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CONFIDENTIAL

ANNEX 3: PUBLIC FINANCES AND THE TAX BURDEN

Taxation, Expenditure and Borrowing

Since the Government first took office, total taxes and NICs have
risen by 4 percentage points of GDP, though the ratio has>fallen
from its peak in 1981-82. This has enabled us to make net
repayments of govefﬁﬁgﬁfﬁdebt in the last two years.

Table 1

Overall Taxation, Expenditure and Borrowing

(percentage of GDP at market prices¥)

General

Government
Non-North Sea Expenditure
Taxes plus NICs Total Taxes (excluding PSBR
(as per cent of plus NICs privatisation
non-North Sea GDP) proceeds)

1978-79
1979-80
1980-81
1981-82
1982-83
1983-84
1984-85
1985-86
1986-87
1987-88

43.
43.
46.
46.
46.
45.
46.
44 .
43.
41.

OHUFUMOVWWEFE WY
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COrFFWWWWULI&dO
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[*Treasury estimates for 1986-87 and 1987-88]

Personal Taxation

2. Despite reductions in income tax, total personal taxes (direct

and indirect, including employees' NICs and domesticgﬁiates) in
1988-89 are over £30 billion higher in real terms (ie 1988-89

prices) than they were in 1978-79. For income tax and national
—
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insurance contributions the following table shows how the

proportion of gross pay they represent rose up to 1981-82:

Table 2

Income Tax and NICs as a per cent of Gross Earnings*

% average average 2 average
earnings earnings earnings

1978-79 0~ 27.
1981-82 29.
1982-83 29,
1983-84 29.
1984-85 29.
1985-86 29.
1986-87 28.
1987-88 27,
1988-89 (estimate) 26.
1989-90 (indexation) 26.

31.
32.
32.
31.
31.
31.
30.
29.
28.
28.

oV WVWWOWWH O
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*Adult male earnings (all occupations). Married couple, wife not
working: the couple are assumed to have no children, to avoid

distortion of the figures from the abolition of child tax
allowances.

3. These figures reflect the rise in the standard employees' NIC

rate from 6% per cent to 9 per cent. The lower rates introduced
— —

in the 1985 Finance Act do not affect the cases shown. So far as

income tax:is concerned, personal allowances have increased by
about 25 per cent in real terms since 1978-79, slightly less than
earnings. The basic rate has been reduced from 33p to 25p.

e

4. Average earnings have of course increased by substantially
more than prices since 1978-79. So a married man on average
ég;hings has seen his real take-home pay rise by qg]per week. The
increase for a married man on half average earnings has been

ﬁi]per week, and on twice average earnings £@Iper week.
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4. As the table shows, indexation of allowances in the Budget,

with no reduction in the basic rate, would lead to a very slight

rise in the proportion of incomes taken in tax and NICs. This is

because earnings are assumed to rise by more than the increase in

tax thresholds, which is indexed to changes in prices.
E———

Business Taxation

5. Following the sharp rise in corporation tax receipts over the

past three years, as a result of the substantial recovery in
company profits, total taxes paid by businesses (outside the North
Sea) are now higher as a percentage of GDP than in 1978-79.
Within this total, the major change has been a fall in employers'
§£g§ (and NIS) as a "percentage of GDP, offset by increases in
corporation tax, business rates and 'other' taxes as the following

table shows:

Table 3

Tax paid by Businesses f£bn in 1988-89 prices

(figures in brackets are per cent of GDP)

Taxes on Employers' 5
Corporation self NICs and Rates Other
Tax employment NIS
incomes

8.3 2.8 13.6 5.5
(2.2) (0.7) (3.6) (1.4)

1988-89

(estimate) 15.9 3.7 13.0 8.1

(3.4) (0.8) (2.%) (1.7) (1.6) (10.2)

1Excludes North Sea, but includes ACT

2VED, car tax, road fuel duty, duty on rebated oils, capital taxes
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The Cabinet today held thé usuak&pre—Budget economic
> {

discussion. They reaffirmed thekééonomic strategy. They
elcomed the satisfactory prospects for the economy, amd

’ng} agreed that economic policy should remain prudent and
cautious.

They noted that increases in public expenditure
programmes for the coming year of £4% thousand million had

already been decided, announced and would be debated next
week.

The Cabinet stressed that the forthcoming Budget is the
occasion to review taxation and borrowing.




