension of the scheme from 1 April 1987 
ble 1 shows, as will the FSBR, the net effect of the 

d from changes in its coverage. (The full year cost 
nt will be given in an FSBR footnote.) Table 1 

includes the yield from excluding fe sset based activities and the restriction to be 
placed on ownership of land and buildings. New (but not existing) BES shares to be exempt 
from CGT on first sale. Exemption from CGT has no effect on receipts in the next 5 years. 

14. 	Employee Share Schemes: Assumes a package including admitting the use of shares 
subject to a restriction requiring disposal when e loyment ends (while at the same time 
closing loopholes in taxing provisions affectin 	proved employee share acquisitions); 
easing access to schemes for employee controll 	panies; easing conditions on exercise 
of savings-related share options; and pe 	 access for registered worker 
co-operatives. The cost of each of these items is a 	ows: 

 

1987-88  Full Year 

-5 
Neg 
Neg 
Neg 

Restricted share (net) 
Access for employee-controlled companies 
Exercise of SAYE-related share options 
Access for Co-operatives 

Nil 
Neg 
Neg 
Neg 

 

N El; 
Neg 
Neg 
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Extensio 
medical eq 
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relief for donated 
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Lollipops: Assumes th fullowiug package: 

Proposal 

VAT relief for installation of distress 
alarms and lifts for handicapped 

115 	 tension of relief under S.22(2)FA74 
pensions paid to Nazi victims 

172 	Exemption from income tax of July 1986 
Social Security uprating 

VAT relief on newspaper advertising 
by charities 

VAT re 	medicinal products 

VAT relief fo 	ng equipment for 
a blind charity 

VAT relief for we 	icles 

£m 
Revenue costs (-) 

1986-87 1987-88 

-3 -3 

-1 -1 

-20 Neg 

-1/-2 -1/-2 

-2 -2 

-3/-4 -3/-4 

-1 -1 

Neg Neg 

Total (rounded) 	 -30 	 -10 

There are no measurable consequenr for the RPI impact effect. 

Minor Starters: See Table 5. 

Taxing non-resident entertainers and sportsmen: 	Assumes the introduction of 
withholding arrangements and other measures t 	ounter tax avoidance and evasion by 
non-resident entertainers and sportsmen who 	ncome from the UK. (Estimated yield 
£100m in a full year.) 

Profit Sharing - Weitzman: The aim is t 	omote labour market flexibility and 
increasing worker identification with his employe 	business and its profitability. The 
proposal is for tax relief on 10% of total remunEG' 	or employees who reach an 
agreement with their employers which links at least 2 	emuneration to profits. The 
proposal is to refer in the Budget Statement to a con 	tive document to be published 
later on. 
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TABLE 3 

EMPLOYMENT AND ENTERPRISE MEASURES 

Estimates exclude staff and running costs (except line 6) 

V\ 
	 Cash 

N.,V 

d\
1986-87 1987-88 1988-89 

-\.> ote 	Proposal Net No. Net No. Net No. 
Gross Net Exch 	off Gross Net Exch 	off Gross Net Exch 	off 
Exp Exp Cost* Counti  Exp Exp Cost* Counti  Exp Exp Cost* Count I  
Em Em Em 000 Em Em Em 000 Em Em Em 000 

L. 	Enterprise Allowance 10 5 Nil 7 80 45 35 16 100 65 40 16 

'... 	Loan Guarantee 
Scheme Neg a.• Neg 4 10 Neg Neg 9 15 Neg Neg 10 

,---, 1. New workers Scheme 25 - 18 50 30 20 21 50 30 20 21 

L. 	L.T.U. Pilots 0 
- Jobstart 20 15 I 8 50 35 25 8 50 35 25 8 
- Counselling 55 Nil 3 25 -5 -15 16 25 -5 -15 16 

;. Community Programm€ 45 30 20 0 90 60 45 20 95 60 45 20 

1. 	Staff and other 
running costs 45 45 45 4 40 40 40 5 40 40 40 6 

. 	Northern Ireland 5 5 Neg 5 5 5 5 5 10 5 5 5 

. 	Total 205 115 75 109 3 0 155 100 385 230 160 102 
,r\ 

* 	The net Exchequer cost takes account of the re 	ti 	social security benefits, and 
increases in income tax revenue, as people leave the unem 	nt count and take up places 
on the schemes. 

End of financial year 

Notes to Table 3  

Enterprise Allowance Scheme: Present annual rate of entry is 6 	Rate of entry 
is rising so that total entry will be 80,000 in 1986-87. Table 3 assum 	rease in the 
annualised rate of entry to 130,000 by January 1987. First year net 	 r cost per 
person off the count is £3000. 

Loan Guarantee Scheme: Existing scheme due to close on 31 March 	able 3 
assumes new scheme starts from April 1986 with premium paid by borrowers 	cent 
and proportion of loan guaranteed by Government 70 per cent. Net  excheque 	er 
person off the count is £700. 

New Workers Scheme: Table 3 assumes this new scheme provides for £15 a we 	or 
employers of 18-19 year olds earning less than £55 a week and of 20 year olds earning- less 
than £65 a week. Coverage of 60,000 by April 1987. First year net exchequer cost per 
person off the count is E1300. 
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Pilots for long term unenEMdfikG 	ETpIASI' FON leNist 'n 9 areas - those unemployed 

r more than a year called for interview and directed towards job or employment and 
ing measures; those taking a job paying less than £80 a week get a taxable allowance of 

r 6 months (Jobstart). Table 3 assumes extension nationwide to all unemployed over 
ar. Net public expenditure and net exchequer cost estimates are nil or negative 

ey do not include running costs (which form the major part of expenditure on the 
initiative). Social Security benefit savings and income tax flowback are greater 

running cost element of the estimates. 

r 	Programme: The present target is 230,000 places by June 1986. Table 3 
assumes 	 sion to 250,000 by September 1986. This figure would be increased if 
offsetting avings were found in Department of Employment's programmes. 

Staff and running costs: includes the staff and running costs of all the measures. 
Numbers off the count are a result of 300 extra staff in Department of Employment and 
DHSS to counter fraud. 

Elsewhere figu 	the table cover the effect on Department of Employment, 
covering GB. Extendi 	easures to Northern Ireland adds 2.75 per cent to the cost. 

8. 	The table shows the 
items 1-5, with a modest 
public expenditure cost to 
measures may vary and the gr 
bigger expansion of the Comm 

s desired outcome - accepting Lord Young's proposals on 
n of the Community Programme bringing the total net 

1986-87 and £210m in 1987-88. The precise mix of 
ould be higher than the figure shown (as a result of a 

amme) if offsetting savings are found. 

The costs shown are within the aout sumed by the forecasters for employment and 
training measures when assessing thectssures on the Reserve in 1986-87. The measures do 
not therefore affect the fiscal arithmetic and are scored as nil in Table 2. The net public 
expenditure costs are shown in Table 1. 
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STAFFING EFFECTS 

Effect on manpower numbers at 
Proposal 
	

April 87 	 April 88 
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TABLE 4 

100 
	

50 

-110 	 +280 

+2565 

+2455 	 +2380 

275 
Neg 
120 
300 
170 

1500 
ZOO 

310 
Neg 
120 
300 
170 

1000 
00 

Custom and Excise 

VAT 
Excise Duties 
Minor Starters 

Total Customs 

Inland Revenue(a) 

Income tax - allowances 
Income tax - unchanged m 
interest relief ceiling (c) 
Income tax - higher rates (ie 
Corporation Tax 
Pension Funds 
CGT (indexation of thresh?A51s) 
CTT: Statutory indexation 

Abolition of lifetime charge (e) 

Stamp Duty 
(f) Car and car fuel benefits 

CharitakIr giving g 
Savings 
BES 
Employee Share Schemes 
Tax on nTrresident entertainers and sportsmen 
Lollipops 1  
Minor Starters 

Revised Pl1DA (employers Benefits in Kind 
return) procedure (j) 

Total Inland Revenue 

Department of Employment Group 

Enterprise allowance 
Loan Guarantee Scheme 
New Workers Scheme 
Fraud Abuse 
Jobstart 
Counselling 
Community Programme 

Total Department of Employment Group
(k) 

Total 

Nil 	 Nil 
Nil 	 Nil 
Nil 	 Nil 

	

5 	 5 
Neg 	 Neg 

	

30 	 50 
Nil 	 ZO 

	

20 	 20 
Nil 	 Nil 

	

25 	 50 

	

5 	 15 

	

Neg 	 Neg 

	

15 	 10 

	

20 	 20 
185.. 	 Nil 

	

10 	 ZO 

	

Nil 	 Nil 

	

Nil 	 Nil 

	

Neg 	 Neg 

Neg 	 Neg 

rate(b) 	 45 	 160 
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he figures show the effect of the proposals on the manpower baseline (which for 
aril 1988 is 66,374). The manpower baseline is generally based on the assumption 

Cit _workloads remain unchanged except where there has been a specific adjustment 
., baseline in the Survey to take account of foreseeable changes to workload (see I.,"and (j) below). COP is assumed to be implemented by April 1988 and the 

rted take account of the estimated COP savings of 4000 included in the 
Ap 1 ' 'e 	1  

.. *
target. 

The manpower effect reflects statutory price indexation of allowances and thresholds. 

MIRAS - large loans: The forecast growth in new loans over £30,000 during 1986-87 
requires an extra 55 staff at 1.4.87 for which provision has already been made in the 
Survey. From Apr 1987 lenders are required to bring into MIRAS new loans above the 
limit, contribut• 	a reduction back to NIL extra staff by 1.4.88. Increasing the 
limit to £35,00 	require an extra 15 staff at 1.4.87 (a saving of 40 against the 
Survey provision 	eve a saving of 60 at 1.4.88. 

 

 

(d) 	On the basis of the 
to avoid an increase 
for 1985-86 will be hi 
shows the combined effect 
that house and share pric 
staff cost will be 65 um 
1 April 1989)• 

timates, statutory indexation of CTT will not be sufficient 
6-87 workload. In addition, the workload now forecast 

was estimated before the 1985 Budget. The table 
se two increases. The reasons for both increases is 
been rising more quickly than the RPI. The total 

t 1 April 1987, 50 at 1 April 1988 and 65 at 

The manpower savings from abolition of C:TT lifetime charge is inevitably somewhat 
speculative. 

The change in engine size breakpoints in the car benefit scales will require 
45-75 man-year units to set up during 19 	87. These will not be required by 
April 1987. 

The continuing staff cost in later years is e 	d to be 40 units though this figure 
depends crucially on the level of giving. 

The continuing staff cost in later years is estirg>a.2d1. be  35 units and will depend 
crucially on future take up. 

The saving reflects the combined effect of exerting the pension increase in 
July 1986 and recoding for the pension increase in April 1987. There will be further 
staff savings compared with Survey provision (not in the Scorecard) of 140 units at 
April 1988 arising from the change in the uprating date. 

Additional provision was made in the Survey for the growth in th 
April 1987 that result from unchanged thresholds (at £8500). Fl 
the savings, against this baseline, that result from the revised pro 

(k) The figures shown are the staff required for the employment 
Table 3. 

workload up to 
the table show 

shown in 
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TABLE 5 

MINOR STARTERS 

(Items in Starters list which Ministers have agreed are now serious 
contenders, with revenue effect of E3m or more) 

cost(-)/yield(+) 

FB Starter 	 Proposal 
	

1986-87 	 1987-88 
Number Cate 

7 	 C 	VAT: motoring expenses 	 Nil 	 40 

8 	 C 	VAT: . z'dance by disaggregation 	 Neg 	 20 

15 	 C 	VA 	• : zrm lettings of accommodation 	 Nil 	 10 

116 	B1 	Mines . , , • 	lls allowances 	 Neg 	 45 

125 	B2 	Tax treat 	 nterprise Allowance(a)  Neg 	 5 

129 	B2 	PRT relief for 	tion and appraisal 
expenditure in i 	e aters (b) 	 Neg 	 Neg 

134 	C 	Relief for overseas 	xpenses 	 10 	 5 

146 
	

S.252 ICTA: sale of the losses of 
insolvent companies 	 Neg 

	
5 

173 	C 	CGT relief for part disposals of land 	Nil 	 5 

410 	C 	Increased penalties for VED e 	 Neg 
	

5 ( c) 

Total 	 -10 	 +20 

Notes to Table 5 

 

Now costed on Case VI treatment; complete exemption has een ruled out. 
Reflects the fact that because of the lower oil price forecast, Department of Energy 
forecast of exploration and appraisal expenditure has been significantly reduced (it is now 
expected to be £2.5m in both years). The cost to be shown as negligible in the FSBR. 
Estimate of yield from improved compliance offset by the effect of increasing the number 
of out of court settlements. Starter subject to agreement by Home Of e which has not 
yet been obtained. 
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FROM: M C SCHOLAR 
DATE: 10 MARCH 1986 

sLL(51,k 

4:,34 

cc Principal Private Secretary 
Chief Secretary (2) 
Financial Secretary (2) 
Economic Secretary (2) 
Minister of State (2) 
Sir Peter Middleton 
Sir Terence Burns 
Mr F E R Butler 
Sir Geoffrey Littler 
Mr Cassell 
Mr Monck 
Mr A Wilson 
Mr H P Evans 
Mr Odling-Smee 
Mr Culpin 
Miss O'Mara 
Miss Peirson 
Mr Riley 
Mr Pratt ,/ 
Mr Cropper 
Mr H J Davies 
Mr Lord 

Mr Lawrence Airey - IR 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Calder - IR 
Mr Johns - IR 

Sir Angus Fraser - C&E 
Mr Knox - C&E 
Mr Wilmott - C&E 

I attach Chapters 1, 2;d2of the FSBR, revised in accordance with the comments made at 

meetings last week. We need to return these drafts to the prin e 	n tomorrow and I 

would be grateful if Mrs Lomax could let me have your comm 	soon as possible 

tomorrow morning. 	L (1,4, t 	c-e-e- Co (71-4 it-4,e 

ca. 

2. 	As you have said, these Chapters, and Chapter 4, need to be check 

\. 	0 
0 k,/ 

p 
Orr  / () 

1986 FSBR: SECOND DRAFT 

cr T\ic\tr 

6.^ 

kaA4 INA 	- 

44) 	 It- • a"4310A-,  

(k9 (--4.4t* 	/ILA—" fr  

frar 1;71  

,42r tirtes. 

) 

ly against 

the wording of the Budget Speech. We have tried to reflect in the attac 	fts the 

version of the Budget Speech you prepared over the weekend. 

Ct. 	 Lc.) 
e 	 e>-•••\ 	 •  ("..--7 

L, 
ET\  
/ ) 
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r not up-to-date. (In particular, 

DC 

igures for 1987-88 will need to be recalculated following your decisions this afternoon on 

basis of calculation.) We hope to get them right tomorrow or on Wednesday; but to get a 

r feel for the Chapter, you will wish to see them in their present state. You will see 

presentation of the employment measures in Table 1.1 has been amended: the 

ne for running costs has been removed and a running cost element included in the 

figu 	ach individual measure. (In this respect the Table differs from the scorecard - 

althou the overall totals remain the same.) 

4. 	In Chapter 2 we offer two versions of the first chart. We generally prefer Version B, 

but would be grateful to know your preference. If you go for Version A we will have to 

decide whether 

flattening out the 

be elongated (to be consistent with most of the Chart-sizes; but 

troughs). 

LA C-b-4 A 

Ls'-t&)I4 • 

It* Ce:a. 	 CIA C-0414070 r"..00 4 _,.'_

iL 	
" 

(C.04. reMniit-.•01 $\LZ 	La. 	(A--i- 

k--'-eLt.--74) 

M C SCHOLAR 
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1 01 The objective of the  UlVeriluient's economic policy is to defeat 

inflation and establish a vigorous, enterprising, economy which will 

generate sustained growth and increased employment. 

NOT TO BE COPIED 

1.02 The Financial Statement and Budget Report supplements the 

Chancellor's Budget Statement. It describes the Medium Term 

Financial Strategy (MTFS); outlines developments in the economy 

over the past year; provides forecasts to mid-1987; details the 

government's tax proposals; summarises the public expenditure 

elements in the Budget; and brings together the financial position of 

he public sector. 

.0 Chapter 2 describes the MTFS, which provides the framework 

al 	conomic policy decisions. Monetary and fiscal policy is set to 

t lower inflation while providing for continued growth in 

outpu 	icro-economic policies are designed to enhance the 

prospe 	e output and employment by improving incentives, 

removing q tssary controls, ensuring that markets work properly 

and generally improving the adaptability of the economy. 

1.04 The measures in the Budget are designed to strengthen these 

policies and to reduce 	burden of taxation and the role of the state 

in the economy. Bo 	d expenditure are on a declining path as 

a proportion of GDP. 

1.05 Chapter 3 describes 

the prospect for the next el 

prices will sustain growth and requce inflation in the world conomy, 

and will help industry in this country. Inflation in 	e United 

Kingdom is set to fall further - to 4 per 	 utput is 

expected to continue to grow by around 3 	 eat and 

exports are forecast to grow rapidly. 'Th 
	

of payments may 

be in surplus by £4 billion in 1986 even thoug 	es are low. 

1.06 Chapter 4 sets out the tax proposals in 

include a cut of lp in the basic rate of income tax; 

tax-free investment in equities; the abolition of 

et. They 

a'theme for 

ransfer 

Tax on lifetime gifts; and a substantial package of ssi to 
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7 	tOPek4EsOiNlbbic jexpenditure immeequeaseper.erktise 

measure!)6k-helpante=n2serapimigod-shere . The new pilot 

schemes for the long term unemployed (counselling and the Jobstart 

scheme) are to be extended nationwide. The rate of entry into the 

Enterprise Allowance Scheme will also be increased. A new scheme - 

the New Workers Scheme - will be introduced, providing for payments 

to employers of 17-20 year olds where the wages are bel_c,sw)  s ecified 

limits. The Community Programme will be expanded by 	places. 

1.08 Chapter 6 brings together the complete financial picture for 

the public sector. The public expenditure measures will be financed 

m the Reserve and thus do not add to public expenditure. Taxes 
CAA*(reduced by  Ct1"5V£1 billion. 

£7 billion - 11 per cent of GDP. This is 

ow the level indicated in the MTFS published in last year's 

1e12 below summarises the sources of the receipts and 

f expenditure 	
;, 

6c 61., f 
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Changes from 
an indexed 

base 

£ million at 

Changes from 
a non-indexed 

base 

current prices 
1987-88 

Changes from 
non—indexed 

base 
yield(+)/cost(-)) 

1986-87 

-950 
-1125 
+475 

+5 
+11 

Nil 
+30 

20 
-70 
+70 
-55 
10 

Neg 
+25 

40 

-950 
+15 

+135 
-135 
+175 
-175 
+25 
-25 
70 

+70 
35 
10 

Neg 
+25 
-25 

DC 
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charitatitybria*.  ITAlalo• lci MI? s mmarises the effect of all these 

LIJ I 
measures. 

Budget Measures
(1) 

Tax Proposals: 

Income tax •asic rate 
Income ta allowanc 
Excise du les - petro 

- \TED 
tobacco 
alcohol 
gas oil 
other minor oi 

Stamp duty - 	in rate 
- extension of base 

Capital Transfer Tax 
Charities - package of reliefs 

- anti-abuse measures 
Pension Fund Surpluses 
Other tax changes 

Total tax measures 

Expenditure Measures: 

Loan Guarantee Scheme 
Enterprise Allowance Sc14414-
New Workers Scheme 
Counselling Initiative 
Jobstart 
Community Programme 
Northern Ireland consequentials 

Total expenditure measures (gross) 
Offsetting reductions in social security 
benefits 

Net call on the Reserve 

 

Ne0 
+5 

+25 
+85 
+15 
+60 

+5 

+100 

+195 

95 

-1350 

Neg +5 
+5 +35 

+Z5 +50 
+85 +45 
+15 +25 
+60 +120 

+5 +10 

+195 +290 

-95 -125 

+165 

(1) 
These measures, and the basis of the costings shown, are des 
Chapters 4 and 5. 
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Table et& I 	The public sector's finances analysed by function 

1985-86 

1985 
Budget 

Difference between expenditure and revenue 
( 

General government expenditure 
General government receipts 

financed by borrowing:- 

	

159.5 	157.6 

	

150.1 	149.5 
163.4 

IS'S" fr 

0 

0 

General government borrowing requirement 9.4 8.1 1'5- 7., 03 
Public corporations 
market and overseas borrowing -2.3 -1.2 -0.5 

Public sector borrowing requirement 7.1 6.8 7. 0 

- 

	

113.5 	113.2 

	

24.6 	24 	 26.2 

	

6.4 	 6.4 

	

3 1 	 2.7 

	

2.1 	 3.2 

	

0.2 	-0.3 

	

150.1 	149.5 

1986-87 

Latcst 	Forecast 
estimate 

8.3 
35,4., 
2.5 

9.5" 
38.5 
2.7 

19.3 20.7 
13 7 15.6 
6.5 7.3 
4.4- 4.8 
42 44 
8..i- cl•C 

56.5 6(.6 

3 0 2.7 
6.4 2.4 
21 1.0 

I 	I.0 6.1 

.. )s54-1Cs-,  V 

40.0 

18. 0 

16.5 

13.6 

41.3 

18.0 

16.7 

14.5 

14.3 

42.9 

18.5 

17.7 

15.0 

14.3 
CO 

29.3 31.5" 31.2. CD 
-2.5 -2.6 -4.8 DC 

5.0 

"Mb 

4.5 

-0.4 

M 
rn 

1- -I 
cn (1)  

m 
0 33 

134.2 133.7 1391 2 m 
1-  -1 

18.0 17.7 18.2 

-2.3 -0.5 
5.0 #4,') 5,7 

159.5 157.6 163.4 

Expenditure taxes: 
Value added tax 
Local authoritioeiates 
Petrol, dery etc. duties 
Cigarettes and tobacco 
Spirits, beer, wine, etc 
Other 

Total expenditure taxes 

North Sea revenues: 
North Sea corporation tax 
Petroleum revenue tax 
Oil royalties 

Total North Sea 

Other(2)  

Total taxes and royalties 

National Insurance and other contributions 
Interest and dividend receipts 
Other 

Gross trading surpluses and rent 
Miscellaneous 
Accruals adjustments 

General government receipts 

151CIA:, 	(-14111f  

,{ Corporation tax excluding North Seal" 	8.2 
Other taxes on income 35.3 
Taxes on capital 	 1.9 

, 

c fiv  di‘SV  (_°"‘ 

Receipts 

18.3 
13.6 

6.5 
4.3 
4.2 
8.6 

55.5 

2.8 
8.2 
2.5 

13.5 

(I)  Excluding cot 

(2)  Adjust 
set o T a 
plus cru 

ta 	capital gains 

ced corporation tax 
Sea corporation tax 

stments 

0 

0 
co 

0 

Expenditure 

DHSS - Social security 

Defence 

DHSS - Health and personal 

Scotland, Wales and Nor 

Education and sc' 

Other 

proceeds 

Reserv 

Adjust ents 

rvices 

Public expenditure planning total 

General government debt interest 
less public corporations' net 
market and overseas borrowing 

Other national accounts adjustments 

General government expenditure 

1985-86 

1985 
Budget 
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OF 10 MARCH 

  

MEDIUM-TERM FINANCIAL STRATEGY 

2.01 The Medium Term Financial Strategy (MTFS) 

provides the framework for economic policy, as 

it has since 1980. It is intended to bring 

inflation down further over a period of years, 

and ultimately to achieve price stability. It 

is complemented by policies which encourage 

enterprise, efficency and flexibility, 
V5 	vn,..6a1. 

the growth of output and the creation 

of jobs. 

and money GDP growth is gradually 

monetary and fiscal policy. As the 

money GDP declines inflation is 
Alkb 

squeezed out,tthe division of money GDP between 

output g 	and inflation is improved. 

2.04 Over the p 	ix years, money GDP growth has 

declined f 	arly 20% to around 9%. 

Inflation has con'; 	to around 5% and is set 

to fall further.•11-ri/1 the economy is about to 

embark on its sixth successive year of growth. 

For the first time since the 1960s, steady 

growth is now being combined with low 

inflation. 

onomic policy is set in a nominal framework 

c itx,  n hich public expenditure is controlled in 

sh terms 

reduced by 

growth of 
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GDP 'Path 
	

2.06 Policy will b dir ted at maintaining monetary 

conditions c 

in the g 

term, br.  

table/2.1 • 11°  

and/  fluctuat\-n 
• 

Aim will be t 

/7  in either direct 

con 

reduction in in 

real output at 

tent with a gradual reduction 

bst ant ia 1 departures 

in the\medium term. This 

ent with both a further 

n and cont'iiued growth in 

tamable rate. 

\of money GDP over the medium 

me with the path shown in 

th,e figures are not targets, 

ilk inevitably occur, the 
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p. 
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25 	 percentage change on same Quarter of previous year) 

P.O. 
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111•111111111111111 

0 

19131 	1962 	3 

ives and the Framework of p .11 
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The money GDP path 2.06 Policy will be directed a aintaining monetary 

conditions 	 a gradual reduction 

in the g 	of money GDP over the medium 

term, br 	y in line with the path shown in 

table 2.1 	e the figures are not targets, 

and fluctuat ns 	11 inevitably occur, the 

aim will be to vo. substantial departures 

in either directi 	in the medium term. This 
0 

consistent with both a further 

reduction in inflation and continued growth in 

real output at a sustainable rate. 
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Honey GDP 

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

DP (1)4T 

MO 

£M3 

9(734) 612 614 6 512  
312  2-6 2-6 1-5 1-5 

1434 	 11-15 

le  The nonsgmeee figure for 1986-87 is a forecast; and in subsequent years 

1. the figures describe the government's broad medium term objective.  

sz) 
 
Percentage change on previous financial year. 	See Table 2.4 for further 

detail. 	Th 	re in brackets 

strike. 

(1)  PI  1985-86: perc 
1986-87: target 

1987-88 onwards: 

for 1985-86 is adjusted for the coal 

hange from mid-February to mid-February. 

tive ranges for MO. 

2.07 The growth of money GDP is expected to be the 

same in 1986-87 as assumed last year. But 

partly as a 

oil price 

growth 

money GDP 

Instruments of Policy 	2.08 

consequence of the sharp fall in 

his is made up of, higher output 

wer inflation. In the later years 

declines fUrther. 

4 1...1 /4-4-v 6 

,ere is some

for varying the balance between them, 

especially in the short term. In practice, 

the budget provides the main opportunity to 

review fiscal policy, while s • 	term interest 

rates can be varied more 	• 	tly to keep 

monetary conditions on track. 

2.09 Until recently the authorities a 	ht to 

—s*ta.a.t.t.o/control t wth s  

of broad money and liquidity by ove 	, 

- 3 - 
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an needed to fund the 

public sector borrowing requirement. This was 

generally seen as a distortion of financial 

markets, and it was reflected in the rising 

stock of commercial bills held by the Bank of 

England. 

2.10 On the view that systematic overfunding was 

neither a sustainable nor an effective medium 

term means of affecting monetary conditions, 

the Chancellor announced in October 1985 that 

sales of debt outside the banking system in any 

one financial year would be limited to the 

amount needed to fund the PSBR; and that 

policy action within the year to influence 

onetary conditions would take the form of 

nging short term interest rates. 

Polio 

2.11 Monetary conditions are assessed in the light 

of movements in broad and narrow money and the 

be h a v io u r 	other financial indicators, 

in particiiytte exchange rate. 

Monetary Growth 
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-pAtr-Th  

financial liberalisation and in 

tion between banks and building 

led to a rapid build up of both 

ompeti- 

have 

liqui 

debt. Yet this has proved wirmiWAT co 

5 

Narrow Money 

SECRET 

BUDGET SECRET 
btiodtafii§le  Oiqtaf  a

ggregate for narrow money 

should reflect those assets that are directly 

used for making transactions; should respond 

1.1 tv.1.4  
p46t-tt.y.„  

("b 	liJ•ezikAr 

AL17-c-V 	gL44 

et.fw 

unambiguously, but not be over sensitive, to 

interest rate changes; and should have a 

stable relationship with money GDP./As in the 

United States, M1 has been inflated by a rapid 

growth of interest bearing sight deposits, 

previously held in the form of term deposits. 
-7:-  	 e ezi A,44r,f; 	_ 	fajto,t-t, 

on-interest bearing M1 o-htinues to be 

affected by short-term variations in the 

boundary between interest bearing and non 

interest bearing accounts,  -an4-44-tiee-been 

only covers a narrow range of transactions 
...- 	__1, _ 

lance00 It has demonstrated a relatively 

:..le velocity trend over a long period.  40 

#41)1‘' 	

,- 
ds in an unambiguous manner to changes .-7... 

in interest rates ,.-b 	Its , 
velocity has risen as institutional change and 

technological developments have led to a 

progre iv 	d ction in the use of cash, but 

t a fairly 

s eady pac 	has proved a good indicator 

of monetary 	nditions in recent years and 

remains the besc' 	of narrow aggregate for 

target purposes. 

OtCyrril- 

Broad Money 2.14 Measures of broad money have persistently grown 

faster than money GDP ,over the last six years, 

wall1445(--the experience  ee  the 	. High real 

interest rates have incr 	e relative 

attractiveness of financisets; and 

_ 
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BU  D'O -rdteegniesoltv Esith inflation and money GDP 

growth. At the same time the high proportion 

of interest bearing deposits within broad money 

has meant that the immediate response of broad 

liquidity aggregates to changes in short term 

interest rates is highly uncertain. 
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Monetary targets 

/Olt.  

1)14 tteS4  

	

fit 	C.* 	 L Crvv 

2.15 .The governmen 	 targets in 1986-87, 

	

as 	
0.3-.e..4141#14,4,-E1 

inthe 'last  tw-o y-oaNia.., for MO as a measure 

of narrow money, an £M3 as a measure of broad 

f-- 	4 

money. The ranges are shown ble 2.1. 

2.16 For MO the target range of  26$\e  same as 

indicated in last year's MTFS.4 	rative 

ranges are also given for MO in 	 ars. 
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Interprç.atii of 

Monetary Conditions 

for money GDP and inflation.  j  xchan 

changes have to be j.n,terpreted in 

world developme ts, such as 

prices. 	 ple the-immediate 

nges in oil 

effect of a 

ht of 

that monetary conditions rem- llirgt.f.ny.or 

---- —\- 

11  
is unl '1. 

<( t• 
.bar..k-S-anibie-•te-Patitge-Within ther.rge 

But such action ettrly affects t .  

of monetary conditions, and this 

likely to show up in the behaviour o 

r r 

CM3 

period. 

ness 

-7 
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[ BUDGET SECRET 
8UDGIE1SP @fiter  r  

11-15% reflecting the rapid fall in velocity 

observed in recent years. Illustrative ranges 

for future years are not given for 043 because 

the uncertainties surrounding its velocity 

trend are at present too great. 

iN 
2.18 In implementing policy andi_making decisions 

aboutErii, interest rates, the Government has to 

make a careful assessment of the behaviour of 

the monetary aggregates in relation to their 
vIkt, 	 

targets, 	er relevant evidence especially 

the exchange rate. 

There is no mechanical formula for taking the 

exchange rate into account in assessing 

etary conditions; a balance must be struck 

16 
 e een the exchange rate and domestic monetary 

ow h consistent with the Government's aims 

NOT TO BE COPIED 
nge has been raised to 

fall in o 

this h 

ement 

is to reduce i 

nsidered alongside any 

e r 	 -oc-cur7-1  

fla ion, and 

2.20 If the underlying 	owth of MO or £M3 were to 
0 

move significantly outside their target ranges, 

the government would take action on interest 

rates unless other indicators suggested clearly 
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other indicators was satisfactory, continued 

growth of V43 outside its range/Could not be a 

cause for concern. 
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2.21 The PSBR in 1985-86 is expected to be about 2% 

of GDP, in line with last year's projection. 

This follows four years when the PSBR remained 

at about 3114% per cent of GDP. The sharp 

reduction this year would have taken place in 

1984-85 but for the coal strike. It is the 

second significant downward step since the MTFS 

began in 1980. The figure of 2% is the lowest 

recorded since 1971-72. This would still have 

been the case even if there had been no 

proceeds from privatistion. 

Public Sector Borrowing Requirement 
(as a percentor of GDP) 

-to 

-9 

-9 

-7 

6- 

0 
471 1,;72 	ts;74 /955 

The PSBR Path 5 is much 

ount has 

s and 

2.22 The profile of the PSBR in t 

as suggested last year. As usua 

been taken of the composition of 

expenditure. 

- 9 - 
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7 is forecast to be 

n, or 	j per cent of GDP North Sea 

revenues are projected to decline steeply in 

1986-87 to about £6 billion, t•-i44,941-1613.80441- half 

their level in 1985-86. The proceeds from the 

Government's privatisation programme are 

expected to rise from £212 billion in 1985-86 

to £434 billion in 1986-87J  A3 S (A/ (Ns. 1.0E00-amior 
<Poi. pvi griAt/tAvvxx- 

2 24 The fiscal projections summarised in table 2.5 

show a further 	reduction in the PSBR to 

1 12% of GDP in 1988-89 and 1989-90. The 

figures after 1986-87 are illustrative, and 

decisions about the appropriate PSBR in 

particular years will be taken nearer the time. 

BUDGET SECRET 

40-  ( kij  

t4-4"-e-e-eCi 

<C\  

Assumptions the period to 1988-89, the expenditure 

ection in Table 2.3 incorporates the public 

diture plans set out in the Public 

Expenditure White Paper (Cmnd 9702). It is 

assumed that the planning total for 1989-90 

will remain broadly flat in real terms. The 

revenue p 	tions in Table 2.4 are based on 

the con 	onal assumptions of constant 
P 

1986-87 t a )0 	contribution rates, and 

allowances a 	hresholds indexed from the 

proposed 1986-h 	s. All changes proposed 

in the Budget are 	n into account. 

2 26 The assumptions about output growth and 

inflation that underlie the revenue projections 

are shown in Table 2.2. The 	e consistent 

with the figures for mon 	growth in 

Table 2.1. The oil price is a 	o average 

$15 a barrel in both 1986 	87 and 

thereafter to rise in line with th 	price 

of manufactured exports. It is assu 

- 10 - 
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exchange rate index fr m year to year. 
Sterii!.0oit44 

.2 Output and Inflation Assumptions 

Percentage change on previous financial year  

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

Real GDP  

Non-North Sea 	3314 	3 	234 	234 	234 

Total 

Inflation 

GDP defl 

312 	 234 	21 2 	212 	 2 12 

334 	334 
	312 	3 534 

Public Expenditure  

tinued restraint in public spending plays 

1 role in the Government's economic 

strategy. 	The cash planning totals set by 

the Government in the White Paper are designed 

to hold total spending broadly level in real 

terms. T 	projection given in Table 2.3 

extends 4 	9-90, one year longer than the 
111-7  

plans. TheO 	mption for the final year 81=  

that the pla ing total remains broadly flat in 

real terms oveP 	ole MTFS period. 

2.28 As a proportion (:).( GDP, general government 

expenditure has already fallen significantly 

from its peak of over 146 per cent in 1982-83. 

Given the assumed growth 

projected to decline furth 

cent in 1985-86 to less tha 

1989-90. This will enable a 

level of borrowing to be co 

utput, it is 

over IA per 

r cent in 

ued low 

with 

reductions in the burden of ta a 	so 

Improving motivation, efficie 
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expenditure are discussed more fully in 

Chapter 5. 

.3 General Government Expenditure  

01APublic en iture 

planning total ( 1 ) 	129.6 	134 

Gross debt Interest 	 16.1 	18 

Ebillion, cash 

1984-85 1985-86 1986-87 1987-88 1988-89 1989-90  

139 144 149 153 

18 19 19 19 

SECRET 

.77  

I:7TO BE COPIED 
plans for public 

BUDGET SECRET 
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Other adjustments (2) 	4.3 	6 	6 	7 	7 	7 

General governme 

expenditure (3) 
	

150.0 	158 	163 	169 	175 	180 

of which 

Privatisation 

proceeds (11) 

212 	434 	434 	434 	434 

For 1984-85 to 1988-89, the figures are equivalent to those in Table 5.1. 

Assumed to be the same in real terms in 1989-90 as in 1988-89. 

See paragraph 5.04. 	The adjustments convert the planning total plus 

gross debt interest into general go 	ent expenditure. 	One adjustment 

removes most public corporations' 

Table 2.5, which can fluctuate consid 	y from year to year. 

General Government Expenditure, and it com onents, are rounded to the 

nearest El billion from 1985-86 onwards 

See the Public Expenditure White Paper (Cmn 	02), Table 1.4. Assumed to 

be the same in cash terms in 1989-90 as in 1928-89 

Revenue  

2.29 The growth in Government re 	 cash terms 

over the medium term will depei 	i he growth 

of incomes, spending and prices, 	well as 

on policy decisions. 	On the unch 	olicy 

assumptions set out above, general 	ent 

receipts are expected to increase some 

- 12- 
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1984-85 1985-86 

Taxes on incomes, 

expenditure and c i 	105.5 	113 
v 

National Insurance an 

other contributions 	 24 

Interest and dividends 	 6 

Other receipts 	 5 

SECRET 
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nment revenues from the 

North Sea are projected to fall sharply in 

1986-87 from the peak levels of 1984-85 and 

1985-86 mainly because of the drop in real oil 

prices. 	But the decline in revenues from this 

source is  #01timeilly  offset by buoyant non-North 

Sea revenues e  fkti 6,4%./ 
4  

_,,..a.,....„. A,.‘  rcu,st,i k.,0...,tkrazb.. 

Table 2.4 General Government Receipts(1 ) 

Ibillion, cash 

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

118 125 132 139 

26 28 29 31 

6 6 6 6 

5 5 6 7 

Accruals adjustment 	 1 	- 	- 	 - 	-1 

	

1::= ft."-Ala."416,1 	' ..._,, 

	

k , 	 S tl".°441V a  

A.421419  7 

IA/j  Y 

VA( 

General government 

receipts 	 140.8 	149 

North Sea tax(2) 	 12.0 	12 

156 164 174 182 

6 4 4 4 

Rounded to the nearest El billion f 	85-86 onwards. 

Royalties, petroleum revenue tax ( 	ding advance payments), 	and 

corporation tax from North Sea oil and 	oduction (before advance 

corporation tax set-off). 	This does no 	respond exactly to tax 

receipts in the same financial year in respec of North Sea production. 

See footnote 2 to Table 6B.3. 

Public Sector Borrowing 

 

2.30 The projections of Governmen e e ,.siture and 

receipts are brought together 	Ta e 2.4 to 

provide projections of the genera 	nment 

borrowing requirement (GGBR) and of 	%BR. 

The size of the fiscal adjustment dep 

-13- 
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always, these are subject to major un-

certainties. Apart from the general diffi-

culty of projecting the yield from a given set 

of tax rates, recent events in world oil 

markets make the projection of oil revenues 

particularly uncertain. On the expenditure 

side, the planning total for the final year has 

yet to be agreed. 

BUDGET SECRET 
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1\1()11 TO BE COPIED 
lues and expenditure. As 

2.31 Changes since the 1985 MTFS are discussed in 

the Annex. 

Table 2.5 Public S 

Ebillion, cash 

85 1985-86 1986-87 1987-88 1988-89 1989-90 

General government 

expenditure 

General government 

receipts 

Fiscal adjustment from 

previous years (2) 

Annual Fiscal 

adjustment (2) 

GGBR 

Public corporations' 

market and overseas 

borrowing 

PSBR 

Money GDP at market 

prices 

1.0 -1 

10.1 7 

327 357 

169 

164 

175 

174 

180 

182 

2 6 

2 4 3 

7 7 

-1 -1 -1 
0 

7 7 7 7 

381 	405 30 453 

112 PSBR as % of GDP 	 3.1 	2 	1 34 	1 34 

Rounded to the nearest El billion from 1985-86 onwards. 

for 1985-86 and 1986-87 are provided in Table 6.5. 

Means lower taxes or higher expenditure than assumed in lines 

er details 

- 114 - 
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2.32 Events in the UK and elsewhere may necessitate 

revisions to the assumptions on which the 

projections have been based. 	But the 

Government is committed to maintaining the 

progress to lower inflation in the medium term, 

secured by appropriate financial policies. The 

MTFS provides the framework within which the 

Government will pursue its economic policy. 
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+1 

1987-88 	1988-89  

+112 	 +212  

1985-86  

+34 

2A.1 The level of money GDP in 1985-86 is now 

expected to be higher than was projected in last 

year's MTFS, reflecting both higher output and a 

higher deflator. The level from 1986-87 onwards is 

also higher. The decline in the growth rate of money 

GDP from 1985-86 to 1988-89 is similar to that 

assumed last year. Non-North Sea output growth is 
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Changes since the 1985 FSBR  

 

v  ----(1...1sumed to be slightly faster, and oil production 

Ci)) rojected to decline more slowly. The GDP deflat-

projected to grow more slowly in 1986-87, but 

ightly faster in the subsequent years than 

t year. 

Table 2.6 Level of Money GDP  

per cent ch 	from 1985 MTFS projections 

as 
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2A.3 The growth of EM3 

target range originally 
tivArN 

set for 1986-87 is 

in last year's MTFS. 

in 1985-86 is well above the 

jrt_\ last year, and the range 

an the illustrative range 

netary Aggregates  

qt _cent change 1985-86  

312 

3-7 

1434 

5-9 

1986-87 1987-88 1988-89 

2-6 2-6 1-5 

2-6 1-5 0-4 

11-15 

4-8 3-7 2-6 

Table 

1 

19 

EM3 
	V\ 

1986 MTFS 

1985 MTFS 

SECRET 

Monetary Aggregates 
BUDGET SECRET 

45 ODT3T7 iLlIStIl MILDY3- 3  
NOT TO BE 

expected to be 

of its target range  few  71985-86. The 
1.)'• 

target range for 1986-87 is the same as the 

illustrative range given last year. The 

illustrative ranges for subsequent years decline 

less rapidly. 

2A .4 Table 	ows changes in the fiscal 

projections sin6 	e 1985 FSBR, after allowance 

for classification anges 
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ure 

ng total 

 

+0.1 +1 

Receipts 2. 

North 

Other 

Other 

sea tax 

taxes and 

receipts 

utions 

General government re 

Implied cumulative 

fiscal adjustment 
 

Public Corporations' market 

and overseas borrowing+  

+0.8 	-1 

2 

+1 12  

1
2 

10. PSBR 

1 
	

11u2 classification changes 

to both expenditure and receipts: 

+0.2 
	+0.3 

Table 2.8 Revenue an 
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exii440163ET  LIST ONLY 
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tfi 

1984-85 1985-86 

+0.4 	-2 

-0.1 1
2 

3. General government 

expenditure +0.3 	-212 

Ebillion, cash 02  

MTFS projections-'  

1986-87  1987-88 1988-89  

+ 12 

+1 

1 2 +112 

-5 _512  -4 

+21 2 +3 +4 

_ 12  -11 2 -112 

_312  -4 -2 

_312  -412 _312  

12 

Changes from 1985 

1
2 

d the following amounts 

Ebillion  

+0.2 	+0.2 	+0.2 

Iii 
op- 

The main changes are in respect of the treatment of transactions in certain 

public sector pension funds and of National Savings Bank management 

expenses. 

2  The allocation of tax receipts between North Sea and 

the treatment of advance corporation - tax set-off. 

Table Gft.3 

3  Line 8 = lines 10 - 9 - 3 + 7 

the 

9 

(j  
Public corporations' market and overseas borrowing is includ 

planning total and in the PSBR, but not in general government exp 

Changes in it are therefore deducted in line 2 and added back in line 

affected by 

note 2  to 
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21.5 The expected unde pend in the planning total 

In 1985-86 is   in Chapter 5. The planning 

totals for 1986-87 onwards are as in Cmnd 9702 which 

implies a slightly higher figure in 1988-89 than 

assumed last year. General government expenditure is 

lower in 1985-86 than projected last year, both 

because of the lower planning total and because of 

changes in the pattern of public corporations' 

borrowing. They borrowed less from general 

government and more from the market and overseas, 

and this pattern is projected to continue in 1986-87. 

In 1988-89, the changes in the planning total and 

blic corporations' borrowing are in the opposite 

ction. 

SECRET 

Changes in receipts 	2 	e reductions in North Sea revenues are due 

to 	terling oil prices. Other taxes are higher 

throu 	t the period, mainly because of the higher 

level of money incomes. National Insurance contribu-

tions are higher towards the end of the period for 

much the same reason. 
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3 The Ec 	21 - r 	7 a  ent 1 

evelopments and Prospects 
071‘4id-1987 

tdt 

WI 
World economy 3.05 Output in the C, . 	economy has now been rising since early 1983. 

and inflation has been 	ming down since 198(i. The recent large fall in 

oil prices will be of partroi 	to oil importing countries both in the 

developed and developing 	Assisted by further moves to lower 

interest rates, a period of lo 	ation and good growth in output and 
trade is in prospect. Many of ffk problems arising from payments imbalanc 
and debt repayments will remain. But the benefits to trade, output and 
inflation from the fall in oil prices should prove substantial. 

Trade and the current 3.06 Exports have grown strongly over the last two years. The current 

account account of the balance of payments is exp 	o remain in sizeable surplus 

despite the bi fall in oil prices. Offsets i 	her export earnings on 

other goods with most overseas markets 	g from the fall in oil  

pnce  I 
 ower profits earned by foreign oil • s in the North Sea, 

an 	igher earnings from the UK's stock of o. ir eas • sets. 

Demand and activity 

Summary 
3.01 1985 saw further sizeable increases in both exports and business 
investment. For the forecast period substantial growth is likely not only in ma 
areas of domestic spending but also in exports. Total domestic production 
and manufacturing output are both expected to record further growth in th 

range 2-3 per cent. 

t02 Employment has continued to rise, with over 200 000 extra jobs in 

t 	year to September 1985. In spite of this there has been some further 
unemployment over the last year. However, with labour force 

now likely to fall, prospects for unemployment are wholoseolost 
n for some years. 

Inflation 3.0Af.çising in the early months of 1985, inflation has been on a 
dow 	rd ath since June and in January 1986 the RN increase was 
5f per cent. The inflation rate is expected to be at or below 4 per cent for 

most of the forecast period. 

Assumption 3.04 The UK forecast is based on the assumption that fiscal and monetary 
policies are set wi 	theiramework of the MTFS. North Sea oil prices 

are assumed to av 151in 1986-87. Neither the sterling index nor the 

sterlinVdollar ex 	rate is assumed to change much. 

\'? 

Sivt'Y't 

World economy 
Recent developments 3.07 After a spurt in 1983 and the first half of 1984, 

has slowed down sharply. By the final quarter of 1985 
cent higher than a year earlier. The performance of the 
strongly influenced the pattern of economic growth in other major 
industrialised countries. In Japan and Germany, in particular, output grew 

significantly faster than domestic demand in both 1984 and 1985, 

L
EtIt,b Etirs#MRIErma  c'OdiniltrIrdCrirtOtin  
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3.08 Domestic demand is now growing at similar rates in the US and 
other major industrialised countries. But the effect of much faster 
growth between 1982 and 1984 in the US, together with the effects of the 
rise—still only partially reversed—in the dollar, are seen in the 
pattern of current account balances: a large deficit in the US and large 
surpluses in Germany and Japan. There have, though, been a 
number of helpful steps towards reducing these imbalances over the past 
year. Slower growth in the US has not only reduced the increase in US 

ports, but also contributed to lower interest rates and a fall in the dollar. 
e latter was helped by the Plaza Agreement of 22 September between the 

ce Ministers of the Group of FiveaNevertheless, a period in which 
estic demand growth is 	 ifosimeit slower than that in Europe and 

e y to prove necessary if current account surpluses and deficits 
ar-.'P. -duced3 

rt)t) 
3.09 he j 	ofJii ation fell further in 1985: consumer prices in the 
major iic1stria1ised countries increased on average by about 4 per 
cent, compared with over 4i per cent in 1984. This ia.a.alii...rttflec 
weakness 	primary product prices (see Chart 3.1). 

s 	aseruziki 1-Am- 
o. C41.11L.IAA Chart 3.1 Commodit Prices 

lin relation to price 	f nianuldcluir) 

.1Mmk 

011 
Ji I 

24 I 

I 	t 	I 	I 	I 	t  

1470 	19'1I2 	1,47; 	iv-4 	1975 	1w76 	1477 	lics 	lq79 	 1,01 	1'90 	iyo 1986 

1980 = 114( 

Non oil 
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large part from the US. More recently the recovery in Europe has 
strengthened and growth has become less dependent on exports to the US. 
In Japan growth has shown some signs of slackening, although remaining high 
by European standards. 

3.10 Since December 1985, oil prices have fallen sharply. Thf/ - 
background to these oil price developments is set out in Chart 3.2. Before Eh( 
first oil price shock the non-communist world demand for oil was around 
4R millinp barrel% w lay 2nd,..31Nenit  30 mbd of this was produced by OPEC 
meb 	OcEplieSE Gilerinc-rease izNelpTiaseingE nGAARcl ED 
BUDGET LIST ONLY 
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maintain roughly this level of production throughout the 1970s. 
After falling in 1974 and 1975 total demand for oil rose again during the 
rest of the decade, while non-OPEC supply grew by roughly the same amour 
in absolute terms. 

Chart 3.2 	141)duct1 on 

(1 ) Total pal production is the sum of OPEC and 
non-yPt;u2) product,ion and .iEs ec:41 tc non-communist 
worla consumpLaon pius stockbullaing. 

t, Ur- • 

CO" 

(2) Non-OPEC production includes net orts of oil from 

3.11 Experience sirel.ecorid sharp increase in oil prices in 1979 has 
been very different. I4nand for oil has fallen and non-OPEC 
supplies have continue o r 	arply. OPEC's pricing policy made it 
effectively the residual so 	e upply and demand for OPEC oil 
nearly halved: from about 	d in 1979 to less than 17i mbd on 
average in 1985. A large sharc)21 the production cuts fell on Saudi 
Arabia. 

3.12 Towards the end of 1985 Saudi Arabia indicated that it was no 

____-------- onFriare tc"44414,t-ain its own production at very low levels 
in order to maintain the existing level of pr.  it%  The resulting increase in 

chili supply, combined with no sign that oth. , . •D cers were prepared 
to make offsetting cuts in their productio.v , . . •duced a sharp fall in 
prices. 

Prospects 3.13 Total demand and supply for oil may we 	d only slowly even 

to the large fall in price, and so excess capacity i 	be present for 

some time. This forecast assumes that prices will 	lei„.,,,,,z.:46,&44-- 
a_Ps.1 L--ar SA c ' . 	 —rather below, in real terms, the level betwe lw 	d 1979. 

----- 
3.14 The prices of most other primary products are al ., . ^ y to 
strengthen significantly over the next year or so, since wich,‘orrYe 
exceptions (for example a temporary shortfall in the coffee crop), supplies 
are abundant and stocks relatively high. The industrial countries can therefc 

medal:Z . =1a Ernertc  ir tillicir terms of traleB, rEaising repo, Eincomes 
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a year earlier 

19d4 

or Seven countries*: 

eal GNP 

sumer prices 

World trade, at constant prices 

Total imports 

1985 1986 1987 

first half 

2i 3i 

14 2il. 

3 6 5i 

14 

10 

ctures 

8i 	14 	5 	5 

ny France, UK, Canada and Italy. 

growth of real GNP in the US should pick up in 1986, 
be 	rom lower oil prices and from the effect of the lower 
doll on t s e. Consumers' expenditure, while growing more slowly 
than in 	n years, should be helped by the lagged effects of lower 
interest rates and rises in asset prices. 

3.16 Growth in Japan may be weaker than usual in 1986 as the expansion 
of domestic demand may not be sufficient to compensate for a 
slowdown in the growth of exports. In most European countries the 
economic recovery 	strengthen in 1986, with the rate of 
growth increasing, 	øuilarly in Germany. 

3.17 Overall the majjptria1ised countries may grow by about 
3f-4 per cent over the 	t year. Together with lower inflation and interest 
rates in the major countn 	reduced cost of their oil imports, this 
should provide a better pros 	the non-oil developing 
countries, despite weak corn 	, prices. Oil producing countries, on 
the other hand, particularly thosalready heavily indebted, face severe 
difficulties and will have to cut their imports further, 

Trade in 

( UK weig 

Chart 3.3 
GROWTH AND INFLATION 

MAJOR 7 ECONOMIES 

—2. 	  

—2 	ti7 I  Mu GrG 	RI SE GS W7f  19.72 
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Table 3.2: World import 

USA 

1 	 24 	11 	6 	- 10 
198 	 3 	1 	5 	- 8 

1986 	 9 	8 	7 	- 16 

NOT TO BE COPIED 

oping Other Total 

* Germany, France, UK, Italy, Netherlands and Belgium 

3.18 This picture of world activity is reflected in the pattern of world 
trade growth. Import growth is likely to be strongest in oil-importing 
countries and in those whose exchange rates have appreciated most over 
he past year. This points to rapid growth of imports into Europe, 

Ctt an and many developing countries, but to large falls in oil producers' 
T.orts. Overall import growth in 1986 should be well above that of 1985. 

conditions 
3.1 'liar has declined substantially (by over 20 per cent against a 
basket0 . t r currencies) since its peak in early 1985. In 1985 as a 
whole the sterling index was little different from 1984. There were 
however s me sizeable swings during the course of the year. The index rose 4t,r,  
from a low oint of 70i in January to a high of 84i in July, when UK 
interest rates fell, before declining to 78 in December. The index has 
fallen a little further this year as a result of the fall in oil prices. Over the past 
year sterling has 	bout 30 per cent against the dollar, but fallen 
against most other iJnci 

STERLIN XCHANGE RATES 

Exchange rates 

'S°V3tP/‘5  

Chart 3.4 

VL RATE 
2.6- li.t I()( 

2.2- 

2 

1.4- 

12- 

i979 

 

1960 	1981 

    

	30 

 

1982 1983 

  

 

1984 1985 	1986 

3.20 The forecast assumes that stet 
Prectilt11031EeTtIOECIREEr  effe 
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Interest rates73.21 Short-term interest rates fell during much of 1985 from the peak 
' 

	

	levels reached in February and March. They rose again in January this year a! 
sterling weakened but in 1986 so far they have been a little below levels a 
year earlier. However on average in 1985-86 short rates, at 12 per cent, have 
been a point or so above the levels of 1984-85 and several points above 
levels in the US, and most other industrialised countries. Long rates have beer. 

more stable. Yields on 20 year gilts have been within the 10-11 per 
Icent range for almost all of the last three years. Real yields on index- 

linked guts have also been relatively stable. 

Chart 3.5 
INTEREST RATES IN THE l.)K 

viN,utA 

3.22 MO was near the centre of its target range in the early months of 1985-
86, but growth slowed during the course of the year, in response to the increase 
in interest rates last winter. In recent months 	rowth has generally been 
just above the bottom of its target range. T 	al increase in MO 
velocity has been stable for many years now, 	peered to remain so. 

3.23 Growth in the non-interest bearing comp. -, , i 

over the last year, has also slowed. This has been 
f  

higher interest rates and the increased availability o 
accounts which are in Ml, contributing to an acceler 
total. 

3.24 The rate of growth of ,CM3 has risen during the cou , of 5 	86 
and has hem well above both the target range set in the 1985 ,s1/2:17r1 1S-and the 
growth of money GDP. With the funding objective now set at the level 
needed to cover the PSBR, kM3 growth (at 14-15 per cent on a year 
earlier in recent months) has reflected a continued strong expansion of bank 

credtt6tYntriac ETR 
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3.25 The rapid expansion of broad money and credit reflects to a large 

tw lib
d lihe 1.  . n_lok_2 . .  Its  over 

A  tt'  • a PLIVI/ ittdia:Sat and is ATP 1 LSaat tntan 
113014 ealik 6iSitiCal 610 level of real interest rates may 
have contributed to higher bank deposits. The higher levels of broad 

n to incomes probably reflect a permanent 
and continuing shift in the private secto 	•ortfolio which is not likely to 
be reversed through higher spending. They_ 

Li(ca..1.-3  - the slower growth of nominal incomes and -....___- 
'forecast. 

Trade and the balance of payments 

Relative costs and prices 3.26 The last two to three years as a whole have exhibited relatively little 
change in most measures of cost and price competitiveness, although 
there have been large short-term swings associated with movements in the 
nominal exchange rate. As Table 3.3 shows, the effects of a lower 
nominal exchange rate have been broadly offset by unit labour cost 
increases at home above those in the UK's main overseas competitors, 

spite a good UK productivity performance. Assuming an unchanged 
ange rate, the UK's cost and price competitiveness may be little 

dif 	nt from the average of the last three years. 

Table 3.3: The nomina 	e rate and relative costs and prices in 

manufacturing.* 

Sterling 	Relative 

Index 	_kr-actual unit 

labour costs 

Relative 

export 

prices 

(1980=100) 

Import 

Price 

Competitiveness 

  

  

(1975=100) 

  

     

      

fall in inflation n this 

1983 

1984 

1985 

   

83i 

12 

78 

85 

83i 

86 

89 

(Estimate 

      

* Ratio of UK to overseas costs/prices 

Trade prices 3.27 Prices of most categories of imports fell during the course of 1985. 
The exchange rate appreciated during the co s • he year, inflation in the 
developed world was low and commodity p 	weak. By the final 
quarter of 1985 import prices of all goods and 	•  -ere 5 per cent 
lower than a year earlier. 

Terms of trade 3.28 For 1985 as a whole, the terms of trade were 1 pe ce 
1984 because of the weakness of comModity prices. But t 

it likely to be worse in 1986 because e price of oil has fallen 
goods and services. As oil has a g ater share in UK exports t a 

T‘ 
imports, a fall in its prices reduc export prices relative to imp 

ve those of 
I trade arc 

o other 

t prices. 
---ofati=its-ows4 

3 per cent, 
e fall in oil prices worsens the terms of trade in goods by 
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Table 3.4: 

1983 

1984 

1985 

1986(Forecast) 	 5i 	 6i 

BUDGET SECRET 
TIERADGfachLk%1AlaiLat  payments 

per cent 
Jf 

changes on a year earlier yt  

NOT TO BE CO IED(a) 
f -̀  

‘1  

basis 

VC-triP" 

rl KS' 
.29 As shown in Chart 3.6 UK exporters of manufactures improved their 
are of world trade in volume terms in 1984 and may also have done 

1985. The value share was broadly unchanged in 1984 when UK 
prices fell relative to those of our competitors, but probably rose 
The forecast of exports of manufactures (excluding erratics) in 

vo 	rms is for further growth of 5 per cent in 1986. This is the 
sa c 	h ise in world trade, but less than in 1985. 

<> 
gXPORT SHARES AND IMPORT _PENETRATION 

Trade volumes ( 
other than 

Chart 3.6 

SHARE OF U.K. EXPORTS IN WORLD TRADE 	SHARE OF iMPORTS OF GOODS ( EXCLUDING OIL) 
IN DOMESTIC DEMAND IN MANUFACTURING 

( UAL IMIGHTCD ) 

VALUE 

IIPTS 1078 

r211 

1.34 

23 

22 

21 

20 

I. 
it711 LIMO 	111111.0 	1223 	11114 	I III 

3.30 Between 1982 and 1985 the growth in demansb  
per cent at an annual rate) has been shared by importe 
producers, with importers continuing to increase their  s W e. 
demand for manufactures is expected to grow in 1986, be u 
further growth in investment and expenditure on consumerrables in 
particular. Growth in imports of manufactures in 1986 is forecast to 
be around 7 per cent, twice as fast as domestic demand growth, a 

d t'd ET' §óFI,twccr 1982  
NO  

antil 8.5 
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Trade in oil 3.31 The prospect is for a substantial fall in the surplus on trade in oil in 
'WA 	nilnwer oil pr1CPc prtt.y  offset in the current account as a whole 
y relailciDeGTEnT3sSSkETwned cornWaToPiltiliFnlaCIRLED 
eagOtbeier 811preilmioin  is expected and domestic demand for oil 

cbluwthe 	198.. 1...vc wlimh was boosted by the coal strike. 

Invisibles 3.32 The surplus on trade in services has more than doubled since 1982. 
1985 was an exceptionally good year, with large gains in earnings from 
financial services, tourism and travel. With imports of services, particularly 
tourism, likely to grow faster, the balance on services may show only 
a modest gain in 1986. 

3.33 The profile of the transfers balance is affected by the timing of 
official transactions with the European Community. As the bulk of the UK's 
rebate on its 1984 contribution was delayed into 1986 the transfers balance 
was unusually low in 1985, by about Li billion. A correspondingly high figure 
is projected for 1986. 

3.34 On provisional estimates, the surplus on interest, profits and 
vidends (IPD) fell in 1985. Eamings on UK investment overseas 

	

e depressed by a once-for-all write off of losses on BP's Sohio 	i'v,‘  
ary and UK banks' net earnings on their foreign currency 	tfk.".T 1.  

fell. In 1986 the surplus on IPD is expected to 	Lowe 
pr 	reduce the profits of foreign oil companies operating in 

k  Pr) 	

the 
overs 	

ea more than they reduce the profits of UK oil companies' 
tion. 	should be a net rise in the other 

compo nts t he IPD balance as a result of a projected further increase 
N---- in the U 	et vcrseas assets. 

Table 3.5: Current account of the balance of payments, fbillion 

Oil 	Other Goo Invisibles 	Total 

Actual After allowi )0,4 

for special 

forecast factors* 

0  4 
5 

5 
01 

1983 	 7 	- 8 ( 

1984 	 7 	- 1 	( -4) 

1985 	 8 	- 10 (-3) 

1986 (Forecast) 	 - 10 (-3i 

3 

1 

3 

* The 	ng of EC rebates and the effect of the co 

** 
	

balance on manufactures is in brackets. 

3.35 Table 3.5 summarises the current account and its 	mponents. 
Allowing for the effects of the coal strike the current acc 	 in 
sizeable surplus in each of the last three years and a substa ta 	• us is 
again forecast for 1986. On an underlying basis, the surplus i 98 	xpected 
to be lower than in 1985, as a result of the big fall in oil prices.4 eer0-1  
contribution of North Sea oil to the current account—ie the balance 
of trade in oil less foreign companies' North Sea profits—is forecast to fall 
from a strike-adjusted ,C61 billion in 1985 to £3i.  billion in 1986. Chart 3.7 
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Chart 3.7 

IN VISIBLES 

C 

111164 13331331 arl11/30 10111131113 111831334 1331I lOSS 

Overseas assets 3.36 the UK's stock of net overseas assets is estimated to have been 24 per 
cent of GDP (Z85 billion) at the end of 1985, compared with 6 per cent of GDP 
in 1979. 

Inflation 
Inflation and 3.37 In the year to 1 	the R PI increased by 5.4 per cent, a little more 
costs in 1985 than forecast in last year FSBR. In the middle of the year retail price 

inflation touched 7 per ce4e 	g in particular increases in mortgage 
interest rates in February an A i 1985 and the weakness of sterling in late 
1984 and early 1985. Between , ay and January retail prices rose by only 
1.1 per cent in total, helped by gall in mortgage rates, by lower petrol prices, 
and a general easing of cost pressures. 

3.38 Import prices declined during 1985 and in the final quarter were 
about 5 per cent lower than in 1984Q4, the p es of imported fuels 
fell 14 icr cent over the same period. Price t t 	manufacturing sector's 

nputs fell rapidly from their pea 	ary and by the end of the 

ye 	were 6 per cent below their December 1 	1. The rare of 
increase in manufacturing output prices scarce 
second half of 1985. 

3.39 The underlying growth of average earnings (t 001 , tracting 
from the effects of strikes, delayed settlements and oth - i". vrary 
factors) continued at about 7i per cent in 1985 — little 

e)f‘  
rOM 

1984. With output per head growing at about 2 per cent (a r.w vng for the 
effects of the coal strike) the growth in unit wage costs was u sut DI per 
cent in 1985. Unit labour costs rose by about 1 per cent less mainly 
because of the abolition of NIS in October 1984. In the manufacturing 

y 	per cent and unit labour costs by 4 
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1985. 

Chart 3.8 Unit labour costs in manufacturing 

Percentage charges on proious year 

VOMIr 

)j•Tnatc  le *IOW oven • ci other mcfcr incListid =Aria 

40-1 r114 

coNAPQr-a-hagqilgTax  re 
JMTIJSZeWast  2 

1carNr9Tof 	COPIED 
per cent a year between 1982 and 

Prospects 3.40 3.40 So far the current pay round is showing little sign of any significant 
change in the level o 	v settlements or in the underlying rate of growth of 
average earnings i 	IIVatC sector. Unit labour costs for the economy 
as a whole may rise I 5 pc cent in 1986. and unit labour costs in 
manufacturing may r 	• tly less than this. World commodity prices are 
likely to remain weak i 	986. With oil prices in sterling terms falling 
bv almost a half between 	1986, the overall cost of manufacturers' 
material and fuel inputs sho d fa I quite sharply between the two 
years. The prospects are for s 	odest growth in manufacturers' total 
costs and a widening of profit reargins. 

3.6: 	Costs in manufacturing (percentage changes on a year earlier)  

Materials and 

Unit Labour 	fuels purchased 

Costs in 	by manufacturing 	Estimated 

Manufacturing 	industry(1) 	Total Costs 

1983 	 i 	 8 	 2i 

1984 	 2i 	 8i 	 4i 

1985 	 4 	 4 	 4 

1986 (forecast) 4i 
	 -11 

( 1) Excluding food, 
drinbefi5dEarctECRET 
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of the year. The flattening out of strike adjusted GDP during the 
middle of 1985 reflected in part the high level of business investment and 
North Sea output in the first quarter of the year. Output in most 
sectors of the economy, including manufacturing, continued on an 
upward trend throughout 1985. 

P 	al sector 3.45 Between 1980 and 1983 the inflation rate fell by about three-quarters 

expenditure and the personal saving ratio fell by almost a quarter. In 1984, with the 
uncertainties caused by the long coal strike, consumers were more cautious 
and saving rose. During 1985 spending has picked up again, 
particularly spending on durables which was some 7 to 8 per cent higher in 
the second half of 1985 than in the second half of 1984. 

46 The combination of lower price inflation and little change in 
rnings growth, together with higher dividend income reflecting 

buoyant profitability of the company sector, is expected to lead to 

here may be some increase in t 	atio, as consumers adjust 
come of about 4 per cent in sub antial growth of real personal disp 

levels of income: but most of e rise 	incomes should be reflected 

in 	ending, with continuing strength in purchases of durables. 

Cha 	ws recent and forecast changes in personal income and 

consu er • ding. 

Chart 3.9 

PERSONAL INCOME AND EXPENDITURE 

fm.1980 	 NUAL INCREASES 
Unil REAL PERSONAL DIS 	NCOME 

CONSUM8RS EXPEN 

0 

r4 

111112 	 12113 
	

1111114 

3.47 Investment in dwellings by the personal sector f 	en 1984 

and 1985, but a resumption in growth is expected for 
Investment in housing improvements, which fell in the s 	f of 

1984, started to recover during 1985, and is expected to sh 
further growth in 1986 as personal incomes risc. In spite of the increases 

in mortgage interest rates early in 1985, house prices remained firm; 
fallen during 1984 were rising 
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C • 	u 	 es yovi  

1111 	

arp 

1DGETIaLli$Irtii) 	1)/eyear RP! inflation may be about 4 per cent. 
with little change likely in the tas half of 1987. The fall in oil prices 
is expected to work as way fully hrough to petrol prices in the course of 
1986. The forecast increase in the housing component of the RPI (which covc 
mortgage payments, rents, rates, and other housing costs) mainly reflects 
the prospects for local authority rates in 1986-87. 

Retail prices index  

Per cent changes on a year earlier 

3.41 1 he tall in import prices since the spring of 1985 has contributed to 
the recent low monthly growth in mad prices, and will continue to 

tarp ai 

1984 Q4 1985 Q4 1986 Q4 1987 Q2 

31 3 3 3/ 

24 5 14 3 

10i 9/ 9/ 3/ 

4 5/ 3 

5 51  z 14 3i 

Weights 

in 1985 

Food 

Nationalised Industr' 

(including water) 

Housing 

Other* 

Total 	 10 0 

19 

9 

15 

57 

Forecast 

YYj)  
t) 	Sv  

grtC‘)\ 

3.42 Other price ind es sometimes move differently from the RPI 
because of differe 	coverage In particular they vary in the 
degree to which 	c affect_e_d_ by movements in import prices, and the 
housing component,(9f 	PI includes direct effect from interest 
rate changes which is 	sent from other price indices. 

the price of domestic value added— 
principally unit labour cost 	rofits per unit of output—and 
excludes imports altogether. Tee GDP deflator covers all sectors of the 
economy, including oil output in the North Sea, and so is highly sensitive t( 
the fall in wodd oil prices. This contributes to a marked slowdown in the 
growth of GDP deflator over the coming year. The deflator for 
GDP at market prices is estimated to have inc Lased by 54 per cent in 
1985-86. about one per cent faster than in 	In 1986-87, inflation on thi 
measure is expected to fall back to abou 	-ent.  W+Eirimfter4131.4ftv 

Demand and activity 
144 Latest estimates suggest that GDP rose by about 	nt in 1985. 
or 2i per cent after making allowance for the effect of 	rv 
from the coal strike. Over the year to the first quarter of 8" 	P is 
estimated to have risen by almost 4 per cent in strike adjust terms; 
since then the path of GDP has been flatter. The rise in GDP between the 
first and third quarters of the year was more than accounted for by recovery 
from thr rnal strik but fit 

ftilithEgaiiTA3OilliliiTy estimate 	I 

h  seems hay  RiskeitE arvgrt  
1AF 	DU /04 	 WOWed 

BrejellelElyh "AST Oa ECYCCIIt  between the third and fourth quarters 

3.43 The GDP deflator 
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Chart 3.10 AL RATE OF RETURN 
RCIAL COMPANIES 
CIS OF PRIVATISATION) 

INDUSTRIAL A 
(ADJUSTED FOR ELI". 
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throughout 1985, and the total for the year was well above the 
number of completions. This trend in starts should show up in investment 
in new houses during 1986. ----- S 
3.48 The demand for housing (as reflected in house ,grie(s) and spending 
on consumer durables have both been resilient irt-t-he last year or so, 
in spite of the high level of real interest rate 	he personal sector has been 
responding to the financial liberalisatio 	f recent years and the greater 
availability of credit as well as to 	changes in interest rates. Borrowing ,. 
from banks and building societies by the personal sector increased by about 18 
per cent in 1985. and b‘,. 20 per cent a year on average between 1980 and 
1985. This borrowing has not only helped to finance current consumption and 
spending on tangible assets, but has also been accompanied by substantial 

0  acquisition of financial assets: in fact the growth in the personal sector's 
ancial assets has recently more than matched the growth in 
ilities, partly because of capital gains on holdings of equities and gilts. 

any income and expenditure 
3t 	pany profitability has continued the recovery that began in 
198 	et real rate of return for all industrial and commercial 
com _ i , 	Cs) for 1985 is estimated to have been the highest since 
1960. 	r no 	orth Sea 1CCs, profitability in 1985 was higher than any time 
since 19777\- 

3.50 The recent sharp fall in oil prices will mean a substantial reduction 
in North Sea profits in 1986, and the overall return earned by 1CCs 
may fall. However, non-North Sea ICCs will be prime beneficiaries of 
the fall in oil prices, as th v have been of the weakness of other 
commodity prices du 	985; their profitability is expected to increase 
further in 1986 (see 
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s law laQFP.S.EncakIxis 
A LIP,PgE JnLs LON  itYn 

ing  WiTiV  E  rgsMi  D 
purchases of council houses. 

Fixed investment 3.51 Total business investment. including North Sea investment and 
investment by public rnrpnrarinnc.,  grew by about 4 per cent in 1985. 
Wi4BUIDGKEirnSfiacilEnj v t meN ecTeaTc@bilEpeeccielEcip 
t a 	tf IA3 not shr 	l as wts leased by manufacturing companies. 

than Intentions surveys had earlier 
suggested was likely. The path of investment during 1985 was greatly 
influenced by the reduction in capita allowances which became effective at 
the end of the first quarter of the year. Lcasins-bw,iftetr-oras-per4444±1trir-_ 

- _ - - - 
3.52 1986 is likely to see a similar quarterly pattern. The level of business 
investment in 1986 as a whole will be affected by the transition to 
the reformed system of company taxation announced in the 1984 Budget: 
this gave firms an incentive to bring investment forward that would otherwise 
have taken place during 1986. The fundamental prospects for business 
investment remain very favourable. Profitability has been rising 
strongly: one indication of the past and prospective recovery in profits is 
the buoyancy of the stock market. In addition, there is evidence from CBI 
surveys that an expansion of capacity will be needed in a number of 
industries. The DTI survey published last December indicated an 

crease in manufacturing and service industries investment of about 1 per 
t, within which total manufacturing investment is expected to 

y about 2 per cent. By contrast the CBI interpret their most recent 
as implying a 5 per cent rise in manufacturing investment in the first 

rters of 1986 compared with the corresponding period of 1985. 

3.5 	he additional boost to profits of most companies from lower 
oil p 	e in business investment in 1986 of Sper cent, &ather 
more t1iabested by the DTI survey., TS 	ettl-S 

3.54 Table 3.8 provides details of the forecast for total investment and its 
major components. Overall in 1986. fixed investment is expected to 
show a further year of good growth. North Sea investment is expected to 
recover this year to a similar level to that in 1984, mainly reflecting increases in 
expenditures on oil fie 	ready under development and on gas fields 
due for developme 

Table 3.8: Gross Fixed Domestic Ca 

(at constant p 

1 Formation 

Per cent change on 

previous year 

1984 

£ billion at 

1980 prices 1984 

Business(1) 29.0 11 

Private dwellings(4) 9.5 4 

General government 6.9 4 

Total fixed investment 45.4 8 

Forecasts 

1985 	1986  

5 czto  v 

Including investment by public corporations 

Figures for manufacturing include assets leased from finance 

figures for other industries exclude these assets. 

Figures are for industry class 13 (1980 SIC)  

(4) Includes purchas 

companies and pu 
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Stockbuilding pite the low ex2enditurastock 
uildJA 	1c  .•  Ex.], eganislOiTcRobtRa 	PlFrprc 
ha841414)Eff rilfEpT t6t1)ç4'and  sales. The fall in stock ratios in 

recent years may rcflect in part cautious behaviour by companies after 
the last recession. Another factor has been the high cost of holding stocks as 
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Chart 3.11 
STOCK RATIOS 

REAL. COST OF STOCKHOLDING 

1985 

2 

6i 

3i 

Domestic demand 

Exports of goods and services 

Imports of goods and services 

D•S7RCliS. $70:• SA..E s 

.9. 

i!".. OS: 	--! 

Prospects for demand 3.56 Strong growl 
and activity GDP growth ove 

exports was twice t 
while UK imports of 
in demand than has nor 

xports has made an important contribution to 
two years. In 1985 the increase in manufactured 

cd increase in world trade in manufactures, 
factures grew less in relation to the growth 

ll been the case in recent years. 

ved the prospects for world trade, and 
te to lower oil prices has made British 

manufactures more competitivAs in most ocher industrial countnes, 
higher domestic demand (stimulated by lower inflation) is expected to, make 
an important contribution to growth in 1986, but exports should also 
show substantial growth. The slowdown forecast for export 
growth in the first half of 1987 reflects the pa 	f North Sea oil output 
and hence oil exports. 

W 

Table 3.9: Domestic Demand and Trade at constant 

r cent ch earlier 
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4i 

3.57 The fall in oil prices h 
the adjustment of the exchan 

a result of the high level of real interest rates and the abolition of stock 
relief in the 1984 Budget. Stock ratios and the estimated real cost of holding 
stocks are illustrated in Chart 3.11. 

101 	• 	_o[STCCtr 	 11,9,• 0 
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GDP (average in 

GDP, adjusted f 

GDP, adjusted for 

excluding oil outpu 

Manufacturing output 

trike (*) 

ike `and 

3.58 Total domestic production is expected to increase by 3 per cent in 
19Rk following 4  per  cent  growth in  1985. After allowance for the 
coal sBikkaGftli i8EC4 faTper cent in fkizEnelios BEweiOTIPED 
2_Icif 	 T89f 	dvction in 1986 is likely to be close to its level 
ii 183and184. 	 r oil output between the first half 
of 1986 and the first half of 1987 may cut total GDP growth by over per cent. 
Output growth in the non-oil economy in 1986 and the first half of 1987 
is expected to be comparable to that seen in 1985. Manufacturing output has 
grown slightly faster than GDP since 1983. The composition of demand 
growth in the forecast suggests that growth in manufacturing 
output may continue at around the underlying rate of growth of GDP. 

GDP and Manufacturing Output  

Per cent changes_m_year earlier 

1985 	1986 	First half 	,SOA.0)  

3i 	3 	 2 

2i 	2i 	 2 

2i 	2i 	 2i 

3 	2i 	 2 

1987 

Proi ct ty and the labour market 
3.59 T61.1 employment in Great Britain is estimated to have grown by 
about 220 000 over the year ending September 1985. giving a total increase 
since March 1983 of over 700 000. 

3.60 The published figures show an increase of 12 000 in the number of 
employees in employ 	t during the first nine months of 1985: a further rise 
in the number ofei 	s in the service industnes was largely offset by 
falls in the productio 	cpistruction industries. Self employment 
is assumed to have rise 	out 31 000 a quarter since the middle of 
1984. the same as the esti 	ted quarterly increase over the previous three years. 
This compares with an inc(oa 	out 68 000 a quarter recorded 
between the middle of 1983 d 	middle of 1984. The estimates 
of growth in employment ov 	recent past shown in Table 3.11 are 
subject to revision when the Certis of Employment for 1984 and 
the Labour Force Survey for 1985 become available. 

Table 3.11: Employment  (GB, seasonally adjusted) 

Self 

Employees in Employment 	employed 

Employed 

labour 

force 

Male 	Female 	Female 

full-time part-time 

September 1983 to - 	814 	+ 	19 	+ 	1714 

September 198/4 

September 19814 to - Bee DGE2P SECRET 
September 1985 BUDGET LIST ONLY 

+ 237 	3 
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Table 3.12: 	Output per head of the employed 1 ur force  

3.61 FollowinguppwAyeErs seri:ft:apes or  m an ri rirr0  BE COPIED 
. 	. 

output, outpu pcatitlit NntifiuFnAtikoiwipp rs to averisen 
by about 3i par cenYin NWlin 'hilPairPerh! -111xual.  average of  3i per 
cent for the period 1979-85. This marks a major improvement on the 
productivity performance recorded between 1973 and 1979: the trend 
growth in productivity in manufacturing now appears to be close 
to the rate achieved during the sixties (see Table 3.12). Non- 
manufacturing productivity has also been rising faster of late than in 
the 1973 to 1979 period. Growth in output per man hour has been rising 
at about 2 per cent per annum since 1979. However, the rise in part- 

e employment, is currently bringing down growth in output per head 
m non-manufacturing, to about 1 per cent a year. 

Chart 3.12 OCFP,,T EMPLOYMENT AND OUTPUT PER HEAD 

4 

MANUFACTURING 
.11 
.10 

:20 
:5 

:01 
105 1 
1,:i0 1 

9 
95
0
1 

851: so 
75 
/0 
65 

ou 
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Percentage change in output per 

head (arum,. 	r. .es) 

1119\  1979-85 1964-73 	19 

Employed Labour 

Force in 1984 

(millions)  

Manufacturing  

Non-manufacturing* 

51 

13i 
34 

3 

Excludes public services and oil, and includes nationalised industri 

except steel. 
Unemployment 3.62 The rise in unemployment has slowed down over the last year: the 

average increase in adult unemployment was 51 thousand a month over the 
twelve months to February. With output and employment continuing to 

groolge(g-En-gisfin  th 

dor egrefActu-Mbel  s   

c la 	cr fartiEt 
t are better than t ey have rei  noi? 
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Table 3.13: 

RPI: per cent increase bet 

fourth quarters of 1984 and0-185 

7 
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Forecast and outturn 
3.63 The table below compares thc main elements of the forecast 
published in the 1985 FSBR with outtum or latest estimate: 

BUDGET SECRET 

	

7PNik 	6kt)t)(‘'‘‘  

C\r- 

r  de  v-P 
erage 

-1) error from 

past 

Forecast Outturn forecasts 

5 	 5i . 	 2 

Average 

Latest errors from 

	

estimate/ 	 past 

Forecast forecast forecasts 

Total output: per cent change between 

1984 and 1985 

Current account of the balance of 

payments in 1985, £ billion 

PSBR, financial year 1985-1986 

£ billion 

Money GDP, per cent change between 

1984-85 and 1985-86. 

-1\1.1)(4ti 
3.64 Inflation in the fourth quarter of 1985 turned out a nt 	er than 
forecast a year ago. The forecasts made at the time of the la t Budget 
for output growth and the current balance in 1985. and for the PSBR in 
1985-86. are all very close to the latest estimates for these variables. 

18q*Agassiac.c&-prfalherrefappearsividiate_pRi rntbrot  D  

EMT brekir&  rOIM paVAIreca?tihr' 
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Table 3.14: The Prospects: Summary 
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NOT 0 BE CO 
Average errors 

from past 

forecasts'  Forecas 

put and expenditure at constant 1980 

es; per cent changes between 1985 

86. 

per 

Domestic demand 
	

3i 	 C 

of which: 

Consumers' expenditure 	 3i 	 [1 1 

General s. e3ment consumption 	 1 	 [ii] 

Fixed in 	 4i 	 E2 3 

Change in 	lding (as per cent 	 n 	 C C 
of level of 	Z) 

Exports of goods 	vices 	 5 	 En] 

Imports of goods an 	es 	 6 	 [2i] 

Cross domestic produc 	1 	 3 	 El 3 

	

<-riffnufacturing 	 2i 	 C347 
B. Inflation 

Retail prices index, per cent change on a year earlier 

1985Q4 to 1986Q4 	 4 	 E2 ] 
1986Q2 to 1987Q2 	 3i 	 C31] 

Deflator for GDP at market prices, 

cent change on previous year 

Financial year 1985-86 

Financial year 1986-87 

C. Balance of payments on current account 

Zbillion: 

1986 	 4 

1987 first half (at an annual rate) 	 2 
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D. Money GDP at market VilitcPCJ Wi1-c440(   

Financial year 1985-86 	 9 	 [ 

Financial year 1986-87 	 6i 	[ ] 

ion (in brackets, per cent 

at market prices): 

Financial year 1985-86 

Financial year 1986-87 

	

6 34 /4  (1i) 	C1 (4)3 

	

7 (1a) 	pliciin 

* The errors rel 	he average differences (on either side of the central 

figure) between f 	rid outturn. 	The method of calculating these errors 

has been explained 	 er publications and government forecasts (see 

Economic Progress Repo 	1981). 	The calculations for the constant price 

variables [and the GDP d 	are derived from forecasts made during the 

after adjustment for the effects of major changes in fiscal policy where 

a er 1983 a 

The errors are 

period between June 1965 an 0 	1983. 	For the current balance and the 

retail prices index, 

excluded from the forecasts. 

forecaA made between June 1970 nd Octob 	

// 

re 

Qactv  

y T/7  
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Risks and uncertainties 
3.65 No forecast is complete without an indication of error margins. 
Table 3.14 sets out the average errors from past forecasts, alongside the forecasts 
themselves. These average errors provide an indication of possible errors 
in the current forecast. Those items which represent the relatively small balance 
between large flows in either direction are particularly subject to error. 
For example, the flows on either side of the PSBR approach £200 
billion; and for the current account of the balance of payments exceed 
£150 billion. 

3.66 While the size of errors will change over time as the economy 
uctuates, and as forecasting techniques change, in many cases the averages 

'e not shifted very much since 1976. For the RPI, however, average 
s are derived from a period of high and fluctuating inflation, 

ng 12 per cent, and overstate likely errors at current rates of 
The average error in the last three Budget forecasts 
ead to the end of the year was per cent. 
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Table3.15 

Table 3.15 Constant price forecasts of expenditure. imports and gross domestic product* 
E billion at 1980 prices, seasonally adjusted 

Exports 
of goods 

and 
services 

V 

Change 
in stocks 

at 
enditure 

Less 
imports of 
goods and 
services 

Less 
adjustment 
to factor 

cost 

Plus 
statistical 
adjustment 

Gross 
domestic 

product at 
factor cost 

GDP index 
1980=100 

62 0 -Z.5 282.7 55.9 30.2 -0.3 196.3 98.5 
-1.1 288.7 58.7 30.6 0.7 200.1 100.4 
0.7 300.1 62.1 31.6 0.2 206.7 103.7 

-0.1 310.6 67.9 32.9 1.9 211.7 106.2 
7 0.5 320.2 70.3 33.0 1.9 218.8 109.8 
77.0 0.8 331.8 74.5 34.3 2.0 225.0 112.9 

33.8 -0.4 153.7 33.0 16.3 0.5 105.0 105.3 
35.2 0.2 156.8 34.0 16.5 1.3 106.7 107.1 
37.0 0.1 159.8 35.4 16.2 0.8 109.0 109.4 
36.4 0.4 160.4 34.0  16.8 1.2 109.9 110.3 
38.2 164.8 36.9 17.0 0.9 111.9 112.3 
38.8 0.6 166.9 37.7 17.2 1.1 113.1 113.5 
39.4 0.5 169.5 38.6 17.5 1.0 114.4 114.8 

7 3 f 9* 4 - 	 2, 
64 	 - 3 34 I 3* 
5 3 f 6 
3 3 4 I 3 2 

gures estimates of gross domestic product, reflecting for the past average movements in constant price expenditure. 

''..;( 
21 March. 

and income estimates of GDP. Percentage changes are calculated from unrounded levels and then rounded to half per cent. Totals in E billion may not add due to 
nding. Figures for 19861-11 and beyond are forecasts. Figures for periods up to the end of 1985 are based mainly on the national accounts published earlier this year 

covering periods up to 1985 03) and incorporate some revised and later data and forecasts. A full set of national accounts, to end 1985. will be published by CSO on 

% change 

1983 to 198 	 1 I 	 8 
1984 to 1 	 I 	 I 	 1 f 
1985 	 3 f 	 f 	 4 / 

**al\ 	
3 f 	 0 	 1 

* in the table based "compromise" are on 

0
3

Id
0

0
 3

E
1

 0
1
 I
O

N
 

C1
31

d
0

0 
3E

1
 0

1
 IO

N
 

General 	Total 
Consumers' government 	fixed 
expenditure consumption investment 

1981 136.5 48.9 
1982 137.6 49.4 
1983 142.9 50.2 
1984 145.5 50.9 
1985 149.3 51.0 
1986 154.7 51.4 

1984 H1 72.5 25.2 
HZ 72.9 25.7  0 

1985 HI 73.9 25.6 
1-12 75.4 25.4 

1986 HI 76.6 25.6 
H2 78.0 25.7 

1987 HI 25.7 

37.7 
40.1 
41.9 
45.4 
46 

.2 
22.8 

24.2 
23.8 

24.5 
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pecL, 

summarised 4.01 The main tax changes proposed in the Budget are 

below. A full list of changes is given in the Annex to this Chapter. 

4.02 The basic rate of income tax will be reduced to 29 per cent. 

4.05 The uprating date for Social Security 

from November to April. As part of the tr 

there will be an uprating in July 1986 which will 

only. 

is being changed 

arrangements 

a part year 

he Government has decided to exempt 

tax the amount of the increase payable in 1986-87# 

pf,,scrv,k 4--3 tAn-4 

fr come 

ESBR 4 

4.03 Income tax personal allowances will be increased by statutory 

indexation (based on the 5.7 per cent increase in the RPI in the year 

December 1985). This will mean that 

e single persons and wife's earned income allowances will rise 

£2205 to £2335 

ied allowance will rise from £3455 to £3655 

the additional personal allowance and widow's bereavement 

allowance will rise from £1250 to £1320 

4.04 Thresholds for t 	higher rates of income tax will be as 

follows: 
	

‹§) 

0 
Tax R 	 £ 

29% 0 

40% 
45% 
50% 
55% 
60% 

0-17,200 
17,201-20,200 
20,201-25,400 
25,401-33,300 
33,301-41,200 

over 41.200 
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4.06 I?)IU PuggTonS 	P-  and handl\IPIgTtclagg gPRAP 
ahr,111-glcieCTIT,LST PB ITY  n• just over lip  on a packet of 

20 cigarettes. 	Those on pipe tobacco and cigars will remain 

unchanged. 

duties 

4.07 Duties on alcoholic drinks will remain unchanged. 

road fuels will go up by a little more than 8 per cent 

or approximately 	p on a gallon of petrol and 	p on a gallon of 

derv. 

new BES shares from CGT on first sale. 
12419P"'14r443-44"414411- th  1' (.6110-.  

tf:Eti-as‘licatitra9-sr-tivitirs 

Ot,o, 4-v-y 

utriririlrgq-ITe lifetime 

ifts between individuals made on 

C are to be excluded. 

Capital Transfer Tax 4.11 

CTT charge is to be abolis 

vAS' 

61\Y4  BUDGET SECRET 
BUDGET LIST ONLY.   

Vehicle Excise Duty 4.09 The duty on most cars, light vans, lorries and motor cycles will 
OA. d 

main unchanged. The duty rates on buses, coaches taxi's will rise 

%. 

Business Expansion Scheme 4.10 
C  tir"  t 4 c4 4- 

siness Expansion Scheme  34.1.6.--n+aste-r-a—TpluOhl e. 
-4.11 	5- 	- SL-1 r C.41.171s44,-  / 

.•  •
o 	

I • 

.. • 
0"..) 

o exempt 

or after Budget Day. A 	will however be maintained on 

transfers involving trusts. Provion will be made to charge gifts in 

relation to which the donor may continue to enjoy a benefit. To 

reflect its new structure, the tax will be known as the Inheritance 

Tax. 

4.12 Under the new arrangements, the yiel 

deaths is to be protected by charging gifts wi 

tapered rates. The exempt amount and rate b 

increased by 5.7% under the statutory indexation pr 

W‘S 

heritance Tax on 

rs of death at 

tax will be 
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the extension of th ent tax relief to shares subject to 

easier access for employee controlled companies 

NOT TO BE COPIED BUDGET SECRET 
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Stamp Duty 

. NpT TO BE COPIED 

4.13 
C.n 

jt. \Ant 	) 
4iree+451-in-octok-itas.ehares held in specially designated accounts will 

be free of any tax on both capital gains and epitnedwWw l 

income. Investment of up to £2,400 will be permitted each year and r 

the shares will have to be held for a minimum period. # Pair SA-P••+ 

rs2:42  
4.14  it-48-190apesecl—tha.t<Fe  rate of Stamp Duty  . 	be reduced 

from 1 per cent to per cent on share transactions. The scope of the 

uty will be widened to cover the following transactions (currently 

mpt): 

A 5 per cent duty is being imposed where shares are converted into 

Depository Receipts. 

Employee Share Schemes 4.15 

following measures are 

employee share schemes: 

	.) 
d to encourage the spread of approved 

worker co-operative; 

easier conditions on exercise o s-related share 

options. 

Pension Fund Surplus) 

4.16 It is proposed to clarify and revise the present rule r 

pension fund surpluses as follows: 

Cs' 

BUDGET SECRET l• -.• :„. 

IA-To t-J 	 1,4A-3 

tra-account dealing 

overs including mergers 

tock 

able letters 

Comp,g1F rchase of own shares 

V/ 

a restriction requiring dispocal when employment ends; 

It L.) 
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-UD 	. ILigfamtynd  liabilities will be valued, for  bieur"" 

purposes 	 only, on standard assumptions 

provided by the Government Actuary: 

where such valuation shows an actuarial surplus of assets 

over liabilities of  gia  5%, the trustees shall reduce it to not 

more than 5% by (i) an increase in pension benefits (within 

existing limits), (ii) a contribution reduction or holiday by either 

employer or employee or (iii) a refund to the employer: 

	_CiTrovided the surplus does not fall below 5%2) or by any 

combination of these measures p 	C.40iLt 	iit,f4tA 

subject to tax in the 

66. 

scfr r\-e rrIA-Sk14^ 

where a retundps made, it will be 

' hands at a rate of 40%. 

4.17 	r etypes of tax relief are proposed: 

Companies - other than close companies - will for the 

first time be able to claim tax relief for single gifts to charity. 

The relief will be on single gifts up to a maximum equal to 

3 per cent of the 	nary dividends paid by the company in an 

accounting peni 

present annual limit of 

£10,000 on the amouni> 	itable giving through deeds of 

covenant for which an 	dual taxpayer may claim higher 

rate relief. 14.4N 	el)a411-4----)  • 

There will be a new scheme from April 1987 to encourage 

individuals to make donations to charji through deductions 

from their wages and salaries. E whose employers 

participate in the scheme will be abl  t tax relief on 

VS\i" 	

donations of up to £100 a year. 

\e 
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VAT relief will be available on distress al 
	

d lifts 

for the handicapped and their charities, 	 sified 

advertising  sod  medicinal products supplied to chariti 	eo 
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Business taxation 

Car and car fuel 	 4.22 The scales which determineOthe taxable cash equivalents of car 
benefits 

and car fuel benefits in respect of company cars provided for 

directors and employees earning £8,500 a year or more are to be 

changed from 6 April 1987. 	The present 300cc and 1800cc 

engine-size break points are to be align _revenue- neutral 

basis, with those 4€400cc and 2000c) 	-r" VV,ean Community 

Directive on car exhaust emissions. The resul 	e charges for 

PDp ET SECRET 
t used  INPrrTed19 P.priligPoFilsi Yr)  

Baabro EgfrfirrediVES?  
ecita;n eligible 15,4;-Ls 	 charities, welfare vehicles used 

by such bodies to transport the deaf, blind and mentally 

handicapped, and recording equipment used by charities for the 

blind. 

4.18 Measures are also to be taken to prevent abuse of the tax relief 

for charities. 

4.19 The final stage in the business tax reforms introduced in 1984 

will take effect on 1 April 1986 with the reduction in the main 

dilLorpor at i on tax rate to 35% and (with a few mainly transitional 

eptions) t 	
ky-t... 	k,. 

ances. It is proposed to complete these reforms by updating the 

es 

	

	d oil wells capital allowances code, and adapting the system 

ces for agricultural buildings. In order to provide a full 

measu 	ax depreciation for agricultural buildings and works with 

a shor 	lancing adjustments will be available on their disposal 

or destru ti 	he taxpayer chooses. 

LOA, 114  

	goartirxr---- 

uok.(f-4 r ii p & i:  

	

Capital gains tax 
	

4.21 	 he CGT annual exempt amount is to be 

increased in accordanceowi 	he statutory indexation provisions by 

5.7% from £5,900 to £6<  00 in the case of individuals, and from 

£2,950 to £3,150 in the case  'a 	trusts. 

car benefits  (will be 	reased by 10 per cent 	1 6 :4§,88. From 

April 1987 t e car fuel enefit scale is to be used bo e 	- ome tax 

purposes and to assess the VAT chargeable on fuel us-' 	erivate 

journeys in business cars. 
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ue Added Tax 
V.  41

BUDGET SECRET 	NOT TO BE COPIED 
3  En.mnicrattsrfoiN  nfist -ation limits will become £20,500 

per annum and £7,000 per quarter. 
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General government 
expenditure 157.5 	163.5 168.9 	174.3 150.0 

127.8 	126.7 129.6 
Planning total in real terms 
(base year 1984-85) 

General government 
expenditure 
as percentage of GDP 40 / 46 	44 	43 

127.1 

1
Includes external finance of -£400m for 
nationalised industries to be privatised in 1986-87 

2 
The Treasury's latest 
of outturn 

16.7 	17.7 
	

18.5 	19.1 

	

16.1 	17.7   8.2 	 18 

	

4.3 	6.2 	6.2 
	

6.4 	6.6 
19 

14.5 
14.1 
31.6 

13.7 
14.0 
33.0 
-2.1 

9.1 	143.9 	148.7 129.6 

15.0 
14.3 
31.2 
-4.8 
4.5 1  -0.4 

	

15.0 	15.2 

	

14.4 	14.5 

	

31.3 	31.7 

	

-4.8 	-4.8 

	

6.3 	8.0 
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Expenditure 

Public spending trends 5.01 The public expenditure planning total is the measure on which the 
Government's spending controls are based. Table 5.1 and Chart 5.1 
show the path of the planning total in cash and in real terms ie after 
a. usting for the rate of inflation as measured by the GDP deflator. 

tic.- -.A 

 
updated GDP deflator assumptions and money GDP figures are given 

7 2.) 

....c - 

Department 
DHSS - Social security 
Defence 
DHSS - Health and personal 
social services 
Scotland. Wales and 
Northern Ireland 
Education dnd science 
Other 
Privatisation proceeds 
Reserve 
Adiustments 

General government gross 
debt interest 
Other adjustments 

t• 	3 
	

86 is likely to 
1985 Budget. 

JJ 10. 	 gtitittstrifigerdOENIVit   
eLerv--' 

(111AA 4t1 
 
effects 	

Amen•MOW:11•OST11.1.- 

.1.74 •• 	.4CAL:(1,:. 
ft - 	 - 	 Per 

  

Table 5.1 The public e planning total and general government expenditure 

billion 
4-85 	1985-86 	1986-87 	1987-88 	1988-87 

	

41.3 	42.9 
	

44.4 	45.9 

	

18.1 	18.5 
	

18.8 	19.0 

fe-14'j 	Public expenditure 
planning total 

5.02 The lates -stinArAs suggest that the planning total outturn in 19 
e k0-16 Ilion below the figure set at the time of the 

ck 

lowirtsEPATaFfiGocBE COPIED 
rms in 1985 86 should 
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be below the level of 1984-85, the first time since 1977-78 there has been 
no increase in real terms. For the three following years the 
expenditure plans in cash terms are as set out in Crnnd. 9702. In real terms 
the planning total is expected to fall slightly in 1986-87, and then to remain 
broadly constant over the period to 1988-89. 

5.03 Table 5.1 and Chart 5.1 also show that general government 
expenditure as a percentage of GDP is projected to continue the downward 
trend established since 1982-83, with a substantial further fall over the 
next three years. By 1988-89 the percentage is expected to be the lowest since 
1972-73. 

Chart 5. 	s in Public expenditure 1978-79 to 1988-89 

5.04 General government expenditure covers spe • ng by central 
government and local authorities. It is the defi i. e government spending 
used in the national accounts and forecasts and 	. The main 
difference between general government expendit 
planning total is general government gross debt in 	ounting to 
some £18.5 billion in 1986-87. There are also a numether 
definitional differences and adjustments which are des 	art 7 of 
Cmnd. 9702 (paragraph 42). In 1986-87, these adjustme 	t for a 
further k[6] billion. 

E 	5.05 Included in the announcements in the Budget speech wa 	n 
mployment measures for further enterprise and employment measures. The gross cost 6rthese 

measures will be k 14.; million in 1986-87 and k2qc million in 
1987-88. The net public expenditure cost after allowing for reduced 
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expenditure on unemployment and supplementary benefit will be k1O0 
million in 1986-87 and ,Ct6T million in 1987-88 as shown in Table 1.1. 
The net cost to public expenditure of these measures will be charged against 
the Reserves provided in Cmnd. 9702, and thereby met within 
unchanged planning totals. Summer Supplementary Estimates will be 
presented to Parliament in due course for the extra resources required 
by the Department of Employment and the Manpower Services 
Commission in 1986-87. 

eye• 

C-64A- (-a -.6 

Sd---1,t,fr 
/ J 

z___( °Alas- Rijcg  
soL 

,  .04 moliwitsi on i i wi 	.limewilli ii-_. 	 ,  _  . 
... . 	he costs of 

this extenssik  • 	0  Z ci.5 million in 1986-87 and k 7e' million in 1987-88t. , 
A 

.-. cpo-st!/Yt-,  • 
(---54- 1-2---r----3, ____,___4-3 1/14.rit-'07 The nee'umber4''of places on the Coithmunity Programme, which is AtSra 

eit"-4 	,....  
t  

\ \ \ 	• 

0,^44, ‘,-ev- psN, \ ‘NCN42.t, 

, 	1 

k sA  

1:j (;,-.1 	_, 

t long term unemployed adults, is being increased to 
rom the existing level of nearly 200 000 places. The cost of this 

--)wi be k bC,  million in 1986-87 and 	1.(1, million in 1987-88. 
+ire  z 	Qifgr4 
on 

sche 111111F'--  extended nationwide as soon as possi 
a •  - 	Ar% 

n to help the o 
viewees may for in sta 

loyment or training sche 
Restart training course 
ovides an allow 

.  .jec 
plete, h cheme w 

of be 

anuary 1986 counselling s 
rm unemployed through an 

be submitted fo " 

".‘ 101431  • uni t 	en t 
00 	1.  s.••   over  1uti.)0  of the Ion  •  term 

e of k2.0 per w 

Or . 

me has 
epth intervie 

s, offered places 
obclub, offered a speciall 

hate. The Job Start 
to long term unempl 

• 

• 

exp 

1• 

5.08 The Enterprise Allowance 
160 000 entrants a year [by ;1?r 
previously provided for. 

heme, under which the Government guarantees 70 per cent of 
qualifying loans to small businesses ;  1...) IgS- 	ktl-.1,-1 
of the scheme will be revised, with the premium re 
cent to per cent, and a ceiling on the portfolio 
mi lion in 1986-87 and 130 million in the two 
1--140.9e tw 
4 I4-c million_ in 143;17—M 

5.09 A new scheme has been announced to help 18-20 yea 	find 
jobs. This scheme, the New Workers Scheme, will provide for 	-ance of 
£15 per week for employers taking on 18 to 19 year olds on e 
£55 per week or less and 20 year olds on earnings of £65 per w 
or less. The cost of this scheme 

l'A":jitt/IP 'Aft 

PP" 

 

Th-e Lan uaran tee 
A 

The rules 

it1
.. %.  from 5 per 
. flcovered of £90 

11.414....1kkt 
 years. 

to be expanded to allow fo 
as against 	000 
	71.s.st, 	Cr' 

is expected to be klc million in 1986-87 and 50 million in 

 

1987-88. 
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Total Supply Expenditure 
	 93.8 

	
93.6 	98.1 

(public expenditure element) 	 (70.6) 

1 
Adsitisted for abolition of NIS 

(70.6) 	(74.9) 

5 Public Expenditure 
BUDGET 	- 
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c 
Estimates 501.0 For 1986-87, plans have now been translated into detailed control 

totals. The Supply Estimates set out the sums that the Government asks 
Parliament to vote for most expenditure by Government departments and 
certain other bodies. The main Estimates for 1986-87, arepublished on 18 

the Estimates and explains how they relate to the public expenditure 
March 1986 with a Summary and Guide (Cmnd. 9742) which summarises 

planning total. Of the L99 billion included in the Supply Estimates, L74.6 
billion is direct public expenditure in line with the plans published in 
Cmnd. 9702 for public expenditure to be voted in Estimates. Nearly [60] 
per cent of the money voted in Estimates is subject to cash limits which provide 

Government with greater control over its cash expenditure during the 
cial year. 

Table 5.2 Supply exp 

£ billion 
1984-85 	 1985-86 	1986-87 

xpected outturn 	Final 	Expected 	Provision 
1985 Budget 	outturn 	outturn 

Main Supply Estimates 
Supplementaries and net under-
spending 

	

90 .4 1 	 90 .4 1 	
96.0 	99.1 

	

3.4 	 3.2 	 2.0 
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1985-86 

Latest 
estimate 

Central government on own account'*)  
Local authorities 
Public corporations 

Public sector borro 	 irement 

'Central -goveznrne 

corporations. 
T 1'0 wl g less on-lending to local authorities and public 

4.9 
1.9 

-0.2 

6.05
19AUTSECR ET an' ac NOT NOT TO BE COPIED 

6.01 The tables in Chapter 6 provide further information on 

transactions of the public sector in 1985-86 and 1986-87. They 

elaborate the more rounded and summary figures shown in 

Chapters 2, 3 and 5. The forecasts for 1986-87 incorporate the 

effects of the Budget measures. The basis of the tables and the 

relationship between them is outlined in Annex 6.A. 

ec 
The Public Sector 
Borrowing Requirement 

6.02 Table 6.1 shows the PSBR in 1985-86..anoil  -1986 87. 

II • 	 iv • 

Public Sector Borrowing Requirement 

f billion 

£7.1 billion. The latest estime of the outturn is 	billion or 

Entl" The forecast a ye 	for the PSBR int  g15-86 was 

I ] c'70 of GDP, but the scale of borrowing in March is always high and 

difficult to predict
(1)

, with high expenditure and in some cases low 

income (el the local authorities, 671;ic have low rate income in that 

month). Ill  StrW113.CIA,Cti-i. 	 1 I tv,40,--,  

lao. k 	 eix 	 r j 6 iiiv... , 

rcm5vy cd,t,  
afrLm.- LUt— 	

ps,42  (z3 	v 

(1) 	The average errors on PSBR forecasts made at t 
	

e are 

-1E1 billion for the current year and -E5 billion for the ear ahead. 

has been closer to 1% of GDP, equivalent to -£4 billion in 1986-87.) 
See Table [3.8]. (Over the last 6 years the error for the year ahead 
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the planning total of around 
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.04 Although there is thus little net change in the estimated PSBR, 

there are some sizeable changes in its components: 

A reduction of about [E2 bn] in oil revenues (as forecast 

in the Autumn Statement), to [£111 bn), mainly because the 

$/£ exchange rate has turned out higher than assumed in the 

1985 Budget. (The sharp drop in the $ oil price since December 

has had little effect on revenues in 1985-86, because of the lags 

in payments.) 

An increase in other revenues of around [El bn J. VAT 
receipts are expected to be some £11] bn higher, mainly 

reflecting some increase in the proportion of consumers' 

pending on goods subject to VAT; capital tax receipts some 
CV%) 

bn higher, because of 1 a greater number of estates subject 

ital transfer tax, 	igher capital gains tax receipts 

(iii) A 

outturn, 4.etein1794 bc-cae.,e ef the fklay in 	'ration of t 

6.05 The PSBP in 

of GDP, 
SI; 14A4--)  

z 	 the proi'ri for 1986-87 in the 1985 MTFS. 

Again there are sizeable changg in the components, both since the 

1985 MTFS projections [(see Annex to Chapter 2)] and between 

1985-86 and 1986-87: 

1986 (1) 
is forecast to be [E7 billion 	], or 

1 14 to 
;4`Yeet 

Trei loweiNtorreper BE9e3ftwor 
rate - were unchanged, North Sea 

iilior lower in 1986-87. 

(i) 	Oil revenues are now forecast 

87, compared with £111 bn estimated 

d £[6] bn in 1986-

86. The reason is 

mainly the drop in the $ oil price. . “ 41114k 

W 4  
.16€4+"?M  frA  

. 
C

(Th forecast assumes tha -• -447 of North 

Sea crude 	$(15] per barrel for the rest of • : t 

	

and that 

the $/£ exchange rate does not change much.) 

(1) 
See footnote (1) on page 

12,)   

e.VW4 are  
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(ii) Non-oil revenues are forecast to rise by [93}% between 

1985-86 and 1986-87, [about the same as the] rise in non-oil 

incomes. Within the overall increase there are: 

a rise of [14J% in corporation tax receipts 

(excluding North Sea tax receipts), reflecting the 

estimated rise of around 18% in non-North-Sea company 

incomes between 1984 and 1985: 

a rise of 19%] in income tax receipts: the expected 

real growth in earnings_-1hupr:itjn of x 

    

    

   

only 

partly offset by the Budget measures; 

- 	ac 

	of continuing 

of [911% in expenditure tax receipts, uc   

continuing growth in consumers' expenditure. 

(iii) Expendituro, 

1985 FSBR proje ions. 

remains the same, a_c; 

terms on the estimate 

e other hand, is little changed from the 

In particular, the planning total 

sents only a [4)% increase in cash 

rn for 1985-86. 

 

cast he recei 

author 

expend it 

loca 

ions respectively, 	 duc 

orecasts fo 

Reser 

arid publi 

projections_‘3 

it)Svvv-t. 

q(5-vifs 

 

Sfl)iff 	
Pr..Ar--t1 	LAs 	pcs 

/ 7. 

tqC(611 	INLA-1(^AW\,_ 	
gVIA., 114  
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Central government 

0-\ 

E billion 

1985-86 1986-87 

Latest 
estimate 

Forecast 

99.5 
24.3 

9.7 

102.1 
26.2 
10.0 

133.5 138.3 

46 4 49 
71.5 74-u- 
16.1 17 0 

4,4 2.3 

138.5 142.8" 

onlending to Local authorities and uh ic corpor 

the forecasts 

the loca 

orrow more from, o 

ove 

, giving th4 

are particularlv!  

corporations may 

arket and 

whole CG 

uncertain (since 

instead choose 

l'c 

ding 

11411k--$ 

' 
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Table 6.2 	Central Government transactions 

Recelpts 
Taxes and royalties 
National Insurance and other contributions 
Other 

Total 

Eapendaurc 

Current expenditure on goods and 
services 

Current grants and subsidies 
Interest 
Net lending and capital expenditure, 
excluding on-lending to local 
authorities and public corporations 

NOT TO BE COPIED 

overnment Borrowing 

o local authorities and public corporations 

Centr government borrowing requirement 	 10.4 

CI)  Excluding any allocation from the expenditure Reserve 

6.07 Central governmen ,06 	g includes grants and subsidies to 

local authorities and pub 	rporations (including nationalised 

industries), which are included 499 the receipts of those sectors, show 

in Tables 6.3 and 6.4. 	Table e 	als shows central gover 
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Total 

Expenditure 

Current expenditure on goods and 
services 

Current grants and subsidies 
Interest 
Net lending and capital expenditure 

rity Borrowing 

39.5 	 43.1 

	

28.0 
	

28.5 

	

5.2 
	

5.1 

	

4.2 
	

4.5 

	

3.9 
	

3.1 

 

41.4 	 4i.' 

1.9 

of whi 
Borr 	mg from central yovernment 	 44 
Other borrowing 	 -2.5 

(1)  Memo: Rate rebates 

Excluding any alloca 	from the expendnure Reserve 

1.7 	 1.9 

6.08 Local authority rec 

grant from central governm 

income between 1985-86 and 1 

sist primarily of rate income plus 

he increase forecast in net rate 

6-87 is based on recent information 

Table 6.3 	Local authorities transactions 

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

E billion 

1985-86 	1986-87 

Latest 
	

Forecast 
estimate 

	

137 
	

15.6 

	

11.2 
	

11.8 

	

96 
	

10.6 

	

4.9 
	

5.1 

about rate decisions by individual local authorities. The main change 

in local authority expenditure since the Public Expenditure White 

Paper is the delay in ratification of the teachers' pay settlement, 

6.09 The latest estimate of local authority 

based on the Borrowing Intentions Survey of a 

in 1985-86 is 

authorities. 

However, borrowing in the last month of the finan 	 is always 

very high and the margin of error is correspondin 	t. The 

source of their borrowing is still more uncertain: in 19 	6 	y are 
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• 

	

4.1 	 3.6 

	

6.3 	 6.0 

10.4 
	 9.6,„ 

-0.2 

11N- 

uur 

-st, dividends and taxes on 

e 

I&  

e19,•ing and capital expenditure 

Tot 

Corporations' Borrowing 

Requirement 

of which: 
Borrowinc from cent 	government 
Other borrowing 

(1.  Excluding any allo' 	4com the expendtture Reserve 

1.1 
-1.2 

BUDGET SECRET 
	

NOT TO BE COPIED 
exAMere? EhTv k- I ISTr. °OEN 	ch more) from central government 

than forecast in the 1985 Budget, and to have repaid correspondingly 

more to the market, but in 1984-85 it was the other way round. 

Table 6.4 	Public Corporations transactions 

f billion 

1985-86 	1986-87 

Latest 
	

Forecast 
estimate 

Reecipt5 

Gross trading surplus (including subsidies) 
Other 

	

7.4 	 7,7 

	

3.2 	 2.8 

tal 10.6 	 1n 4." 
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-46.4 	-28.0 	-74.4 

	

-5.6 	-1.2 	-6.8 

	

-43.1 	-4.1 	-47.2 

	

-2.6 	 - 	-2.6 

	

0.2 	20.2 	 - 

	

6.1 	-1.5 	-17.7 

3.4 	-65 

0 	 - 	-0.5 

	

2.1 	-0.7 	-2.9 

	

2 	 0.7 	-0.6 

-74.4 
-6.8 

-47.2 

-26 

-0.6 	-15.2 
6.0 	-125 
0.1 	-06 
01 	-3.0 
0.6 

6.10 The public corporations' receipts include subsidies from central 

government. For the nationalised industries (and the majority of 

DtherBtlEiGEcTrSEalrscRETtheil neNOKTeTO BEarCeOPEIEgIr 
b o rENdiaGETt  trisS Tu1Q41,11s  ii eluded in the planning total. The 

effects of the coal strike have continued in 1985-86, adding about 

El bn to the industries' financing needs, eg for coal stock rebuilding 

by the Electricity Supply Industry. 

Table 6.5 	 I sector transactions by sub-sector and economic category 
£ biIlion 

1985-86 Latest estimate 

 

General government 

 

Public 	Public 
corpora- 	sector 
tions 

Loa: 2  

Central 	Local 
govern- 	authori- 
ment 	ties 

Total 

Current and capital receipts 

Taxes on income 	 / 	52.1 
Taxes on expenditure 	 ,) 	42.9 
Taxes on capital 	 3 	 2.4 
North Sea oil royalties 	 4 	 2.0 
National Insurance and utile! L.0 i i.Utio . 5 	24.3 
Gross trading surplus 	 6 	-0.3 
Rent and miscellaneous current tran 	 7 	 0.3 
Interest and dividends from private s 	 broad 	6 	 2.9 
Interest and dividends within public se  
Imputed charge for non-trading capital c 	 10 	 0.9 
Capital transfers from private sector 	 11 	 - 

52.1 	-0.3 	51.9 

	

13.7 	56.6 	 56.6 
24 	 2.4 
2.0 	 2.0 

24.3 	 - 	24.3 

	

0.3 	-0.1 	 7.4 	 7.4 

	

2.8 	 3.1 	 0.5 	 3.6 

	

0.6 	 3.5 	 1.1 	 4.7 
2.6 	 2.9 	-2.9 	 - 

	

1.4 	 2.3 	 - 	 2.3 

	

0.2 	 0.2 

Total 12 	133.0 	16.2 	149.3 	 6.1 	155.4 

Current and capital expenditure 

Current expenditure on goods and services 	 13 
Subsidies 	 14 
Current grants to personal sector 	 15 
Current grants paid aoroad 	 /C 
Current grants within public sector 	 17 
Debt interest 

Gross domestic fixed capital formation 	 39 
Increase in stocks 	 20 
Capita; grants to private sector 	 9] 

Capita grants within public sector 	 r),) 

Total 

Unallocated Reserve 

Financial surplus/deficit 

23 	-141.0 
	

8.0 	-159.1 

24 

25 	-8.0 	-1.8 	-9.8 

-6.2 	-165.2 

Financial transactions 

Net lending to private sector and abroad 
Cash expenditure or company securities (net/ 

iinclud,ng privatisation proceeds' 
Transactions concerning certain public sector 

pension schemes 

Accruals adjustments 
Miscellaneous financial transactions 

Borrowing requirement  

26 	-0 1 	 0.2 	 0.1 	-0.2 

27 

26 	 0.4 
99 	-0.4 	 0,1 
30 	 0.5 	-0.4 

31 	 4.9 	 1.9 	 6.6 

0.4 
0.1 

0.4 
0.1 

11) Sign convention : receipts positive, payments negative 
(2)  Relationship between lines : 	(25) = (12) + (23) + (24) = - 1(26) to (31)1 
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continued 

 

1986-87 Forecast 

 

£ billion(1)  

 

General government 

 

Public 	Public 
corpora- sector 
tions Central 	Local 

govern- 	authori- 
Line' 21 	ment 	ties 

Total 

Current and ca tal 	t 
Taxes on inco 	 / 	52.0 
Taxes on expenditure 	 9 	 46.3 
Taxes on capital 	 3 	 2.8 
North Sea oil royalties 	 4 	 1.0 
National Insurance and other contributions 	 5 	26.2 
Gross trading surplus 	 6 	-0.6 
Rent and miscellaneous current 	nsfers 	 7 	 0.3 
Interest and dividends from 	 ector and abroad 	5 	 3.2 
Interest and dividends withi 	 ctor 	 9 	 5.7 
Imputed charge for non-tradi 	 consumption 	/0 	 1.0 
Capital transfers from private s 	 // 	 - 

- 52.0 -0.2 51.8 
15.6 61.9 - 61.9 

- 2.8 - 2.8 
- 1.0 - 1.0 
- 26.2 - 26.2 

0.3 -0.3 7.7 7.4- 
2.9 3.3 0.5 3.8 
0.6 3.8 1.0 4.8 

-3.1 2.6 -2.6 - 
1.4 2.4 - 2.4 

- - 0.2 0.2 

17.8 155.6 6.7 1623 Total 
	

12 	137.8 

Current and capital expenditure 
Current expenditure on goods and servi es 
Subsidies 

Current grants to personal sector 
Current grants paid abroad 
Current grants within public sector 
Debt interest 
Gross domestic fixed capital formation 
Increase in stocks 
Capital grants to private sector 
Capital grants within public sector  

	

13 	-49.; 

	

14 	-5.9 
15 -1 

18 

	

7 	-21.1 
-17.0 

	

19 	-3.3 

	

20 	-0.2 

	

21 	-2.1 

	

22 	-1.4 

	

-2s•C 	-77-c, 	 -77•6 
o•'"i 	-t•7 	 -C•7 
4.2. 	-49.1 	 -4-cl• i 

-2.5 	 -2.5 

	

21.1 	 - 	 - 

	

-1.2 	-18.2 	 o. G 	-18.7 
3.4- 	-6.7 	-5.6 	-12.L 

	

-0.2 	- 	 -0.2. 

	

-0. 6 	-2.7 	-0.1 	-2.S 

	

0.7 	-0.6 	 0.6 	 - 

Total 
	

23 

Unallocated Reserve 
	

24 

Financial surplus/deficit 
	

25 

Financial transactions 
Net (ending tc private sector and abroao 	 26 
Cash expenditure on company securities 'nen 

(including privatisatior proceeds) 	 2; 	 4.8 
Transactions concerning certain public sector 

pension schemes 	 28 
Accruals adjustments 	 29 
Miscellaneous financia! transactions 	 30 

Borrowing requirement 	 31  

-17•C 	-164-3 	-54, 	-10-1 

4-- 

-12.2 

-0 1 

4.8 	 4 

0.6 
0.1 
02. 

7.0 

	

0.6 
	 - 	0.6 

	

-0.2 
	

-0.2 

	

01. 	-0.4 
	

-0.2. 
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ANNEX 6.A: Relationship between Tables in Chapter 6, and with 
Table 1.2; and Outturn Data 

6A.1 Table 6.5 is based on the definitions used to compile the 

national accounts. In order to show the financial deficit (which is 

often used in international comparisons), lending and other financial 

transactions are separated from the analysis of receipts and 

expenditure in lines [1-23] and shown in lines [25-29]. These lines 

show the relationship between the financial deficit and the borrowing 

requirement. 

.2 Tables 6.2-6.4 are summary versions of the sectoral columns of 

6.5. The information in Table 6.5 is rearranged so that, for m   

, central government grants to local authorities (which 

negative expenditure in the local authorities column of 

Tab e/' nes 17 and 22) appear as receipts in Table 6.3. Also, 

int ere 	s by local authorities to central government (which 

appears as 	tive receipts in the local authorities column of 

Table 6.5, line 8) appears as expenditure in Table 6.3. 	Finally, 

lending and other financial transactions (lines [25-29] of Table 6.5) 

are included in the receipts and expenditure of Tables 6.2-6.4. 

6A.3 Table 1.2 in C 	uses the same information as Table 6.5, 

but again rearranges it.oT 	rive general government expenditure, 

it starts by giving a fun&tnal  breakdown of the public expenditure 

planning total: that inL 	not only general government 

expenditure in the third colu 	Table 6.5 (including some of the 

"financial transactions" in lineg[25-29] ), but also borrowing or 

capital expenditure by public corporations in the fourth column. 

General government expenditure as shown in Table 1.2 is then 

obtained by adding general government debt 	erest from the third 

column of Table 6.5 and the national acc 	3ustments already 

included in Table 6.5, and deducting public 	tions' borrowing 

from the market and overseas. 

6A.4 Alternatively, general government expenditure m 	1.2 (and 

Table [2.4] ) can be obtained as the sum of lines [23, 2 	 (third 

column) in Table 6.5 and on-lending to public cor 	 in 

Table 6.4. 
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Outturn data 

‘J‘  

BUDGET SECRET 	NOT TO BE COPIED 
6A.5Bb ExitTgLigqr otsdipten  receipts, Table 1.2 takes the 

receipts shown in the third column of Table 6.5 (lines [12, 27, 28 and 

29] ) and rearranges them according to the type of activity which 

gives rise to them. For example, oil revenues comprise North Sea 

corporation tax and petroleum revenue tax (included in "taxes on 

income" in Table 6.5) plus oil royalties. The sub-total "total taxes 

and royalties" is the same as the first line of Table [2.5] in 

Chapter 2. 

6A.6 Outturns for the PSBR are compiled monthly and published by 

press notice 12 working days after the end of the month and then in 

ore detail in tables [2.5 and 3.12 to 3.16] of the following issue of 

ncial Statistics. Outturn for the details of the PSBR on national 

ts definitions, as in Table 6.5, are compiled quarterly and 

p lis 	in sections 2 to 5 of Financial Statistics three months after 

the 	he quarter. 

6A.7 Th 	utturn for the PSBR in 1985-86 will accordingly be 

published qil 16. The first national accounts outturns for 

1985-86 will appear in the June issue of Financial Statistics, 

including Supplementary Table 13 which is based on Table 6.5. 
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National Loans Fund 
Receipts (Table 6134) 

	
14.3 

Payments (Table 6.6.4) 	 -19.2 
Consolidated Fund deficit (as above) 	 -4.1 

Total net borrowing by the 
National Loans fund 	 -9.0 

Oher fonds and annniints (net) 	 -1.0 

I Government Borrowing Requirement 	 -10.2 
ding borrowing for on-lending to 

thorities and public corporations) 

Table 6.6.2 Consolid 	Fun 	xpenditure 

1985-86 

Latez• 
estirnate 

98200(2 ' Supply Issues")  

C 	) 	 4.• e 2 

40111111":1- 

Standing Services 
Payment to the National Loans Fund in respect 
of Service of the National Debt 

Northern Ireland-share of taxes etc. 
Payments to the European communities 
Other 

Total Standing Services 

Total Consolidated Fund expenditure 

7600 
1800 
2600)2 ' 

60 

100 

(1)Supply Issues are monies paid from the Consolidated Fu 
accounts with the Paymaster General for spending on Supp y 
(see Table 5. ) equates closely to total Supply Issues in most 
may sometimes be slight timing differences between the two. 
(2)  £970 million was paid to the European Communities from Su 
of Standing Services. 

artments' cash 
Expenditure 

ough there 

instead 

Pr 
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TRANSACTIONS 

UN 
Table 6.B.1 
	

Summary of Central Government Transactions 

1985-86 

Latest 
estimate 

Consolidated Fund 
Revenue (Table 613.3) 
Expenditure (Table 6.8.2) 
Deficit met from National Loans Fund 

106.1 
-110.2 

4.1 

£ billion ) 
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£ million 
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ue 

3600 
2800 

g off ACT 	1200 
3 sIn, 1): !"PeCT 	No:th 

1985-86 

Inland Revenue- 

Customs and Excise- 
Value added tax 	 18300 
Petrol, dery etc. duties 	 6500 
Cigarettes and other tobacco 	 4300 
Spirits, beer, wine, cider and perry 	4200 
Betting and gaming 	 700 
Car tax 	 760 
Other excise duties 	 20 
FT: awn res.ourcec(5 ' 

Customs duties, etc. 	 1400 
Agricultural levies 	 100 

Ve 	 e duties(5 	 2500 
Nati 	 nce surcharge 	 30 
Oil ro(es 	 2500 
Gas Levy 	 520 
Broadcasting receiving licences 	 790 
Interest and dividends 	 870 
Other(7 ' 	 6700 

Total Consolidated Fund revenue 

(1' Includes advance 
met of rep&yrnents 

(2'North Sea corporation 
of which satisfied by 
)*Ju% to (or pcuationI. 

A(.1 msmn 

1986-87 

Latest 
estimate 

Forecast 

35100 38500 
10700 11700 

6430 7370 
930 1050 

60 35 
890 910 

1230 1430 

55300 56000 

19300 20700 
6500 7300 
4300 4700 
4200 4400 

430 800 
880 980 

20 20 

1200 1300 
160 160 

37300 40400 

2400 2500 
30 

2000 950 
520 500 
980 1000 
990 840 

6400 6500 

106100 109800 

3600 4100 
3030 2600 
2 280 1100 

3:. Gul! 

Budget 
forecast 

Income tax 
	

35200 
Corporation tax(1)(2, 

	
10100 

Petroleum revenue tax(3 	 8200 
Capital gains tax 	 790 
Development land tax 	 55 
Capital transfer tax'4 	 760 
Stamp duties 	 1100 

Total Inland Revenue 
	

56200 

Customs and Excise 
	

36300 

106500 

on tax 

alone cannot be identified. 
"Includes advance payments of 	um revenue tax. 
(4Inclucles estate duty 	 4 	 6 	 5 

Customs duties and aprcultutal lames are accountable to the European Commun - )es 
as 'own resources' actual payments to the Communities are recorded in Table G.L.2. 
" Includes driving licence receipts. 
- Includes the 10 per cent of 'own resources' refunded by the European Communitre,  to 

meet the costs of collection, other receipts from the European Communities and centr al 
privatisation proceeds. 
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Receipts 
Interest on loans, profits of the Issue Department 

1985-86 

Latest 
estimate 

of the Bank of England, etc. 6700 
Service of the National Debt-balance met 

from the Consolidated Fund 7600 

Total 14300 

Payments 
Service of the National Debt 
Interest 14100 
Management and expenses 170 

Total Service of the National Debt 

ns to: 

14300 

tionalised 	industries 180 
r public corporations 260 

uthorities 4400 
sector and within central government 100 

ot 	tonal Loans Fund lending"' 5000 

Total 19200 
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Table 6.8.4 	National Loans Fund Receipts and Payments 

£ million 

"'On-lending tc,  local authorities and public corporations in Tables GA and 6.5 includes. 
in addition to National Loans Fund lending. net  lending from other funds and accounts 
(mainly Supply Issues ir able 6.B.2). 
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