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FROM: MISS C E C SINCLAIR
DATE: 15 February 1988

)
CHANCELLOR 4 JJ i ce Chief Secretary
“//\./ Financial Secretary
Paymaster General
Economic Secretary
Sir P Middleton
Sir T Burns
; ) Sir G Littler
/ (M Mr Anson
[ 7 , " Sir A Wilson
Pewe it T ; Mr Byatt
_ Mr Scholar
o Ao Pk NE M 1460 Mr Culpin
it A . Mr Sedgwick
OAis MV . : Mr Odling-Smee
i” S Mr Riley
e Miss Evans
Mr A Hudson
Mr Cropper
) Mr Tyrie
A ' ) , Mr Call

5
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Mr Battishill

A )
A Moy Ay A Mr Isaac ) -
g T ' L aa / Mr Painter ) il
. Y Mr Calder )
/N e i
Y 3 Mr Unwin

| /] ) )

@ Lir A Mr Knox )
)

)

/ Mr P R H Allen - C&E

;///// Mrs Hamill

FSBR CHAPTER 4, TABLE 4.1

Mr Culpin's minute of 11 February told you of the work which is
in hand on the behavioural effects of Budget measures. Since
this work is not complete, we cannot yet advise you on what to
publish in Chapter 4 of the FSBR; but we hope to be in a position
to do this when we submit the first draft of that Chapter on
22 February.

24 Meanwhile, as a separate point, it would be most helpful
to have an early view on the number of columns/years to be shown
in Table 4.1 of the FSBR (there is a knock-on as well to Table 1.1).
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3. There are three options:

(i) to show two years, as last year, with the first vyear
measured against both an unindexed and an indexed

base; and the second year against an -indexed base

only;
(ii) to show three years, thus including the first year
cost of independent taxation - if the first year were

measured against both bases, the Table would have

four columns instead of the present three;

(iii) to show four years, thus including the first and second
year costs of independent taxation - this would produce
five columns if we continued to show first vyear costs

measured against an unindexed base.

4. Now that independent taxation is the only major change which
will not come into effect until 1990-91, the case for going beyond
the first and second years for all the Budget measures does not
look strong. We changed the presentation of Table 4.1 both in
1986 and 1987, and although this aroused little or no comment,
too much chopping and changing may do so. If the Table were to
follow 1last year's pattern, independent taxation would appear
as a line in the Table, but the cost in 1990-91 and 1991-92 would
be shown in the notes to the Table (as would full year costs for
other measures where these can be estimated and are 1likely to
be substantially different from the effect in the first or second

years) .

Sre The argument for a three year approach is that it would allow
the first year cost of independent taxation to be seen readily
in relation to the third year costs of the rest of the package.
Against that, the first year cost by itself is fairly misleading
as a guide to the eventual cost of independent taxation. A three
year approach, even with the third year measured against an indexed
base, would inflate the cost of some measures, such as the income

tax reductions, because earnings are forecast rise faster than
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prices. Moreover, having moved to a three year presentation
(because of one measure in the 1988 Budget), you might find it

hard to revert to two years in future.

6. These problems all 1look worse will a four year approach.
While this would have the advantage of showing the second year
cost for independent taxation, the fourth year total would not
be a proxy for the full year costs of the Budget package.; yet
it would look large. A four year approach would either involve
a five column table - which seems unmanageable; or a further Table
showing the costs of indexation Theye have always been shown,
one way or another, in the FSBR and to drop them altogether might
arouse comment. But at this point Chapter 4, which we tried to
streamline and improve in 1986, would start to become a bit

cumbersome against.

T Our view is that the arguments point firmly to following
last year's model, showing first year costs measured against both
bases, and second year costs against an indexed base only. We
would be gratetul to know if you agree. I am submitting separately
(Chancellor only) mock ups of both a two year and a four year

presentation.

8. Table 1.1 is normally a condensed version of Table 4.1. We
presume that you will want to show the same number of columns
in the two tables, although with a four-year presentation in
Table 4.1, it would still be possible to show the usual two year

presentation in Table 1.1.

Sz

<

CAROLYN SINCLAIR
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A P HUDSON
15 February 1988

MISS SINCLAIR cc Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Sir P Middleton
Sir T Burns
Mr Scholar
Mr Culpin
Mr Odling-Smee
Mr R I G Allen
Mr Pickford
Mr Cropper
Mr Tyrie
Mr Call
Mr Mace - IR
PS/IR

FSBR CHAPTER 4: INDEPENDENT TAXATION

For the record, the Chancellor said, in the course of a discussion

about Budget Day pamphlets, that he thought there was a strong case |
for including a section on Independent Taxation in Chapter 4 of the Hﬁaﬁm
FSBR, setting out a clear summary account of the reform in [5:9
reasonable detail. Please could you include something in the next

dratt, " for-him to  look at?

A P HUDSON
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FSBR CH& 4: TABLE 4.1

In my separate note of today's date, I said I would submit mock
ups (covering the main Budget measures only) of Table 4.1 on a

two year basi <§§gS§?St Yearﬁ,;and on /a- four year basis. These

e

are attached.

cAROLYN STNCIATR
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f million

Estimated effect on receipis in:

1788-89 1787-%0
Changes fros @  Changes from an  Changes from an

o
BUDGET SECRET - BUDBET LIS ONLYBU DGET SECR ET NO_I .TU* BE COPIED
BUmDa_(_%_E_TDlz_ESIWQNLane in taxation

Proposal non-indexed indexed indeyed
Nugber  Proposal base base base
<//\\
t Excise Duties +330 Nil -33
7 Double indexation of main personal allowances -13%0 -4%0 -G40
3 Reduce basic rate of 1T to Z5p -Z2500 -2300 -3100

4 Increase higher rate IT th@ilﬂﬂﬂ =300 ~220 -420

5 gholish higher rates ot I ab@ -833 -780 1670

4 Independent taxation from 1950-%1 @ Hit Hil Hil

7 Freeze £4,400 CBT exegption ,add remalwing

gains to income and tax at IT rates(29%/ +70 70 +80
8 Rebase CRT to 1982 )\
- CBT for 1ndividuals ang trusis (//\' Hil 1l -70
- [T on companies gains -Neg -Neg -210
9 Restrict MIR to residence basis fros I.B.BB{and ta +3 +20
leave ceiling unchanged at £30,000
10 ahclish tax relief on home imp“rcrvement loans + 6 +80 +200

11 Abolish tay relief on new covenants between '

individuals: change rules for maintenance payments +3 L +35 +100

12 Increase car séales by 100 per cent in 1988-89 |
: and by 10 per cent in 1989-90 +220 <>@'22‘0 +315
13 Reduce small cospanies’ CT rate to 23p in 1988-8% -Keg o -eg =30
14 Reduce life assurance premius relief to 12,5 p Nil Nil +76
15 Raise INT threshold to £107,000 and single rate of &0% -145 -120 Téau
16 Minocr starters +4§ +40 +35
TOTAL ThX MEASURES -4179 -3840 \\3)}\?@
(/\\) S

Based on Table | of Budget Scorecard for 8 February Overview Heeting, hessteriewankdenesd

t = = P S 7o et MR
§ gt oL T
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<<::jiii> Table 4.1 Direct effects of chanoes in taxation

¥

Changes from an indesed base f million
Estimated effect on receipts in:
1958-89 1987-90 1990-94 1991-92
/\\
<A
{ Excise Duties il =33 -80 -133
7 Double indexation of main personal atlowances ~£90 -540 -1040 -1044
3 Heduce basic rate of IT to ﬁ%éSEii) -2300 -3100 -3230 -3350

4 Increase higher rate IT threshold(t G40 -2 -420 -4%0 -5a0

dbolish higher rates of IT above 40(g§ziti>;i -780 -1470 -1904 -2170

rn

& Independent taxation from 1990-91 Hil Hil -540 -500
7 Freeze £4.600 C6T exeaption ,add remaininq<<5§§§§§:>
gains to income and fax at IT rates{25%/40%) <:::;2:§> +76 +80) +00 +140

8 Hehase CGT to 1982

- C5T for individuals and trusis Hil -70 -170 -210
- LT on companies gains -Heg -Z10 -440 -540
2 Restrict HIR to residence hasis from 1.8.88 and +3 +20 +4 +530

leave ceiling unchanged at £30,000

10 &bolich tax relief on home improvemeni loans +30 +200 +300 +400
&
i1 @holish tay relief on nes covenants Getween
individuals; chanoe rules for maintenance payaents +33 o ] +140 +175

12 Increase car scales by 100 per cent in 1988-89
per ¢

and by 10 per cent in 1989-90 +220 <>+315 +335 1345
13 Reduce small companies’ £7 rate to 23p in 1988-89 -Heg -5 -50 =50
14 Reduce life assurance presium relief to 12,5 p il +70 +4{) +55
15 Raise IHT threshold to £107,000 and single rate of 404 -120 -235 <3§jg§;i>300 =330
16 Hinor starters +40 +35 +2 +5

e I
TOTAL Thi HEASURES -3840 -3930 -&£é§}//1::§\L -8333

a
a2 morck-up of which is shown in Annex Ci overleaf,

Q/QEE:Z)
¢ nney based on Tahle | of Budget Scorecard for 2 February Overview Meeting. This table would need
to he supplemented by a futher table in the Annex to Chapter 4 showiag the costs of indexation, <:::§;:§>
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ANNEX L1

ct to statutory indexation : The table below shows the direct revenue

iB-89 and 1989-90 of indexing the income tax main allowances and
threshold ital gains tax exespt amount and the inheritance tax thresholds and
tands to 1R§8-@¢ gls by 3.7 per cent, the increase in the RPI over the vear to
becember 19

2\

£ million

W

Estimated effect on receipts in

1988-89 1989-%0

Income tax allowances and threshpld -B35 [-1371
0 which:

Increases in main lowances -700 [-10801]

Increase in the basi it¥ -Bf [-1401

Increases in further hig thresholds#* =03 [-1301

Inkeritance tax thresholds and bands

Capital gains exempt amounts

# fdditional costs after previcus changes have been qfﬁﬁ:oduceﬁ.

B, The table below shows the direct revenus effects in 1988-89 and 1987-90 of indexing

the excise duties #eret by reference to the increase of 3.7 per cent im the RPI over the
year to Deceaber 1987, @

e

£ eillion

ST Sa
Estimated effect on regeipts in
1988-89 9-%0

Beer,cider and perry +4) [+73]
tine +20 [+251
Spirits +25 [+251

Tobarco +100 [+115]
Fetrol +195 [+7751
bery +501 [+351 //\\\

VED +100 [+105]
finor dufies +3 [+3] g

Buz fuel grants =3 [-41
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BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

’

‘e

'V
NOT TO BE COPIED

NOT TO BE COPIED

~



RJ4.10 BUDGET SECRET: TASK FORCE LIST

COPY Noj/ OF 3 [
-

FROM: J M G TAYLOR
DATE: 16 February 1988

MISS SINCLAIR cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton
Sir T Burns
Sir G Littler
Mr Anson
Sir A Wilson
Mr Byatt
Mr Scholar
Mr Culpin
Mr Sedgwick
Mr 0dling-Smee
Mr Riley
Miss Evans
Mr A Hudson
Mr Cropper
Mr Tyrie
Mr Call

Mr Battishill - IR
Mr Isaac -IR

Mr Painter - IR

Mr Calder -IR

Mr Unwin -C&E

Mr Knox - C&E

Mr P R H Allen - C&E
Mrs Hamill - C&E

FSBR CHAPTER 4, TABLE 4.1
The Chancellor has seen your minute of 15 February. He agrees with

your advice that table 4.1 of the FSBR should follow last year's
model (as stated at Overview, yesterday).

N

-

J M G TAYLOR
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From: J ODLING-SMEE
17th February 1988

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
Sir Peter Middleton
Sir Terence Burns
M Mr Anson
e ~, N A . Mr Monck
m N 09 Mr Scholar

0[) : PV IR A B PP R Mr Culpin
§K~ I inwenslllim Lf”” /) oo - Mr Turnbull
() | Ms Sinclair

§X$, v - Ms Evans

TREATMENT OF EXPENDITURE MEASURES IN FSBR

Itog

There are two expenditure measures, on student grants and
forestry, both of which are linked with the removal of tax reliefs.
It would be helpful if you could indicate how you would like them to
be treated in the FSBR so that we can take account of your views in
the first drafts of Chapters 1, 4 and 5 which you will receive next

week.

2 This minute assumes that you will want to announce them in the
Budget Statement and hence they will be recorded as Budget measures.
It would be difficult not to treat them as such: it would probably
require an announcement before the Budget which would be damaging

given the sensitivity of the tax measures involved.

Precedents

3s Apart from the increases in the Reserve in the 1985 FSBR and
adjustments to the planning total because of NIS reduction and
abolition in the 1983 and 1984 FSBRs, there have been three recent
Budgets which included expenditure measures: 1983, 1985 and 1986.
The treatment then was as follows:
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1983 1985 1986
First year cost (net) (£m) 238 75 100
Increase in planning total Charged to Increase in Charged to
or charged to Reserve? Reserve planning total Reserve
Treatment in Table 1.1 Not shown Shown separately Shown separately
Added to tax Not added to tax
measures to show measures, imply-
"total direct ing that only
effects" of tax measures
Budget cost money

Table 1.1 from the 1985 and 1986 FS8Rs is attached. 1In all three
years the measures were described, with numbers, in Chapter 5
(Chapter 4 in 1983).

The 1988 Measures

4. On current figures the public expenditure cost of the 1988
measures rises steadily from £25m in 1988-89 (all student grants) to
£65m in 1989-90 and £120m (of which roughly £10m is forestry) in
1991-92. This is small relative to total public expenditure and
is considerably smaller than the cost of the measures in 1983,
1985 and 1986. Although the 1988-89 planning total is very tight,
[ the amount involved in that year is not large enough to justify a
formal increase in the planning total; and in the later years the
amounts can be taken into account in the Survey. We therefore
V<;//,recommend that it should be charged to the Reserve and not added
to the planning total.

5. The presentation of these costs in the FSBR will need to be
consistent with the Chief Secretary's statement that there will be
no new expenditure measures in the Budget. This means that they
must be shown as consequential elements of the relevant tax

measures, as indeed they are. Specifically:



6. The
the associated tax measures in Table 4.1 will not match exactly, but

this

for the FSBR).
and the increased level of forestry grant broadly reflects the cost

BUDGET CONFIDENTIAL

a. No specific mention need be made in the text of
Chapter 1. Table 1.1 should have a sub-total (in bold
type) for the tax proposals, with these items included
below it (perhaps in a single 1line) as ‘"expenditure
changes related to tax proposals", with a footnote
indicating the tax measures to which they relate. They
could be in plain type, and not be added to the tax
total, so that they would appear as consequential
elements rather than Budget measures in their own

r right.

\b. In Chapter 4, which deals with the Budget tax
1proposals, the offsetting expenditure changes should be
mentioned in the text of the paragraphs dealing with
the relevant tax measures. They should not be
incorporated in the detailed costing of the individual
tax measures in Table 4.1, but there is a choice about
whether to give figures in the text. Whether or not to
do so probably hinges on the way in which you wish to
deal with it in the Budget statement. If you give
figures there, it might make sense also to do so in
Chapter 4.

s The expenditure changes, with figures, should be
mentioned in Chapter 5, indicating that they are
charged to the Reserve, and that they relate directly
to the specific tax measures mentioned earlier in the
FSBR, cross-referencing to the relevant paragraphs in
Chapter 4.

can be easily explained away (if pressed later, not suitable

of the previous tax regime at pre-Budget rates of income tax.

numbers for expenditure on forestry and student grants and

Some recipients of covenant relief are not students;
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Summary

T Do you agree that:
a. the expenditure changes should be charged to the
Reserve?
D they should be shown in the FSBR as indicated in

paragraph 5 above?

(o~

J ODLING-SMEE
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1. The Budget Proposals

Definition of the Budget 1.01 The main proposals in the Budget are summarised in Table 1.1 below and

described in detail in Parts 4 and 5. The Budget is defined to include tax

changes and changes to national insurance contributions announced in the
Budget Speech, together with certain other tax changes which have been
announced since last year’s Budget. It also includes the expenditure consequences
of new measures announced in the Budget Speech for the plans set out in the
Public Expenditure White Paper (Cmnd. 9428).

Table 1.1 Budget measures: direct effects on public sector transactions(')

£ million at current prices

Effect in 1985-86 Effect in a full year(?)
Changes Changes Changes Changes
from from from from
an indexed a non-indexed an indexed a non-indexed
base base base base
Tax proposals(®)
Income tax allowances
and thresholds —1730 —1590 —910 —2025
Capital taxes —20 —30 —215 —260
VED +130 +230 +130 +230
Other Excise duties(*) +105 +590 +110 +605
VAT + A0 +60 +190 +180
Other tax changes —40 —40 +235 +235
Total tax proposals —495 —1780 —460 —1025
Proposed changes in National
Insurance Contributions
Empldyers’ NICs —-30 —-30 —80 —80
Employees' NICs —100 —100 —270 —270
Self employed etc. NICs -30 —30 —100 —100
Total NICs proposals —160 —160 450 —450
Expenditure Measures(®)
Youth Training Scheme Nil Nil —150 —150
Community Programme —75 -75 —250 —250
Total Expenditure measures =175 =75 —400 —400
Total Direct Effects(®) —730 —1015 —1310 —1875

(Y) +/— indicates an increase/decrease in revenue, or a decrease/increase in expenditure. All
figures are rounded to the nearest £5 million.

(® See footnote (a) to Table 4.2.

(3) The figures are estimates of the direct effects of the tax proposals on public sector
transactions. They are not estimates of the total effects, both direct and indirect. See
footnote (a) to Table 4.2.

(*) Including bus fuel grants.

(%) The figures show the direct expenditure consequences of these measures after allowing

for consequential savings in unemployment and supplementary benefits as people who would
otherwise be claiming benefit join the schemes. The figures shown in the full year columns
are estimates of the cost in 1987-88.

(6) Since these are estimates of direct effects the overall total differs from the effect of these
measures on the PSBR—which is shown in paragraph 1.05.
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Table 1.1 The Budget measures!

£ million yield(+)/cost(—)
198687 198788
Changes from Changes from Changes from
an indexed a non-indexed a non-indexed
base base base
Tax proposals:
Income tax basic rate? —950 —=950 —1305
Income tax allowances and thresholds +15 =:1425 —1470
Excise duties
—petrol/derv +135 +465 +495
—vehicle excise duty =135 45 +i5
—tobacco 1 1S +=315 +335
—alcohol =175 - —
—gas oil 425 +30 T30
—other minor oil duties =325 =20 =20
Stamp duties
—reduction in rate =70 =70 =75
—extension of base +70 +70 +85
Capital transfer tax (inheritance tax) a5 755 —100
Charities
—package of reliefs =10 =10 =70
—anti abuse measures *3 * +20
Pension fund surplus rules +20 +20 +120
Other tax changes =25 =525 +65
Total tax measures —985 —1350 —1885
Expenditure measures: cost( + )/saving(—)
Counselling initiative and Jobstart allowance +100 +100 + 170
Community Programme +60 +60 +120
New Workers Scheme +25 +25 +50
Enterprise Allowance Scheme +5 +5 +35
Loan Guarantee Scheme * * %5
Total expenditure measures (gross)* +195 +195 +290
Offsetting savings in social security benefits =195 —95 e 2
Net call on the Reserve +100 + 100 + 165

! These measures, and the basis of the costings shown, are described in
detail in Chapters 4 and 5.
3 Negligible.

2 Figures include the effect of the consequential change in the rate of

advance corporation tax.

* Including Northern Ireland consequentials.




Table 1.1 The Budget measures!

£ million yield(+)/cost(—)
1987-88 1988-89
Changes from Changes from Changes from
D a non-indexed an indexed an indexed
Sk base base base
Income tax
basic rate? —2 200 —2 200 —2 820
personal allowances =705 =10 =30
higher rate thresholds ] —65 + 40 +80
covenask o manlenanin a = &
Excise duties
oils — —240 —265
vehicle excise duty +5 =90 =90
tobacco = =05 —110
alcohol — =105 —120
on-course betting duty =20 —20 =20
gaming machine licence duty +20 +20 +20
VAT
partial exemption rules + 300 +300 +400
small business package = iS5 =115 —60
other -5 -5 +20
Inheritance tax —90 =5 =170
Corporation tax
small companies’ rate * * st S
capital gains * * +60
dual resident companies * * +125
payment dates * * +100
Profit-related pay = X =50
Pensions X * 510
Other changes =20 =20 175
Total =2 805 —2 625 —2 945

! These measures and the basis of the costings shown, are described in detail
in Chapter 4.
* = Negligible.

— =nil.

2 Figures include the effect of the conse,
adyvance corporation tax.

quential change in the rate of

/
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FROM: A C S ALLAN
DATE: 18 February 1988

MR ODLING-SMEE cc Chief Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Monck
Mr Scholar
Mr Culpin
Mr Turnbull
Miss Sinclair
Miss C Evans

TREATMENT OF EXPENDITURE MEASURES IN FSBR

The Chancellor was grateful for your minute of 17 February. He
agrees that the expenditure changes should be charged to the
Reserves. And he is generally content with your recommendations
about how they should be shown in the FSBR.

2 However, he feels that an alternative presentation 1in
table 1.1 should be used. This would be retain the title 'The
Budget Measures', but would delete the side-heading 'Tax

Proposals', and would not have a separate side-heading for
'Expenditure Measures'. Instead, the figures for covenants and
maintenance and for forestry would be shown net, with a footnote on
the lines 'Figures are net of consequential increases in public
expenditure'. The grou% f the various items in table 1.1 has, of

course, yet to be decided.

Bl i

A C S ALLAN
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NOTE OF A MEETING IN THE CHANCELLOR'S ROOM HM TREASURY
AT 11.15AM ON FRIDAY 19 FEBRUARY

Present: Chancellor
Chief Secretary
Economic Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Scholar
Mr Culpin
Mr Odling-Smee
Mr Turnbull
Mr R I G Allen
Mr Mowl
Mr Ritchie
Mr Tyrie

PSBR IN 1987-88 AND 1988-89

The Chancellor said he was inclined to publish figures of
-£2.9 billion for the PSBR in 1987-88 and -£3.1 billion for
1988-89, both rounding to -£3 billion. There were large margins of

error, and the consequences of an overshoot were more serious than
the consequences of an undershoot, so it made sense to be cautious.
It appeared that publishing a PSBR of -£2.9 billion for 1987-88
would not present any great difficulties. The position was harder
for 1988-89; but, for example, we could use a $15 oil price
assumption, and there was some scope for increasing the forecast
for interest and other receipts. A- PSBR of -£3 billion was
consistent with an unchanged non-oil tax burden; while it was not
necessary to show a fall in the tax burden next year, it would be

highly undesirable to show an increase. The Chancellor said he

would therefore be grateful for advice on how a published
PSBR of -£3 billion for 1988-89 might be achieved.

2. Sir T Burns commented that, so long as we were prepared to say

that we had been reasonably cautious in our estimates, this should

be possible and defensible. g]Ar
- S ALLAN
Dusbadution : T)uw,«ww-ﬁ
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COPY NO.| OF /6 COPIES
FROM: P N SEDGWICK
DATE: 18 FEBRUARY 1988

cc Chief Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Scholar
Mr Culpin
Mr Odling-Smee
Mr S Davies
Mr Mowl
Ms C Evans
Mr Ritchie

Ms Turk
Mr Cropper
Mr Tyrie
Mr Turnbull )
Mrs R Butler )Sections la
Mr Gieve yand 1lc
Mr Richardson )
Mr Franklin )
( Mrs Todd )
Mr Calder T/R: %)

Sections 1la

“;;ﬂf;f"’zr <§§§S Mr R Allen C & E ;and d only

THE PSBR IN 1987-88 AND 1988-89 Pe)

The attached note by Colin Mowl, Allen\Ritchie, and me presents the
latest forecast for the PSBR in 19837-88 §> 1988-89 taking account cf
the latest package, and assesses what numbe o publish in the FSBR. We

need guidance on the latter in order te prepare the figquring for
Chapter 6.

of Chapter 6 that
our provisional

You will receiQé on Wednesday February 24 a first draf
will incorporate detailed figures consistent wi
decisions on the PSBR. There will be a final submiss
prospects on Wednesday March 9 by which time the Fe
available. It will be possible to make further chang

figuring at that stage if necessary. Cii;»

om us on PSBER
PSBER will be
the FSBR

ol

P N SEDGWICK
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UCTION AND SUMMARY

conclusions of our latest exercise are as follows:

The<§§§§
1987—& é-ghe PSBR in 1987-88 is likely to be a surplus of £3%b. This

CGBR(0)
LABR
PCBR

PSBR

implies total borrowing of £3%b. in February and March, a
little above the average in real terms for recent years.

TABLE 1 : PSBR IN 1987-88 (£ billion)

Winter Latest
forecast Forecast
-203 -3-3
0.9 11
= -1.4 -1.2
3.9 @\ 28 S5
&>

- Public expenditure in 1987-88 will be significantly below
the 1levels assumed in the 1988 PEWP. GEP's latest February
assessment is that the Planning Total will be £146.4b. but
they say that later infoion suggests that this might be

too high. The latest CGE gures also point to downside

risk on the GEP assessment We have assumed a planning
total of £146.0b. and G of - £171.6b. Only a small
proportion of the shortfal on\ the 1988 PEWP numbers of
£1.3b. and £1.0b. respectively & he result of economic

activity being higher and unemplo¥§ent lower than previously
expected. Some departments - notably MOD with its ability
to carry over £0.9b. of expenditure to 1988-89 - are
spending much less than previously expected.

- With GGE in 1987-88 lower than expected ﬂgﬁégl\}988 PEWP the
GGE ratio (excluding privatisation proce s at 41% per
cent 1 per cent lower than in the PEWP.

income
the

- While CT receipts have been lower than expected
tax and VAT - the taxes that are most sensi
current level of activity - have been very buoyant.

share of non-North Sea taxes and NIC's in GDP has obably

i
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Q '>\ / risen sligitﬁ_rUQGxElel'lgaIxtOiNleﬂ7_88 to 37% per cent, the

| highest level since 1984-85.

e

\
<iii> - The LABR is forecast to be £1%b. in 1987-88, £1b. up on the
1986-87 level. There is no information on LAs' income and

Qégib expenditure that explains this higher level of borrowing.

e PCBR is forecast to be slightly higher than in 1986-87.
1988-89 Our central forecast for the PSBR in 1988-89 is for a
surplus of £5b., after taking account of the current package

and on the assumption that activity is as in the draft of

Chapter of the FSBR. The PSBR effect of the package is
almos ame as that of the fiscal adjustment assumed in
the Wi Forecast. The underlying forecast for the PSBR

surplus Qif%?n increased by £1%b.
n§

- The central cast of public expenditure is for an
cash plans of £%b., a somewhat smaller

overspend o
overspend than Eﬁé\January forecast. This forecast takes
account, inter alia, of likely pressures on NHS and MOD
spending, possible expenditure on Rover a small overspend on
social security (due to high positive 'underlying' growth)

and continued overspending by local authorities. Taken with

)“ our latest assessment f:p 1987-88 it would imply a very

b{ small fall of % per cent e GGE ratio to 41% per cent.

“ O

- Non-oil government revenues 5§§ forecast to be very buoyant
in 1988-89. In particular =—further high growth in
profits being recorded for lSBjﬁzi;zz a result of very high
output growth and a further widéning of margins - implies
further strong growth in CT receipts, though the effective
rate on 1987 accruals does not change much because of the
build up in investment allowances. The share of NICs and
non-North Sea taxes in  GDP rise%iﬂ?%} % per cent,

v

notwithstanding the tax cuts in the égckag <§§g§$

L/There are some elements of 'prudence' in our ((fo ast for

| government revenues. The effective VAT rate ba ises in
| spite of recent experience. Furthermore the no
allowance for beneficial indirect effects on the c tax
take as a result of the cuts in marginal rates. Ther€§§;>no

l
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satisfact i I L | effects and in any case

such effects are more likely to be experienced in the years
after 1988-89. On the other hand in contrast to last year
the sterling oil price assumption, and therefore forecast
North Sea revenues, are not below the levels thought most
likely to occur.

LABR and PCBR are both forecast to rise by some £%b. in
1988-89. Central government moves further into surplus.

Presentation in the FSBR

just abov
a surplus 2 range of £2%-3b. A lower surplus than this
would too Qw sly appear to be a deliberate attempt to
understate ~~&—‘ gth of public finances, and would not be
presentationally, useful. Outsiders now generally see £3b.
as the minimum s lus.

There would be problems in publishing for 1988-89 a PSBR
surplus that is no higher than the published forecast
outturn for 1987-88. If tk SBR has a surplus of £3b. for
both 1987-88 and 1988his on its own would involve
deducting up to £2b. from for st receipts for 1988-89 in
our (internal) central foxecast. The deduction would be
larger if the published surplu® 1987-88 and 1988-89
were lower. Furthermore theiigzgi will show the public
expenditure plans for 1988-89, mndt our (higher) central
forecast. Publishing a surplus of €£3b. in 1987-88 and

1988-89, together with showing the public expenditure plans
would involve deducting up to £2%b. or 1% per cent from the

forecast of general government receipts ip (Most
of this adjustment would inevitably be to & 45;} government
taxes.) This would bring the increase DOS package)
general government receipts below the growth q y GDP.

We can find no precedent for making any adjustmegr in the

FSBR to the Revenue Departments' best estimates of\taxe in
the year ahead, given the assumed behaviour of the my

3
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@i shown in t1eBMR§EJ MSTQM!'a%t There has been for

certain taxes a tradition of 'prudence' (as, for instance,

described above for the VAT effective rate), but never on

the scale of the possible downward adjustments to revenues

Q;gib shown above. Quite apart from any concern they have for

producing central forecasts of aggregate taxes the Revenue

epartments answer hundreds of PQs and queries every year on

ividual taxes on the basis of the FSBR figures. For that

and other reasons they are keen for their forecasts to be as
unbiased as possible.

- While one would want to go to the stake for the sake of
the c forecasts of revenues, it is worth bearing in
mind t he record in the past few years has been to
underest To adjust taxes down would produce

be a suspiciously 1low growth of
package, in relation to money GDP.

e ——

% ﬂ/{r e 4 Fetey f: /»* s’zf
(1) THE FORECAST b ) /

iNLIOA j[ PP

""L vV
(a) 1987-88
2. The outturn for the PSBR for the onths to January was a surplus
of 7£6.9 billien. The latest for for February and March is for

borrowing of £3.5 billion, putting the(P for 1987-88 as a whole at a
surplus of £3.4 billion (which roun to % per cent GDP). Annex IV
includes the usual monthly note charts® tables, comparing the
outturn and new forecasts with the Budget éiigZZes.

&

.- TABLE 2 : THE PSBR PROFILE FOR 1987-88

OQutturn to January Latesth6§%cast
February M&§ghv Total
year
CGBR(O) -6.0 0.1
LABR 0l -0.1
PCBR -0.9 -0.3
PSBR -6.9 -0.3

3. The forecast PSBR for February and March is a little a
levels recorded in real terms in the previous five years, but lower

EH
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in 1982-83, when 'tBééE%ﬁﬂéI'blSQ-éQPikéé dt 1987-88 prices. (See

I for figures for recent years). Even if borrowing in February
were to turn out at the real level of 1982-83 the PSBR for
would still be a surplus of over £2 billion. But there are no

rch

g reasons for thinking that borrowing in the rest of the year
will ut so high.

Central
4. The January outturn figures have removed one of the major

uncertainties on central government borrowing, namely that the surplus
in the main tax gathering month would not be as high as recent

forecasts have envi ed. Nevertheless there have been some unexpected
developments. While y were very large by past standards, corporation
tax (CT) receipt anuary were significantly below recent monthly
forecasts, and the cast for 1987-88 has been revised downwards
as a consequence t 1 billion - only £0.8 billion above the FSBR
forecast. Income tax a are now forecast to be £1%b. and £1b.
higher respectively in 1 than in the Budget forecast.

TABLE 3 : CENTRAL GO§¥¥£§ENT TAX AND NATIONAL INSURANCE
CONTRIB ONS RECEIPTS 1987-88

- £ billion (per cent in brackets)

Changes since Changes since
1987 Budget Winter forecast

=

Income Tax

Corporation tax
(including ACT)

PRT

Stamp Duty

Other Inland Revenue

Total Inland Revenue

k%

|
©
y

(el ele] o

N >

VAT

Excise duties

Other

Total Customs & Excise

o o oo wooo o
. . ¢ Jle 't ofly el ofts
oONO N

%9 5
a@%@@}

. . . .
N W= ON N OO

Other taxes*

N W

National Insurance Contributions

TOTAL 4.8

* VED, gas levy and oil royalties.

5. There are still some uncertainties remaining on the reve
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pout the outturn for iJ%kU?éﬁgqr LﬁiléC)RUAX' ain ones are tobacco

- where Budget forestalling always complicates analysis of the

ly figures at this time of year - and stamp duties, where the
for both December and January has been higher than expected.
<';'}r case is the potential error involved likely to be more than

®

6. On Qﬁégséxpenditure side of the central government account the
uncertainties are rather greater. Indeed the main surprise with recent
monthly figures for central government borrowing has been the emergence
of a growing undershoot of the 1987 Budget profile for central

government expendifure. For the 10 months to January departmental
expenditure (on é&é} basis) was £1.7b., 1% per cent, below the Budget
profile. Data f£ ntral government funds and accounts in February

shows the expenditu Qif%srshoot may have increased further.

7. A major problem in ing this central government expenditure
undershoot is that it 1 larger than the undershoot shown in the
monthly (APEX) figures colilgct by GEP for the purposes of monitoring
spending on the planning to . GEP's APEX figures show an undershoot

of the Budget profile of £1.1b. for 'supply' expenditure plus national
insurance benefits - the nearest equivalent to the cash-based
departmental expenditure figure consistent with the CGBR which is
derived from cash data on government :95 and accounts.

8. This ‘'cash' measure used for the CG is based on cheques clearing
through the Paymaster General's Account)thile the APEX system measures
cheques issued by departments. One woul&® t therefore there to be
a timing difference between the two measuréZigifit takes some time for
cheques to clear after they have been issued. Also the cash measures
scores certain receipts (most of which count as negative expenditure in
APEX) when they are received in departmental balances, whereas there
can in some circumstances, be a delay in the recording of these
receipts in APEX due to departmental accounting tices. But the
discrepancy this year is much larger than can be e d by these
timing differences. By its very nature the cash asure is highly
accurate, but the APEX measure, the composite of a 1lot (df {(individual
departmental returns, has in the past proved to be less t least
des

within year. (GEP currently have in hand a major exercise de d to
improve the quality of APEX data.)
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@ TABLE 4 : ALTE GOVERNMENT
@ EXPENDITURE - DIFFERENCES FROM BUDGET PROFILE

£ billion

April-January 1987-88

Outturn Forecast
1 Security -0.5 -0.4
2. Other d expenditure -0.9 -1.0

EX data)

3. Total APEX and NIBs (=1+2) -1.4 -1.4
4. Cash/APEX discrepancy* -0.6 -0.6
5. Other <§§§§ 0.3 0.4

6. Total departmeg§§§§> -1.7 -1.6
expenditure, o q
basis (net of :@,

€
receipts) = 3 +

* the PMG residual <§§§§>
%

9. The forecast of the CGBR reported here assumes that the cash/APEX
discrepancy is only partially unwound by the end of the year from its
estimated mid-February level and that most of the cash undershoot to

date persists.

10. Part of the cash undershoot has be@y?ﬁ%kén as implying a 1987-88
planning total of £146.0b., lower thép the £146.4b. in GEP's latest
assessment. (Until the 1987-88 expen@“ figures are properly
recorded the next of the forecast undersh ay show in the balancing
item in the national accounts and be cdunted - incongruously - as
miscellaneous CG receipts in the FSBR in table 1.2 and chapter 6.)

LABR

11. The LABR in the first ten months of 1987-88 wggg;?. billion, "in
line with the Budget profile, but £0.7 billion higher tt
period of 1986-87. The forecast for the remaining twd

year is based on a view of borrowing itself, taking into

@ nt the
outturn to date and the level of borrowing in the final t g§§§§ys in
ent

earlier years, rather than, as in the case of central gover on
forecasts of income and expenditure. Monthly estimates of me
EH 7

BUDGET SECRET NOT TO BE COPIED

BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE CQ@JED .

NOT TO BE COPIED



BUDGET SECRET NOT TO BE COPIED

expenditure are ni B LIST. QNEX, | of borrowing so far is

higher than can easily be reconciled with the few scraps of data
income and expenditure during 1987-88.

BR in February has on average been relatively small, but
in March is always high, averaging over the past five years
on\\in today's prices. Taking February and March together the

<§§§§br a LABR higher than last year but, because net borrowing

borr
£1% bi
forecast
in the first 10 months has been above average, lower than the five year
average.

PCBR
13. The Budget st was for a rise of £% billion in the PCBR
between 1986-87 anQ§§§§B7—88, because the 1986-87 figures included
substantial negati Qi§§}rowing by subsequently privatised industries,
such as BGC. Neverth orrowing by the industries remaining in the
public sector was exXpe

to fall. 1In the event borrowing by those
industries' still in the tor has fallen by more than expected at
Budget time. By end Dece §%§§ge PCBR was £% billion below the Budget
profile, with BSC, the Post fice and water authorities more than
accounting for the undershoot.

14. The PCBR in the final two months of this year is forecast to be a
small surplus of about £% billion, %zf§§§he same as in the same period

of 1986-87. This gives a forecast<§> lus for the year as a whole of
£1% billion, compared with a surplus of just under £1 billion forecast
at the time ot the 1987 Budget. O

0
1987-88 Summary

15. The revised forecast, in the general government/national accounts

format, is summarised and compared with earlier forecasts in Table 5.

QR
Q,
O,
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@ TABLE 5 : RECE OWING IN 1987-88
Qii;? £ billion
<:ij> 1987 Winter Latest
GenégéibGo

FSBR Forecast Forecast

vernment Receipts

Taxe ICs 156.3 161.4 160.8 -’

Other %s 12.6 12:3 e Ao 5. q
Total 168.8 173.7 174.1 W

General Government Expenditure

Planning total 148.6 146.8 146.0

Debt interest 130 17.4 27.5

Other 5.4 1.6 8l

Total <§§i§§ i By 171.9 171.6

GGBR Qiis> 4.7 -1.9 -2.5

PCMOB @ -0.8 -0.9 -0.9

PSBR @\ 3.9 -2.8 -3.4

PSBR (%) s 1.0 0.8 0.8

(b) 1988-89

16. On the basis of an assumed fisca justment of €4 billion, the
Winter Economic forecast had a PS rplus in 1988-89 of £3%b. The
new forecast substitutes the latest Bu package for the assumed

fiscal adjustment and incorporates chaﬁées to the underlying forecasts
of receipts and expenditure in the ligh@ later information and
changes to the rest of the forecast. The \new/ forecast is for a larger
PSBR surplus of about £5 billion. This is dye to an upward revision of
£1%b. to the underlying level of receipts. The forecast of GGE has

hardly changed., The PSBR effect of the Budget——backage is wvirtually
identical to that of the fiscal adjustment in the Wi§z§§>Forecast.

&
8
D
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@@TABLE 6 : RECEIP B NG IN 1988-89

£ billion
<iii> 1987 FSBR Winter Latest
Forecast Forecast
Gene ernment Receipts 175.0%* 185.7%* 187.3
Gener rnment Expenditure 180.5 183.5 183.4
CGBR 5'5 -202 -3.9
PCMOB -1.1 -1.2 -1.2
PSBR 4.4 -3.4 -5.1

* after fiscal adjustments of £3.2b. in 1987 FSBR and £4b. in Winter
forecast.

(c) Expenditure <S§§b
F

17. The Winter included a forecast of the planning total
outturn in 1988-89 w h was about £1 billion above the level provided

for in the 1988 PEWP: forecast overspend has been revised down a
little to £%b. The forec vel of social security expenditure has
been revised down by £% bill and some of the downward revision to CG
spending this year has been”a ed to imply lower spending next year.
Going in the opposite direction is some allowance for possible
expenditure on Rover which is now in the forecast. The revised

forecast is summarised in Annex II.

18. The forecast still assumes pn§§§§§sation proceeds of £5 billion,
although as Mr Moore's minute to he . Chancellor of 16 February
indicates, this total will be exceegéﬁﬁg; at least £% billion if the
BSC sale goes ahead in 1988-89. The eff@g} public expenditure in
total would be smaller than the BSC pr because of the loss of
BSC's negative EFL. Nevertheless the possibility of the privatisation
of BSC represents a significant downside rf%k to the forecast of both

the planning total and GGE.

19. The forecast of gross debt interest payments in 1 -89 has been
revised down slightly, and, at £17.2b., is £% billio /{g§§>than in the

1988 PEWP. \§$
20. The new forecast of the GGE ratios (excl. privatisézg;%L roceeds)

are as follows:
1986-87 1987-88 1988-8§g§i§%>

1988 PEWP 44 42% 42
Latest forecast 43% 41% 41%

EH 10
BUDGET SECRET NOT TO BE COPIED

BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE CCWED :

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED



BUDGET SECRET I NOT TO BE COPIED
0/,/ would not take muc UD'GE-T IS, NLY fall in the ratio

between 1987-88 and 1988-89.

(d) es

21, % underlying buoyancy of non-o0il tax revenues is expected to
‘ continu (;%§}§88-89. Even with the Budget package, the tax burden is
forecast rise by around % percentage point, whether measured in
terms of total taxes and total GDP, or in terms of non-oil taxes and

non-oil GDP.

Taxes and NICs
as $ of GDP

’31,1_\\\\_ 38.3
Non-oil Taxes and NICs 3745 38l
as % of Non-oil GDP . e B e &

}\ =

s

@TABLE 7 : THE TAX BURDEN
<§§i§> 1986-87 1987-88 1988-89

22. The main contributor to tax buoyancy is again expected to be
corporation tax, where a tforecast 30 per cent plus increase in
non-North Sea receipts is in line with the average of the two previous
years. As compared to the Winter forecast 1988-89 non-North Sea CT
receipts have been revised downwafé%i%y £0.9b. - a smaller reduction

than the £1.2 billion for 1987-88 in oé/%éght of the January utturn
The level of gross trading profits f ~fion-North Sea ICCs in 1987 has

been revised upwards by around £1 billio Cg'--- the Winter forecast; at
the same time, the estimate of ACT 87-88 has been revised
downwards (implying for given profits in I’Snore MCT in 1988-89).
These factors outweigh the effects of a lower basic rate on ACT
payments in 1988-89. There is still a good deal of wuncertainty over

the CT forecast and we will be going over the figures again with the
Inland Revenue as more data on 1987 profits become aéjiﬁjble.

23. Another area where buoyancy of revenues is forecé%gﬁgﬁo continue,
for 1988-89 at least, is capital taxes (CGT and CT o

plus Inheritance Tax). The Budget package is estimat
marginal net effect (less than £0.1 billion) in reducin
1988-89; the forecast is for an increase in excess of 20 per

the fourth year in succession. The latest forecast f 6%%?3;89
represents an upward revision of £0.5 billion on the Winter farecast,
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jch partly reflec sBUQQEI#cﬁ-IaQMXn he level of receipts in

underlying (ie pre fiscal adjustment/package) forecast of
ax revenues in 1988-89 is now £%b. higher than in the Winter

he forecast assumes the continuation of the trend widening
ot rh ngome distribution experienced in the 1980s, it does not,
however,<gé§§>any explicit allowance for any further boost to revenues
from the proposed reduction in the higher rates of income tax, along

the lines suggested by the work of Lawrence Lindsey in the United

?r‘States. Lindsey's analysis has been replicated for the UK by Inland
i Revenue statistici , who showed that the direct costs of cuts in the
% higher rates i had been more than recouped from higher rate
2 taxpayers by 1986- cause the widening income distribution has
{

generated higher ta ilities. Lindsey ascribed similar results for
the United States to

many other factors are

ects of tax cuts, but in the case of the UK
to have contributed to the changes in the
distribution of income, is difficult to substantiate a similar

sSu

claim. For this reason, n effects are explicitly included in the
costings of higher rate redu€fions. This is not to say that such
effects will not occur - although to the extent that they do, it is
L_}.ikely to be in the years after 1988-89. Assumed behaviour effects of

tax changes are reflected 1in the forecasts for other taxes, notably

CGT.

25. The forecast for VAT receipts show§§g§2}dly any increase in the

effective tax rate (VAT receipts a percentage of GDP). This is
arguably a conservative projection, altho re is no firm evidence
from the past two years of a connection b n a rising effective tax

rate and real growth in consumers' expenditure.

26. Among other expenditure taxes, the main contributor to continuing
buoyancy of tax receipts is a forecast 14 per cent rise in local

authority rates. (This is the  forecast in{i%%%p in rates
EH 12
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eiptsl net of rehﬁgw&!ex_mb fall in 1988-89 as the

1 security reformed - not the increase in rate poundage.) This

S
d eipts, however, are forecast to fall - following three years'

an upward revision of £0.7b. to the Winter forecast. Stamp

245 North§§2§>revenues are expected to fall by around £0.7 billion
(15 per cent). This is a rather smaller reduction (by £0.4 billion)
than in the Winter forecast, reflecting a lower sterling/dollar
exchange rate.

TABLE 8 : GE@ VERNMENT RECEIPTS FORECAST - % changes

res in
7-88 1985-86 1986-87 1987-88 1988-89

(excl. North Sea)

Income Tax Cfﬁ?ff + 7% + 7% + 6% +2%
Corporation Tax @ +22 +34 +24 +30

Capital Taxes 0.0 +31 +21 +29 +28

VAT Receipts 0.14 + 4% +10% +13% + 8%

Local Authority 010 + 6% +13 + g +14
Rates

Stamp Duties 0.02 +46 +39 -13%
Other Expenditure taxes 0.15 ¥ ??jﬁ + 6% -3 + 6%

North Sea Revenues 0.03 - 6\§ -58 -5 -15

Sz
Other Taxes 0.00 S ) ey -51 + 8%
et

Total Taxes and 0.76 + 7% &5 + 10 + 8%
Royalties 94 A7)

National Insurance 0.17 + 8% + 8% * 8 + 9%
Contributions *

Interest and other Qib '
receipts 0.08 k= B + 10% (t IA1% - 6%

NS
TOTAL 1,00 + 8 + 6 % + 7%

(2) PRESENTATION IN THE FSBR @
(a) 1987-88 @

28. It seems to be a view generally held outside that the fgéziiry
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65’- iberately publishe Tl Y; pt are too high. The

forecast outturns in the FSBR for the year just ending have been too
i in each of the last three FSBRs (see Annex III). Over longer

of time there is no systematic bias on PSBR.

29. Thgigigégisional February outturn figures will be published the day

after th et, ie after outside analysts have given their initial
reactions to the Budget, but in time to be taken into account in their
second thoughts, for example in memoranda to the TCSC. The PSBR
outturn for 1987-88 in the FSBR will therefore have to be reasonably
convincing in the text of the cumulative outturn to February. As we
do not yet have<%§§§> recommendations and decisions at this stage must
be provisional. <§§§§§

30. Table 7 shows the
prices over the past £

e level of borrowing in March, at today's
rs. It also shows borrowing in March last
year which outsiders wou to look at in particular when judging
the plausibility of the <2§§335t, possibly also adjusting for known
special factors. Last March ere were £%b. privatisation proceeds,
but the informed outsider would know that this was largely offset by
£%¥b. one-off expenditure on Rover.

31. Special factors affecting cen government borrowing in
March 1988 are more subtle and ma be as obvious to an outsider.
They are the cash payments, on redempgzb n. 30 March, for uplift™ on
2 per cent Index Linked (1988), andQ>5 national insurancec bcnefit

payment days compared with 4 last year. <><:::>

TABLE 8 : BORROWING IN MARCH

£ billion, 1987-88 prices

iX CGBR(0) LABR PCBR PSBR
1982-83 to
1986-87 average 1.8 ¥d 0.1 2
1986-87 254 1.0 gl
1987-88
(Best estimate) 2.8 1.4 0.0 <>

32. There are a number of major inconsistencies in the account <§£§>§ll
three sectors for 1987-88 which will make presentation of even odr best
estimate in the FSBR a little difficult:
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would show up as large positive miscellaneous receipts if carried

through to the FSBR;

higher LABR than implied by LA income and expenditure which

1ld show up in the FSBR as large negative miscellaneous
ipts for LAs; LR 4

4 BUDGET SECRET NOT TO BE COPIED
@@- the discrepancy GEL LS T ONLY f CG expenditure which

=~ lowééggbrrowing by individual nationalised industries within
EFLs, than is implied by the aggregate PCBR figures.

33. It would be possible, on current figuring, to publish a PSBR from
1987-88 about £%-% lower than our best estimate, without distorting
the tax figure reducing miscellaneous CG receipts. This would
imply a forecast o 3b., or % per cent of money GDP.

Q\ e
(b) 1988-89 @
34. The best estimate of t§§C§§§§ in 1988-89 is a surplus of £5b., or

s b

1l per cent of GDP. This ased on a forecast planning total £%b.
— \.—A—-
higher than in the 1988 PEWP. Even if we were to publish a £5b.

m
surplus therefore we would have to reduce the forecast of receipts by

up to £%b. (it would be possible to offset some of the planning total
reduction by increasing the fore ags of expenditure outside the
planning total). If it were decided<€5 publish a PSBR figure no lower

than the published forecast for 1987-88; Say £3b. This would require a

further reduction in receipts of £2b., iving a total reduction - in
receipts of up to £2%b. If the publisﬁ’ 8-89 surplus were lower
than £3b. the adjustment to receipts would orrespondingly lower.

o

35. It would not be possible to reduce the forecast of receipts by wup

to £2%b. simply by reducing miscellaneous receipts, the usual way of

squaring this sort of circle. There would have to be jor reductions

in the forecast of tax receipts. Not only would thi e the forccast

of tax receipts suspiciously low, it would distort tax Dburden.
e

Each £1b. off tax receipts (for given GDP) reduces burden by
0.2 percentage points.

5

7
O\
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G NL
' Total Non-o0il
1987-88 1988-89 1987-88 1988-89
Before Budget changes
U timate 37.7 39.1 37:5 39.0
C nt with
-£ S 377 38.5 375D 38.3

After Budget changes

Best estimate 37.7 38.3 37.9 Sl
Consistent with 377 B 317/ o5 3aNS
-£3b. PSBR N e

@ l“ ‘Ke %
/ G |
~ N 0 o ./'A e
DLl NN L o

&
EH 16
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: £ billi
Qe BUDGET LIST ONLY G
Excluding
Privatisation
proceeds
PSBR CGBR(0) LABR PCBR PSBR CGBR(0)
Curre ices
1982—84\' U 378 242 123 053 N/A N/A
1983-84 © A\\> 2.6 1.8 1:2 - 0.3 N/A N/A
1984-85 <§>§ 2.3 1.0 5.5 - 0.1 2.4 1.0
1985-86 2.6 1.4 il =2 0.0 3.0 1.8
1986-87 o 2.9 2.3 0.8 = i3 4.0 3.5
Average 2.8 157 152 =0 L
1987-88 Jiasd 24T 11805 - 0.3 3.4 2.7
1987-88 prices
1982-83 <§§;8 257 156 0.4 N/A N/A
1983-84 292 14 - 0.4 N/A N/A
1984-85 20, JESL 10 =0k 2.7 1052
1985-86 2.8 156 153 0.0 323 20
1986-87 350 25 0.9 - 0.3 4.3 3.7
Average 3 0 1.4 =0l
1987-88 3.5 @ 140 i 3.4 9.9
S
o
BORROWING IN MARCH £ billion
Excluding
<> Privatisation
<> proceeds
PSBR CGBR(0) PCBR PSBR CGBR(0)
Current prices
O
1982-83 2.49 155 i) 0552 N/A N/A
1983-84 233 1E4 1% 012 N/A N/A
1984-85 234 155 1Al o002 SRS 12575
1985-86 3.0 1.4 15,2 0.4 S-eud E5H8
1986-87 3.3 22 049 Qi 4.0 2.9
Average ;2.8 1.6 gl 6 0 1
1987-88 3.8 276 1752 0.0 8 2.6
1987-88 prices
1982-83 3.6 149 L5 053 N/A
1983-84 2.7 e 7 123 - 0.3 N N/A
1984-85 257 et 1572 - 0.2 2 1:8
1985-86 3ia2 15 1753 0.4 3 2.0
1986-87 3:5 2.3 1 .10 0.1 4, 2 M
Average 362 1.8 1553 01
1987-88 3.8 246 1.2 0:.:0 3.8
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<f’ ANNEX II : FORFOAST; ADDITIONS(IQ|BXPENDITURE PLANS
@ £ billion
<iii> 1987-88 1988-89
PEWP Forecast PEWP Forecast
1987 Claims 1988 Claims
on on
<gé§§§h Reserve Reserve
Allocated grammes
1. Social ‘Security 44.7 0.2 46.9 0:3
(includi
2. LA current 32,35 1:% 34.9 28
(excluding HB)
3. CG pay 24.8 0.7 26.8 1.0
4. CG procurement <§§;D 24.6 -0.4 25:5 0.4
5. LA capital @ 4.3 * ~0.6 45l o 0
6. EC <<& 0.9 0.8 0.8 03
7. Nationalised 7 -0.3 0.7 -0.2%*
industries
8. Other (@ F0.6 188 0k
9. Total programmes 1;8%%;} 0.9 15853 4.2
10. Privatisation
proceeds -5.0 0.0 -5.0 0.0
11. Expenditure met from
existing reserve
(1) allocated to <>/C;>
programme baseline 0.0 0°9 \fg 0.0 3.5
(ii) unallocated 395 0ud O@ 3.5 0.0
12. Underspend (-)
Addition to O
Reserve(+) 0.0 -2.6 0.0 0 7

13: PLANNING TOTAL

148.6 -2.6

156.8

0.7
* includes EFL offsets to assumed privatisation of €§§§8°ro (-£60m.)
in 1988-89. <3§§§§
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19'72=13
Y973~174
1974-75
1975-76
1976=77
1977 =18
1978~79
1979=80
1980-81
1981~-82
1¥982~=83
1983-84
1984-85
1985-86
1986=87

Average Absolute Errors

Bias

B.

1967-68
1968-69
1969-70
197 0=5
1197857 2
1972~13
1973-74
1974-175
197 5~76
1976-17
L9Yir=78
Ay
1979-80
1980-81
1981~82
1982~83
1983-84
1984-85
1985=-86
1986-87

Average

Bias
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@ Chart 1 : 1987-88: Comparisons with 1987 Budget profiles

—— = Estimated outturn in 1987-88

-=--- = Lotest forecasts
....... = Budge: profile
2 A\

£ billion cumulative
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Chart 2: 1987-88: Comparisons with outturns for 1986-87

@ —— = Estimated outturn in 1987-88
-=-=-+ = |Latest forecasts

1986 —87 outturn

£ billion cumulative
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hart 3: Comparisons excluding privatisation proceeds
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2

Estimated outturn in 1987-88
Latest forecasts

1986—87 outturn

1987—-88 Budget profiles

£ billion cumulative
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f 7 PSBR for 1987-88 - comparisons with 1986-87
:\ and 1987 Budget profile

£ billion
J

@ 1986 87 1987-88 Differences from

% Budget Latest 1986-87 Budget

Outturn profile update'” outturn profile
2 3 3-1 3-2
Apr 2.4 2.0 1.3 -0.4
May 0.7 -0.1 =11 -0.8
Jun -0.6 -0.5 =1.0 0.1
Q2 2.5 1.4 -0.9 -1.1
Jul 0.2 -0.4 -0.1 -0.6
Aug 1.6 0.7 -1.0 -1.0
Sep : 6\ 0.4 0.2 -2.0 -0.2
Q3 @v i 0.5 -3.1 -1.7
Oct : 1h| -1.1 -0.9 =
Nov - .8 -1.6 —1.6 -2.4
Dec =35 0.2 1.7 -0.6
Q4 -1.6 0.5 -2.5 -0.8 -3.0
Jan -3.7 -5.4 Ri - i e ¥ O -09
Feb -04 0.1 -0.3 0.1 -04
Mar 3.3 4.0 3.8 0.5 -0.2
Cumulative 6
Apr 0.8 2.4 0 2.0 13 -04
May 1.8 3.1 3 9 0.1 -1.2
Jun 2.3 2.5 14 -0.9 =1
Jul 1.9 2.7 0.8 -1.0 -1.7
Aug 3.6 43 Sy -2.0 0 7
Sep 5.8 4.7 3 -4.0 -2.8
Oct 5.7 3.6 0.8 S -4.9 -2.8
Nov 5.7 4.4 -0.8 -6.5 =5:2
Dec 4.2 5.2 -0.6 -4.8 -5.8
Jan 0.5 -0.2 _. =69 e oy B B st > W7
Feb o 0.1 -0.1 -7.2 -7.3 D748
Mar 34 3.9 -3.4 -6 -7.3
A OON

(MFigures for April - January are outturns
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@ Borrowing requirement monthly profiles April-March,1987-88

(Budget profiles in italics for comparison) £ billion
PSBR CGBR(0) LABR PCBR
20 2.4 1.9 78 05 0.7 -04 -0.2
-0.1 0.7 03 7.2 -05 -0.2 - -0.4
J -0.5 -0.6 -05 -0.3 0.1 -0.4 -01 0.7
Jul -04 0.2 -0.3 0.7 02 0.2 -0.3 -0.7
Aug 07 1.6 08 7.3 -0.2 0.3 -0.1 =
Sep 02 0.4 -03 0.4 03 -0.7 02" 0.1
Oct =1l =] -05 -7.0 -05 -0.3 -01 0.2
Nov -1.6 0.8 -10 7.4 -0.6 -0.5 -0.1 -0.2
Dec 02 0.8 -05 0.5 06 0.2 0:1:0.7
Jan -6.3 -54 -6.0 -54 -01 0.7 -0.2 -0.7
Feb -03 0.7 01 0.4 -0.1 - -0.3 -0.3
Mar 38 40 26 30 1.2 11 - -0.17
Cumulative
Apr 20 2.4 1.9 7.9 0:5 0.7 -04 -0.2
May 1.90ES: 7 220 3] 01 0.6 -04 -0.6
Jun 14 25 17T 28 02 0.7 -0.5 -0.4
Jul O 09 2.7 14 2.9 04 0.3 -0.8 -0.6
Aug e G e ) 23 4.2 0.2 0.6 -09 -0.6
Sep @1.8 47 20 46 G505 | 07 0.5
Oct 8 3.6 1523 7 01 0.2 -08 -0.3
Nov 4.4 05 5.7 -05 -0.2 -08 -0.5
Dec =0. 5.2 - 55 0.1 - -0.7 -0.4
Jan -69 -0.2 -6.0 0.2 01 0.7 -09 -0.4
Feb -7.2 -0.7 -59 0.6 ==20-7 -1.3 -0.8
Mar -34 3.9 -33 3.6 11 1.2 -1.2 -0.9
Excluding privatisation proceeds Memo item:
PSBR /<\JG\GBR(O) privatisation proceeds
Apr 2.2 2%@]) 21% %1 02 0.2
May 04 7.0 3 7:5 05 0.3
Jun ) e P S | N2 14 i L 7 4
Jul 0.1 .07 0.2 0.6 06 0.5
Aug 1.1.72.0 <>1. 7 04 0.4
Sep 08 7.0 06 0.6
Oct -1.7 -0.3 —@g -06 0.8
Nov - 0.8 0.6 <>7.4 15 =
Dec 04 0.8 -0.3 V0.5 0.2 =
Jan -6.3 -4.9 -6.0 -4.9 - 0.5
Feb -04 0.7 01 0.4 -0.1 =
Mar - 38 4.0 26 2.1 - 5
Cumulative
Apr 22 26 21 21 : P
May 26 36 29 36 g .5
Jun 38 47 41 5.0
Jul 39 54 43 56 2.
Aug 50 74 Bl ea 73 34
Sep 58 &84 6.0 83 4.0
Oct 41 8.1 48 8.2 3.3
Nov 41 &89 54 9.6 49 4.
Dec 4. 9.7 5.1 70.0 81 45
Jan -18 4.8 -1.0 5.7 51 5.0
Feb -22 49 -09 56 50 5.0
Mar 16 839 1.1 8.6 50 5.0
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NOTE OF A MEETING IN THE CHANCELLOR'S ROOM HM TREASURY
AT 11.15AM ON FRIDAY 19 FEBRUARY

Present: Chancellor
Chief Secretary
Economic Secretary
Sir P Middleton
Sir T Burns
Mr Anson Vs
Mr Scholar
Mr Culpin
Mr Odling-Smee
Mr Turnbull
Mr R I G Allen
Mr Mowl
Mr Ritchie
Mr Tyrie

PSBR IN 1987-88 AND 1988-89

The Chancellor said he was inclined to publish figures of
-£2.9 billion for the PSBR in 1987-88 and -£3.1 billion for
1988-89, both rounding to -£3 billion. There were large margins of

error, and the consequences of an overshoot were more serious than
the consequences of an undershoot, so it made sense to be cautious.
It appeared that publishing a PSBR of -£2.9 billion for 1987-88
would not present any great difficulties. The position was harder
for 1988-89; but, for example, we could use a $15 oil price
assumption, and there was some scope for increasing the forecast
for interest and other receipts. A PSBR of -£3 billion was
consistent with an unchanged non-oil tax burden; while it was not
necessary to show a fall in the tax burden next year, it would be

highly undesirable to show an increase. The Chancellor said he

would therefore be grateful for advice on how a published
PSBR of -£3 billion for 1988-89 might be achieved.

2% Sir T Burns commented that, so long as we were prepared to say

that we had been reasonably cautious in our estimates, this should

be possible and defensible. fg;f%(?,

/
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NOTE OF A MEETING IN THE CHANCELLOR'S ROOM HM TREASURY
AT 11.15AM ON FRIDAY 19 FEBRUARY

Present: Chancellor
Chief Secretary
Economic Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Scholar
Mr Culpin
Mr Odling-Smee
Mr Turnbull
Mr R I G Allen

Mr Mowl
)ﬂ Mr Rlitchie
Mr Tyrie

PSBR IN 1987-88 AND 1988-89

The Chancellor, said he was inclined to % ﬁllsh figures of
i% O ! llon,;ﬁﬁwfhe PSBR in 1987-88 and ~—3 l for 1988-89, both
roundln%\-£3 pitldlaon’ There were large marglns of error, and the

consequences of an overshoot were more serious than the

consequenjiﬁuﬁﬁﬁ;n undershoot, so it made sense to be ij#lous ifo
/\ appeare hat, a VPSBR of*%2.9 bjllion for 1987-88 LB -eyvet
: Teaan ! A Tl Wi 2 we
t difficulties. harder for 1988-89 oh£
:?i?? L > A ay A > 3
—Eerfuse a $15 oil pric?h and .ke} increaséythe forecast for interest

and other receipts.{t

2% Sir T Burns theusght that, so long as we were prepared to say

that we had been reasonably cautious in our estimates, this should

be possible and defensible.

: r-t_—bymwabout—

Sad ke tonld ofac Pesl f ~£3- | Mles)
3% The Chancellor asked for advice on how EEZET—ight be achieved.

i -

A C S ALLAN




mjd 1/82A
BUDGET SECRET: TASK FORCE LIST

COPY NO. OF

NOTE OF A MEETING IN THE CHANCELLOR'S ROOM HM TREASURY
AT 11.15AM ON FRIDAY 19 FEBRUARY

Present: Chancellor
Chief Secretary
Economic Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Scholar
Mr Culpin
Mr 0Odling-Smee
Mr Turnbull
Mr R I G Allen
Mr Mowl
Mr Ritchie
Mr Tyrie

PSBR IN 1987-88 AND 1988-89

The Chancellor said he was inclined to publish figures of
=£2.9"billion for the PSBRET-in  E987-88 —‘'and- =£3.1 billion: -for
1988-89, both rounding to -£3 billion. There were large margins of

error, and the consequences of an overshoot were more serious than
the consequences of an undershoot, so it made sense to be cautious.
It appeared that publishing a PSBR of -£2.9 billion for 1987-88
would not present any great difficulties. The position was harder
for 1988-89; but, for example, we could use a $15 oil price
assumption, and there was some scope for increasing the forecast
for interest and other receipts. A PSBR pf -£3 billion was
consistent with an unchanged non-oil tax burden; while it was not
necessary to show a fall in the tax burden next year, it would be

highly undeysirable to show an increase.

iy
that we had been reasonably cautious in our estimates, this should

Sir T Burns commented that, so long as we were prepared to say

be possible and defensible.

et

The Chancellor said he would therefore be grateful for advice
on how a published PSBR of -£3 billion might be achieved.

A C S ALLAN
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Chief Secretary

Financial Secretary
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Economic Secretary
Sir P Middleton
Sir T Burns

Anson

Scholar

Culpin

Sedgwick
0dling-Smee
Riley

Miss Evans

A Hudson
Cropper

Tyrie

Call

RRFFERR

5

1

-y

¢ %
EEEE

Battishill
Issac

Calder X
Painter

Unwin
Knox

i
FREEEE

- C&E

FSBR CHAPTER 4 <giZi::>

&
I attach a draft Chapter 4 of the FSBR, plus Table 4.1 and the
Annex.
25 It would be very helpful to know if you ontent with
the narrative section. This describes in su
significant tax changes. You will see that in the ca

and forestry the reader is referred to Chapter 5 fo
the parallel public expenditure measures. Non-tax and

expenditure measures - such as disclosure of
details - will not be mentioned in the FSBR.
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You asked us to include a section on independent taxation,
ing out a clear summary account of the reform in reasonable
(Mr Hudson's minute of 15 February). This 1is currently
d of the narrative section. The printers should be able
all on to one page. If you wished, it could be put
in a » Yor all printed in heavy type, in either case without

W
\@\;9 Sparagraph numbers. We think it comes most naturally at the end

I
0~ \/Of the narrative.
Ve Do

pg\

@ 4. Yoeourswdsill

(7 the first par

We have moved a

to note that we have shortened and revised

he introduction to the Annex to Table 4.1.

om suggesting that the Inland Revenue and
3

Customs and Excis /i different approaches to costing tax

changes. The new

on all taxes other than VAT and excise
duties is designed

include, or not inclu agsumptions about behavioural response
in the FSBR.

you maximum freedom of maneouvre to

Sie The attached draft of Table 4.1 takes behavioural effects
into account in costing the CGT changes and independent taxation
(both the effects on income tad CGT receipts). Thiv'sseis
explained in the accompanying . Behavioural assumptions
have also been made in the case ©f e...BES = costingsy: although
these are largely guesswork. They ar&\not explained in the notes,

which simply say that the cost depend? ake-up and is highly
uncertain.

o

6. Papers will be coming forward this week on the behavioural

effects which may be expected as a result of other tax changes,

such as increasing the car scales and abolishing ief for home
improvement loans. We shall offer you advice ther these
should also be taken into account and explained in t R, though

on the whole we doubt if they warrant this.

CAROLYN SINCLAIR %
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FSBR4

@ 4.01 The main tax changes proposed in the Budget are summarised below.

A full list of changes is given in Table 4.1 MW M’ ha
V\W\M}\ st
Income % -02 The basic rate of income tax will be reduced to 25 per cent.\pl"here

—

ill be a single higher rate of income tax of 40 per cent) The-scale

,,,,, D (N e O

-

3.7per cent in the RPI in the ycar to

This will mean that:

Lt D;i Z*/t'“ g the singl&n's and wife's earned income allowances will rise

from £2,425 to £2,605;

the married allowance will rise from £3,795 to £4,095;

O

the age allowance fo ose aged 65 to 79 will rise from £2,960
/ to £3,180 (single) and fr0 4,675 to £5,035 (married);
) o
/ the age allowance for thosé @- 80 or over will rise from
£3,070 to £3,310 (single) and froa £4,845 to £5,205 (married);

the income limit for age allowance will rise from £9,800 to

£10,600;

the additional personal allowance and ereavement

allowance will rise from £1,370 to £1,490. @

4:04 The housekeeper allowance, dependent relative allowa

allowance for the services of a son or daughter will be aboli

BUDGET LIST ONLY
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/ 4.05 From| [BAH) G9E9T alnls;gagiulL:YuplB will not be entitled tc;\more

than one additional personal allowance.

The rate of premium relief for life assurance policies taken out
before 14 March 1984 will be reduced to [12% per cent] from 6 April
1989.

Beneflts 1%4.07 Car benefit scale charges for 1988-89 will be set at twice their
M 1987-88 levelsoéd for 1989-90 they will be increased by 10 per cent

J above the 1988-89 levels. ‘
Y v \hﬁ\' m\\(

of meals provided at less than cost

dining room not available to staff

April 1989. (

Mdrtgage \ 4.10/ For loans taken out from 1 August 1988, tax relief for two or more
interest relief b people borrowing to buy the same property as their only or main
residence will be limited to the interest on £30,000 in total for the
L 0 57\:” residence. Relief on new loa or home improvements and new loans
K’ M V\«ﬁ [m) '?0\.. l/ for the purchase of reside Q for dependent relatives and divorced
‘ ] ? or separated spouses will be &Bo f,

W\;{Q\,‘ TNe b beadmed & cpvengnd Ll B

\BV’ 4.11/( Non-charitable covenants made

gfv\\pkar,ﬁ

»Pb' ly Mbww A student grant system (see paragraph 5[ 1). 4 Covenants to charities
7N LmJAJ} e S will not be affected, hov el hl!ﬁ‘c,\nf»\m W""‘M’r "“M)C’
Charitable 4.12 The limit on charitable donations qualif¥i f under the
giving payroll giving scheme will be i o £240 a ye 1988-89.
M;i:;tge;ag}nce 4,13 The tax treatment of maintenance payments will be refor nder
pay new maintenance arrangements recipients will not be liable n

the payments; relief for those making payments will be restricted f

payments to a divorced or separated spouse, up to a limit 6f
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existing maintenance arrangements.

P e G R

4.14[ [From 6 April 1989, optibpns
i ly qualify for tax relief if the company

share option sche ill
@ also ope s an approved all-employee share or share option
% 1 3 “’ﬂ

1,u90
" % ~, BUDGET SECRET NOT TO BE COPIED
[Mﬁwﬁﬂl be introduced to protect
O R i e e ———

ted under an approved discretionary

)

-

15 Following consultation last.year, the scope of the income tax charge
D T i Pt S
on unapproved employee share schemes under Section 79 of the 1972

Finance Act will be reduced.

Trusts 4.16

Capital gains 4.17 The ca@'

ixiduals and £3,300 in the case of most trustsz

itional rate of income tax on_discretionary trusts will be
reduced to er cent for 198 j
ns tax annual exempt amount ‘will/remain at F 600 in

the case

e 4.18 The base da%or capltal gains will be brought forward from

v i LJ\—/“ 6 April 1965 to 31 March 1982JAThe present indexation provisions will
IV‘&JQ \

e pw \ continue to apply to gains accruing from 31 March 1982. The

’//' {‘ r‘..'

j {‘;% &L} { i&é
oo 2P

| G

N i 4.19 Gains, after deduction he exempt amount and allowing for

i

proposal will also apply to companies' gains.

rebasing to 1982 and indexat? swill be added to income and taxed at

income tax rates (as if they were the-marginal slice of income).

4.20 From 6 April, 50 per cent of anz> gains between £125,000 and
£500,000 will qualify for retirement relief, subject to the general

ot enoidarce

mheritance tax 4.21 Fr\czm Budget Day the threshold|will be incr @om £90,000 to
0,600 .
A

conditions for the relief.

Chargeable transfers above this am

\rate of 40 per cent. ﬂk %:\Yfés\“
» . f Rpgerviiome
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QQ siness tax  4.23 The

25 per cent. The rate of advance corporation tax (ACT) will go down

tion tax will be reduced to

automatically to 1/3 as a consequence of the reduction in the basic

rate of income tax.

;’@ 4.24 The main rate of corporation tax for the financial year 1988 will be

35 per cent.

4.25@ ceiling above which

al allowances on cars are restricted

usiness expense for tax purposes. This change will take
udget Day, except for commitments entered into before
) 1 August 1988 the VAT paid by businesses on this
entertain no longer be deductible.

4.27 A number of cganges will be made to prevent tax charges arising on

.I/ 2 i the conversion of building societies into public limited companies.
J
e W

Business \§ 4.28 The Business Expansion Scheme will be changed to permit relief on

Expansion 3 NS : ; !
Sehonie 7 Investment in companies g private rented housing.
4.29 A general limit of [ ] wi e set on relief under the Business
Expansion Scheme for investmendt i one company in any period
of twelve months, with a higher of [ ] for investment in

companies providing private rented housingg (v %‘m’{)‘}{kﬁ.

Lloyd's 4.30 Changes will be made to the present administrative arran ements for
g g

taxing members of Lloyd's.

4.31 The legislation on Lloyd's reinsurance to close odified to
give relief to Lloyd's members who leave syndicates d of the

underwriting year.

Forestry 4.32 Income from the occupation of commercial woodland e
removed from the scope of Income Tax and Corporation Ta (S
\,N\ M / paragraph [5. ] for details of the proposed increase in grantS-for

forestry.)
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\ BUDGET SECRET NOT TO BE COPIED



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED -

NOT TO BE COPIED



BUDGET SECRET NOT TO BE COPIED
4.33 0il 41IRAAE (B Pebdotuln @NVdaYe Tax (PRT) will be reduced to

100,000 tonnes per chargeable period for all Southern Basin and

onshore fields given development consent on or after 1 April 1982.

(At the same time the Secretary of State for Energy proposes to

abolish royalty payments for these fields.)

3; \ g: 4.34 A new capital gains relief will be provided for disposals of oil licence

interests in undeveloped areas wherever the consideration includes a

work programme or another licence interest.

Company 4.35 Section 482(1) (a) and (b) of the Taxes Act will be repealed with
residence and ' g . ;
migration @t from Budget Day. In future companies will not need to apply
\ Ireasury for consent to move their residence abroad for tax
\ P ~The proposed new arrangements will:
',’! e he definition of UK company residence, so that
( A,
g N Jh iy co 1 ither incorporated in the UK, or centrally managed
fla -~ |
WL;;/ | and cgntrol here, will be deemed to be resident here for tax
(o 09
i | purposes
J

Y

S —————————.

Keith Report

require UK incorporated companies wishing to change their
residence to change the country of their incorporation and to

and

require UK resident com es not incorporated here wishing to

change their residence to provide for the payment of their tax

(including tax on accrued gaing ore they do so.

4.36 Following recommendations of the %eith Committee, a number of
changes will be made to encourage people to notify the Inland

Revenue if they are liable to tax. These include the introduction of a

tax-geared penalty for failing to notify liabilitfe~\ There will be

changes to the information powers of the Inl enue to help

identify those who fail to notify liability to tax.
4.37 Legislation will be introduced to charge interest whe@ nt to
the Inland Revenue of income tax deducted by employers /i ed

w

beyond the end of the tax year. The interest charg

implemented when the necessary Inland Revenue computer sy
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4.40

Excise duties 4.41

4.42

4.43

standard

BUDGET SECRET NOT TO BE COPIED
are 1n ﬁuDGElIerLlﬁﬂ- QMaYl_el social security legislation to

extend the interest charge to late payment of Class I or Class IV

National Insurance contributions.J

From 16 March 1988 the registration limits will become £22,100 per

annum and £7,500 per quarter.

The VAT civil penalty system, introduced in 1985, has been reviewed
and various amendments are proposed. These include the
introduction of a time-related penalty for late registration; the
halving of daily penalties; changes to the rules about eligibility to

ment suppiement;. and changes to the rules for persons who

pmanded

ntly misdeclare their liability.

The duty on &ight wine and sparkling wine will rise by the
equivalent of [1p] on a typical pint of beer, [4p] on a bottle of table

wine and a little over [6p] on a bottle of sparkling wine (all inclusive
of coneequential VAT). The duties on spirits and fortified wines will
remain unchanged. The um duty charge for beer will be
abolished and provision w e made for restructuring the duties on

103

low strength mixed drinks.

The duty on leaded petrol will be i dsed by the equivalent of [just

over 53p] a gallon (inclusive of e VAT). The duty on
unleaded petrol will remain unchanged. The duty on derv will rise by

the equivalent of [just under 5p] a gallon.

The specific duties on cigarettes, hand-rolling t and cigars will
rise by the equivalent of [over 3p] on a packet igarettes and
[nearly 2p] on a packet on 5 small cigars. The du ipe tobacco
will remain unchanged.
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The present system of taxing husbands and wives, under which a married

woman's income is treated in law as if it belonged to her husband, has been
unchanged since the earliest days of income tax. Green Papers published in
1980 and 1986 have considered how the system might be reformed. There

is general agreement that the present law is no longer acceptable, and wide

support for an early change to a new and more up-to-date system.

A major reform of the system is.therefore proposed to give husbands and
wives independence and privacy in their tax affairs and remove the tax
penalties on marriage which can occur under the present system. The new
syst I be introduced from 6 April 1990 to give the Inland Revenue

time he necessary preparations.

husbands and wives will be taxed independently on their

income and cRarg

husband and % become independent taxpayers each with their
own allowances“and rate-bands to set against their own income (from

whatever source); each will be responsible for handling their own tax

ble capital gains. This will mieau Lhat:

affairs with the Inland Revenue;

every taxpayer will be e @ o a personal allowance, equivalent to

the existing allowance for single ple;

there will be a new marrie OC e's allowance (equal to the
difference between the present 1 ed allowance and the single
allowance). This will be set first ag@inst the husband's income, but
any unused amount may be transferred to the wife;

married women will qualify in their own right for the higher levels of
personal allowance for taxpayers aged 65-79 @se aged 80 or
over. Higher levels of married couples allowa apply where

either partner in a couple is aged 65-79 (or aged 80

new system;

BUDGET SECRET NOT TO BE COPIED
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a husband's and wife's capital gains will be taxed independently; each

spouse will be entitled to the same exempt amount as a single person;

the existing exemptions from capital gains tax and inheritance tax on

transfers of capital between husband and wife will continue;

the new system will mean that a number of provisions, including the

wife's earnings election and separate assessment, can be abolished.
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to Chapter 4

How the figures in Table 4.1 have been calculated

@/g Table 4.1 gives the direct effects of changes in taxation. Estimates are

rounded to the nearest £5 million. "Negligible" means less than £3 million.

The direct effect of a tax change is the difference between the yield of the
tax which would arise on the basis of the rate of tax, allowances, etc
prevailing before the Budget .(the pre-Budget regime) and the yield after
the(¢h proposed in the Budget (the post-Budget regime).

In the c @AT and the excise duties the calculation takes into account,
ssible

where po effect of the tax change on the pattern of consumers'

X{S{( \N« expenditure dn
Qé{)tjikv_{\/ no allowance farc<s

\\)" consumers' expendit

resulting immpact on other expenditure taxes but makes
ary effects: in particular, it is assumed that total

oes not change. A fuller description of the

4 . P methodology is in Economic Trends, March 1980. First round behavioural

responses are also taken into account in the case of some direct taxes.

VAV I | R SREE B e B
Al ‘i av@?i:\.&r) ' i ddiriae S A, =
B VR,
L.HL (,35'4’?’ y Table 4.1 shows the expected change in receipts of tax resulting from the
= ¢

jolA <4 T 3 :
Y }3 Budget proposals. Additional 1{5 ation is provided in the commentary
below for those proposals wherethe effect on tax liabilities in the first

Y G RS
6;' %‘%r e’ :

complete year to which the change{applies (full year effect) is substantially

different from the effect on receip{;@her 1988-89 or 1989-90; or

where the impact of the proposal is e to build up over a period of

years. O

The figures in the first column of Table 4.1 show the direct effect of the
Budget proposals on receipts in 1988-89. Budget proposals are compared
with a non-indexed base - that is, with the get regime of

allowances, thresholds and rates of duty at 1987-88 le

The figures in the second column show the direct effect\of
proposals on receipts in 1988-89, measured against an index
indexed base for 1988-89 is obtained by increasing 1987-88

thresholds and rates of duty by 3.7 per cent, the increase in the

P
the year to December 1987.
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s BUR Gk LJ]SJanNLYhe direct effect on receipts in

Q
% 1989-90, also measured against an indexed base. For this comparison, both
the Budget proposals and the indexed base for 1988-89 have been further
@ indexed by the forecast movement in the RPI between the fourth quarters
@ of 1987 and 1988 (shown in Table 3.13).

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 of the tax change on the PSBR. The base for the
post@t forecast of eaéh~ tax (given in Table 6B.3) takes account of the

effe t and secondary, of all the measures announced in the Budget.

Table 4.1 t include certain measures announced and implemented

before Budg These are the tax treatment of entertainment and gifts

costing £100 o ovided for an employee by someone other than his

/J
Z
i)

\_) = employer, and t orrection to the treatment for capital gains tax of
losses incurred in ersonal equity plan. [Other possibilities.] These

measures are reflected in the baseline for costing the effect of tax changes

in the Budget.

The remainder of this annex ides a commentary on the Budget
proposals in Table 4.1. The pa aph numbers refer to the lines in this
table. e

©

o

5
%
X
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as
%@
D

Sy
S

Income tax 1 and 2. The basic rate wi I}{ reduced to 25 per cent and
h

there will be a single er rate of 40 per cent.

o
N K I ( The cost figures in the tab items 1 and 2 assume

that the changes in items 3-8 kave been made first.

I’J, 7}, J ) Item g.ncludes the saving in public expenditure on
3 Mage interest relief to those below the tax
,w""/ threshold. The effect of the consequential change in the
NB J, ‘#% J o rate of advance corporation tax (ACT) i@\ in line
Mg bt [4}’] of Table 4.1. @
(;Lu*:»j ool g
Mduﬁ‘ 9D M 3 to 7. The increases in the main income tax pers@

allowances are twice those due under statutory

indexation (based on the increase of 3.7 per cent @
RPI in the year to December 1987). %
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Fqu)x/ statutory indexation.
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8. The basic rate limit will rise from £17,900 to £20,000.

The increase is

@ amount due under

9. The housekeeper allowance, dependent relative allowance
and the allowance for the services of a son or daughter
will be abolished.

10. From [6 April 1989] an unmarried couple will not be

ntitled to more than one additional personal allowance.

11 1 ing the reductions in the basic rate of income tax
ssive Budgets, the rate of relief for life
premiums on policies taken out before 14 March

reduced tSZ[lZ.S] per cent from 6 April
zéégéiting date is to allow life offices time to
make the essary preparations.

12. For 1988-89 the scale for taxing car benefits in respect

of company cars provided for directors and for higher o
paid employees will uble the 1987-88 levels. The //’

previously announc aleg for 1988-89 will not apply.

Costs are measured fr ese previously announced
scales. C:Ejgurther inc
for 1989-90.( [No change ig
1989-90 to the scale charges for car fuel benefit also
used for VAT purposes. ] -<>

13. For 1988-89 the rate of remuneration at which an employee

is regarded as hlgher—pald and llable_
~of certain | beneflts recelved by reason
is to be increased from £8,500 to £10,00

in respect

&

directors or higher-paid employees e —ﬂdﬁmﬂaﬁﬂ-vdq-u‘

by=the-empieyer will be exempt from tax from 6 Ap t
l9882f <§£S§>
BUDGET SECRET NOT TO BE COPIED
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15. [The extra-statutory concession exempfing from tax

luncheon vouchers up to the va&Ue of 15p a day will be

<§;;§> withdrawn with effect fromfGKAprll 1989. The exemption
from tax of the beneflf'of subsidised meals provided by
gi an employer for dkféctors and higher-paid employees in a

canteen or dlnihg room which is not open to the staff

general%y will also be withdrawn from the same date.]

o
ﬂ’f

ports facilities provided

16. [The beneflt to employees o
the employer and available to the

<§§Ss>n premises occupied
f generall 11 be exempt from tax from 6 April

17. Foxrg taken out from 1 August 1988, tax relief for
two people borrowing to buy the same property as
}Vb(‘;y their ox\main residence will be limited to the
\igykizv' \;éﬁc\, interest qﬁgggé,ooo in total for the residence.

18. Relief on new loans for home improvement will be
abolished from 6 April 1988. Relief for existing loans

W\}wf ’L [and for loans for the o chase or improvement of let
VN4 properti]is not affected.

S\(\\\ CJQ\r o
19. Relief on new loans for \the
dependent relatives and di qf:§¢ or separated spouses
will be abolished from 6 Apri

loans is not affected.

chase of residences for

5 988. Relief for existing

20. Non-charitable covenants made on or after Budget day by

urposes. The change is estimated to

A P {f, ; !
W ~' ML{Q in 1990-91, £175 million in 1991-92, and
:iét@fwﬁ eventually.

21. The limit on charitable donations qualifying forA

to £240 a year from 6 April 1988.
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22. A new tax regime will be introduced for maintenance
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<ii:i> payments:

relief will be restricted to payments to a divorced

<§g§§%§§> = for payments under new maintenance arrangements,

or separated spouse, up to a limit equal to the
single allowance.| Recipients will not be liable

V)

to tax on maintenance payments:

<Sg§§> for existing maintenance arrangements, in 1988-89
e the present rules will continue to applyl?;Eept that

divorced or separated spouse will be exempt from

on the first [£2,605] (the single allowance) of

tenance received(after grossing up at the basic

ere tax has been deducted by the payeﬂ.

1989-90, all payments will be made gross and

ﬁ :\ reli€f for the payer will be limited to the amount
which qualified for relief in l988iff::l

of discreti

T
%abcﬁshﬂj:ieg)to 10 percent from 1988-897.

24. The legislation on Lloyd's reinsurance to close (RIC)
will be modified so that it will not apply to Lloyd's
members who ceased membership of a syndi

of the underwriting year, and are theret

This is the first year to which the 1987 legislati
Lloyd's RIC will applyl.
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The administrative arrangements for the assessment and
collection of tax from members of Lloyds will be
reformed. [The legislation will first take effect

for the Lloyd's 1986 Account, which closes at the end
of 1988].

[The entitlement of discretion share option schemes
to approval and to the associated tax relief will be
denied and existing approvals will be withdrawn in

concerned has not introduced

<§S§S>ases where the comp
= pproved all-employee share scheme and does not

(o) e it to

The pr t sharge (to income tax) on the whole of any
growth in{valué of certain employee-acquired shares is

to be replaced in most cases with a new, more narrowly

targeted charge that will arise only if and to the extent

9
%
O
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that value is shifted preferentially into the employee

shares. This relaxation will also apply to shares in
"qualifying" subsidiaries. These changes will take
effect from 26 October 1987 when draft Clauses
incorporating the proposed changes were published for

consultation.

28. Subject to certain conditions, employees will be exempt
from tax on any benefit resulting from priority in
applying for public offers of shares given to them by

Q&Sgi}irtue of their employment. The change will apply from
eptember 1987.

islation relating to approved discretionary share

emes will be changed to enable employees to

ente ertain loan arrangements regarding the shares
they ha option without prejudicing their
eligibility” for the tax relief associated with such

schemes.

30. The limit below which redundancy and certain other lump
sum payments are e i1l be increased from £25,000
to £30,000. The r rates of tax which apply to the
next £50,000 of such é? ent will be abolished.

3l. Legislation will be introfi> ,. ensure that the Inland
Revenue continue to have powe%>to make an income tax
assessment, on certain types of income assessable on the
"current year" basis, in the course of the year in which

the income is received.

32. The "top-slicing" relief which applies ax charged
on premiums for leases and certain other will be
withdrawn. ;
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and wives will apply from 1990-91. The revenue costs in
1990-91 and 1991—92 for income tax are estimated at
£[630] and £[970] million respectively. These figures
are based on the existing distribution of income between

%@ 33. The new system of independent taxation for husbands

husbands and wives and allow for transitional protection

This was drafted for certain couples. q[In addition, there could be further
before we saw , annual revenue costs of some £[350] million resulting
Mr Taylor's minute
of 22 February to from the transfer of investments between spouses, but
Mr Eason. Q@his estimate is highly uncertain.J For capital gains
the prospect of independent taxation may lead some

s to defer disposals until the new arrangements are
and from 1990-91 onwards, couples may be

to transfer assets to take advantage of the

to each spouse of the annual exempt amount

and an used portion of their basic rate bands. The

figure £ 989-90 in table 4.1 reflects the deferral of

disposals. Costs for capital gains tax in 1990-91 and

1991-92 are each estimated at £60 million. Those

estimates which allow for changes in taxpayers' behaviour

are subject to a hi ree of uncertainty.

34. A general limit of [£g§§§§%z] will be set on the amount

of investment in any oneé’company in any period of 12

{i::b-r the Business
ANrds o~ T’lkcwy) mnd

Expansion Scheme. The estim.<>o yiel L}s highly

months qualifying for relie
uncertain.

35. Relief under the Business Expansion Scheme will be made
available for investment in companies g

rented housing [under the new assured

)
n\ :
x A limit of Wlll apply to qua

WX
e A o

by
! V)N\ ¢ W)NF
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Schedule B will be abolished with effect from 1988-89.
With effect from 15 March 1988 (subject to transitional
provisions extending to 5 April 1992) the right of
occupiers of commercial woodlands to elect to be
assessed to tax on their profits or losses under
Schedule D will be abolished. The eventual net annual
saving is estimated at [£10 million]. [Provision fér
increased forestry grants will be introduced as from

[ 1, buiding up over thi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>