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A publ i c debate on the longer ^ i a r e  a 
 rf r e d u C l t l  g


t a x a t i o n , any increase i n p u b l i c understanding of 
been under way f o r some ti m e , d e c 
  

of p u b l i c spending the problem i s t o be welcomed; and i  t w i l  l h e l p 

the scale and n a t v ^ the f i s c a l rewards, widen support f o r r e i n i n g 

i  f we can, by empha 
 xp e n d i t u r e . I b e l i e v e t h a t the time has now 
back the growth i  n 

come f o r us t o c o n t r i the debate. I n any event, the Treasury and 

C i v i l Service Committee JJrJz^bout t o c a l l . f o r a paper on the i s s u e ; and 

we s h a l l have t o c 
G a r C
l  y GreerT^ °c o m  P 1 Y • ^ H e ^ i g h  t course i s  , I b e l i e v e , t o p u b l i s h an 
eai
-' " :een Paper , 
or some form of d i s c u s s i o n document, 


B u  t o  b v i o u s l y t h i s i s nd 
 ut d i f f i c u l t i e s  : 

1. 
 D i f f e r e n t expenditure es have enormously 
v 


e s c a l e  s
S t a t e d t l I  ? ~ f o r exam ^f<Xhe f u l  l burden of the 
e a r n i n S
wen  . s - r e l a t e  d pensio s^p^s. does not a r i s e u n t i  l 


^ t  o the next century 

1


6  m a o r

 T  h example about the 
rate o f ^  J  u n c e r t a i n t i e s ' 


r o w t  h
a l t e r  ?  of outpu t . This can andled by g i v i n g 

a t l v  e
blur  ?  P r o j e c t i o n s , but the r i  s s t h a t these w i l  l 


the message. 


ome key economic assumptions - f o r ex the r a t e s 

ine m unemployment, and of growth o earnings 

misrepresented as f o r e c a s t s or even o 


e e 1
 
w a g  s i g n i f  i  a  t  l  y  , the 1982 work on 1 ° ^  ™  P o f  p r  o d i t u r e , which 

" a  s leaked t o the press, shows the d i f f i c u i t  i i n d i v i d u a l 

D e  P a r t m e n t a l programme t o t a l s , f o r e c a s t s of wh is r e p r e s e n t e d 


c n s
 

a  s
 Government commitments or Treasury aims. 


3 d i f f e r e n t approa^. 
r o s e
•0  To meet these problems I now P  P °  p r o g r a m m  e f i g u 
W u
 ^ a  ^  i n d i v i d u a l prog 
e  V  o  i  d t h  £ n e £   t  0 d i s p l a  y a n  y
^ x P l a i n e d i n nfo/.\ 
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1 p r  o

 0  / h orizon of t h i s month's P u b l i c Expenditure White Paper. 

Pa r a^^ e^
P u b l i c ° S  e  P u b l i c a t i o n of a Green Paper p r o j e c t i n g o v e r a l l 


e P e n d l t u r e>furthe c  t o t a l s f o r w a r d , on a l t e r n a t i v e assumptions, f o r a 
1  r 5


 T ,  years t o 1993-94, and showing what t h i s would mean f o r the 

r d e  n


v 
   of t a x a t i o n . 

e
 Green Paper would s t a r t w i t h two i n t r o d u c t o r y s e c t i o n s : 


A s e c t i o n on past p u b l i c expenditure t r e n d s , showing the 
i n g l y 

i n exorable r i s e over the past 20 years, at an annual 


e r a t  e of 1$ per cent, t a k i n g the t o t a  l t o over AO per cent of 

Na t i o n a l Product (GDP): and, i  n p a r a l l e l  , the growth i  n 


n of t a x a t i o n , now up t o 39 per cent of GDP compared 

978-79 l e v e l of 3A per cent. This s e c t i o n would a l s o 

n o t w i t h s t a n d i n g the considerable c o n t r i b u t i o n 

t a x a t i o n has made t o the p u b l i c f i n a n c e s , the burden of 

Sea t a x a t i o n has grown since 1978-79, from 35 per cent 


Per cent of non-North Sea GDP. 

2 

A s e c t i wing a t t e n t i o n t o l i k e l  y pressures f o r f u r t h e r 

yer the next decade - eg demography ( h e a l t h 
^Pendingi
and ^ 
n c
 

s o c i a l serv 
and c a p i t a l 
 technology ( n o t a b l y defence and h e a l t h ) , 

t u r e . 


The c e n t r a l p a r t of( 
 per would r e c a l l our 1979 commitment to 
reduce p u b l i c expenditure as 
 r o p o r t i o n of GDP, and the a c t u a l course 
°f events, which saw a shar 
 i n t h i s p r o p o r t i o n , t o a peak of 
^ per cent of GDP i  n 1981-8 

i n no way d i s r e p u t a b l e , and c y o u l d e x p l a i n the reasons, which are 

°n t o show how the tax burden to the rec e s s i o n . But i  t would go 

improved i  f reduced and economic prospects 

check w i t h recovery w e l l u , these pressures were h e l d i  n 
and t-Vi  — w e n u 


U  C e x  P FalV\held constant i  n r e a l terms 
t h r°ugh to 1 9 9  ! ^  e * d i t u r  e 
3
 

' The 

ic h would r e q u i r e reworking 


per cent GDP growth, and 
h o w s  m a i n C 3 S e & S S X 
 that w i t h
* h e  e x P
^on-Nor^ Lo e n d  i t u r  e h e l d constant r e a l terms throughout, 

t a  V
 t a  x
 ^"rAor,  n 

f 2 Per cent  " 0 U n c  e  d at the time as too high) by 1988-89, and around 
i e j u s t below the 1973-74_4evel (33 per c e n t ) , 

.-—via^ V h i c h we  burden would 1J s t i l  l be^above the 1978-79 l e v e l 


nt by 1993-9A  e a r l y 
f t n e
s t i l  l some way above the l e v e ^  I  f This would 
i v e S .
Produce a sharp improvement m m r t i o  n of unrea l i s t i c a l l y  ) 
r o p 0
 other taxes were h e l d constant as c e  s 1a U o v a n
 e r a t e of 
income tax could be reduced t o 

b r i n g i n g the marrie d man' u b s t a n t i a l l y , 

wale earnings as s allowance t o n e a r l y 60 per average 

of i-v r e 
  v e n u  a g a m s t 31 per cent now. I n p r a c t i c e r s e, s ome 


6
 W o u l  d
sector.  c e r t a i n l y be used t o reduce the bur ^>oJr> the corporate 

4£ 


The main 

e e n d  S h 0 W n i n t h e
^ P
 i t  U  h T^S  e  P o l i s h e d paper should, I sugg 

p U s C ° n S t a n t i  n r e a  l t e r m  s  UP t  0
t r a t  

r e

t h e  1993-9A. I  t c o u l \ 
e  0
 
P e r  r C a s e s
 cent a f  ~ f o r example an annual growth i  n expendi 
t


s t a n t i a ] *-.&T 1 9 8 8  - 8 9  . But i  f we do not leave ourselves room 

tax r e d u c t i o n s , the r a t e of GDP growth would be u n l i k e l 


CONFIDENTIAL 




3

CONFIDENTIAL 


l r  i the 2 per cent average: the average over the past decade was 

C e n t  " T n  e a n n e  x
ant  takes 1i per cent GDP growth as a lower 


d s h o w s t n a t  W 1
d h'  ̂ t  h 1 per cent growth i  n expenditure the prospect 

e  a l l u r i n :
197R7Qy  b g  the non-North Sea tax burden would stay above 


/ B-/9 l e v e l f o  r almost a l  l the 10-year p e r i o d . 

 Cabinet 
I  f agrees t o the p r i n c i p l e of p u b l i s h i n g a Green Paper a t 


t t' — 
i i m e , I would welcome views on the a p p r o p r i a t e spending assumption 


Period a f t e r 1988-89, and would c i r c u l a t e a f u l  l t e x t f o  r 

^ w i t h i  n the next f o r t n i g h t  . 


N L 


T
 r e a S u r  y Chambers 

F e  b r u a r y  1
 9 8  A 
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*—•^ E -£ T i ° -N S OF PUBLI C FINANCES TO 1993-94 

1. ^ 
s° ' '  e c t ^ o nne^ de  ^ r  discussed here illustrate various paths of public expenditure over the 

' ^  d their implications for the burden of taxation. 

A key  f a c  t 

f̂fectc
S
 ° r  l n *he projections is the assumed rate of economic growth. This 
R0t only th 

also the a t n  oun t of tax which is collected for given rates and allowances, but 
nôiTotoi  °* t a x  a t io  n associated with given paths of public expenditure and w"ig.  p o  r  t , 

s t f i v e8ro  by ^  years of the projections, to 1988-89, GDP is assumed to w

 6 r a ^ eS*°V(' dovv •  ^lYo per annum. Thereafter, there are two factors pointing to some 
P e  *  8 r o w t  hannUQ ) t ^  rate: the North Sea sector will by then be contributing minus }  % 

ân in  t L t o t  a  l GDP growth; and the growth of the labour supply will be somewhat less 
h e f i r s * half of the decade. 

' The 
b r i n g i l l  r a t e a f t e rg dow  !988-89 will depend in part on the success of policy in 

 4 1 1 6 S l l a r e  o iC0!Jsirie  Public expenditure and the burden of taxation. Accordingly we r  t w

 C a s e sPer - In the first, total GDP grows by 2% per annum, equivalent to about 
annum f 

r t l l e^eri°d> and  ° n o n  -Nort  h Sea sector. This is about the average for the post-war 
41 li% =»„ l g n i f l c a  n t l  y better than the last decade. In the second case total GDP grows 
1 5 0 1 , 6  q U l V a l e n tlikely '  to about 2% for the non-North Sea sector. Higher growth is 

greater the reduction in the tax burden. 
The  p ^ a 

^ 0 r t k a°J t  h Sea t  °  ^ e  tax revenues has an important bearing on the burden of nona

'S  l 0 n *  A * > a r t° f ^ey iin  ^om the profile of production, the behaviour of real oil prices 
real i P°rtance t+ • 

terms *v *  l s assumed here that after falling over the next two years or so in d  ' they f i  a t  t e

 nbt»o  then start to rise again as the balance of supply and 
m » but p r  °gressivel  y tighter. From 1988-89 they may be rising by 2-3% per 

q 6 1 1  S ° N o r t h S e a199  3  revenues fall from about 3% of GDP in 1984-85 to about 
" 4  4 8 output falls. 

S. 
^othet • 

^^nts  .  T , l n a p  ° r tan  t feature of the projections is the path of net debt interest 
Utt his r  j  i e 

e c t  s


e
p et> soQj  j  the paths of public sector borrowing and interest rates. On the 
t l 1  r e a  l i n t e r e s t ^Pendin ^  rates from present high levels is to be expected, with the 

t o  l C O U r s e  o f° n( ^ o w   the PSBR and world interest rates. Falling inflation also e r  

^ i n t  ete s  t

 n o n i U l a  l rates. If stable prices are achieved by the end of the period and 
a V e  c o m eii a b  °U t -io?  down to more normal levels, then net debt interest may fall ê f ''Of 

U  P  i n hi M„ ..  1983-84 to a bit under 1}% in 1993-94. This more than offsets w

" h Spa * 

taxes. 




8 

in the PSBR as a percentage 
°" Falling inflation and interest rates require a reduction ^ ^ ^.pg^ b u  thet £ o r

0 1 GDP.  i t is age to anticipate the pa ^ ^ ^ n o t p o s s i b l e  a t t n i s s t  

Ptoses of this exercise we assume that  i t falls gradually to 1% 

follows from  that  non--North Sea t̂ax burden  b7 > ^  the  o  canthese assumptions  exceeds thee 
to the extent that the fall in public expenditure reia ^ ^ ^ ^ 

squired reduction in the PSBR. If we assume that GDP grows ^ ^ ^ ^ ^ 
* and that the public expenditure plan*** t  £ U  - 6 ^ ^ ^ 1 9 ? 8  _ 7 9  * . 

t e  '*s, the non-North Sea tax burden would still in 1988-89 

T h  e figures are shown below. 


The Burden of Taxat ion in the M T F S period 

1978-79 1983-84 1988-89 
T o  t a l T * * * * * 

«ce 34.7 38.6 35J 
s 

34.1 38.8 36 
B v 1993 94, 

some further reduction in the tax burden should be possible  i f the
' °  W t h  * P u  b l i  c 

P e r  e X p e n d i t ua^niin^ r e is held in check. The main case assumes G D  P growth at 2% 
S h ° w « for i j  ̂  ̂  x p e n d  i t u r  e held constant in rea l terms up to 1993-94; but figures are also 

'° GDpsum^arised 5 * growth and 1% r e a l growth in expenditure. The tax implicat ions are 

* t h  e table below. 

Ihg  _Burden of Non-North Sea Taxat ion in 1993-94 

Publ ic Expenditure Growth (pa) 

zero 1% 

32* 34* 

31* 33* 

*TheK 

tin C a U s  f , e a  S e ae  Q f  GDp  taxes is defined as non-North Sea tax revenues as a share of 
n o t  H j °* the . * It f a l l c ra°  t n hx ue _ ______a e f . r _ _  _ . .... . . . .  . „d e c  S re h a t s h r o0 r  t h s l i n i  non-North Sea taxes in total G D  P 

6 a tax  W 
n 

h
c
 C o n t  r i b u t i o n of North Sea output in total G D P  . Recent data for the 

*raen are as follows: 

1980-81 1981-82 1982-83 1983-84 

36.9 39.6 39.5 38.6 

25 



c 

9. 
H the Public expenditure planning total were to be held flat, the burden of non

r *h Seaa f~_ S e  tax 
could be brought down to well below its 1978-79 level of 34.7% by 1993-94.T h  e higher 

growth assumption is more likely to be the appropriate one in this case. Bute ven 
S 0 ' t h  e tax burd 

the en would be only fractionally lower than it was in 1973-74, the end of 
Previ°us  C 0 n s e  vative administration, and still some way above the level of the early196o.= 

r 

s
With 1%

de growth of public expenditure the picture would be worse. After a 
a d 6 ' ^ tax burd 

widei en would be only marginally lower than the 1978-79 figure, which was 
y held to be excessively high. 

°rth Sea) tax burden in selected earlier years are: 

1973-74 1978-79 

33% 34.7% 


