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PUBLIC EXPENDITURE AND TAXATION IN THE LONGER TERM

E;; Memorandum by the Chancellor of the Exchequer

A u )
eznbizgedEbate on the longer-term prospects for public expenditure has
T wayfor some time. Given our declared aim of reducing the burden
: | taxation, any increase in public understanding of
and it will help
¥ the fiscal rewards, widen support for reining
expenditure. I believe that the time has now
y the debate. In any event, the Treasury and
1 aie Committe out to call.for a paper on the issue; and
Greer ; to comply. ight course is, I.belleve, to publish an
aper, or some form of discussion document.

ut difficulties:

varyinlfoTEHt expenditure es have enormously

Stateng ti@esaales ~ for exam 7&he full burden of the

wel .farnings-related pensiorn s does not arise until
Nto the next century.

2-

o E?ere are major uncertainties

Aty growth of output. This can

e Native Projections, but the risk\¥s that these will
the message, i

Some ke
be misre

Y economic assumptions - for ex the rates
0 unemployment, and of growth of(re®l earnings -
Presented as forecasts or even o es.

» the 1982 work on long-term public diture, which
the press, shows the difficulties of proj individual
rogrémme totals, forecasts of which are a isrepresented
Commitments or Treasury aims.

tal P

0

avzigttﬁhese problegs I now propose a different appro

aineq i, C? need to display any individual programme figu

trategy (MTF 84? 5, I shall need to publish a new Medium Terr

1988-39’ S? With the Budget, and I believe that it should ex
U8 including expenditure totals for two further years b

1
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1 =87 horizon of this month's Public Expenditure Whi?e Paper.
FEoRose the parallel publication of a Green Paper projecting overall

o

f

urth gpenditure totals forward, on alternative assumptions, for a
er

years to 1993-94, and showing what this would mean for the
@.den of taxation,

Th

byt

€ Green Paper would start with two introductory sections:

2

A section on past public expenditure trends, showing the
ngly inexorable rise over the past 20 years, at an annual
€rate of 1} per cent, taking the total to over 40 per cent of

i

SSHational Product (GDP): and, in parallel, the growth in
tﬁ n of taxation, now up to 39 per cent of GDP compared
wat 978-79 level of 34 per cent. This section would also
;:i:h notwithstanding the considerable contribution

& taxation has made to the public finances, the burden of
EOH-Nor Sea taxation has grown since 1978-79, from 35 per cent
3% per cent of non-North Sea GDP.

£ it SECtif (i*deg attention to likely pressures for further
Spendlng incrsm

i : - sver the next decade - eg demography (health
Nd social serv technology (notably defence and health),
and capita) infr -

S

reduc:heuﬁeetral part of % er would tecall our 1979 commitment to

of evenﬁs 11C.exPEnditure roportion of GDP,'and the actual course
44 per cer Which sav a shar in this proportion, to a peak of

In ng w Nt of GDP in 1981-8 would explain the reasons, which are

S
on to y dlsreputable, and owe

how 1, to the recession. But it would go
ow 0
mDroved if W the tax burden ¢

s and

1 reduced and economic prospects
Check » With recovery well o , these pressures were held in
through =~ the public expenditure 1

Cﬁ;ggmld constant in real terms
4
6.

1993-9y
The annex set

fore pupys... s CS out some projectio ich would require reworking
Shows tﬁ“ 11?atl°n)- The main case assu per cent GDP growth, and
the nonhgt With expenditure held constant Q@ real térms throughout,

(Whicy, weozth Sea tax burden would.still beVabove the 1978-79 level

per CEnt520unced at the time as too high) by 1988-89, and around
but stil] Y 1993-94, e just below the 1973-7 evel (33 per cent),
Produce a :Eme wWay above the level of the early This woyld.
Other taxeg 4TP improvement in incentives. If (sQmepmat unrealistically)
‘NCome oo Were held constant as a proportion of lo he rate of
Fingin enid be reduced to 25p and allowances rayued jubstantially,
< earnine marrledlman‘s allowance to nearly 60 per &
of the rey 8S as against 31 per cent now. In practice,(e rse, some
S€etoy, fnue would certainly be used to reduce the bur&&nVom the corporate

2 The 23 @

?Tgenditufz heizse shown in the published paper should, I suggeéi?@grsume

UStrate constant in real terms up to 1993-94. It coul ourse
Per Cent ozher cases - for example an annual growth in expendi
Substantialatter 1988-89. But if we do not leave ourselves room

&% reductions, the rate of GDP growth would be unlikel 52;9
. 1 :E;é£;>
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Malntain the 3 per cent average: the average over the past decade was

Variane, 5

@ °nly 0.9 Per cent. The annex takes 14 per cent GDP growth as a lower

nd shows that with1 per cent growth in expenditure the prospect

f‘muld hardly pe alluring: the non-North Sea tax burden would stay above

he 1978-79 level for almost all the 10-year period.

If Cabinet agrees to the principle of publishing a Green Paper at

8L time, I would welcome views on the appropriate spending assumption
25 period after 1988-89, and would circulate a full text for

within the next fortnight.

Treasury Chambersg %
3 February 1984 /@
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OJECTIONS OF PUBLIC FINANCES TO 1993-94
1
2 Th& ro‘ .
el Projectiong discussed here illustrate various paths of public expenditure over the

€cade T
» and thejy Implications for the burden of taxation.

2

Ak
Y fa :

affacy s Ctor in the Projections is the assumed rate of economic growth. This
onl

alsg th ¥ the amount of tax which is collected for given rates and allowances, but

hOrroWing. " of taxation associated with given paths of public expenditure and

For . :
Eroy b the first five years of the projections, to 1988-89, GDP is assumed to
aver
Slow d : 8¢ 2¢% per annum. Thereafter, there are two factors pointing to some
Own jp .

the
Per Ay, to 8rowth rate: the North Sea sector will by then be contributing minus %

to
o _ tal Gpp growth; and the growth of the labour supply will be somewhat less
first half of the decade.
3
" Filha
brines. . SOWth rate after 1988
8ing doyy, the sh

c(}nsid
er
§% Wo Cases. In th £i 5
Per € lirst, total GDP grows by 2% per annum, equivalent to about
Perigg U for th
Tlog € non-

signiﬁcamly bet

-89 will depend in part on the success of policy in

are of public expenditure and the burden of taxation. Accordingly we

North Sea sector. This is about the average for the post-war
i ter than the last decade. In the second case total GDP grows
S

Tore like]y, th’ QUivalent to about 2% for the non-North Sea sector. Higher growth is

€ gr
Breater the reduction in the tax burden.

Orth g °f North geq ta

ea X revenues has an important bearing on the burden of non-
is of AXatiop,

Apart from the profile of production, the behaviour of real oil prices

g
dema_nd L) they flatten Off . .
beg and then start to rise again as the balance of supply and

Om
anhum hu es pl‘ogressivel

EVen
993-94 °0 North Sea revenues fall from about 3% of GDP in 1984-85 to about

4 output fa)),

Ayt
a] te Ce. It is ass 2 .
umed here that after falling over the next two years or so in

y tighter. From 1988-89 they may be rising by 2-3% per

im

Thi Portant feature of the projections is the path of net debt interest
la hig

tt reflec

aﬁm
Dat e fall in .
h depending real interest rates from present high levels is to be expected, with the

on t
© lowg, he course of the PSBR and world interest rates. Falling inflation also
intete nomlna*l rates.

St p
at
] abo eg have come do

Orth 8

ts the paths of public sector borrowing and interest rates. On the

If stable prices are achieved by the end of the period and
wn to more normal levels, then net debt interest may fall

-84 to a bit under 13% in 1993-94, This more than offsets
€a taxes,

24




. : rcentage
g Faning inflation and interest rates require a reduction in the PSBR as a pe
of Gpp,

i t for the
1t is not Possible at this stage to anticipate the path in the MTFS, bu o
PUrposes of this €Xercise we assume that it falls gradually to 1% by the end of the period.

ghteneq 2 extent that the fall in public expenditure relative to GDP exceeds the
"eduired pq Uction in the PSBR. If we assume that GDP grows by 21% a year on af?erage
to 1988-89, and thag yhe Public expenditure planning total is held flat up to 1988-89 in real
termg, the

i i 78-79%,
T Non~Noptp Sea tax burden would still in 1988-89 be above its level in 19

h '

€ figureg are shown Pelow

den can be
WS from thege assumptions that the non-North Sea tax bur

The Burden of Taxation in the MTFS period

No

1978-79 1983-84 1988-89

N~ —— e e

s Orth Sea Tax 34.7 38.6 35%

34.1 il
¥ Y i if the
gr o 1993"94’ Some further reduction in the tax burden should be 12“1‘551]31‘1’1 1ft A
"ot i i mes GDP growth at 2%

Per Fithlic €XPenditure is held in check. The main case assu

: i are also
sho 2nd ®XPenditure held constant in real terms up to 1993-94; but figures
¥n fop

su 1% app Erowth and 1% real growth in expenditure. The tax implications are
W Warica .
ariseq In the table balow,
ion i 3-94
The Burden of Non-North Sea Taxation in 199
GD Public Expenditure Growth (pa)
\p%@ zero 1%
1}y i
Y 321 34%
29,
k> 31% 33%
buy
EO“"NW?E 2 non"NOrth Sea taxes is defined as non-North Sea tax revenues as a tS:,laréDOIE
neca“se oft‘-’fa GDp, It fan axee than the share of non-North Sea taxes in to gy
on‘North S:e deCIining cont:;bl:t?:m of North Sea output in total GDP. Recent data fo
% i burden are as follows:
1979- -83 1983-84
3 =80 195081 1981-82 1982 1983-84
35,7

36.9 39.6 39.5 38.6




burden of non-

ld flat, the

lanning total were to be he level of 34.7% by 1993-94.

9 i iture plann : =79 leve

4 1 the pupic §ponditur down to well below its 1978 iate one in this case. But
) i

T:!'t:JSea tax coylg be brought ore likely to be the appropr

€ highep growth assumption is m

d of
i 3-74, the en
ionally lower than it was in 197 ’
tion
e?e]l 30’ the tax bul'den would be only frac

the Previgyg Consery
19605, x4 W

dEr:ade, the
Widely pejq

f the early
e the level o

tion, and still some way abovuld be worse. After a
i inistration, icture wo :

ative adm blic expenditure the pictur 1978-79 figure, which was
th 1% growth of Py ly marginally lower than the

tax burden would be only m

to be excessively high.

*t F.

1

) s are:
: d earlier year
s fop the (non-North Sea) tax burden in selecte

1978-79
3-74 R
Lba-65 1001

30%

s 34.7%
33%




