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FSBR 

The FSBR is a much clearer and more readable document than it was 

a few years ago. 	We believe however there is still room for 

improvement, particularly as regards the annex to chapter 6 and 

its relationship to table 1.2 (copies of the relevant pages from 

the 1988 FSBR are attached). 

2. 	This minute proposes the following changes for implementation 

in the 1989 FSBR: 

the abolition of both parts A and B of the chapter 6 

annex; 

transferring 	the 	key 	elements 	of 	table 	6B.3 

(Consolidated Fund revenue) from the chapter 6 annex to 

table 1.2. 

3. 	Part A of the annex is a series of dense notes attempting to 

explain, not very successfully, the relationships between the 

tables within chapter 6 and between chapter 6 tables and table 

1.2. 	We suspect that outsiders hardly, if ever, refer to it. 

Indeed it reads as if it is little more than the way we tell 

ourselves how we put the numbers together. That it exists at all 

is probably a reflection of initial over-enthusiasm to make the 

FSBR more transparent. If outsiders really want to get into this 

area they can refer to earlier editions of the FSBR or ask. 



• Part B of the annex presents the estimated outturn for the 

CGBR for the year just ending in a funds and accounts format and 

gives forecasts for Consolidated Fund revenue for the year ahead. 

Outsiders have complained that it is extremely difficult to 

understand - the transfers between funds within the CGBR are a 

particular source of confusion. Furthermore, the decision in 1984 

not to show the allocation of the public expenditure Reserve 

deprived these tables of most of their useful information, that in 

relation to the year ahead. (But no-one has noticed, so perhaps 

the information was not after all very useful.) Only table 6B.3 

contains important information, which we propose should be 

transferred to table 1.2. 	This would have the advantage of 

putting in one place in the FSBR the forecasts and outturns for 

all the principal individual taxes. It would also remove some of 

the apparent inconsistencies in the FSBR, for example those which 

arise from the use of more than one definition of income tax and 

corporation tax. 

This change would also highlight in table 1.2 those 

definitions of the various taxes on which the focus falls during 

the course of the year when each month's PSBR figures are 

published. In one sense the effect would therefore be to make the 

approach on the receipts side of table 1.2 the same as on the 

expenditure side ie. one in which administrative/operational 

concepts are embedded within national accounts totals. 

I attach a copy of the proposed new format for table 1.2 (the 

numbers are consistent with the 1988 FSBR). The table differs 

from the existing format only in the way it arrives at the total 

taxes and royalties sub-total. The treatment of other receipts, 

expenditure etc is unchanged. 

All the information about individual taxes in table 6B.3 is 

retained in the amended table 1.2. We could consolidate some of 

the rows if you think there is too much detail. 	Compared with 

table 6B.3 the amended 1.2 omits total Inland Revenue and total 

Customs and Excise receipts, and total Consolidated Fund revenue. 

It would considerably complicate Table 1.2 to include these 



S sub-totals in it, so we propose to incorporate them in the body of 

chapter 6, in table 6.4 on central government transactions. 

8 	This minute seeks your agreement to the changes to the FSBR 

set out in paragraph 2 above. 

COLIN MOWL 

rf 	 \>P12  Plj  

\)11  

(\A\7  144 	kis‘r  
(:\ I  (A?  

c)r  

k)f 	vt 	V3' 

fo 

Ka) 

0\r• el 

cpAticrx 

@, 	P 	cl- 
oy krf\ 

vik 	'kortf  c) *15%  
1,& 

oxiA 	c'Y  ‘.• 



re/13e._ D 
.16 ist_t::- 

!. 

  

  

PROPOSED NEW TABLE 1.2 

   

certhalls/006c 

Expenditure, receipts and 
	5 

£ billion 
1987-88 
	

1988-89 
1987 
Budget 	Latest estimate Forecast 

173.5 171.8 182.9 
168.8 173.7 184.9 
4.7 -1.9 -2.0 
-0.8 -1.2 -1.2 

3.9 -3.1 -3.2 

General government expenditure 
General government receipts 
General government 
Public corporations' market and overseas 
Public sector 

1 Including advance corporation tax 
2 After advance corporation tax set off. 
3 Before ACT set off. 
4 Adjustments for advance corporation tax 

by central and local government, develo 
et-borr 

ax on capital gains. 

inst North Sea corporation tax, plus VAT paid 
tax, other excise duties, and accruals adjustment. 

Table 1.2 The finances of the Public Sector 

f billion £ billion 
1987-88 1988-89 

Forecast 
1987-88 1988-89 

1987 
Budget 

Latest 
estimate 

1987 
Budget 

Latest 	Forecast 
estimate 

RECEIPTS EXPENDITURE 
Income tax 

1 
Corporation tax 
	
excluding 

39.9 
14.4 

41.4 
15.0 

42.1 
19.1 

DHSS - social security 
DHSS - health and 

46.0 46.3 48.5 

North Sea personal social services 19.1 19.7 20.7 
North Sea revenues: Defence 18.8 18.6 19.2 
Petroleum revenue tax 1.7 2.3 1.2 Education and science 16.6 17.1 18.0 
Oil royalties 0.8 1.0 0.6 Scotland, Wales and 
North Sea corporation tax

2 
0.6 0.6 0.7 Northern Ireland 16.0 16.3 17.1 

ACT set off 0.8 0.7 0.8 Other departments 33.6 33.0 34.9 
Total North Sea

3 
3.9 4.7 3.3 Privatisation proceeds -5.0 -5.0 -5.0 

Capital gains tax 1.3 1.4 2.0 Reserve 3.5 3.5 
Inheritance tax 1.1 1.1 1.0 Public expenditure 
Stamp duties 2.1 2.4 2.0 planning total 148.6 146.0 156.8 
Value added tax 23.3 24.1 26.2 
Petrol, dery etc 7.8 7.8 8.4 
Tobacco duties 4.8 4.8 5.0 
Alcohol duties 4.3 4.4 4.5 
Betting and gaming duties 0.8 0.8 0.9 
Car tax 1.1 1.2 1.3 
Customs duties etc 1.4 1.5 1.6 
Agricultural levies 0.2 0.2 0.1 
Vehicle excise duties 2.6 2.7 2.8 
Gas levy 0.5 0.5 0.4 
Local

4
authority rates 16.9 16.9 19.0 General government 

Other 1.4 1.4 1.5 gross debt interest 17.9 17.5 17.5 
Total taxes and royalties 127.8 132.3 141.2 Other adjustments 7.0 8.3 8.6 
National insurance and 
other contributions 28.5 28.7 31.6 

Interest and dividend 
receipts 5.7 6.3 5.6 
Gross trading surpluses 
and rent 3.3 3.0 3.5 
Other 3.5 3.4 2.9 
General Government General Government 
Receipts Expenditure 168.8 173.7 184.9 173.5 171.8 182.9 
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The Chancellor has seen your minute of 3 August. 

He has commented that, in general, these changes - and in 

particular abolishing both parts A and B of the Chapter 6 

Annex - are worthwhile further improvements. 

He does, however, have one or two comments on the proposed new 

Table 1.2: 

(a) footnote I should certainly continue to provide the ACT 

figures, and possibly also the figures for CT on capital 

gains; 

i • • 
	 (b) most of the white space at X and Y (see attachment, top 

copy only) could usefully be used up by some 

disaggregation of "other departments" in the expenditure 

table; 

(c) in the final table, the words "borrowing" and "borrowing 

requirement" should be replaced by "debt repayment" and 

the signs reversed. This will enable us to dispense with 

footnote 5. 



, lb 

4. 	These changes should also be made to Chapter 6, especially 

table 6.7, with "financial deficit" similarly changed to "financial 

surplus". 

J M G TAYLOR 



f billion  
1987-88 	1988,89 
1987 Latest Forecast 
iksiget estimate 

1987 
Budget 

latest 
estimate 

1988-89 
Forecast 

£ billion 
1987-88 

E billion 
1987-88 
	

1988-89 
1967 
Budget 	Latest estimate Forecast 

173.5 171.8 182.9 
168.8 173.7 184.9 
4.7 -1.9 -2.0 
-0.8 -1.2 -1.2 
3.9 -3.1 -3.2 

General government expenditure 
General goverment receipts 
General government 
Public coLporations' market and overspaq  
Public sector 

1 Including advance corporation 
2 After advance corporation tax set off. 
3 Before ACT set off. 
4 Adjustments for advance corporation tax 

by central and local government, develo 

on capital gains. 

inst North Sea corporation tax, plus VAT paid 
tax, other excise duties, and accruals adjustment. 

1111111111111111111111 
The Hoaxes of tbe PUblic Sector 

• 
ISOFC6ED 1121 TABLE 1.2 

INCEIPTS EXPEND111118 
Income tax 39.9 41.4 42.1 DHSS - social security 46.0 46.3 48.5 
Corporation tax 	excluding 14.4 15.0 19.1 DHSS - health and 
North Sea personal social services 19.1 19.7 20.7 
North Sea revenues: Defence 18.8 18.6 19.2 
Petroleum revenue tax 1.7 2.3 1.2 Education and science 16.6 17.1 18.0 
Oil royalties 0.8 1.0 0.6 Scotland, Wales and 
North Sea corporation tax 

 
0.6 0.6 0.7 Northern Ireland 16.0 16.3 17.1 

----Per set off 0.8 0.7 0.8 Other departments 33.6 33.0 34.9 
Total North Sea

3 
3.9 4.7 3.3 Privatisation proceeds -5.0 -5.0 -5.0 

Capital gains tax 1.3 1.4 2.0 Reserve 3.5 3.5 
Inheritance tax 1.1 1.1 1.0 PUblic expenditure 

planning total Stamp duties 2.1 2.4 2.0 148.6 146.0 156.8 
Value added tax 23.3 24.1 26.2 
Petrol, dery etc 7.8 7.8 8.4 
Tobacco duties 4.8 4.8 5.0 
Alcohol duties 4.3 4.4 4.5 
Betting and gaming duties 0.8 0.8 0.9 
Car tax 1.1 1.2 1.3 
Customs duties etc 1.4 1.5 1.6 
Agricultural levies 0.2 0.2 0.1 
Vehicle excise duties 2.6 2.7 2.8 
Gas levy 0.5 0.5 0.4 
Local4

authority rates 16.9 16.9 19.0 General government 
Other 1.4 1.4 1.5 gross debt interest 17.9 17.5 17.5 
Total taxes and royalties 127.8 132.3 141.2 Other adjustments 7.0 8.3 8.6 
National insurance and 
other contributions 28.5 28.7 31.6 
Interest and dividend 
receipts 5.7 6.3 5.6 

Gross trading surpluses 
and rent 3.3 3.0 3.5 
Other 3.5 3.4 2.9 
General Government General Government 

Ref-Pi pr.; 168.8 173.7 134.9 Expenditure  173.5 171.8 182.9 

ExPenditure, receipts and 
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PSDR AND TAX 

In response to 

minute gives our 

IN 1988-89 AND 1989-90 

an's minute of yesterday 

views today on: 

(copy attached) this 

the PSDR 

outturn for 

88-89, taking into account the provisional 

Y; 

the PSDR in 19 assuming the Budget package in the 

Scorecard of 9 	ruary; 

the size of the fiscal adjustment which would leave 

the PSDR excludin 

the non-oil tax burd 

unchanged in 1989-90.  

atisation proceeds, and 

We are due to give you a revis4A view of the PSDR next 

Thursday, taking into account fully re-worked forecasts, on a 

post-Budget basis, from the revenue departments. For this note we 

have been able to do no more than get a rough indica •on of how the 

numbers might turn out. We may well reach differ 	conclusions on 

1988-89 and 1989-90 by the time we report to you ne 

PSDR in 1988-89  
The PSDR in January is provisionally 	 Mon, 

£0.6 billion higher than assumed in the Winter Economic 	ast. 

In addition the PSDR for April to December has been revise 	by 
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Latest Forecast  
1 -89 1989-90  

13.0 
2.6 

7. 
1.5 

NOT TO BE COPIED 
2 billion to the PC net 41,1 billion, with 

epayment more than offset by an upward revision to the LA net 

ayment. 

FIL  and March, our new forecast is for a PSDR in 1988-89 of 

aking into account these developments and a revised view of

£14,v_‘ on, equivalent to 3 per cent of money GDP. Table 1 

comp. -A  =  ,,e latest forecast with earlier ones. 4  

TABLE 1: PSBR* IN 1988-89 (E billion) 

1988 
Budget 	 Winter 	 Latest 
recast 	Forecast 	Forecast  

CGBR(0) (0.5) -12.0 (-5.0)  -13.3 (-6.2) 
LABR 	 0.9 	 0.6 
PCBR 	 I 	 -1.8 	 -1.5 

PSBR -12.9 (-5.9) 	-14.2 (-7.1) 

BUDGET SECRET 
a  BOEIGETrhiS013 NOrt. 0 . 

excluding privatisa  roceeds in brackets. 

The forecast centr 	vernment net repayment has been 

increased by £11/4  billion, just over half of which is from lower 

expenditure. On the receipts side the main change is an upward 

revision to national insurance contributions. The changes to the 

forecasts of the LABR and PCBR larg 	reflect the revisions to the 

outturns to December. 

PSDR in 1989-90  

Our latest forecast for 1989-90, 

a direct revenue cost of £1.2 billion ( 

a net repayment of £13 billion. 

g a Budget package with 

ard of 9 February), is 

0 

 

TABLE 4: LATEST PSDR FORECASTS 
Winter Forecast  
1988-89 1989-90  

PSDR  
E billion 
% of money GDP 

PSDR excluding  
privatisation proceeds  
E billion 
% of money GDP 

Memo: Fiscal adjustment 
E billion 
% of money GDP 

	

12.9 	11.2 

	

2.7 	2.2 

	

5.9 
	

6.2 

	

1.2 
	

1.2 

1.5 
0.3 
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The main reasons for the latest forecast for the PSDR in 

-90 being higher than in the Winter Forecast: 

a smaller fiscal adjustment (by £0.5 billion); 

Athe carry forward of a higher 

£1.3 billion). 

PSDR in 1988-89 

Unchanged PSDR excluding privatisation proceeds  

8. 	On the basis of the current Budget package the PSDR excluding 

privatisation 

about £8 bill 

eds rises from about £7 billion in 1988-89 to 

1989-90. The size of package which would hold 

ion depends on its composition. But a package 

effect of around £24 billion would hold the 

on proceeds constant, on the assumption 

tion to those in the current package took 

ome tax. 

it constant at £ 

with a direct 

PSDR excluding pri 

that the tax cuts i 

the form of reductions 

9. 	But because money GD is rising, by over 7 per cent in 1989-90, 

a flat PSDR in cash terms implies a fall as a percentage of money 

relative to GDP. It follows, 

composition of the package as befo 

revenue effect of about £13/4  bil 

privatisation proceeds unchanged rel 

TABLE 5: EFFECTS OF BUDGET PACKAGES 

unchanged 

about the 

a direct 

excluding 

GDP. The PSDR has to rise by £0.5 billion for it to be 

on the same assumption 

hat a package with 

would hold the PSDR 

to money GDP. 

PSBR 
effects  

1 

2 

An unchanged tax burden 

10. Assuming the package as in the Scorecard of 9 

non-oil tax burden is forecast to rise by about 4 percen 
in 1989-90, the total tax burden by marginally less, as 

table 6. 

the 

,oint 

in 

£ billion 

Current package 

Larger packages 

Direct 
revenue 
effects  

14 

13/4  
24 
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Taxes and NICs as % of money GDP 

1987-88  

38.0 
37.7 

package as in Scorecard of 9 February. 

1988-89 	 1989-90* 

   

37.2 

 

37.3 
37.0 	 37.2 

But a package 

in the total t 

is magnitude would produce a marginal fall (0.1) 

en. 

A package with a direct revenue effect of £214 billion would hold the 
non-oil tax burden at its 1988-89 level ie. a package with a direct 

revenue cost of about El billion more than in the latest Scorecard. 

Conclusion 

11. The arithmeti& 	this note suggests that a larger Budget 

package than currently 	ed would be consistent with holding 

either the PSDR exclu 	vatisation proceeds, or the tax burden 

unchanged in 1989-90. But 	ou know forecasts of public finances 
are subject to very large margins of error. At this stage the 

uncertainties are particularly large. 	Not only are the revenue 

departments still re-working their forecasts, but there are a number 

of specific uncertainties such as t 	level of money GDP in 1988-89 

and local authority rate deci 	for 1989-90, which may not be 

resolved until just before the Bud 	t would not be surprising 

therefore if the arithmetic were to iinge over the next few weeks. 

COLIN MOM 
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CONFIDENTIAL 

FROM: A C S ALLAN 

DATE: 9 February 1989 

SIR T BURNS 

FISCAL ADJUSTMENT 

The Chancellor would be grateful for a note, by this weekend, 

setting outjon the latest estimates: 

what fiscal adjustment would leave a PSDR (excluding 

privatisation proceeds) in 1989-90 the same as that now 

expected for 1988-89; and 

what fiscal adjustment would leave the burden of taxation 

in 1989-90 (taxaLas a percentage of GDP) the same as in 

1988-89. 

ACS ALLAN 
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THE PSDR PATH IN THE MTFS 

Peter Sedgwick sent you yesterday a submission on the PSDR in 

1988-89 and 1989-90. 	This note is about the path in the medium 

term. It sets out very briefly some alternatives; we aim to get a 

fuller submission on the medium term fiscal projections to you 

next week. 

2. Three possible options are presented in the attached table, 

taking off from the 1988-89 figure in the Sedgwick note and 

assuming for the moment that you will want to show the PSDR 

excluding privatisation proceeds unchanged in 1989-90. They are: 

Option 1  

The PR)comes back to 1% of GDP (£6 billion) by 1992-93, a 

reduction of £61/2  billion on the figure shown for 1989-90. 

The reduction would, of course, be bigger if you went for a 

more central figure in 1989-90. 

1 
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Option 2  

The PSDR excluding privatisation proceeds comes back to zero 

by 1992-93. 	This is very similar to option 1; the PSDR 

including privatisation proceeds comes down to £5 billion ( 3/4  % 

of GDP). 

Option 3  

A balanced budget - i.e. a zero PSDR - by 1992-93. This 

involves a reduction in the PSDR of £121/2  billion (or more) 

over the medium term. 

*).E3. 
	If you want to avoid signalling that a large pot of money is 

available for public expenditure increases, there is much to be 

e kiw i 	said for options 1 and 2. The stories in the two cases would have 
fvuo,ve 	

to be slightly different, however. 
4,41"4_ 

(,7, p, 	Option 1  

CA/144-d 7^) 	
The norm in the longer term is a balanced budget - i.e. 

a zero PSDR; 

the large PSDR we are running at present reflects very 

favourable cyclical influences, which will tend to 

unwind as the economy reverts to a more sustainable 

path. Given the degree of uncertainty it is sensible to 

err on the side of caution and only move gradually 

towards a balanced budget; 

it is also sensible to take account of the current high 

level of privatisation proceeds. They are not available 

for spending and are better used to repay debt; 

given the continuing strength of domestic demand, and 

with the private sector in deficit, a prudent fiscal 

stance will help to retain the confidence of markets. 
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• 
Option 2  

 

 

- 	The norm in the longer term is a balanced budget - 

a zero PSDR; 

i.e. 

- 	it would be wrong to bring the PSDR right back to zero 

while privatisation proceeds remain substantial. 	They 

are not available for spending, and should be used to 

repay debt; 

- 	as privatisation proceeds decline relative to GDP, it 

will be right to come back to budget balance. In the 

meantime we should aim for a balanced budget excluding 

privatisation proceeds; 

- 	the large PSDR we are running at present reflects very 

favourable cyclical influences, which tend to unwind as 

the economy reverts to a more sustainable path. Given a 

degree of uncertainty it is sensible to aim on the side 

of caution and only move gradually towards a balanced 

budget; 

- 	given the continuing strength of domestic demand and 

with the private sector in deficit, a prudent fiscal 

stance will help to retain the confidence of markets. 

In both cases we would have to explain why the medium term 

objective has changed since last year. With option 1 we can argue 

that the Government has always adopted a gradualist approach to 

fiscal policy, and caution also suggests not returning zero too 

quickly. 

If option 2 were adopted we would say that we have decided to 

take account of privatisation proceeds explicitly in assessing the 

speed with which we approach the balanced budget. The gradualism 

and caution arguments would also be relevant. In response to the 

charge that we had not properly allowed for asset sales, because 

we have ignored sales of land, council houses etc, we would 

presumably have to argue that these have somewhat different 

economic effects. 



BUDGET SECRET 

6. 	Option 3 would of course be easier to justify in relation to 

the norm of a balanced budget. The story might go as follows: 

The longer term norm is a balanced budget, and the path 

in the PSBR is consistent with this; 

the path is entirely stylised, and as usual the PSDR to 

be set in future Budgets will be reviewed in the light 

of circumstances at the time; 

the large PSDR we are running at the present reflects 

very favourable cyclical influences which will unwind as 

the economy reverts to a more sustainable path. Given 

the degree of uncertainty it is sensible to err on the 

side of caution and only move gradually towards a 

balanced budget; 

given the continuing strength of domestic demand and 

with the private sector in deficit, a prudent fiscal 

stance will help to retain the confidence of markets. 

Et7171us the stylised path very definitely does not imply a 
large pot of money available for public expenditure77 

The force of the cyclical argument will obviously depend on 

the path of GDP which we publish. If we show growth rates of 2% 

per annum in the next two years, followed by 23/4% thereafter, this 

would imply a cumulative shortfall of about 11/2% relative to trend. 

Even with a fairly high cyclical response, it is unlikely that 

this would reduce the PSDR by more than £5 billion - i.e. less 

than half of the 1989-90 level. 

With option 3 we might face the charge that we had not been 

sufficiently cautious, given high asset sales and the private 

sector's deficit. On the former, we would argue that even if the 

contribution of all asset sales were discounted, the ratio of debt 

to GDP would still be falling. On the latter, we would say we 

think it unlikely that the private sector will remain in deficit 

throughout the medium term; saving is likely to recover and the 

growth of investment diminish. 
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9. You may like to consider the medium term path at your meeting 

on the PSDR now scheduled for Monday afternoon. 

C J RILEY 

5 



• OPTIONS FOR THE PSDR PATH IN THE MTFS 
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1 

2 1 
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Option 1  

PSDR - £ billion 

- % of GDP 

PSDR excluding 
privatisation 

£ billion 

- % of GDP 

Option 2  

PSDR - £ billion 

% of GDP 

PSDR excluding 
privatisation 

£ billion 

PSDR excluding 
privatisation 

£ billion 

- % of GDP 

1988-89 1989-90 

14 121/2  

3 21/2  

7 7½ 

11/2  11/2  

I 

61,t. 

2r 	24 	41/2 

11/2 	11/2 	1/4  

k k 

7 5 

11/4  

2 0 

1/4  0 

4 

1 /4  0 

-1 -5 

-¼ 	- 

- % of GDP 11/2  11/2  3/4  

Option 3 

PSDR - £ billion 91/2  

3 21/2  - % of GDP 

1990-91 1991-92 1992-93 

In_ 
,Jr21 
	

91/2  

21/2 	13/4  

4½ 41/2  

6̀ c 

/7/ 	29!( 	41/2  
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THE PSDR IN 1988-89 AND 1989-90 

The attached note by Colin Mowl and me presents the latest forecast 

for the PSDR in 1988-89 and in 1989-90 taking account of the latest 

package, and assesses what numbers 	•ublish in the FSBR. We need 

guidance on the latter in order t 	pare the detailed figuring for 

Chapter 6. 

2. 	You will receive on Wednesday'Feb 	22 a first draft of 

Chapter 6 that will incorporate detaC)  figures consistent with 

your provisional decisions on the PSDR. 	There will be a final 

submission on PSDR prospects on Thursday March 9, by which time the 

provisional February PSDR will be available. It will be just about 

possible to make further changes to the FSBR figuring at that stage 

if necessary, but this is one day later than 1 	ear and the 

timetable will be very tight. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CONED,  

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



THE PSDR IN 1988-8 
BUDGET SECRET 

9  43'9I=ME-r-LIST ONLY 
NOT TO BE COPIED 

191 	The PSDR in 1988-89 is forecast to be £141/2  billion. 

The PSDR excluding privatisation proceeds is forecast 

to be £71/2  billion. 

Our latest forecast for public expenditure in 1988-89 

nificantly below the levels assumed in the 1989 

GEP's latest February assessment (to be 

ci u 	d tomorrow) is that the Planning Total will be 

£151. b lion. 	We have forecast a planning total 

outcom 	ttle below this, at £150.8 billion, and GGE 

of £17 

respectiv 

£1 billion 

'llion, both of these are £21/2  billion 

low the figures in the 1989 PEWP. 

ese downward revisions is from higher 

privatisation proceeds. 

With GGE in 1988-89 lower than in the 1989 PEWP, the 

GGE ratio (excluding p ivatisation proceeds) is 39 per 

cent; i per cent low 	n in the PEWP. 

The share of non-North° 
	

taxes and NIC's in GDP is 

forecast to have fallen 	h 	r cent in 1988-89 to 374 

per cent, a lower level th 	ecast in the 1988 FSBR. 

1989-90 	The central forecast for he PSDR in 1989-90 is 
£141/2  billion, 	£91/2  billion 	excluding 	privatisation 

proceeds. This takes account of a package with a 

direct revenue effect of £1.0 billion d assumes that 

activity is as in the draft of Chapt 	a 	the FSBR. 

The PSDR effect of the package is less 	that of the 

fiscal adjustment assumed in the Winter 	St. 	The 

pre-Budget forecast of the PSDR has been c --sed, by 

over £21/2  billion since the Winter Forecast. 
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The PS 

  

    

forecast to be £91/2  billion (li per cent of GDP), 

compared with £71/2  billion in 1988-89 (11/2  per cent of 

GDP). 

Our central forecast of the planning total in 1989-90 

has not changed much since the Winter Forecast. A tiny 

overspend on plans is forecast. Taken with our latest 

assessment for debt interest it would imply a small 

fall of 4 per cent in the GGE ratio to 384 per cent. 

NOT TO BE COPIED 
proceeds in 1989-90 is 

The share of non-oil taxes and NICs in GDP is forecast 

7Pe slightly in 1989-90. 

Presentation in 	BR 

The re 	the last four years is of the FSBR 

understa 	the strength of public finances in the 

year ah 	by progressively greater amounts. 

Presentatio a 	justments explain some though only a 

small proportion of these errors. 	Against this 

background presentational adjustments in the 1989 FSBR 

will be of doubtful effect. There is a strong case for 

publishing more central estimates. 

Fro 

Nevertheless if the 	e to present a PSDR 1988-89 

that was more likely to 	overshot than undershot, it 

would be just about 	e on the evidence now 

available to publish a 	repayment rounding to 

£14 billion. 	(This figure 	ld go up between now and 

March 14.) A lower repayment than this would probably 

N( appear to be a deliberate attempt to understate the 

strength of public finances. Most up to date outside 

comment envisages net repayments o £15 billion or 

more. 

There would be no problems in publishin 

PSDR excluding privatisation proceeds tha 

as a percentage of GDP, as the publish 

outturn for 1988-89 ie. a PSDR of £1 

£71/2  billion excluding privatisation proceed 

989-90 a 

e same, 

recast 

ion, 

is 
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2.0 
	

10.3 	12.7 

1.2 	2.6 
	

1.8 

3.2 	12.9 
(3/4) 	(23/4 ) 

0 
-1.8 	5.9 	7.5 
(-1/2) 	(11/4) 	(PI) 

to pay tax this year, increasing the CG net repayment, 

of PCs and, hence leaving the PSDR unchanged. Just over 

Electricity Council's corporation tax. 

government net repayment on own 

government revision 

2. 	Table 2 shows that the upward revision to the 

since the Winter Forecast is more than accounted 

is from 

account. £1/2  billio 

a changed assumpti 

The Council 

R for 1988-89 

gher central 

is central 

out the 

assumed 

that 

the 

BUDGET SECRET 
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tDOETsk-ISLTr CAVIA c f about £2 billion. We 
could even have a higher safety margin than this 

without appearing too uncentral eg. we could possibly 

go down to a PSDR of £12 billion 

FORECAST 

(a) 1 	9 

Table 1 summarises the main features of the latest assessment and 

compares them with earlier forecasts: 

TABLE 1 	'CEIPTS, EXPENDITURE AND DEBT REPAYMENT 
£ billion 

1988-89 
Winter 

Forecast Latest 

182. 

1989-90 
1988 
FSBR 

195.2* 

192.8 

Winter 
Forecast 

204.4* 

193.2 

Latest 

206.5* 

192.6 

3.4 1.6 1.0 

-1.0 9.6 12.8 

1.0 1.6 1.6 

0.0 11.2 14.5 
(0) (21/4) (2i) 

-5.0 6.2 9.5 
(-1) (11/4) (1i) 

PSDR 
(per cent of GDP)** 

PSDR excluding 
privatisation proceeds 
(per cent of GDP)** 

General Government 
Receipts 

General Government 
Expenditure 

Fiscal adjustment 

GGDR 

pc14) 

1 89.6 	191.0 

• 
	178.3 

0 
before fiscal adjustment 

* * Treasury adjusted GDP figures are used throughout this note 

remaining CG revision is due to lower expenditure. On the 	ts 
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d revision to national side the other n 

nsurance contributions. The change to the LABR largely reflects 

visions to earlier months of the year, and is consistent with a 

nward revision to LA net capital spending. 

TABLE 2 : PSBR* IN 1988-89 

(£ billion) 

1988 
Budget 	 Winter 	 Latest 
forecast 	 forecast 	forecast 

BUDGET SECRET 
aigU DORT LIST N  War 

4.5 (0.5) 
2.1 
0.8 

0-3.2 (1.8) 

12.0(-5.0) 	-14.0(-6.9) 
0.9 
	

0.5 
1.8 	 - 1.1 

12.9 (-5.9) 	-14.5 (-7.5) 

CGBR(0) 
LABR 
PCBR 

PSBR 

excluding pr tion proceeds in brackets. 

3. 	The outturn fo 

repayment of £15.5 

repayment in Februar 

(£21 /2  billion excluding 

SBR for the 10 months to January was a net 

The latest forecast is for a small 

borrowing in March of 	£11/2  billion 
isation proceeds). 	The high March 

figure reflects the usual seasonal pattern, but it is always 

difficult to judge the size of the end-year surge in central 

government expenditure and the local authority borrowing. 

TABLE 3 : MONTHLY BORROWIN pQ1 LE FOR REST OF 1988-89* 

(£ bil 

Outturn to January 	
Febk 	

Latest Forecast  
March 	Total 

for year 

CGBR(0) 	 -13.8 	(-7.8) 	-0.1  0 	0.0 (0.9) 	-14.0 (-6.9) 
LABR 	 - 0.6 	 0.1 	1.1 	 0.5 
PCBR 	 - 1.0 	 -0.5 	0.4 	- 1.1 

PSBR 	 -15.5 (-9.4) 	-0.5 	1.5 (2.4) -14.5 (-7.5) 

excluding privatisation proceeds in brackets 

1 billion 

ture of 

the 

4. The forecast of the CGBR(0) in March ass 

privatisation proceeds, largely from Kb, and e 

£0.4 billion on Shorts. 	The forecast also assumes 
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Income Tax 
Advance corpo 
Other corporat 
Capital gains t 
Stamp duty 
Other 
Total Inland Reven 

VAT 
Road fuel duty 
Alcohol and tobacco 
Car tax 
Other 
Total Customs and Excise 

tax 

NICs 

electricity 
its EFL. 

indusf*RpouttrbySloorfEnor 
BUDGET SECRETNOT 

i 
ID BE COPIED 

tion tax allowed for in 

Table 4 shows changes since the Budget and the Winter Forecast 
ntral government tax and national insurance contribution 
s (NICs). 

IN 1988-89 (£ billion) 

Changes since 	Changes since 
1988 Budget 	Winter Forecast 

1.4 -0.1 
0.8 0.0 

- 	1.7 0.6* 
0.5 -0.1 
0.4 0.0 
0.0 -0.1 
1.4 0.3 

1.4 0.1 
0.3 0.0 
0.1 0.0 
0.1 0.0 
0.1 0.0 
2.1 0.2 

0.9 0.3 

: CENTRAL GOVERNMENT TAXES AND NATIONAL INSURANCE 
CONTRIBUTIONS 

TOTAL 

* of which Electricity Coun 

6. 	The shortfall on corporation tax annot be fully explained at 
this stage. It may partly reflec0 	r profits and higher 

investment in 1986 and 1987 than recorde 	the time of the 1988 

Budget. 

7. 	A high proportion of the shortfall on central government 
expenditure is directly or indirectly attributa e to buoyant 
activity. 	Social security and Department 	mployment/MSC 

programmes are the prime examples. But the la 	recast MOD 

underspend of its cash limit may partly reflect capa 	nstraints 

amongst its suppliers. GGE in 1988-89 is about El 	 lower 

than in the Winter Forecast, with the central governme 	local 

authority components down by roughly equal amounts. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

• 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



the highe 

(b) 1989-90  

8. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

of £11 /2  billion, On the basis ot an assumed fiscal adjustment 

Winter Economic Forecast had a net repayment in 1989-90 of 

.2 billion, £6.2 billion excluding privatisation proceeds. 	The 

forecast substitutes the latest Budget package for the assumed 

adjustment and incorporates changes to the underlying 

fo 	of receipts and expenditure in the light of later 

inf ma n and changes to the rest of the forecast. 	The new 

forec 	is for a higher PSDR of £14.5 billion - £9.5 billion 

excluding privatisation proceeds: this mainly reflects a number of 

the factors behind the higher PSDR in 1988-89 - such as higher NIC 

receipts - which carry forward into 1989-90. In addition 

the 	ost of the Budget package is smaller than that 

of th 	1 adjustment in the Winter Forecast; 

epayment has reduced debt interest. 

(c) Public Expenditur  

9. 	The Winter Forecanluded a forecast of the planning total 
outturn in 1989-90 which was the same as the level provided for in 

the Autumn Statement and 1989 PEWP. The overall picture has changed 

very little. We have attempted to allow for the central government 

Review Body awards announced today, which involve smaller increases 

than allowed for in the Winter F 

on the other hand, is slightly 

because the estimate of LAs' capita 

has been revised up and they are 

higher receipts next year. 

t. Local authority capital, 

he than in the Winter Forecast 

ceipts in the current year 

d to spend some of these 

orecast claim on the 

ture, but there are also 
The larg 

Reserve next year remains LA current exp 

significant claims from central government pay and local authority 

capital. 
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. RESERVE 

1989-90 1988-89 
1.2 	 0.9 

-1.2 	 -0.5 
-0.4 	 0.4 
1.3 	 2.0 

-0.9 	 0.8 
-0.4 	 0.0 
-2.0 	 0.0 

-2.5 	 3.6 

(6.0) 	(-0.1) 

TABLE 

;  security 
f 

41 	

r. G 

: LA ‘'111111 41cNl  
nt 
l 

Publik.• 
A• .  • • 

 .  • 
Priva  4.- ' 
TOTAL 

BUDGET SECRET 
13U BlituFstl SIRON 

(E billion) 

orations 
on proceeds 

(Forecast underspend on planning total) 

TABLE 6 : 

1989 PEWP 

1988-89 1989-90 

3.4 	167.1 

17 	17.0 

9 8 	9.5 

18i.a1 193.7 

Latest Forecast 

1988-89 1989-90 

150.8 167.2 

18.3 16.3 

9.3 9.2 

178.3 192.6 

185.3 197.6 
(39) (383/4) 

474.6 509.7 

10. The for 	of debt interest payments in 1989-90 is a little 

lower than in t 	1 ter Forecast due to higher debt repayment. 	It 

is of course 	ell below the Autumn Statement and 1989 PEWP. 

(gross debt intere 	i 	988-89 is, however, £1/2  billion above the 

PEWP.) 

GOVERNMENT EXPENDITURE 
billion) 

Latest 
Outturn 
1987-88 

Planning Total 

Gross Debt Interest 

Other adjustments 

GGE 	 171.8 

GGE excluding 
privatisation proceeds 177.0 
(% of GDP) 
	

(411/2 ) 

Money GDP 	 426.1 

187.0 	198.7 
(393/4) 	(391/4) 

470.7 	507.8 

145.7 

17.8 

8.3 

GGE excluding privatisation proceeds in 1988-89 	put at about 

£1851/2  billion, over £11/2  billion below the level in 	ear's PEWP. 

With the growth of money GDP a little higher than 	PEWP, the 

GGE ratio (excluding privatisation proceeds) falls mor 	in the 

PEWP, by nearly 21/2  per cent compared with 13/4  per cen 	e PEWP 

projected the ratio to fall by a further 1/2  per cent in 1 	but 
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han the PEWP, the ratio despite a latest fo 

S now forecast to fall only 14 per cent because of lower money GDP 

wth. 

vernment expenditure as a percentage of GDP 
Percentage of GDP 

46 	 - 46 

48 ctr'' 
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TABLE 7 : TAXES 

(% increases on year 

(% Share 
in 1988-89) 

Income tax (0.25) 
Corporation tax (0.10) 
Capital gains tax (0.01) 
Stamp duties (0.01) 
TOTAL INLAND REVENUE (0.39) 

VAT (0.16) 
Duties on fuel, 
alcohol and tobacco (0.13) 

TOTAL CUSTOMS AND EXCISE (0.28) 

LA rates (0.11) 
NICs (0.18) 
Total Taxes and NICs 

er) 

1988-89 	1989-90 

	

4.6 	7.9 

	

19.8 	16.5 
7  g.ø 	-16.7 

9.2 
9.0 

	

14. 	7.8 

8.4 
12.0 

11.2 
13.1 
9.8 

 

Excluding privatisation proceeds 
S. 

• • 
• • • 

00 Including privatisation proceeds • 

• • • • • • 

.‘ 

0 	

.. 
.... 

... 

-44 

42 

 

42 

40 

... ....... 

38 
• 
‘'. .......... 38 

36  	
36 

1978-79 1979-80 1980-81 1981-82 1982-8 	9 -84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 

(d) Receipts  

11. Table 7 summarises the latest •recast of taxes and NICs. The 

forecast incorporates the Budget 	e in the Scorecard of 16 

February which has a direct revenu 	t of El billion. 
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Corporation tax (CT) receipts are forecast to grow by 16 per 

in 1989-90, a little less than in 1988-89. 	Within the total 

eceipts are forecast to grow very much less and other 

ream) corporation tax rather more than this year. 	The 

is for a substantial rise in the average rate of tax paid 

al companies, from 111/2  per cent in 1988-89 to 133/4  per cent 

The higher assumed level of short-term interest rates 

in the forecast helps the profitability of the financial sector, 

which has less scope for sheltering tax than ICCs. The forecast 

assumes, following consultation with FIM, that sovereign debt 

provisions by 

 I 
S ''))  s allowable against tax fall from £2.5 billion in 

1987 to £0.6 	billion in 1988. 

 

13. Corporation 

faster than mone 

insurance contributi n 

by smaller amounts, du 

salaries in GDP. But th 

burden because income t 

taxes. 

the only tax forecast to grow significantly 

The growth of income tax and national 

forecast to exceed that of money GDP, but 

forecast rise in the share of wages and 

a relatively large effect on the tax 

a and NICs account for nearly half of total 

VAT (before Budget changes) is forecast to grow less than 

consumer spending because the dece 	ion in the growth of spending 

is expected to hit goods and ser 	subject to VAT relatively 

hard. 	But with total consumer sJng forecast to grow a little 

faster than money GDP and the 	ening of the VAT base to 

non-domestic construction etc, the 	of VAT to money GDP is 

forecast to be unchanged. 

The stamp duty forecast assumes that equity prices will be 

marked up a little as soon as the abolition of duty on stocks and 

shares is announced. 

forecast to 

still do 

ions by 

owever 

16. Local authority rate and community charge inc 

rise by 8 per cent in 1989-90, more than money GDP, 

not yet have any hard information on actual rate 

authorities. By the time the Budget arithmetic is fina 

a fairly reliable estimate should be available. 
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inc uding community charge 

Non-Oil taxes and national insurance contributions 39 39 
Percentage of Non-oil GDP 

38 

Latest forecast 	- 37 

36 

35 

37 

36 

35 

38 FSBR 1988 

34 	  
1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 

34 
1985-86 1986-87 1987-88 1988-89 1989-90 

NOT TO BE COPIED 
f the tax burden. Table 8 summar 

TABLE 8 : TOTAL TAXES* AND NICs AS A PERCENTAGE OF MONEY GDP 

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

38.1 37.9 37.4 37.4 
37.6 37.7 37.2 37.4 No 

BUDGET SECRET 
jeUD3E3-TtaSTfeffilaht 0 

(e) Variations in the Budget packag  
The latest forecast with a 	 package of El billion 

produces in 1989-90 a rise in both the 	excluding privatisation 

proceeds and the non-oil tax burden. The 	table below shows what 

size of package would be consistent with no change in each of these 

TABLE 9 : BUDGET PACKAGE 
Direct revenue cost £ billion 

No change in PSDR* in £b 	 3-31/2  

No change in PSDR* % of GDP 

No change in non-oil tax burden  11/2-2`q 

(Scorecard 16 February) 	 (1) 

excluding privatisation proceeds 

 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COKED , 

• 

 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

PRESENTATION IN THE FSBR 

 

nnex II compares PSBR/PSDR forecasts for the year ahead in the 

d outturn. The PSBR has been overforecast for four years (if 

19 	is included) - by large and increasing amounts in the last 

thre 

20. Only a small part of the large errors can be attributed to 

presentational adjustments. 	For 1988-89 the presentational 

adjustment accounted for about El billion of a possible total error 

of over Ell b' 

21. Against th 

changes influencin 

Indeed there is 

central fiscal projec 

ecasting record the scope for presentational 

ctations is modest and maybe non-existent. 

for publishing what are more obviously 

If the aim is to pu 1 	SDR forecasts that are more likely to 

be over than undershot it is worth remembering that if the sale of 

water goes ahead as planned privatisation proceeds in 1989-90 are 

quite likely to exceed the £5 billion assumed in the forecast. This 

would produce an element of safety 	gin. 

A factor that goes in the opp 	irection is the likely fall 

in output growth. 	Chart 3 shows 	there has been a pronounced 

tendency over the last twenty years to 	arge positive errors in 

the PSBR when growth is low, and nega 	errors when it is high. 

There must be a real possibility that 	e recent bias towards 

underscoring the buoyancy of public finances will end and go into 

reverse sometime in the next year or so. 
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PSBR forecast errors: FSB 

6 

Percentage annual change in real GDP 4 

/ 

\ / 
/ 

PSBR forecast error 

-6 6 
1968/969-70 70-71 71-72 72-73 73-7 ' 1 I  76-77 77-78 78-79 79-80 80-81 81-82 82-83 83-84 84-85 85-86 86-87 87-88 88-8989-89 

1. No adjustments have been made for  14. 

24. It will also be neces 	to check that forecast growth of 
receipts and GDP are not obviously inconsistent. Table 9 sets out 

the latest forecasts. 

TABLE 10 : FORECAST GRO 	SF RECEIPTS AND GDP* 
(% increases on pious years) 

1988-89 	1989-90 

Total taxes and NICs 	 8 (12.3) 	7.5 (9.1) 

Non-oil taxes and NICs 	CJI:). 0 (13.5) 	7.9 (9.5) 
<>  

0 
General government receipts (GGR) 	 9.8 (12.2) 	7.6 (9.1) 

Non-oil GGR 	 11.0 (13.4) 	8.0 (9.5) 

Money GDP 	 11.4 	 7.4 

Non-oil money GDP 	 12.3 	 7.5 

* figures in brackets exclude following effects of1°•<\  nd 1989 ,)ii.•  , 
Budgets 

£ billion 	 1988-89 	1989-9 

1988 Budget 	 4.0 	6.2 
1989 Budget 	 - 	1.0 
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planning 	 1989-90 same as PEWP; 

fall in GGE r 

level in 1988- 

1989-90 from its 

NOT TO BE COPIED 
r advice on numbers 

hat could be published without appearing too overtly uncentral are: 

£14 billion for 1988-89 - £1/2  billion below our central  

view, and (on this assumption) 

£121/2  billion for 1989-90 which would 	be 	the 	same 

roportion of GDP as in 1988-89 once privatisation 

proceeds were excluded. However it might be possible to 

go down to a PSDR of say £12 billion without appearing 

unduly cautious. 

26. There are lly to be a series of other constraints on the 

public financ 	ing in the FSBR. We do not yet know whether we 

will be able to 	1 of them: 
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inevitably lower 

possibly some constraint on change in tax burden between 

the two years. 

h money GDP numbers cannot All this is against a background 

be finalised until days before Bud 
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EX I: BORROWING IN 

1983-
1984-8 
1985-86 
1986-87 
1987-88 

1.0 	-0.2 	1.2 
	

2.0 	0.8 

	

1.5 	- 0.5 	N/A 	N/A 

	

1.8 	- 0.3 	2.7 	1.3 

	

1.4 	- 0.3 	3.3 	2.2 

	

0.9 	- 0.4 	4.5 	4.0 

	

1.4 	- 0.6 	3.6 	2.7 

	

1.4 	- 0.4 	3.5 	2.5 

	

1.2 
	

2.0 	0.8 

 
 

3. 

2.3 
1.2 
1.7 
2.7 
2.7 

N/A 
1.9 

3'P 	2.1 
4. 	3.4 
4.1 	.0 

FEBNMPWAKR ET 
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NOT TO 13  gcmgD 
Excluding 

privatisation 
proceeds 

PSBR CGBR(0) LABR PCBR PSBR CGBR(0) 
Curr 	rices 

Average 

1988-89 

1988-89 prices  

1983-84 
1984-85 
1985-86 
1986-87 
1987-88 

Average 

1988-89 

BORROWING IN MARCH 

	

2.6 	1.8 	1.2 	- 0.4 	N/A 	N/A 

	

2.1 	1.0 	1.5 	- 0.3 	2.2 	1.0 

	

2.4 	1.4 	1.2 	- 0.2 	2.8 	1.8 

	

2.8 	2.3 	0.8 	- 0.3 	4.0 	3.5 

	

3.3 	2.5 	1.3 	- 0.5 	3.3 	2.5 

	

2.6 	1.8 	1.2 	- 0.4 	3.1 	2.2 

£ billion 

Excluding 
privatisation 
proceeds 

PCBR PSBR CGBR(0) 
Current prices  

1983-84 	 2.2 	1.4 	1 	- 0.3 	N/A 	N/A 
1984-85 	 2.2 	1.5 	1.10 	s.3 	2.3 	1.5 
1985-86 	 2.8 	1.4 	1.2 	.2 	3.2 	1.8 
1986-87 	 3.2 	2.2 	0.9 	1.0 	3.9 	2.9 
1987-88 	 3.8 	2.8 	1.2 	-00.1 	3.8 	2.8 

Average 	 2.8 	1.9 	1.1 	- 0.1 	3.3 	2.3 

1988-89 	 1.5 
	

1.1 	0.4 	2.4 	0.9 

1988-89 prices  

1983-84 	 2.9 	1.9 	1.4 	- 0.3 
1984-85 	 2.7 	1.8 	1.3 	- 0.4 
1985-86 	 3.3 	1.6 	1.4 	0.2 
1986-87 	 3.6 	2.5 	1.0 	- 0.1 
1987-88 	 4.1 	3.0 	1.3 	- 0.1 

Average 	 -3.3 	2.2 	1.3 	- 0.1 
	

3.8 

1988-89 	 1.5 	- 	1.1 	0.4 	2.4 

PSBR 	CGBR(0) 
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i EX II: PSBR FORECAS 
fa' 

Year just finishing- 

ERIN115 illt1HS Fe121 ET 
BUDGE-LUST Gharn 

Lb Lb 

2.0 2.0 
0.3 0.5 

- 	0.6 - 	0.5 
0.6 0.8 
1.3 1.0 
2.9 2.5 
4.3 4.4 
7.6 8.0 

10.8 10.6 
8.8 8.5 
5.7 5.6 
9.2 9.2 
9.1 9.8 
13.5 13.0 
10.6 8.8 
7.5 9.2 
10.0 9.7 
10.5 10.1 
6.8 5.7 
4.1 3.4 

- 	3.1 - 	3.5 

1 
19 
1970-
1971-
1972-
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 

0.5 
0.5 

- 0.2 
1.1 
0.2 

- 0.8 
 

5.2 
1.5 
3.5 

- 2.9 
0.6 

+ 

2.0 
2.6 
3.4 

1.2 
- 1.2 
- 0.4 

2.0 
0.4 

- 1.2 
0.0 
5.9 
1.4 

- 2.7 
1.9 
0.4 
0.7 
1.9 
0.7 

- 0.1 
0.5 
0.9 
0.4 

.0 

0.2 	+0.2 
0.4 	+ 0.1 

nrolTETo BE boPIED 

Average Absolute Errors W 	eriod 
L 	years 
La% 	ears 

NOT TO BE COPIED 

	

Error 	Error 
Lb 	% of GDP 

0.1 	- 0.1 
0.1 	+ 0.3 
0.1 	+ 0.2 
0.2 	+ 0.4 
0.3 	- 0.6 
0.3 	- 0.5 
0.2 	+ 0.2 
0.4 	+0.4 

	

- 0.2 	- 0.2 

	

- 0.3 	- 0.3 

	

- 0.1 	- 0.1 

	

- 0.1 	0.0 
0.7 	+ 0.3 
0.4 	- 0.2 
1.8 	- 0.7 
1.7 	+ 0.6 
0.3 	+ 0.1 
0.4 	- 0.1 
1.2 	- 0.3 
0.7 	- 0.2 
0.4 	- 0.1 

	

0.5 	0.3 

	

0.8 	0.3 

	

0.6 	0.2 

Bias 
	 Whol period 	 - 0.2 	- 0.1 

Last 10 years 	 - 0.3 	- 0.1 
Last 5 years 	 -0.6 	- 0.2 

B. Year ahead 
	

Forecast  S  tturn 	Error 	Error 
Lb 	Lb 	Lb 	% of GDP 

1967-68 1.5 .0 
1968-69 1.0 .5 
1969-70 - 	0.3 0.5 
1970-71 -0.2 
1971-72 1.2 
1972-73 3.4 
1973-74 4.4 4. 
1974-75 2.7 8.6> 
1975-76 9.1 10.6 
1976-77 12.0 8.5 
1977-78 8.5 5.6 
1978-79 8.5 9.2 
1979-80 8.3 9.8 
1980-81 8.5 13.0 
1981-82 10.6 8.8 
1982-83 9.5 9.2 
1983-84 8.2 9.7 
1984-85 7.2 10.1 
1985-86 7.1 5.7 
1986-87 7.1 3.4 
1987-88 3.9 - 	3.5 

Average Absolute Errors Whole period 
Last 10 years 
Last 5 years 

Bias 	 Whole period 
Last 10 years 
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FROM: S M A JAMES 
DATE: 24 FEBRUARY 1989 

PS/CHANCELLOR CC: PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Riley 
Mr Sedgwick 
Mr Gilhooly 
Mr Matthews 
Mr Macpherson 
Miss Wallace 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

PS/IR 
Mr Unwin, C&E 
Mr Jefferson-Smith, C&E 
Mr P R M Allen, C&E 
Ms French, C&E 

FSBR CHAPTER 4: CUSTOMS AND EXCISE TAX CHANGES 

Your minute of 21 February asked the Economic Secretary to review 

the Customs and Excise contribution to the text of Chapter 4. The 

Economic Secretary has seen the revised Customs contribution 

incorporated in the attachments to Mr Macpherson's minute of 

23 February. 

He has the following comments: 

(i) 
	

4.31  to be replaced by the following: 

"To comply with the European Court judgment of 

21 June 1988 certain previously zero rated goods and 

services will be subject to VAT at the standard rate. 

1 
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As announced on 6 February, the regime will aim to 

minimise the tax and compliance burden. 

Non-residential construction and property development 

will be liable to VAT from 1 April 1989 with 

transitional relief for prior contractual 

commitments. 	Landlords will be given the option to 

tax rents of non-residential buildings from 1 August 

1989. 

VAT will also be applied 

from 1 April 1989 to: 	protective 	boots 	and 

helmets supplied to 

employers 

news services 

from 1 July 1990 to : 	fuel and power supplied to 

businesses 

: water and sewerage 

services supplied to 

industry. 

4.34,  line 3: delete "nearly" after "gallon"; 

line 5: insert "leaded" between "3 star" and 

"petrol". 

Annex: Explanatory notes to Table 4.1, VAT 

paragraph 54:  reorder this so that the reference to option to 

tax comes before that to building land. Clarify "in certain 

circumstances" (line 5). Retain the square-bracketed sentence 

("Tenants whose landlords opt ..."). 

S MA JAMES 

Private Secretary 



yet, 

it. 

You asked for a note 

pensioners 

chapters of the FSBR. But it will be helpful 

so this note, I am afraid, lacks the 

You will get the numbers soon in the drafts of the relevant 

on how the abolition 

should be shown in the" FSBR. 

of the 

We have no firm figures 

focus they would give 

meanwhile to have 

earnings rule for 

pf.dc.128 
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N, FROM M C SCHOLAR 
I 	DATE 17 FEBRUARY 1982 

Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
Mr Anson 
Dame Anne Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Culpin 
Mr Riley 
Mr Sedgwick 
Mr McIntyre 
Mr Matthews 
Mx A C S Allan 
Mr Macpherson 
Miss Simpson 
Miss Wallace 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Sir A Battishill - IR 
Mr Beighton - IR 
MR Isaac - IR 
Mr Painter - IR 
Mr Calder - IR 

Mr Unwin - C&E 
Mr Jefferson Smith - C&E 

ktAR-44 / 	e‘' 
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FSBR TREATMENT OF ABOLITION OF THE EARNINGS RULE FOR PENSIONERS 

your views on the general presentation. 

ely\ Nit  IP \I" 

i'ci3/4/4%c4Pj 
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There are numerous precedents for Table 1.1 to include public 

expenditure measures. I suggest that we should strike a total of 

tax measures (as we did, for example in the 1986 FSBR - see copy 

attached at Annex A), then show, either underneath without any 

heading or above with off-centre figures not included in the 

total, the entry for the abolition of the earnings rule. We would 

give the direct public expenditure effect of this, with a footnote 

explaining that this will make no net addition to public 

expenditure, since the expenditure will be met from the Reserve; 

and that there will be some offsetting revenue effects amounting 

to some Ex million a year, which have been taken account of in 

the forecast. 

I do not think we can leave these revenue effects out of the 

FSBR altogether, given both their likely size and that they will 

be in large part a direct flowback of income tax payments on the 

extra pensions. 	But they should not be included in Chapter 4, 

which sets out the Budget tax proposals. 

Apart from the direct tax flowback there are the behavioural 

effects, which pull in opposite directions. On the one hand it 

will become more attractive for pensioners to work, so more 

earnings and more tax; on the other hand the payment of a pension 

to working pensioners previously not entitled to it will make them 

better off and this income effect may lead them to work less, so 

less earnings and less tax. We are considering what conclusion to 

recommend to you on this, both on substance and the words for the 

FSBR. 

Are you content with the general treatment in the FSBR set 

out above? 

I have agreed this note with Sir A Battishill and Mr Anson. 

M C SCHOLAR 



• 
Table 1.1 The Budget measures1  

million 	 yield( + )/cost(- ) 
1986-87 	 1987-88 
Changes from 	Changes from 	Changes from 
an indexed 	a non-irzlexed 	a non-indexed 
base 	 base 	 base 

Tax proposals: 
Income tax basic rate2  - 950 - 950 -1305 
Income tax allowances and thresholds +15 -1 125 - 1 470 
Excise duties 

—petrol/dery +135 +465 +495 
—vehicle excise duty - 135 +5 +5 
—tobacco +175 +315 +335 
—alcohol - 175 — — 
—gas oil +25 +30 4-30 
—other minor oil duties -25 -20 -20 

Stamp duties 
—reduction in rate -7E) -70 -75. 

base —extension of + 70. +70 4-85 
Capital transfer tax (inheritance tax) -35 -55 -100 
Charities 

—package of reliefs - 10 -10 —7a 
—anti abuse measures *3, * +20. 

Pension fund surplus rules +20 +20 +120 
Other tax changes -25. -25 +65 
Total tax measures -,s -1350 -1885 

Expenditure measures: cost(+ )Isaving(- ) 

Counselling initiative and Jobstart allowance + 100 +100 +70 
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)4  + 195 +195 +290 
Offsetting savings in social security benefits -95 -95 -125 
Net call on the Reserve +100 +100 +165 

These measures, and the basis of the comings 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. 

4 
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Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Riley 
Mrs Lomax 
Mr Sedgwick 
Mr A Allan 
Mr S Davies 
Miss Simpson 
Mr Patterson 
Ms Chaplin 
Mr Tyrie 
Mr Call 
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PSDR IN 1989-90 WITH N 	ORM 

Mr Sedgwick's minute of 	ebruary (The PSDR in 1988-89 and 

1989-90) set out the post-Budget fiscal prospect assuming the Budget 

package in the Scorecard of 16 February. This minute summarises the 

prospect on the assumption that NICs reform with a direct revenue 

cost in 1989-90 of El billion is ad 	giving a package with a 

total cost of E2 billion. 

Best Estimates  

2. 	The NICs reform is assumed to 
	lemented from 1 October 

1989 and to involve changes to employee 410  only (eg. option 4 in 

Mr McIntyre's minute of 16 February). Thb,aggregate tax burden, as 

conventionally defined, measures some major taxes such as income 

tax, VAT and NICs, on an accruals basis. We have assumed that the 

direct effect of the reform on NIC accruals is £1.3 billion in 

t because of 1989-90, more than the El billion direct receip 

payment lags. 

1989-90 

9.5 
8.5 

PSDR excluding privatisation 
El billion package 
E2 billion package with NICs 

PSDR excluding privatisation 
El billion package 
E2 billion package with NICs 

Non-oil tax burden - %  
El billion package 
£2 billion package 'th 	NIL `171 

1.6 

BUDGET SECRET 
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The addition of the NIC package reduces the PSDR in 1989-90 by 

billion, the same as the direct revenue cost - the offsetting tax 

backs are negligible in the first six months. On our best 

te the PSDR excluding privatisation proceeds in 1989-90 is 

on higher than 1988-89 with the NIC package. It barely 

cha'-- -tween the two years as a share of GDP. 	With the NIC 

packag 	non-oil tax burden falls marginally. 

Presentation in the FSBR  

4. 	Were the larger package adopted the safety margins discussed in 

Mr Sedgwick's mi 

ublished PS 

published for 1 

a percentage of 

only El billion.  

te of 16 February would be lower for a given 

On the assumption that a PSDR of £14 billion were 

and that the PSDR in 1989-90 were the same as 

1988-89, there would be a safety margin of 

1988-89 1989-90 
PSDR (including privati 
Best estimate with E2 bi 
Possible published figure 
Safety margin 

proceeds) - £ billion 
ackage 	 14.5 

14.0 
0.5 

13.5 
12.5 
1.0 

(Privatisation proceeds fall by £2 billion in 1989-90 and the PSDR 

excluding privatisation proceeds needs to rise by E1/2  billion to keep 

it unchanged as a percentage of GDP 

COLIN MOWL 
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COPY NO  32_  OF 3 2_ COPIES 
FROM: ACS ALLAN 

DATE: 20 February 1989 

MR SCHOLAR cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Dame A Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Culpin 
Mr Riley 
Mr Sedgwick 
Mr McIntyre 
Mr Matthews 
Mr Macpherson 
Miss Simpson 
Miss Wallace 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Sir A Battishill IR 
Mr Beighton IR 
Mr Isaac IR 
Mr Painter IR 
Mr Calder IR 

Mr Unwin C&E 
Mr Jefferson Smith C&E 

FSBR TREATMENT OF ABOLITION OF THE EARNINGS RULE FOR PENSIONERS 

The Chancellor was grateful for your minute of 17 February. 	But 

he feels it would be an embarrassing own goal to have a separate 

heading entitled "Expenditure Measures" in table 1.1, especially 

in the light of what he said last year. Moreover, the earnings 

rule is an expenditure measure of a very special kind: according 

to the Darman duck test it is a tax measure. However, if we are 



a • 
 

  

  

  

  

to have a NICs package, too, then there may be a case for having 

NIC changes and the earnings rule under a separate heading "Other 

Measures". Before going nap on this, he would like to see as soon 

as possible a cockshy of what this would look like. 

AC S ALLAN 
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NOTE OF A MEETING IN THE CHANCELLOR'S ROOM 
HM TREASURY AT 5.30PM ON MONDAY 20 FEBRUARY 1989 

Present:  Chancellor of the Exchequer<_ 	 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mrs Lomax 
Mr Riley 
Mr Sedgwick 
Mr Gieve 
Mr Hibberd 
Mr Mowl 
Mrs Chaplin 
Mr Tyrie 

 

r'er 

 

THE PSDR IN 1988-89, 1989/90 AND IN THE MTFS 

The Chancellor said he would be grateful for a chart and table 

showing GGE ratio (excluding privatisation proceeds) and the 

non-North Sea tax burden since 1970. 

2. 	There was considerable discussion about what forecast of the 

PSDR in 1988-89 to publish in the FSBR. The outside range was 

probably £13.2 billion (which implied high borrowing in March 

after allowing for the special factors) and £14.6 billion (which 

assumed borrowing in February and March would be proportionately 

as much below last year as the cumulative difference over the year 

to January). There had been two factors inflating borrowing in 

March 1988: the timing of Easter which had increased social 

security payments; and the redemption of an indexed gilt. Neither 

factor applied this year, and there would be an additional 

El billion of privatisation proceeds this year; even allowing for 

a payment for shorts, it seemed inevitable that borrowing in March 

1989 would be very much lower. Summing up, the Chancellor said 
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o 
the range for publication was probably £13.6 billion to 

£14 billion. A final decision would be taken once we had an 

indication of the February outturn; in the meantime the figuring 

should assume a PSDR of £14 billion. 

In discussion of the forecast for 1989-90, it was generally 

felt that tying ourselves to a PSDR less privatisation proceeds 

which was the same percentage of GDP as in 1988-89 unnecessarily 

set up a new rule. It would be better to use a figure which gave 

the same cash figure excluding privatisation proceeds, which on 

the assumptions above would be £111/2-£12 billion. There was always 

a risk of over constraining the forecasts, but it should be 

possible to show an unchanged tax burden on this basis. 

There was a preliminary discussion of the PSDR path in the 

MTFS. In discussion, the following points were made: 

	

(i) 
	

It would be necessary to see the fiscal adjustments 

before any final decision could be made. The cumulative 

fiscal adjustments were roughly £7 billion under 

option 1, E8 billion under option 2, and £13 billion 

under option 3. In all these cases the vast bulk of the 

fiscal adjustment came in the last year. 

	

( ii) 	The tax burden was forecast to fall by 1% between 

1989/90 and 1992/93 before any fiscal adjustment largely 

because of a reduction in the affective corporation tax 

rate. 

	

(iii) 	If we adjusted the revenue projections to offset the 

optimism in the public expenditure figures, the 

cumulative fiscal adjustments would be reduced to about 

£3 billion, £4 billion and £9 billion respectively. 

2 
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(iv) 	Outside commentators had not necessarily yet picked up 

the lower CT receipts in January, and would be likely to 

calculate higher figures for the fiscal adjustment. 

There was some discussion about whether we should publish 

year-by-year fiscal adjustment, or just the cumulative fiscal 

adjustments, or just the tax burden. It was generally felt that 

it would be very difficult to avoid giving a year-by-year figures 

to the TCSC, and that if we were going to have to do this it would 

be better to publish them in the FSBR. 

The general view was that it would be desirable to use a 

stylised path in the MTFS; 	one possibility was 14/12/9/6/3. 

Option 2 - returning the PSDR excluding privatisation proceeds to 

zero by the end of the period - was not attractive, since it 

created another version of the balanced budget, in a precise form. 

The Chancellor asked for a range of options to be examined, and 

the annual fiscal adjustments displayed. 	These should all be 

based on the PSDR including privatisation proceeds; one of the 

options should show the PSDR falling to zero by the end of the 

period. 

AC S ALLAN 

22 February 1989  

Distribution 

Those present 
Mr Anson 
Mr S J Davies 
Miss Simpson 

3 
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CC: Principal Private Secretary 
Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Riley 
Mr Sedgwick 
Mr Gilhooly 
Mr Matthews 
Miss Simpson 
Miss Wallace 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Sir Anthony Battishill) 
Mr Beighton 
Mr Isaac 	 )IR 
Mr Painter 
Mr Calder 

FSBR CHAPTER 4 

I attach a draft Chapter 4 of the FSBR, plus table 4.1 and 

the Annex. 

2. 	It would be helpful to know if you are con 	ith the 

summary section. This describes in summary 	i the 

significant tax changes. It does not at this sta 	tain 

anything on NICs. Paragraphs 4.16 and 4.18 on life 	ce 
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BUDGETONLY LIST  and unit trusts---raza r,--rartere—bolng reduced to 25 per 

cent. No explicit link has been made with the basic rate. 

Table 4.1 includes a positive yield from stamp duty 

ition in 1989-90 in line with the decision taken at 

Overview. (The figure of +£50 million is highly 

nal and is likely to be revised downwards in the next 

Scor r ) 	The abolition of life assurance policy duty has 

been scored in the stamp duty section (Item 52) making the 

yield of the main life assurance package (Item 24) more 

Are you content with this? Also do you want us transparent. 

to spell out 

assurance  intk  

cS‘  4. The intro 

revised to take • tow.,  

revenue effects, 

5 October, with whic,  

to the Annex to Table 4.1 has been 

d the changed methodology to costing 

ut in Mr Odling-Smee's minute of 

greed. 

benefit of stamp duty abolition to the life 

itk.\-r-rtetcriu  
I MACPHERSON 
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dget tax proposals 

„rc\-',-Ij 

Income tax 

4.01 The main  ta4changes  proposed in the 

Budget are summarised below. A full list 

of changes is given in Table 4.1. 

4.02 The main income tax thresholds will 

be increased in line with the statutory 

indexation provisions (based on the 

increase of 6.8 per cent in the RPI in the 

year to December 1988);u the higher 

level of age allowance currently for those 

aged 80 and over will be extended to those 

ged 75 and over. This will mean that: 

ci 

the single person's and wife's earned 

income allowances will rise  Jay EA.0 

from £2,605 to £2,785; 

the arried allowance will rise  by 

om £4,095 to £4,375; 

the ditional personal allowance and 

widow' 	i  eavement allowance will 

rise 	from £1,490 to £1,590; 

the age allowance for those aged 65 to 

74 will rise 1oy.E.W.0-  from £3,180 to 

£3,400 (single) and  bymmeelt0  from 
£5,035 to £5,385 ( 	d); 

1 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CWIED 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

/the age allowance for those aged 75 to 

(I 79 will rise by £360 	rom £3,180 to 

L' -lik (11 i 	to £5,565 (marri d); 

£3,540 (single) an 	y £530 from £5035 

14) dz  it vitl 

P Ld i 

the income limit for age allowance 

will rise by----.44140 from £10,600 to 

£11,400; 

the basic rate limit will rise from 

£19,300 to £20,700 of taxable income. 

The age allowance withdrawal rate 

be reduced from £2 of allowances for 

each £3 of income to £1 for each £2 of 
/12.0 

income above the limit of £11,400. 
A 

the age all ance for those aged 80 

and over will rise by £230 from £3,310 

to £3540 (single) and by £360 from 

£5 	5 to £5,565 (married); 

Benefits in kind 

Private medical 

insurance 

Charitable giving 

Employee share trusts 

teAuf 
os-e it 

4.04 	benefit scale charges will be 

increa 	20 per cent from 6 April 1989. 

0 
4.05 Inc6i tax relief will be given from 

April 1990 9 	ivate medical insurance 

premiums for o  =  aged 60 and over. 

4.06 	The limit on charitable donations 

qualifying for tax relief under the payroll 

giving scheme will be doubled from £240 to 

£480 a year from 6 Apri 
	9. 

4.07 Tax relief will be 

by companies to qualifyi 

trusts(-0/.Ey.fr St OV- 

2- 

for payments 

oyee share 

EcC)Je) 
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to unit and investme nt 

mainly in 
nA40 

UK equities 
*fr 

E assessment 

(-riet-J 
arivA410-43  

4.11 

E emolu 

to receip 

sis of assessment for Schedule 

will be changed from earnings 

Schedule 
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proved employee share 

schemes 

Profit-related pay 

equity plan 

4.08 The annual limit for the 1978 employee 

share scheme will be increased to £2000 or 

- if greater - to 10 per cent of pay up to 

a maximum of £6000. The 1980 SAYE share 

scheme limit will be increased from £100 to 

£150 per month. The maximum discount of 

the share price at which options may be 

granted will be doubled to 20 per cent. 

4.09 The cash ceiling on the amount of 

profit-related pay attracting tax relief 

will be increased to £4,000. The 

registration rules for PRP schemes will be 

simplified. 

4.10 The annual limit on investment in 

ersonal Equity Plans will be increased 

m £3,000 to £4,800. The annual limit on 

stment in unit 	and  investment trusts 

increased to £2 400 4'and restricted £2,400/  and 

which invest 

144tibri". PrP  

will be 

Relocation expenses 
	

4.12 Payment 	employer makes towards 

the additional using costs of an employee 

transferred to a more expensive location 

will no longer be exempt from tax. 

3 
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v) 

employees, subject to a ial tax charge. 

4 - 
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4.13 The tax regime for pensions will be 

amended. For occupational schemes the main 

features will be: 

employers will be able to set up "top 

up" schemes for their employees, with 

no limits on benefits, but without 

special tax reliefs; 

a limit will be placed on pensions 

paid from tax approved schemes, based 

on earnings of £60,000 a year. 	This 

is consistent with a privileged 

pension of up to £40,000 a year or 
maximum tax free lump sum of up to 

£90,000. The earnings limit will be 
indexed to prices; 

the rules for tax approved pensions, 

particularly affecting those who take 

early retirement, will be simplified 

and •ifiroved. 

These 

on or 

joining e 

date. 

s will apply to schemes set up 

Budget day and to new members 

ting schemes on or after that 

4.14 New s3cTplified rules will be 

introduced for monitoring additional 

voluntary contributions. Any surplus 

contributions made will be returned to 
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Life assurance 

pension and general annuity business 

expenses will be deductible only from 

pension or general annuity profits; 

relief for expenses of acquiring new 

life assurance business (other than 

pension or general annuity business) 

wll .e spread over even yearss  ' 
- 	tweli 	4.,AJ A- 

the 	ate of tax charged on income and 

gains attributable to policy 

will be reduced to4'46—por 

life ass 

abolished 

policy duty will be 

BUDGET SECRET 
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4.15 milare5i7Son41 pension schemes,....aammil 

imit44  as a percentage of 

earnings, 	be niadQ  
JA4A4m-dowsubject to 	ash  limits  based on 

the £60,000 earnings limit for occupational 

schemes. 

4.16 The following changes for life 

assurance companies will be introduced from 

1 January 1990: 

NOT TO BE COPIED 
AvoutA) 

Stamp Duties 
	

4.17 Stamp duties on share transactions 

will be abolished from 1 April 1990. 

5 - 
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J4t17)(P' 

4.23 An unincorporated 

a trading loss and realis 

in the same year will b 

the loss against the gain. 

who sustains 

apital gain 

to set off 

6 
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4.18 A new tax regime will be introduced 

from 1 January 1990 for unit trusts in 
transferable securities which are freely 

(10/ 	
marketable throughout the European 

Community under the UCITS directive. The 

(1/0*U 	rate of corporation tax charged on their 

441- 

4 4.19  
(Control of Borrowing Order the regime for 
deep discount bonds, including certain 

index-linked bonds, will be amended with 

effect from Budget day. 

P—)Deep discount bonds 

income will be reduced td . 5 per cen9. 

Lthn11 	aw.) 

Business taxation 4.20 The profits limit for the small 

companies' corporation tax rate of 25 per 

ent for financial year 1989 will be raised 

m £100,000 to £150,000 and the limit for 

s_..1a1T,L,95„elief will be raised from 
£500,000 to £750,000. 

4.21 The main rate of corporation tax for 

the fina•al year 1989 will be 35 per 

cent. 

4.22 Th apportionment rules for close 

companies  T/4  lPUIsje  abolished. 	Special 
provisions an 	igher rate of corporation 

tax of 40 per copt will be introduced for 

close investment companies which distribute 

less than a specified percentage of their 

profits. 
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4.30 A comprehensive s 
• 	VAT on bad debts will b 

\) 
4.31 The maximum rate of 

will be reduced from 30 per 

1:2  of relief from 
0  <•,. duced. 

z/1111 surcharge 

20 per 

cent. 

7- 
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Capital gains tax 

Jske-bbt,  

0
4,1 tek-'69-/- 

pwy1440497 

Inheritance tax 

4.24 A new petroleu 

will be introduc 

of qualifyi  e 	inc 

undertake within ce 

but  PO  side the exist 

-flue tax allowance 
in respect of the cost 

emental 	investment 

am n North Sea fields 

development area 

r the field. 

4.25 The capital gains tax annual exempt 

amount will remain at £5,000 in the case of 
individuals and £2,500 in the case of most 

trusts. 

4.26 Capital gains tax deferral on lifer 

00Mle gifts will be restricted to certain 

types of gift - in particular, gifts of 

business and heritage asse90 amd gifts on 

ich there is an immediate charge to 

eritance tax 42t--1  6h 15 -  ctoi,c 

4.27 From Budget day the threshold for 

inheritance tax will be increased in line 

with the statutory indexation provisions 

from £11S,00 to £118,000. 

ir
-nt turnover requirements for 

,ation will be replaced for most 

t,y 	single limit based on 

VAT 
	

4.28 Th 

VAT regis 

businesses 

11  4 4  
turnover in t vious twelve months. 

4.29 From 15 March 1989 the registration 

limit will become £23,600 a year. 

n vrovrch, 	 0.'4 (vitt-3 
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duty for hackney carriages (buses, coaches, 

taxis etc.) will be 

sixty to five. Rates o 

coaches  Pc A  group will 

will be increased also f 

heavy goods vehicles. 

- 8 - 

uced from over 

for buses and 

up-to 	a 

of duty 

in rigid 

Jovr- 

\ 
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4.32 As anno nced on 6 February, a new VAT 

regime will be applied to the construction 

and -,exploitatio of non-residential 

buildings and land. VAT at the standard 

rate will be applied to 

news services (but not newspapers); 

protective boots and helmets supplied 

to employers; 

fuel and power supplied to businesses; 

and 

water and sewerage services supplied 

to industry. 

3 VAT relief for charities will be 

nded to charity and certain other 

A fund-raising events; classified and certain 
k other types of advertising and medical 

P 
sterilising equipment. 

Excise duties 4.34 

reduced 

0.7p a 

surcharge 

(inclusive 

and 3 star 

ty on unleaded petrol will be 

equivalent of 3.2p a gallon, 

re, (inclusive of VAT). A 

a gallon, 1.1p a litre, 

will be introduced on 2 

Vehicle excise duty 

11,1  Pv0.-) 

s(.1  

4.35 The number of rates of vehicle excise 
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4.36 From 1 January 1990, the additional 

payments made by ITV programme contractors 

will be assessed on a mixture of net 

advertising revenue and profits. 

Tax 	'stration 	4.37 In the light of recommendations by 

the Keith Committee, changes will be made: 

to update the system of monetary 

penalties for tax offences; 

to modernise the powers of the Inland 

Revenue to obtain information; 

to improve compliance by employers. 

\twtf•--,15 

9 - 
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INLAND REVENUE 
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Income tax 

BUDGET SECRET 
ButittYlAletiKiCres 

f million 

Estimated effect on receipts in: 

1989-90 	 1990-91 

Changes from a 	Changes from an 	Changes from an 

nor-indexed 	indexed 	 indexed 

base 	 base 	 base 

NOT TO BE COPIED 
in taxation 

1 Increase in sinole allowance of £180 and married allowance of £280 

2 Increase in additional persona 	wance and widow's bereavement 

allowance of £100 

/3 Increase in age allowance of 

for, 	

el and £350 (married) 

:rd £530 learned) 

360 (married) 

those . aged 80 and over 

for those aged 65 to 74 

4 Increase 111 age allowance of £36 
for those aged 75 to 79 

5 Increase in age allowance of £230 is 

6 Increase in income limit for age allowanc 

7 Increase in basic rate limit of £1,400 to 

8 Reduction in age allowance withdrawal rate 

9 Fringe benefits - car benefit scales 

10 Reimbursement of additional housing costs - withdrawal of exemption 

11 Fringe benefits - removal expenses 

12 Tax relief for private medical insurance for those aced 60 and over  

13 Pension - amendments to tax rules 	 (g/it — ) e, 6,,A- pv." 
14 Payroll giving to charities - increase in donation limit to £4800 - year 

15 Membership covenants to heritage charities  ------,-, 
1.  .0- 	 profit-related pay leoislation 4 14.,a,  
17 IFIEFi'ase in approved employee share limits 	 Y  
18 Employee priority in public offer of shares 

lY Changes In material interest tests 

20 Abolition of tax relief on new loans to buy Business Expansion Scheme 	a 

21 Schedule E - chanoe to receipts basis of assessment 

24 Change in rule on settlements where settlor or spouce can benefit 

23 lax deductible from tax credit payments to US companies 

Income tax and corporation tax 

24 Taxation of Income and gains ot life assurance companies 

25 Abolition of clone company apportionment 

26 Capital allowances - safety at sports grounds 	1, 

27 Capital allowances - miscellaneous amendments-)  

28 Extension of relief for pre-trading expenditure 

29 Subcontractor tax scheme - reduction in voucher reouirements 

Ihcom tax and capital Pains tax 

30 Personal Eguity Plans - increase in limit 

3i set off of trading losses against gains 

'..___— NiVlIeL\\S  

C 

* = Negligible 	- = Nil 

-1120 

-10 

-70 

30 

-20 

u-1 

	

15 	 - 	 - 

	

210 	 - 

	

-5 	 -5 	 -5 

	

* 90 	 490 	 -+ 110 

	

-f 5 	 4 5 	 130 

	

* 	 * 	 * 

	

_ 	 _ 	 -40 

	

* 	 * 

* 

-10 

-15 

* 

t 

-5 

60 	 -60 	 -80 

	

* 	 * 	 * 
- 

* * 

-5 -5 

-10 -10 

* * 

* * 

* * 

I. 

ce,,j /re 
44.4 2 

V41.340  

Attre444,4-N ,  

t 	?C.  ) 
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See Ann 

Paragraph 

on 

rate and mammal relief 

10(4%4 (6s d9 
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L million 

Estimated effect on receipts in: 

1987-90 	 1970-91 

Changes from a 	Changes from an 	Changes trom an 

non-indexed 	indexed 	 indexed 

base 	 base 	 base 

Income tax, corporation tax and capital gains tax 

32 Keith committee - administrati 	hanges 

33 Deep discounted bonds - ta 	I 	uplift as income 
	

*15 

34 Tax charnel on switching 	 t 	offshore funds 

BUDGET 	LIST ONLY 
atic 4,1 Direct ellects el chene 	in taxation 

Corporation tax 

35 Increase in profits limits for seal 

36 Changes in the taxation of certain uni 

37 Relief for payments to employee share own 

38 Advance corporation tam amendments 

39 Sales of subsidiaries 

gf,s\e1,114-1"— 

etr eu 	en tax 

-35 

Capital gains tax 

ual exempt amount 

4 zbifts relict 

43 Charm in the rules for Lloyd's underwriters 

Capital pains tax and corporation tax 

44 UK branches of foreinn businesses - channes affecting capital pains 

45 Technical changes associated with rebasing of capital gains 

46 Increase in capital Gains chattels exemption to £5000 

41 Exemption of certain bonds from [nudes on capitai oains 

_ * +10 

* * *25 
_ _ * 

* * * 
* * * 
* * * 
* t * 

Capital gains tax and inheritance tax 

48 Gifts to housino associations 

Inheritance tax 

49 increase in thresnold of i8000 	 -35 

50 Enanaes in rules for varying disoosition on death 	 1- 5 

Stamp duties 

51 Abolition of duty on shares 	 E+ 
52 Abolition of life assurance policy duty 	 -20 

TOTAL INLAND REVENUE 	 -1475 
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See 

Paragrap 

CUSTOMS AND EXCISE 

Value added tax 

53 Revised regitration rules 

54 Increase in registration li 

55 Bad debt relief 

56 Keith - review of default surc 

57 Recovery of overpaid VAT and exc 

58 Revised tax regime for constructio 

59 Change in libility of news services 

60 Change in liability of certain protect 

61 Change in liability of certain supplies of 

62 Change in liability of certain water and s 

6:3 Reliefs for charities 

64 Relief for research and development cars 

gs and land 

and helmets 

power 

vices 

Excise duties 

65 No change in rate of spirits duty 

66 No change in rate of beer duty 

87 No change in rate of duty on cider and per 

68 No change in rate of duty on wine and ade-wine 

69 No change in rate of duty on 4 star-  petrol etc 

70 No change in rate of duty on . derv 

71 No change in rate of dutvpfl minor oils 

72 No change In rates of t acco products dutiPs 

73 Restriction on blendi g of duty-paid made-wine 

74 Determination of or qinal gravity of teer 
7C 
1,1 	 unleaded pqtrol 

TOTAL CUSTOMS AND EXCISE 

Vehicle excise duty 

76 No change in VED on cars. 	ht vans and main lorr,, rates 

77 increase in VED rates for 

78 Increase in certain other VED rate_ 

TOTAL VED 

Other 

buses and coaches 

I

9 Sale of registration numbers 

dO ITV levy re-Gas:no 

81 Unauthorised disclosure of confidential information 

t 60 
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L million 

Estimated effect on receipts in: 

i9S9-90 

Changes from a 	Changes tros an 	Changes from an 

non-Indexed 	indexed 	 indexed 

base 	 base 	 base 

1990-91 

-35 -35 -100 

* * * 

-50 -50 -150 

-20 -20 -20 

- - - 

t310 +310 +440 

*5 *5 +5 

* * * 

- - *95 

- * 

-5 _., -5 

-5 -5 -5 

_ -65 -70 
_ -140 -155 
_ -5 -5 

- -45 -50 

- -440 -465 
_ -95 -105 

- -10 -10 

- -235 -250 

* * * 

* * * 

-30 -30 -1..i 
,.. 

-I- 170 -865 -725 

-190 -210 

+ 20 f *20 * 20 

+0 1-20  2  +20 

_Lek 11-4 

t 

TOTAL OTHER 

TOTAL CHANGES IN TAXATION 

* 	Negligible 	- = Nil 

 

-1265 	 -990 	 -IARO 
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EX TO CHAPTER 4 

assumption that all the measures proposed in the Budget take 

effect. 

Tax changes may cause changes in 

in turn can alter the tax base 

effects are estimated subject 

general, total incomes and 

ers' behaviour, which 

enc e revenue. The direct 

straint that, in 

iture are fixed at 

and 

to t 

total e 

fp.ac/mac/fsbr 

NOT TO BE COPIED 

Exp 	ry notes to Table 4.1 

Table 4.1 gives the direct effects of changes in taxation. 

Estimates are rounded to the nearest £5 million. 

"Negligible" 	ns less than £3 million. 

f a tax change is the difference between 

which would arise on the basis of the 

etc prevailing before the Budget 

and the yield after the changes 

(the post-Budget regime). 	The 

erally calculated by applying the 

e to the same tax base. This base 

- that is, the levels of income, 

consumption, profits, etc forecast for future years on the 

their post-Budget levels. Thus the estiTtes in the table do 

not include income effects - that is, effects arising solely 

from the impact of changes in taxes on disposable incomes. 

Nor do they include the effects of changes in the tax base 

arising from changes in pre-tax incomes, the gen 	level of 

prices or other macro economic variables whi  • 	result 

fects 

are taken into account where it is thought that 

have a significant effect on the yield. 

For Customs & Excise taxes and duties, all the estimate 

yield incorporate the effects of the tax changes on relat ve 

prices and associated changes in the pattern of consumer 

expenditure. 	Aggregate income and consumers' expenditure at 

The direct e 

the yield of 	ax 

rate of tax, all 

(the pre-Budget 

proposed in the 

difference in yield 

pre- and post-Budget re 

is the post-Budget base 

from the proposed tax change. But other behaviou 

ill 
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factor cost are a,qsql4Pcri-P-i- A-IALIPILY[rr 

modification of previous practice in which nominal consumers' 

xpenditure at market prices, rather than at factor cost, was 

d constant.] Examples where behavioural effects are taken 

account for Inland Revenue taxes include changes 

Ing the take-up of a new or modified relief and changes 

tteates of stamp duty or CGT [update in the light of 

Bud 	asures]. 

The post-Budget forecast of each tax given in Table 1.2 takes 

account of all the effects of the measures announced in the 

Budget, and 1nt just the direct effects included in table 

4.1. 

The figures in 	St column of Table 4.1 show the direct 

effect of the 	 proposals on receipts in 1989-90. 

Budget proposals a. - 	•ared with a non-indexed base - that 

is, with the pre-Bu 	egime of allowances, thresholds and 

rates of duty at 1988 	1 els. 

The figures in the second column show the direct effect of 

the Budget proposals on receipts in 1989-90, measured against 

an indexed base. The indexed base for 1989-90 is obtained by 

increasing 1988-89 allowances, tesholds and rates of duty 

by 6.8 per cent, the increase i 	RPI over the year to 

December 1988. 

The figures in the third column 	e direct effect on 

receipts in 1990-91, also measured aga tan indexed base. 

For this comparison, both the Budge)  proposals and the 

indexed base for 1989-90 have been further indexed by the 

forecast movement in the RPI between the fourth quarters of 

1988 and 1989 (shown in Table 3.12). 

The remainder of this annex provides a commen 	 the 

Budget proposals in Table 4.1; the paragraph numb 	er to 

the lines in this table. Additional information is 	.ded 

for those proposals where the effect on tax liabil 

2 
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ge applies (full 

year effect) is substantially different from the effect on 

eceipts in either 1989-90 or 1990-91; or where the impact of 

e proposal is expected to build up over a period of years. 

Inco 

1 to 7 	The increases 	in the main personal 

allowances and the basic rate limit are in 

line with the statutory indexation 

Or ovisions (based on the increase of 

0%  per cent in the RPI in the year to 

( 4  ber 1988). The higher age allowance 

y for those aged 80 and over will be 

to those aged 75 years and over. 

	

8 
	

The ag aliowance withdrawal rate will be 

reduced from £2 of allowances for each £3 

of income to El for each £2 of income above 

the limit of £11,400. 

	

9 	 For 1989-90 	scales for taxing car 

benefits will bipeased by 20 per cent 

from their 1988- 	levels. 

	

10 	 The extra-statutorylecession which has 

p 

exempted from tax certain reimbursements by 

employers of additional housing costs 

incurred by their employees who have had to 

move with their jobs to more expensive 

locations will be withdrawn 	is 	6 April 

1989. 	There will be transi 	relief 

for those already benefiting 	the 

concession and for those who en 	o a 
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6 April 1989 and 

 

who start a job in the new location by 

1 July 1989. 

13 	 The amendment 

schemes will me 

BUDGET SECRET 

The extra-statutory concession which has 

exempted job-related relocation expenses 

from any charge to income tax will be put 

on a statutory footing from 1989-90, but no 

relief will be available for any capital 

loss incurred on the disposal of the old 

property. 

12 	 Tax relief will be available (with basic 

te relief given at source) for eligible 

miums paid in 1990-91 and subsequent 

for private medical insurance for 

aged 60 years and over. The cost for 

1°40 	assumes an increase in take-up in 

the 	of 10 per cent as a result of 

the 	relief. Eventual costs will 

depend, among other things, on the extent 

to which medical insurance for the over-60s 

is promoted and taken up. 

he tax rules for pension 

t: 

for tax approv 	mes, earnings over 

£60,000 will be ig 	for the purpose 

of calculating bene ts (consistent with 

a maximum pension of £40,000, or tax-free 

lump sum of £90,000). Other amendments 

will be made to the tax rules to improve 

early retirement benefits, 	allow a 

two-thirds final salary 	 on 

retirement 	after 	20 year 	rvice 

between ages 50 and 70 and to 	m ify 

calculation of tax-free lump sums 

- 4 - 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



14 

BUDGET SECRET 

BUDGET SECRET 
BUIDICATatAT NO' sc 
after 14 March 1989 

joining existing schemes on or after that 

date; 

employers will be able to set up top-up 

schemes with no limits on benefits, but 

without tax privileges such as tax-free 

investment build-up; t(47  (4K," t1610  

new rules will allow surplus voluntary 

contributions to be returned to the 

member instead of reducing benefits from 

the employer's scheme. The voluntary 

cheme will deduct a 35 per cent charge 

m the refund to recoup the tax 

ntages enjoyed on contributions and 

up. 	There will be a further 

y on higher rate taxpayers; 

NOT TO BE COPIED 
hemes set up on or 

and to new members 

changes will be made to the personal 

pensions tax rules to increase from 1988-

89 the age related contribution limits. 

The increase 

[the £60,0 

rules for ca 

limit will be subject to 

arnings cap. And the 

ing tax-free lump sums 

will be simpli 	d. 

These measures overall 	xpected to have 

broadly neutral revenueffects both in the 

early years and in the longer term. 

The limit on charitable donations 

for relief under payroll dedu 

will be increased from £240 t 

April 1989. The cost will depend 

qualifying 

schemes 

from 

e-up. 
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covenants will be relaxed so that where a 

member of a heritage charity is given free 

entry to view the charity's property, that 

benefit will not disqualify the covenant 

payments from relief. The cost will depend 

on take-up. 

NOT TO BE COPIED 

f for charitable 

16 	Amendments to the profit related pay (PRP) 

legislation will 

abolish the '5 per cent test' on a PRP 

scheme's eligibility for registration; 

Cncrease to £4,000 the cash limit on the 

unt of PRP attracting tax relief; 

e a facility for scheme employers 

r, subject to conditions, the 

ruls6PRP schemes which have already 

been registered; 	and 

enable PRP schemes to be registered for 

certain emplo 	t units for which the 

amount of 	will depend upon the 

profits of th 	e business rather than 

of the employm 	unit itself. 

17 	The annual limit on thJ e of shares which 

may be appropriated to 9>employee under an 

approved employee profit-sharing share scheme 

(ICTA 1988 Section 186) will be increased, 

with effect from 6 April 1989, from £1,250 or 

10 per cent of pay subject to a 	imum of 

of pay 

it on 

an 

£5,000 to £2,000 or 10 per 

subject to a maximum of £6,000. 

monthly savings made by an employe 

approved savings-related share option 
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will be increased, 

18 

from a day to be appointed, from £100 to 

£150. 	The maximum discount on the share 

price at which options may be granted under 

these schemes will be increased from 10 per 

cent to 20 per cent. 	The kinds of shares 

which may be used in a company's approved 

employee share scheme will be extended to 

include those of a member of a consortium 

owning the company where the member owns one-

twentieth or more of the company's ordinary 

share capital. 

e will be a relaxation in the conditions 

which income tax relief is given to 

es who benefit by virtue of their 

t from priority in applying for a 

er of shares. 

19 	Changes 

tests of 

participate 

be made in the material interest 

an employee's eligibility to 

in an approved employee share 

scheme and in a registered profit-related pay 

scheme, and of an dividual's entitlement to 

close company 	est relief. Subject to 

certain conditio 41,vthese changes 	will 

exclude shares h4K by a trust of which the 

employee is a benefi 	hen reckoning his 

material interest, [ 	ded that he has 

received no more than lkTited benefit from 

the trust]. 

20 	Relief for interest on loans to acquire 

Business Expansion Scheme sharesAcr after 

14 March 1989 will be abolished. 

21 	From 6 April 1989 Schedule E emolu 

be assessed for the year in which 
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are earned. There will be a transitional 

cost, but from 1992-93 when the transition is 

complete, there will be an annual yield of 

about £50 million. 

As part of the introduction of Independent 

Taxation, outright gifts between husband and 

wife will be taken outside the rule which 

treats certain settlement income as the 
settler's for higher rate tax purposes. For 

0 
 certain other settlements the present rule 

'll be extended to the basic rate producing 

all revenue yield. 

23 	 tion will be introduced to make clear 

thaunt of UK tax that is deductible from 

UK t. c .dits to which non-residents may be 

entit 	der a double taxation convention. 

This m4fI will prevent a potential 

Exchequer loss of about £15 million a year. 

Income tax and corporation tax 

24. 	From 1 January • the rules for taxing 

life assurance co nies' profits will be 

reformed: 

to prevent the exp,nses of pension and 

general annuity business from being set 

against taxable income and gains of other 

life assurance business; 

ts of 

than 

ss) 

1 

to spread the relief for t 

acquiring new business 

pension and general annuity 

over seven years, subject to tran 
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St four years to 

 

phase out the present immediate relief; 

and 

BUDGET SECRET 

to reduce the corporation tax rate on 

income and capital gains allowable to 

policyholders to 25 per cent. 

The yield in 1990-91 and the immediately 

following years is reduced by the proposed 

transitional arrangements, and by the carry-

forward of unrelieved expenses from past 

ars. The yield is likely to peak in 1995- 

# 
diminishing thereafter. The yield in all 

depends on developments in the 

du y, particularly in the level of new 

b 	 and is therefore highly uncertain. 

25 	The app . o' ent rules for close companies 

will be abolished. 	A higher rate of 

corporation tax of 40 per cent will 	be 

introduced for close investment companies 

which distribute ess than a specified 

percentage of 	lr profits. A close 

investment compan 	no longer get tax 

relief for interes ayments, annual payments 

or management expen 	less these would 

have been deductib 	if paid by an 

individual. 

26 	The legislation relating to capital 

allowances for safety expenditure at sports 

(So  ry 1989 

at undesignated sports grounds. 

grounds will be amended from 1 

to take account of the extensi0..  w  safety 

certificate requirements to regula.  -6  Itands 

9 
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Minor amendments will be made to the capital 

allowances legislation to correct defects and 

anomalies in advance of the consolidation of 

that legislation. 

The period for which relief may be available 

for business expenditure incurred before a 

trade begins will be increased from three to 

five years. 	The cost of this proposal will 
take some years to build up and could amount 

of tens of millions of pounds. 

29 	 requirements for subcontractors in the 

ruction industry to provide tax vouchers 

e reduced, principally by aggregation 

of 	ssive small payments onto a single 

Income tax and capital gains tax 

30 	The main changes are: 

the overall annual limit 

Personal Equity Plan 

,(an increase in t 

in authorised unit 

trusts to £2,400, 

it for investment 

tysts and investment 

coupled with a new 

requirement that the trust must invest 

mostly in UK equities; 

significant simplification 	plan 

managers; 	and 
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Committ 

made: 

t of recommendations of the Keith 

dministrative changes will be 

32 
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are issues to be 

brought within plans. 

The costs assume take-up in the region of 

400,000 in the first full year. The cost is 

likely to reach £30 million after 5 years. 

After 5 April 1989, if an unincorporated 

trader makes a trading loss and realises a 

capital gain in the same income tax year of 

assessment he will be able to set off the 
loss against the gain. [The estimated full 

Q: 	
ar costs accrued in 1989-90 and 1990-91 are 

million and £75 million respectively.] 

Income tax, corpor 	tax and capital gains tax 

to update the system of monetary 

penalties for •x offences in line with 

inflation a 	ove obsolete penalties; 

0 
to introduce 	uniform time limit of 20 

years for recove'I 	tax lost through 

default; 

0 
to allow taxpayers further time to claim 

reliefs where an Inspector discovers that 

further tax is due; 

to modernise the Inland Rev 	powers 

to obtain information about 	payer 

under enquiry, to allow quest  • be 

put to the taxpayer, provide 
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BM49gT4ISZ,ON),Y,  Aapayer and protect 
audit papers and tax advice from 

disclosure by his accountant; 

to amend the Inland Revenue's search 

powers to provide greater safeguards for 

the taxpayer; 

to create a new criminal offence for the 

deliberate destruction of documents 

called for under the Inland Revenue's 

information powers; 

to change the filing date for returns of 

YE and NIC deductions by employers from 

April to 19 May, tighten up the 

ties for filing gradually over a 

of years, leading to the 

tion of automatic penalties for 

all 	e'filing (but not before 1995). 

The effect on revenue in subsequent years is 

expected to be small. 

33 	From Budget D 	existing corporate deep 

discount legislati,n 	Schedule 4 ICTA 1988 

will be widened to nclude non-variable deep 

discounted securities01 	d by non-corporate 

borrowers. On a sa 	redemption the 

accrued discount will be- taxed as income. 

Any excess or shortfall will be taxed as a 

capital gain or loss unless the security is 

exemption from capital gains tax as a 

qualifying corporate bond. 	e deep 

discounted securities have vari 	atures 

so that the precise accrued discou 	any 

particular time cannot be dete 	in 

advance (including certain index 
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price and sale or redemption price will be 

taxed as income. The eventual yield is very 

uncertain but is estimated at around 

£50 million. 

A tax charge will be imposed on UK investors 

on gains when they switch holdings within an 

offshore fund. 

NOT TO BE COPIED 

plift between cost 

Corporation T 

35 	 profits limit for the small companies' 

ration tax rate of 25 per cent for 

'al year 1989 will be raised from 

to £150,000 and the limit for 
relief will be raised from £500,000 

£1 

mar 

to £7 

36 	From 1 January 1990 

UCITS (Undertakings 

in Transferable 

relevant Europe 

will be subject 

income at a ra 

relief being given 

The cost will rise 

1991-92 onwards. 

all unit trusts that are 

for Collective Investment 

Securities) under the 

Communities legislation 

rporation tax on their 

25 per cent, with no 

interest paid by them. 

t £20 million from 

37 	Payments made by a company to an [employee 

share trust] will be deductible in 

calculating its corporation tax liability 

where the trust meets condit 	aimed at 

ensuring the acquisition of sh 	n the 

company by its employees. 
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will remain at £5,000 in th 	ase of 

individuals and £2,500 in the 	f most 

trusts. 
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38 	allOGgiloirISTSAN&Y  ill be made to the 

advance corporation tax (ACT) rules 

concerning a company which is part of a group 
or consortium. 

Measures will be introduced to counter 

avoidance of tax on disposals of subsidiaries 

in ways which could cause a substantial loss 

of tax. 

Oil Taxation 

40 	 ew petroleum revenue tax (PRT) allowance 

be introduced, relating to the cost of 

ing incremental investment outside the 

development area of certain North 

fields. It will take the form of a 

enhancement to the relevant 

e that is allowable as a deduction 

ex 

Sea 

15 pe 

expendi 

in determining PRT 

Table 4.1 include 

of the expenditure 

that would othe 

ahead, as well 

allowance itsel 

later years as a 

these projects. 

profits. The figures in 

the cost of relief for all 

of incremental projects 

se not be expected to go 

cost of relief for the 

ere will be a yield in 

suit of revenues from 

••=11•••1 

Capital Gains Tax 

41 	The capital gains tax annual exempt amount 

lee-044 
Tab, 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CiiIED 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



44 

businesses with UK branches or 

Changes 

taxation of capital gains 

be made to the rules for the 

of foreign 

agencies or 
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Capital gains tax gifts relief (which allows 

deferral on gifts) will be restricted to 

certain types of gift, the main categories 

being gifts of business and heritage assets 

and gifts on which there is an immediate 

charge to inheritance tax. The revenue yield 

in 1991-92 is estimated at £40 million. The 

change will not affect gifts to charities or 
between spouses. 

43 	The capital gains tax rules applying to 

sets held by Lloyd's underwriters in their 

iums trust funds will be amended to 

C51itate stock lending to market makers. 
Capital Gains Tax a 	oration Tax 

be to counter possible 

could lead to a 

with operations on the UK continental shelf. 
The main effect 

developments 

significant loss 

45 	Technical changes wi 

the provisions in 

rebasing the taxation 

1982 should apply 

situations. 

ade to clarify how 

ance Act 1988 for 

o capital gains to 

in certain special 

46 	Chattels with a disposal value o 	ss than 
£3,000 are exempt from charg 	apital 
gains. The limit will be raised t 	00. 
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43,1-1P c41-114FAIN 1-‘,X  
capital gains tax and corporation tax on 

gains. The main effect will be to counter 

use of the indexation allowance in ways which 

could cause a significant loss of tax. 

ains tax and Inheritance Tax 

NOT TO BE COPIED 

be exempted from 

48 	Certain gifts to registered housing 

associations will qualify for capital gains 

tax deferral and inheritance tax exemption. 

Inheritance T 

49 Th 

attr 

£80 m 

mated full year cost of indexation 

e to taxable estates in 1989-90 is 

50. 	The facility for varying the disposition of a 

deceased person's assets will be limited to 

those variations making adequate provision 
for dependent rel ves of the deceased. 

Stamp Duty 

51 	The following stamp dutk9s will be abolished 

from 1 April 1990: 

the present 1/2  per cent ad valorem duty on 

the transfer of UK registere 	urities; 
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will still apply, in modified fo 

businesses and short term events. 

large 
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the 11/2  per cent duties on the conversion 

of UK shares into depository receipts or 

their transfer into clearance services; 

associated charges on bearer shares and 

	

unit trusts units; 	and 

certain fixed duties on share transfers. 

A60AA,GALA 	4 A, _,) 
olition of these duties 

.5.014,4 
d to 	Ise in the 

of share transactions. That will 

increased yield from stamp duty in 

and from some other taxes, eg capital 

ga 	nd value added tax in later years. 
The 	igures in Table 4.1 take account of 

these 	onal yields.] 

52 	Life assurance policy duty will be abolished 

from 1 January 1990. 	The cost in 1990-91 

takes account of the consequential change in 

corporation tax 1.  ility 

Value Added Tax 

53 	The present VAT registration rules will be 

replaced by a single requirement based on 

turnover in the previous twelve months. 	The 

existing rules based on anticip 	turnover 
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54 

55 

standard rate to news services (but 

newspapers). 

not 

60 	From 1 April 1989, VAT will be ap 

standard rate to protective boots a 

supplied to employers. 

- 18 - 
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will become £23,600 a year. 

A comprehensive system of VAT relief on all 

debts which are more than 18 months old and 

which have been written off in the trader's 

accounts will be introduced. Repayment of 

the relief, or part of it, will be required 

where the debt is subsequently paid in whole 

or in part. 
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registration limit 

56 	The maximum rate of default surcharge will be 

duced from 30 per cent to 20 per cent for 

appropriate VAT returns due on or after 

arch 1989. 

57 Th 

VAT 

confi 

and pro 

ht of taxpayers to recover overpaid 

se duty [and car tax] will be 
subject to certain conditions - 

s established which will enable 

VAT accounting errors to be corrected. 

58 

charge tax 

From 1 April 1989, 

standard rate to 

new non-residen 

1989, VAT at t 

— applied, 	in ce 

building land; and 

opt to 

property 

VAT will be applied at the 

construction and sale of 

uildings. From 1 August 

andard rate will be 

in circumstances, to 

s will be able to 

1r non-residential 

and land transaions. 

59 	From 1 April 1989, VAT will be applied at the 
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From 1 July 1990, VAT - ill be applied at the 

standard rate to fuel and power supplied to 
businesses. 

From 1 July 1990, VAT will be applied at the 

standard rate to water and sewerage services 

supplied to industry. 

63 	VAT relief for charities will be extended to 

charity and certain other fund-raising 

events, medical sterilising equipment and 

assified and certain other types of 

rtising. 

64 	 omV 1 May 1989, 	all cars used by 

ma 	urers for research and development 
pur 	ill be relieved of VAT. 

Excise duties 

65-72 	There will be no change in the rates of duty 

on alcoholic dr s tobacco products and 

most hydrocarbo 

0 
73 	The duty arrangeme 	for made-wine will be 

brought into line 	hose applicable to 

wine [of fresh grapes] 	rohibiting duty- 

paid blending. 

74 	The rules for determining the original 

gravity of beer for duty purposes will be 

clarified. 
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ol will be reduced 
by the equivalent of 3.2p a gallon, 0.7p a 

litre (including VAT). A surcharge of 5p a 

gallon, 1.1p a litre (including VAT), will be 

introduced on 2 and 3 star petrol. 
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75 	'L 

  

    

Veh 	xcise duties 

76 	There will be no change in the duties on 

cars, light vans, motor cycles and most 
,-lorries. 

77 	 15 March 1989, the number of duty rates 

taxis, coaches and lorries will be 

from over sixty to five and rates 

wi 	djusted. 

78 	From • h 1989, the rates of duty on 

certain i Id lorries will be increased to 

bring them more into line with rates for 

articulated vehicles of similar gross weight. 

The rate of duty for special types capable of 
carrying very lo 	wide or heavy loads will 

be increased to 	O. 

Other 

79 	A pilot scheme making RT-rtain registration 

numbers available for sale to the public will 

begin in December 1989. 

80 	From 1 January 1990, the additio 

made by ITV programme contra 

assessed on a mixture of net 

revenue and profits. 
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Criminal sanctions will bE provided against 

unlawful disclosure of information relating 
to an identifiable taxpayer by employees or 

former employees of revenue departments. 
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Mr Unwin C&E 
Mr Jefferson Smith C&E 

FSBR CHAPTER 4 

The Chancellor was grateful for your minute of 20 February. 

attach a copy of those pages on which he had comments. As you 

will see, he does want to link the new tax rates for life 

assurance and unit trusts to the basic rate. 

2. 	The Chancellor would be grateful if the Financial Secretary 

could take a close look at the Inland Revenue tax changes in the 

annex and the Economic Secretary could do the same for Customs and 

Excise tax changes. 

AC S ALLAN 
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C th$N c_ec_f_tre±s 66141enicAla 

fit- 1-4! 

( titiAr-b;-)  
4.01 The main ta)5(changes proposed in the 

Budget are summarised below. A full list 

of changes is given in Table 4.1. 

Income tax 4.02 The main income tax thresholds will 

be increased in line with the statutory 

indexation provisions (based on the 

increase of 6.8 per cent in the RPI in the 

year to December 1988); Limql the higher 

level of age allowance currently for those 

aged 80 and over will be extended to those 

ged 75 and over. This will mean that: 

the single person's and wife's earned 

income allowances will rise 

from £2,605 to £2,785; 

the 	arried allowance will rise by 
am £4,095 to £4,375; 

0 
the áitional personal allowance and 

widow 1* 	eavement allowance will 

rise
/-

.. 	from £1,490 to £1,590; t. 

the age allowance for those aged 65 to 

74 will rise bry-t*It from £3,180 to 
£3,400 (single) and IblE-..1.Se 	from 

£5,035 to £5,385 (11., .'ed); 
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-G-e- 	aged A-0 

and over  will rlsa hy £910 	E-1,314 

from 

the income limit for age allowance 

will rise (- 	from £10,600 to 

£11,400; 

the basic rate limit will rise from 

£19,300 to £20,700 of taxable income. 

The age allowance withdrawal rate 

be reduced from E2 of allowances for 

Employee share trusts 	4.07 Tax relief will be 

by companies to qualifyi 

trusts (ay 
	

dit-Arc 

Eso Ps) 

for payments 

oyee share 

- 2 - 
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tiZeP2 	
£3,-540-4-s-i-agle+-and-by-4530--from 	£503-5 

diirr Ciiit1;11° 

1#/#*
/0" 	umiler ro 

g-)aiJfr,„ 	31c) /or aea 

6409-  8O ) dlitr 1  72D 

(J-14,714)  artil 	S O  35 

fttmla u,rwttr-  87) cj 	tC52-e2S- 

ivo 'D 1Js;sc-63—

iinAsy1-40)., 

each £3 of income to El for each £2 of 

income above the limit of £11,400. 

Benefits in kind 4.04 

increa 

benefit scale charges will be 

20 per cent from 6 April 1989. 

Private medical 

insurance 

Charitable giving 

4.05 Inco tax relief will be given from 

April 1990 * 	ivate medical insurance 

premiums for 	aged 60 and over. 

4.06 The limit on charitable donations 

qualifying for tax relief under the payroll 

giving scheme will be doubled from £240 to 

£480 a year from 6 Apri 	9. 
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6,A proved employee share 

schemes 

Profit-related pay 

Personal equity plan 

Relocation expenses 

4.08 The annual limit for the 1978 employee 

share scheme will be increased to £2000 or 

- if greater - to 10 per cent of pay up to 

a maximum of £6000. The 1980 SAYE share 

scheme limit will be increased from £100 to 

£150 per month. The maximum discount of 

the share price at which options may be 

granted will be doubled to 20 per cent. 

4.09 The cash ceiling on the amount of 

profit-related pay attracting tax relief 

will be increased to £4,000. The 

registration rules for PRP schemes will be 

simplified. 

4.10 The annual limit on investment in 

ersonal Equity Plans will be increased 

m £3,000 to £4,800. The annual limit on 

stment in unit and  investment trusts 

will be increased to £2,400)and restricted 

to unit and investment trusts which invest 

mainly in UK equ'ties. 	 4/11(le 

4.11 	sis of assessment for Schedule 

E emo1um9n will be changed from earnings 

to receipt 

4.12 Payment 	employer makes towards 

the additional lrpusing costs of an employee 

transferred to a more expensive location 

will no longer be exempt from tax. 

A. 
Schedule E assessment 

3 - 
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Life assurance 

-eerrh 

ate of tax charged on 
gains attributable 
will be reduced 

income and 
to policy 
to -2S 	per 

the 

hol 

life ass 
abolished. 

policy duty will be 

BUDGET SECRET 
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4.15 ;Ofor personal pension scheme 
,cant.r../.1)4i4-i-Lizats_, as a percentage of 

a  . ) 

4AAAm4097subject to avash limittr based on 
the £60,000 earnings limit for occupational 
schemes. 

4.16 The following changes for life 
assurance companies will be introduced from 
1 January 1990: 

/441nit 	 earnings, 

pension and general annuity business 
expenses will be deductible only from 
pension or general annuity profits; 

relief for expenses of acquiring new 
life assurance business (other than 
pension or general annuity business) 
will be spread over seven years: 

c4f4,y_ 

p-A4a rHitt,i, 
ow k 	inAr- 

t44k- 

Lit,(4) tr,t C2-5 fur ami* 

Stamp Duties 	 4.17 Stamp duties on share transactions 

will be abolished from 1 April 1990. 

5 
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t trusts 

(3te 
Giwilybk 140-7c 

(C)8P4E,44 

jeep discount bonds 
A 

Business taxation 

4.18 A new tax regime will be introduced 

from 1 January 1990 for unit trusts in 

transferable securities which are freely 

marketable throughout the European 

Community under the UCITS directive. The 

rate of corporation tax charged on their 

income will be reduced t (25 per cent) 

4.19 	 th —a1.Lit Len  
Control of Borrowing Ordere..the regime for 
deep discount bonds, including certain 

index-linked bonds, will be amended with 

effect from Budget day. 

4.20 The profits limit for the small 

companies' corporation tax rate of 25 per 

ent for financial year 1989 will be raised 

m £100,000 to £150,000 and the limit for 

inal relief will be raised from 

£500,000 to £750,000. 

4.21 The main rate of corporation tax for 

the fina al year 1989 will be 35 per 

cent. 

4.22 The apportionment rules for close 

companies Ti4 	e abolished. 	Special 

provisions an 	igher rate of corporation 

tax of 40 per cirt will be introduced for 

close investment companies which distribute 

less than a specified percentage of their 

profits. 

4.23 An unincorporated 

a trading loss and realis 

in the same year will b 

the loss against the gain. 

who sustains 

apital gain 

to set off 

6 - 
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A new petroleum rev e tax allowance 

will be 	troduce n respect of the cost 

of qualifyin ncremental investment 

undertake within ce am n North Sea fields 

but 	side the existing idevelopment area 

r the field. 

Capital gains tax 
	

4.25 The capital gains tax annual exempt 

amount will remain at £5,000 in the case of 
individuals and £2,500 in the case of most 

trusts. 

Inheritance tax 

4.26 Capital gains tax deferral on lifeG4nQ 

,t4sfie gifts will be restricted to certain 

types of gift - in particular, gifts of 

business and heritage assets.)  aed gifts on 

hich there is an immediate charge to 

eritance tax 0.441Ht-  a: 

4.27 From Budget day the threshold for 

inheritance tax will be increased in line 

with the statutory indexation provisions 

from £11I,00 to £118,000. 

VAT 4.28 Th 

VAT regi 

businesses 

turnover in 

ent turnover requirements for 

ation will be replaced for most 

single limit based on 

evious twelve months. 

4.29 From 15 March 1989 the registration 

limit will become £23,600 a year. 

lb-)w 

i-i41,k- Ai367L&ko 

(?YA-1."440 

0 

VAT onA 

bcomprehensive  

ad debts will b 	

of relief from 

oduced. 
4.3 	s 

4.31 The maximum rate of 	surcharge 

will be reduced from 30 per 	 20 per 

cent. 

7 

provrci ex.k- 46,  04-ervitu.s 
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4.34 
reduced 

0.7p a 

surcharge 

(inclusive of 

and 3 star petr 

ty on unleaded petrol will be 

equivalent of 3.2p a gallon, 

re, (inclusive of VAT). A 

a gallon, 1.1p a litre, 

will be introduced on 2 
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4.32 As announced on 6 February, a new VAT 

regime will be applied to the construction 

and exploitation of non-residential 

buildings and land. VAT at the standard 

rate will be applied to 

Es T 	/VazeL 

fnif,fee &Li (41-) 

C ovir9 
) atif Lit are 

og-4411 Crx our" 
/yez  by)tA 

news services (but not newspapers); 

protective boots and helmets supplied 

to employers; 

fuel and power supplied to businesses; 

and 

water and sewerage services supplied 

to industry. 

3 VAT relief for charities will be 

nded to charity and certain other 

fund-raising events, classified and certain 

other types of advertising and medical 

sterilising equipment. 

Excise duties 

Vehicle excise duty 

ULA/T-49  

/ t 

h; tifvu LTJ &cf. 

4.35 The number of rates of vehicle excise 

duty for hackney carriages (buses, coaches, 

taxis etc.) will be 1uced from over  

sixty to five. Rates o,  .40Wor buses and 

will be increased also fo 
1-eve-1--fci-Gdaarzi,r—t-r-ar.k.acesAz,&s of duty 

in rigid 

heavy goods vehicles. 

- 8 - 
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4.36 From 1 January 1990, the additional 

payments made by ITV programme contractors 

will be assessed on a mixture of net 

advertising revenue and profits. 

'stration 	4.37 In the light of recommendations by 

the Keith Committee, changes will be made: 

to update the system of monetary 

penalties for tax offences; 

to modernise the powers of the Inland 

Revenue to obtain information; 

to improve compliance by employers. 

Gin ntet4 

17-eltyLeni f  e,03)1.-14 
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See A 

Paraar 

INLAND REVENUE 

Income tax 

BUpGET SECRET 
BUtldtfiefstfoNers  

£ million 

1 Increase in sinole allowance of £180 and married allowance of £280 

2 increase in additional 	

: 

persona 	wance and widows bereavement 

allowance 

3 Incriase in age allowance of 

. 	

‘44 	lel and £350 Imarried1 

for those aged 65 to 74 

4 Increase in age allowance of £36 	 nd £530 (married) 

for those aged 75 to 79 

5 Increase in age allowance of £230 (s I 	360 (married) 

for those aped 80 and over 

Increase in income limit for ape allowanc 

7 increase in basic rate limit of £1.400 to 

8 Reduction in ape allowance withdrawal rate 

9 Frinae benefits - car benefit scales 

10 Reimbursement of additional housing costs 

11 Fringe benefits - removal expenses 

12 Tax relief for private medical insurance for those 

13 Pension - amendments to tax rules 

14 Payroll plying to charities - increase in donation limit to £4800 	year 

15 Membership covenants to heritage charities  

16 411mem,miem+serofit-related pay legislation 	L (1,ff 
A 

17 Increase in approved employee share limits 

18 Employee priority in public offer of shares 

19 Chanaes in material interest tests 

20 Abolition of tax relief on new loans to buy Business Expansion Schem 

21 Schedule E - change to receipts basis of assessment 

22 Change in rule on settlements where settlor or spouce can benefit 

23 lax deductible from tax credit payments to US companies 

withdrawal of exemption 

aaea 60 and over 

125] 

* 	Neoligible 	- = Nil 
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Changes from a 	Changes from an 	Changes trom an 

non-indexed 	indexed 	 indexed 

base 	 ease 	 base 

-1120 

-10 

-30 -10 -15 

-20 

-15 

-210 - 

-5 -5 -5 
*90 490 *110 

15 45 130 

t * * 

- _ -40 

t * * 

* * * 

-5 -5 -10 

-10 -10 -15 

* * * 

* * * 

* * -5 

* t -45] 

-60 -60 -80 
* * * 

Estimated effect on receipts in: 

1989-90 	 1990-91 

k 1i;ita0 ii4-2e.eGLev, 
aia 	t 

Income tax and corporation tax 

24 Taxation of income and gains of life assurance companies 

25 Abolition of close company apportionment 

26 Capital allowances - safety at sports drounds 

27 Capital allowances - miscellaneous amendments 

28 Extension of relief for pre-trading expenditure 

29 Subcontractor tax scheme - reduction in voucher reaulrements 

Income tax and capital gains tax 

56 Personal Eonitv Plan - increase in limitS 

31 Set off of trading losses against gains 

L  Uita~rithj &cAiNtAA_ 

A 
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Corporation tax 

35 Increase in profits limits for smal 
36 Changes in the taxation of certain uni 
37 Relief for payments to employee share On 
38 Advance corporation tax amendments 
39 Sales of subsidiaries 

rate and maroinal relief 

jJat e,S ( °& 

111_1 tAyRtina  

40 m—tar - lref 	1 inieltmerit al 	 

Capital gains tam 

4 annual exempt amount 
ifts relief 

4,) 	antie in the rules for Lloyd's underwriters 

BUDGET SECRET - BUDGET LIST  ONLY 

£ million 

Estimated effect on receipts in: 
1989-90 	 1990-91 

Changes from a 	Changes from an 	Changes from an 
non-indexed 	indexed 	indexed 
base 	 base 	 base 

Income tax, corporation tax and capital gains tax 

32 Keith committee - administrativ apes * * 
33 Deep discounted bonds - tax uplift as income _ _ 

34 Tax charge on switching inv offshore funds * * 

Capital gains tax and corporation tax 

44 UK branches of foreion businesses - charms affectino capital Pains 
45 Technical changes associated with rebasing of capital gains 
46 Increase in capital gains chattels exemption to £5000 
47 Exemption of certain bonds from [woes on capital gains 

-35 

0 

_ * +10 
* * H*25 

_ * 

* * * 
* * * 

Capital riains tax and inheritance tax 

48 Gifts to housing associations 

Inheritance tax 

49 Increase in thresnclo of £8000 	 -35 
50 Changes in rules for varung disoosition :n cleat 	 t 

Stano duties 

51 Abolition ot duty on shares 	 E+51) 
52 Abolition of life assurance policy duty 	 -20 

TOTAL INLAND REVENUE 	 -1475 	 t25 
	

-855 

* = Negligible 	- = Nil NOT TO BE COPIED BUDGET SECRET 
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L million 

Estimated effect on receipts in: 

1989-90 	 1990-91 

Changes from a 	Chanoes from an 	Changes from an 

non-indexed 	indexed 	 indexed 

base 	 base 	 base 

CUSTOMS AND EXCISE 

Value added tax 

53 Revised regitration rules 

54 Increase in registration ii 

55 Bad debt relief 

56 Keith - review of default sur_ 

57 Recovery of overpaid VAT and ex 

58 Revised tax regime for constructijrii1ias and land 

59 Change in libility of news services 

60 Change in liability of certain protect 	 and helmets 

61 Change in liability of certain supplies of 	 dower 

62 Change in liability of certain water and 	 vices 

63 Reliefs for charities 

64 Relief for research and development cars 

Excise duties 

65 No change in rate of spirits duty 

66 No change in rate of beer duty 

67 No change in rate of duty on cider and perry 

68 No change in rate of duty on wine are made-wine 

69 No change in rate of duty on 4 star petrol etc 

70 No change in rate of duty on dery 

71 No change in rate of duty on minor oils 

72 No change in rates of tobacco products duties 

73 Restriction on blending of duty-paid made-wine 

74 Determination of original gravity of beer  

75 Ae.E.-4-4-e-K.e,met-elkunieaded petrol 

turtra2- t:e% 	c-)1 	stoo- 
TOTAL CUSTOMS AND EXCISE 

Vehicle excise duty 	
MaJI 	(41:0 

76 No change in VED on cars. lipht 	ns and main lorry rates 

77 Increase in VED rates ho taxis: buses and coaches 

78 increase in certain other VED rat... 

TOTAL VED 

Oth.r 
	 1t4H 17e- 

9 Sale of registration numbers 

00 ITV levy re-basing 

81 Unauthorised disclosure of confidential information 

TOTAL OTHER 

35 	 -35 	 -100 

	

* 	 * 	 * 

50 	 -50 	 -150 

	

-20 	 -20 	 -20 

	

_ 	 - 	 - 

	

t 310 	 +310 	 +440 

	

+5 	 +5 	 +5 

	

* 	 * 	* 

	

_ 	 *95 

	

_ 	 * 

5 	 -5 	 -5 

5 	 -5 	 -5 

65 	 -70 

	

-140 	 -155 

	

-5 	 -5 

	

-45 	 -50 

	

-440 	 -465 

	

-95 	 -105 

10 	 -10 

	

-235 	 -250 

See A 

Paragra 

+ 7f..2 

-210 

20 

+ 20 

- -30 	 -30 

-I. 170 -865 -925 
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-1265 	 -990 	-1880 
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* = Negligible 	- 	Nil 
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The increase 

[the £60,0 

rules for ca 
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BUDGET SECRET 
13Mprqgra07 Q Y  s  

after 14 March 1989 and to new members 

joining existing schemes on or after that 

date; 

NOT TO BE COPIED 
hemes set up on or 

employers will be able to set up top-up 

schemes with no limits on benefits, but 

without tax privileges such as tax-free 

investment build-up; 

new rules will allow surplus voluntary 

contributions to be returned to the 

member instead of reducing benefits from 

the employer's scheme. The voluntary 

cheme will deduct a 35 per cent charge 

m the refund to recoup the tax 

ntages enjoyed on contributions and 

up. There will be a further 

y on higher rate taxpayers; 

changes will be made to the personal 

pensions tax rules to increase from 1988-

89 the age related contribution limits. 

limit will be subject to 

arnings cap. And the 

ilq tax-free lump sums 

14 

will be simpli ed. 

0 
These measures overall expected to have 

broadly neutral revenueffects both in the 

early years and in the longer term. 

The limit on charitable donations qualifying 

for relief under payroll deduA rf 	schemes 

will be increased from £240 t 
	

0 from 

April 1989. The cost will depend  ¶Se-up. 

- 5 - 
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11 be made to the 

(ACT) 	rules advance corporation tax 

concerning a company which is part of a group 

or consortium. 

in th 

in the 

ase of 

f most 

BUDGET SECRET 

Measures will be introduced to counter 

avoidance of tax on disposals of subsidiaries 

in ways which could cause a substantial loss 

of tax. 

AEI MS 

Oil Taxation 

40 ew 

ex 

Sea 

15 pe 

expendi 

petroleum revenue tax (PRT) allowance 

e introduced, relating to the cost of 

ing incremental investment outside the 

development area of certain North 

fields. It will take the form of a 

enhancement to the relevant 

that is allowable as a deduction 

in determining PRT 

Table 4.1 include 

of the expenditure 

that would othe 

ahead, as well 

allowance itself. 

later years as a 

these projects. 

profits. The figures in 

the cost of relief for all 

of incremental projects 

se not be expected to go 

cost of relief for the 

ere will be a yield in 

suit of revenues from 

Capital Gains Tax 

41 	The capital gains tax annual exempt amount 

will remain at £5,000 

individuals and £2,500 

trusts. Cy-he _re 

-eatinata4-,A4r,i-1aAttilliourr. 

- 14 - 
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will still apply, in modified fo 

businesses and short term events. 

large 
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BP 49 	(Z.9411-X  

the 11/2  per cent duties on the conversion 
of UK shares into depository receipts or 

their transfer into clearance services; 

associated charges on bearer shares and 

unit trusts units; 	and 

certain fixed duties on share transfers. 

11-h,it..4A41-C6ry1 /44-j 

ga 

The 

these 

52 	Life assurance policy duty will be abolished 

from 1 January 1990. 	The cost in 1990-91 

takes account of the consequential change in 

corporation tax l ility 

Value Added Tax 

53 	The present VAT registration rules will be 

replaced by a single requirement based on 

turnover in the previous twelve months. 	The 

existing rules based on anticip 	turnover 

bolition of these dutips 's expected to 

ad to rise in the 

of 

- 

of share transactions. That will 

an increased yield from stamp duty in 

and from some other taxes, eg capital 

nd value added tax in later years. 
igures in Table 4.1 take account of 

onal yields.] 
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54 	F rctiu IAG giirUsTi AN LXip registration limit 

will become £23,600 a year. 

A comprehensive system of VAT relief on all 
debts which are more than 18 months old and 
which have been written off in the trader's 
accounts will be introduced. Repayment of 
the relief, or part of it, will be required 
where the debt is subsequently paid in whole 
or in part. 

56 	The maximum rate of default surcharge will be 
duced from 30 per cent to 20 per cent for 

appropriate VAT returns due on or after 
rch 1989. 

57 	Th 	ht of taxpayers to recover overpaid 
VAT 	se duty [and car tax] will be 
confi 	subject to certain conditions - 
and procØtis  established which will enable 
VAT accounting errors to be corrected. 

55 

From 1 April 1989, VAT will be applied at the 
standard rate to 	construction and sale of 
new non-resideni i,uildings.  From 1 August 
1989, VAT at 	andard rate will be 
applied, in ce 	circumstances, to 
building land; and 1 	s will be able to 
opt to charge tax o 	ir non-residential 
property and land transa Ions. 

58 

A 	. 
istil(vrtZflet 

59 	From 1 April 1989, VAT will be applied at the 
standard rate to news services (but not 
newspapers). 

60 	From 1 April 1989, VAT will be app 1t the 
standard rate to protective boots a 	ets 

supplied to employers. 

- 18 - 
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hapter 6. 

Format  

2. 	Last August you agreed that the annex to chapter 6 should be 

abolished and that there should be associated improvements to table 

1.2. (Copies of last year's annex and table 1.2 are attached.) The 

arguments for these changes were: 

part A of the annex is a series of dense 	explaining 

the relationships between the tables within 	r 6 and 

between chapter 6 tables and table 1.2. It 	s if it 

is little more than the way we tell ourselves 	 put 

the numbers together. We suspect it is of litt 	e to 

outsiders and it is in any case already on the re '.rd in 

previous FSBRs. 
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(a) put 

outtu 

one place in the FSBR the forecasts and 

r all the individual taxes, 
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part B of tlicUIDEEETpUl1t0 MeV es timated outturn for the 
CGBR for the year just ending 
format and gives forecasts for Consolidated Fund revenue 

for the year ahead. Outsiders have complained that it is 

extremely difficult to understand. Furthermore, the 

decision in 1984 not to show the allocation of the public 

d
expenditure Reserve deprived these tables of most of their 

 seful information, that in relation to the year ahead. 

Only table 6B.3 on Consolidated Fund (CF) revenue contains 

important information, which this year will appear in 

table 1.2 (except for total CF revenue which is in table 

6.6). 

these 	es also have the advantage of 

and (b) removing 	f the apparent inconsistencies in the 

FSBR, for 	ike those which arose from the use of 

different definitions of income tax and corporation 

tax in table 1.2 and chapter 6. 

finally the changes will 	ghlight in table 1.2 those 

definitions of the varU axes on which the focus falls 

during the course of théy,9 when each month's PSBR 

figures are published. In e sense the effect is to make 

the approach on the receipts< 	f table 1.2 the same as 

on the expenditure side ie. 	n which administrative/ 

operational concepts are embedde within national accounts 

totals. 

3. 	As a result of consultation with the revenue departments we 

have made a number of small changes to table 1.2 c 

version you approved. The main ones are to show 

 .),419  ed with the 

c 	tals for the 

two departments' taxes and to omit the North Sea re 

(41.(14:‘..  -io  

sub-total. 

Total North Sea revenues and its components are given 	a new table 

(6.3) in chapter 6. Dropping North Sea revenues from 	can be 

justified in terms of their much reduced magnitude. T e 	only 

11/2  per cent of total receipts in 1988-89 compared with 81/2 	cent 

as recently as 1984-85. 

in a funds and accounts 
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er of departments shown 

eparately within the planning total has been increased to reduce 

white space on the expenditure side of the table. 

the printed version of the FSBR the footnotes to table 1.2 

the other tables) will be smaller, and therefore less 

than in the attached draft. 

Our intention in sending you table 1.2 now with chapter 6, 

rather than leaving it until you see the whole of chapter 1 is 

partly to get the changes to the format of the table out of the way, 

allowing you 	concentrate on the main issues of Budget 

presentation 	you see all of the chapter (if you have any 

further commen 	the format of 1.2 we should be able to 

incorporate them 	complete draft of chapter 1 Mr Riley will be 

sending you tomorr 	he other reason for showing you 1.2 now is 

that it is diffi 	to make sense of the description and 

explanation in chapte 	hout reading it alongside the figures in 

table 1.2. 

Apart from the abolition of the annexes, the only other 

significant change of format in the draft of chapter 6 compared with 

last year is the introduction of an explicit section on changes 

since last year's Budget (paragraph 	05 to 6.08), including a new 

table (6.2) modelled on one used 1986 Autumn Statement. 

Figures  

The draft shows PSDRs of £14 bill 

and 1989-90 respectively, as agreed at y 

£12 billion in 1988-89 

eeting on Monday. A 

Budget package with a direct 1989-90 revpue cost of £2 billion is 

incorporated. You also asked us to show no-change in the non-oil 

tax burden in 1989-90. 

While all the important totals in the draft a 

the detailed components. 	

cay. these decisions there remains a considerable amoun 

nsistent with 

ork to do on 

To achieve the agreed PSDR figures we have reduc-'. -ipts in 

1989-90 by £3/4  billion and increased debt interest a 	other 

adjustments by a similar amount compared with the forecast 	1ich 

Monday's discussion was based. The latter is consistent wi 	a 

small fall, of 4 per cent, in the GGE (excluding privat ation 
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chapter 6 cha 

Charts  

In an attempt 

we have included fou 

itee4.4) 

e the chapter more interesting and readable 

charts: 	

<75) r 
Et* 

v di 

chart 6.3 on dbt ttterest; 

chart 6.4 on the PSBR by sector; 

chart 6.5 on the LABR; 

chart 6.6 on public 

planning total and the PC 

rations' contribution to the 

/141 vNtr'", kt.ti 
‘r" 

We should be grateful for your comment* 
	ese new charts. 

gures further in consultation with GEP and MP in light of final 

isions on the 1988-89 estimated outturn and on the MTFS. We will 

need to look again at both the tax and expenditure figures when 

ney GDP figures are finalised, which will not be until the 

ore the Budget. 

A 	nday's meeting you asked to see charts and tables showing 

the GGE ratio and the non-oil tax burden from 1970. 	These are 

attached at the end of this minute. Equivalent charts also appear 

in the draft of chapter 6, but from 1978-79 only, as last year. You 

might wish to 4sider showing figures for the longer period in the 

13. The chart showing changes in the sticture of receipts and 

expenditure since 1978-79 (chart 6.2 in last year's FSBR) has been 

dropped because we feel that the information it contained was not of 

great interest and did not fit particularly well with the structure 

proceeds) ratio in 

chart could 

ion and the 

't to be 

of the rest of the chapter. If you wish however, 

easily be resurrected. A copy of last yea 

numbers that would provide the basis of the chart 

retained are attached to the end of the draft. 
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Other issues  

4. As in previous years we have included the North Sea revenues 

dy reckoners (paragraph 6.12). You may wish to consider whether ir 
are still necessary given the reduced importance of the North  Pft".  

ctor. 

raph 6.04 gives an estimate of the stock of net public 

sector 	t at end 1988-89 (the latest published data relate to 

end-197-88). We have not given such an estimate in previous years 

but we thought it worth including this year given the interest in 

debt repayment. We still have a certain amount of work to do on the 

figure itself ;16 one in the draft is a guestimate. 

We would‘41111'  t;advise giving a figure for the end of 1989-90 

because it would t) : making assumptions about market sensitive 

variables such a 	ange rates and discounts/premiums on gilts 

which we would not 	expose. The draft does however refer to 

the likelihood of a "f 	substantial fall" in 1989-90. 

There is some smal2k in giving the end-1988-89 figure in 

that it may focus attention on differences between the recorded PSDR 

and recorded changes in the stock of net debt. You will recall that 

despite a PSDR of £31/2  billion the measured stock of debt did not 

fall in 1987-88, but rose slight • by £0.2 billion. However the 

risk will be minimal if, as we su 	there is only a relatively 

small difference in 1988-89 between 	SDR and our estimate of the 

change in the stock of debt. 

(9 
included with local authority rates 11- > table 1.2 and throughout 

chapter 6. Footnote 4 to table 1.2 points this out. There would be 

no problem about giving a figure for the community charge element in 

1989-90 if asked, as the forecast is based on announced level of 

charges for Scotland. There seems little point 	er giving the 

figure in the FSBR. 

19. The question of the treatment of the community c 	n GDP is 

not addressed directly in chapter 6. The descriptio 	2 in 

table 6.9 implies however that the community charge is n 	 on 

expenditure. 	This is not inconsistent with treating the 	ity 
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n expenditure. But if charge for GDP pur 

ou felt we were being unnecessarily purist we could drop the 

erence to community charge from table 6.9. 

TLfe le 

--P.Q5122- 

COLIN MOWL 

2 	timetable suggests that you might comment on the draft by 

10 	k tomorrow morning (Thursday)  so that if you wanted to see 

a re 	ersion before it went to the printers on Friday we could 

put one to you on Thursday evening. 
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36.1 

34.6 

32.3 

33.1 

35.7 

36.1 

36.0 

35.0 

34.2 

35.1 

.2 

37.8 

37.1 

37.6 

37.7 

37.3 

37.3 
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-oil tax burden and GGE ratio. 

Non-oil taxes and 
NICs as % of 
non-oil GDP 

GGE excluding 
privatisation proceeds 

as % of GDP 

1970-
1971-7 

1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 

1978-79 
1979-80 
1980-81 
1981-82 

1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 

40.7 

41.1 

40.9 

42.3 

48.1 

48.6 

46.0 

42.7 

43.3 

43.5 

46.1 

46.6 

46.8 

45.9 

46.3 

44.5 

43.7 

41.5 

39.1 

38.9* 

rounds to 38i 

ti 

s•  r , tkr-, 	
1 V 1  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPle 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



NOT TO BE COPIED BUDGET SECRET 
BUDGET LIST ONLY 

- 32 

- oil taxes and national insurance contributions 
percent of non - oil GDP 
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35 

34 
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- 
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- 

39 

— 38 

37 

36 

35 

34 

33 

32 

50 

48 

46 

Chartl. General government expenditure excluding p 

44 

42 

40 

38 
1970-7171-72 72-73 73-74 74-75 75-76 76-77 77-78 78-79 79-80 80-81 81-82 82-83 83-84 84-85 85-86 86-87 87- 

50 

31 	Ili 	i 	it 	IIIIIII 	i 	1 	1 	31  

1970-7171-72 72-73 73-74 74-75 75-76 76-77 77-78 78-79 79-80 80-81 81-82 82-83 83-84 84-85 85-86 86-87 87-88 88-89 89-90 
forecast 
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Table 1.2 The finances of the Public sectiO  
ET SECRET 

GET LIST ONLY 	B 
NOT TO BE 

£ billion 

IED 

1989-90 
Latest Forecast 
estimate 

1988 

Budge 

48.5 
20.7 
19.2 
18.0 

7.0 
5.1 
8.5 
3.5 
5.1 
22.8 
-5.0 
3.5 

47.4 
21.8 
19.0 
18.4 

7.2 
4.8 
8.7 
3.6 
5.6 
21.7 
-7.0 

51.0 
23.2 
20.1 
19.6 

8.0 
5.4 
9.0 
3.8 
5.5 
23.1 
-5.0 
3.5 

156.9 151.1 167.1 

27.5 
8.7 
5.1 
4.6 
0.9 
1.4 
1.7 

0. 
47.9 
2.8 
0.6 
0.4 
19.0 

	

2.5 	2 

	

141.2 	144.8 

	

31.6 	32.8 	34.6 

	

5.6 	6.6 	6.7 

	

3.5 	3.3 	3.5 

	

2.9 	3.3 	3.3 

29.8 
8.7 
5.1 
4.7 
0.9 
1.4 
1.8 
0.1 
52.5 
2.9 
0.6 
0.4 
20.4 

26.2 
8.4 
5.0 

184.9 	190.8 	203.7 

Receipts, expenditure and debt repayment 

1989-90 

Latest estimate Forecast 

/kt-tssit 

1988-89 	 1969-90 
1988 	test 	Forecast 

estimate 
EXPENDITURE 
SociAl security 

	

47.1 	Health 

	

22.0 	Defence 

	

1.3 	Education and science 

	

2.1 	Home office and legal  

	

1.1 	departments 

	

2.6 	Transport 

	

76.1 	Scotland 
Wales 
Northern Ireland 
Other departments 
Privatisation proceeds 
Reserve  
Public expenditure 
planning total  

Inland 
Income 
Corpora 
Petroleum 
Capital 
Inheritance 
Stapp duties 

Total Inland Revenue 
Customs and Excise: 

Value added tax 
Petrol, dery duties etc 
Tobacco duties 
Alcohol duties 
Betting and gaming duties 
Car tax 
Customs duties 
Agricultural levies 

Total Customs and Excise 
Vehicle excise duties 
Oil royalties 
Gas levy 
Local authority rates

4 

Other taxes and royalties 
Total taxes and royalties 
National insurance and 
other contributions 

Interest and dividends 
Gross trading surpluses 
and rent 

Other receipts  
General Government 
Receipts  

General government 
gross debt interest 

Other adjustments 

	

42.1 
	

43.5 

	

19.8 
	

18.8 

	

1.2 
	

1.3 

	

2.0 
	

2.4 

	

1.0 
	

1.1 

	

2.0 
	

2.3 

	

68.0 
	

69.4 

	

17.5 
	

18.2 	16.6 

	

8.6 
	

9.2 	9.5 

183.0 178.5 193.2 

203.7 
193.2 
10.5 
1.5 
12.0 

General government receipts 
General government expenditure 
General government debt repayment 
Public corporations market and overseas debt repayment 
Public sector debt repayment  

184.9 
183.0 
2.0 
1.2 
3.2 

190.8 
178.5 

1 In this and other tables constituent items may not add up to totals because of 

-1Lid&inCe corporation tax (net of repayments): 	5.3 
- also includes North Sea corporation tax after ACT set off and corporation tax on 

4 In this and other tables community Charge receipts are included with local authority rate 

Wttcrkt4, a I>) At4zoivid  

BUDGET SECRET 
BUDGET LIST ONLY 

ww,g(  C1.1,  

f`v  
4,4?4,77  

bO)c  
NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COP4D 

  

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



as per cent of GDP 
1988-89  

(>1988 	Latest 
Budget estimate 

1987-88 
Outturn 

1989-90 

Forecast 

14.0 	....111-er  V1.1  
21/4  3 

3.2 
;,•• 4 

3.5 
4 

381/2  per c 

to be 
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f this chapter 

6.01. This chapter brings together revenue and spending and 

provides an analysis and forecast of the public sector's 

overall financial position in 1989-90, together with some 

explanation of the main differences between estimated outturn 

in 1988-89 and last ypAr's forecast. 

<side> Debt repayment ktov 	yflic 

.02 The latest' estimate is for a public sector debt repayment 

DR) of £14 billion in 1988-89, equivalent to 3 per cent of 

rlaiAmmits a larger net repayment as a proportion of GDP 

any ypar since the beginning of the 1950s - the 

date for which comparable figures are available ...gemori 

proceeds--are-eme-loolieek—In 1988-89 

the public sector financial 

neral government financial ce.i 

6.03 The forecast is for a further substantial PSDR of aro 

£12 billion in 1989-90 Excluding privatisation pLueeds the 

PSDR is forecast toj 	same in 1989-90 as in 1988-89. 

-06PD) 

in substantial surplus(  1,, 

Table 6.1 Public sector debt repayment 

Public sector debt repayment 
£ billion 
as per cent of GDP  
PSDB:excluding privatisation proceeds 
£ billion 	 -1.6 
as per cent of GDP 	 -1/2  

—1.8 
	

7.0 

frum over 

1 billion) 

t>)  V4,1  A fiLst-tfi  
r? juil t tt 

114  

6.04. The stock of net public sector debt 

-897)  

PIED 

L96414r" 

inssv 

NOT TO B 

50 per cent of money GDP in 197 

at the end of 1987-88. It is 

E[157] billion, [311/2] per cent of GDP, at the end 

There should be a further large fall in 1989-90 

nominal terms and as a percentage of GDP. 
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Receipts 
Taxes, royalties and national insurance contributions 
Other receipts 
'Dotal 

Evenditure 
Privatisation piuceeds 
Other general government 
Public corporations market and overseas financ 
Tbtal 

+ 	higher receipts /Ow higher expenditures  0,r 
- lower receipts or lower expenditure. 

PSDR 

1 tsis/ug' 
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> Changes since last Budget 

6.05 The PSDR in 1988-89 is now estimated to be nearly 

Ell billion higher than forecast in last year's Budget. As 

table 6.2 shows the higher net repayment comes roughly equally 

from higher receipts and lower expenditure (see table 1.2 for a 

detailed comparison of the components). Much of the extra 

receipts reflects the higher than forecast growth of money GDP. 

Higher growth 	contrbuted to the lower than forecast h‘a* --)  i 

nditure, primarily through lower(-expected expenditure 

social security and improved finances of public 

rations. 

Table 6.2 Changes to ture and debt repayment since 1988 Budget' 

E billion 
1987-88 1988-89 

;- 0.8 +4.8 
-0.7 4-1.1 
t-0.2 4 5.9 

-0.1 -2.0 
r0.2 -2.4 
-0.4 -0.6 
-0.3 -5.0 

i'0.5 i 10.8 

/AMA-k.11; 

0 
6.06. The main contributors to the higher than expected 

receipts are income tax (E11/2  billion), national insurance 

contributions (El billion), VAT (E14 billion) and interest 

total wages and salaries. Higher VAT  lip  are the result 
receipts (El billion). The first two  I

i 	

reflect  higher 

'-11'11:11:1- of faster growth of consumer spending in 	•  a change in 

its composition towards those goods and se 	ch are 

subject to VAT. 	 kla 
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6.07. Corporation tax receipts again rose strongly in 1988-89 

but not by as much as forecast. Within the total, advance 

coiporation tax (ACT) receipts were higher than forecast, 

reflecting high dividend payments in 1988, but other 

corporation tax receipts rose much less than expected. The 

latter is likely to be mainly the result of .lower profi 

r 	

ts 

higher investment in 1987 than shown by the '-e-c:::d figures 

available at the time of the last Budget. 

rtotitt,  frotud, („c4„, t? /1/,„„ A4iier  

.08. ten the expenditure side-higher privatisation-proccedc 
tareAlr-42-49.i444-son-compared witalitlie last 

Expenditure excluding privatisation proceeds 2s 

than foLecast, largely as a result of lower  than 
-7 	. social security expenditure and higher 

rity capital receipts. 

6.09. Thethlc sector's finances can be analysed in a number 

of different ways: by type or activity, by sector and by 

economic category. The rest of this chapter sets out these 

throe analyses in detail. 

<section> Public sector's finances: analysis by 

6.10. Table 1.2 analyses 	ic sector's finances by type 

or activity. The main receipt of general government (ie. 

central plus local government) are grouped according to the 

kind of activity which gives rise to them, while spending is 

shown by department, as in Chapter 5 and in the public 

expenditure White Paper. 

<side> Receipts 

6.11. General government receipts are estim:41  ,1,.ve risen 

by 91/2  to 10 per cent in 1988-89, just below the 10%rigof money 
GDP. They are forecast to rise by 61/2-7 per cent 4 7'< )0, a 

little less than the forecast growth of money GDP. 
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6.12. North Sea revenues are forecast to fall by 15 per cent 

in 1989-90, mainly the delayed effect on coLpuration tax of 

falling profits in e,arlier years. Oil production is expected 

to be lower in 1989 than in 1988, due mainly to the continued 

effect of the Piper Alpha disaster and accidents in the Fulmar 

and Brent fields. The forecast assumes that North Sea oil 

prices will remain close to Imcent levels. PRT receipts are 

forecast to be the same in 1989-90 as in 1988-89 despite the 

projected fall in production 1-1..trause there were repayments of 

advance PRT in 1988-89 and none are forecast for 1989-90. 

diflei&ice in the average o,J. price in 

ge revenuOs by abed £210 mill on in 198 

milli 	full yvAc 	1 milli tonnes 

on in 1989 tpread eve 	cross fiel 	would 

About £35 million in 1989-90 and £40 million 

Table 6.3 North Sea revenues 

£ billion 
1987-88 
	

1988-89 
	

1989-90 
Outturn 
	

1988 	Latest 	Forecast 
Budget 	Estimate  

North Sea coLporation2tax1  
Petroleum revenue tax 
Oil royalties 

	

1. 	1.5 	1.3 	0.8 

	

2.3 	1.2 	1.3 	1.3 

	

1.0 0 0.6 	0.6 	0.6 

Total North Sea revenues 	 4.7 

1 	before ACT set off of: 	 0.7 2 	includes advance petroleum revenue tax 

	

3.2 	2.7 

	

0.8 	0.5 

6.13. Excluding North Sea revenues genervic -rnment receipts 

rose by over 101/2  per cent in 1988-89  .  &.LeLast to rise 

by about 7 per cent in 1989-90. Within all increase 
1:6 

bre-cir$  for 1989-90 there is: 

 

an 8 per cent increase in income tax recei 
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0(13ETcelaSiTrflal-K  non-oil corporation tax, with 

increase in consume Ts expenditureireflecting relatively 

slow growth of 

Vfq"  
little change in e excise duties on pe 

alcohol 	owing the freeze of duty rates 

A 
Ubject to VAT; 

el"/N  
, tobacco and 

announced in 

ACT growing more slowly than the rest; 

an 8 per cent increase in VAT a ittle less than the 

the BudgatA 

an 8 per cent increase in local authorities' net receipts 

of rates and community char 	ratifej.) 

51/2  per cent increase in national insurance 

ibutions, after allowing for the reforms to 

s' contributions announced in the Budget. 

<side> Taxes as a share of GDP 

6.14. Table 6.4 shows,taxes-fincluding rates and community 

charge) and national insurance contributions (NICs) as a 

percentage of GDP. Both the total  and non-oil percentages are 
estimated to have fal 	in 1988-89, by about 1/2  percentage 
point in each case, 	- •  with a forecast of no change in 
last year's Budget.  4,-. -  payments lags in the tax system 

a fall in the percenta 	s likely when there is a pick-up in 

the growth of money GDP. 	 s, such as mainstream 

corporation tax, are paid s 	after the period for which 

the liability is incurred. Foover 20 per cent of total  tax 
receipts the payments lags ar 	yer or longer; .Lueipts of 

ges in GDP in the 

same year. With other taxes, stamp duty for example, there is 

a variable relationship between changes $e tax base and 

changes in money GDP. 

CU:6.15. The forecast is for non-oil taxes and 	be the 

same as a percentage of money GDP in 1989-90 as 
.,,,,. 
Real fiscal drag - the tendency for average tax r 	rise 

titAk6 
these taxes are therefore 
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the 

dget With the projected fall in North Sea revenues in 

1989-90, total taxes and NICs are forecast to fall slightly as 

a percentage of  GDP.I.u..thai-  year_ 

\i 	
Total taxes and NICs as 
share of total  mow GDP 

Non-oil taxes and NICs as a 
share of non-oil  Ramey GDP 

38.5 	39.1 	38.5 

37.8 	37.1 

33 1978-79 	1979-80 	1980-81 	1981-82 	1982-83 	1983-84 	1984-85 	1985-86 	1986-87 

<side> Expenditure 

33 
988-89 1989-90 

forecast 

Table 6.4 Taxes and national insurance contributions as a percentage of GDP 

1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 
Latest Forecast 
estimate 

Chart 6.1 Taxes and national insurance contributions 
40 

39 

38 

37 

36 

35 

34 

38.1 37.9 37.4 37.2 

37.6 37.7 37.3 37.3 

40 

39 

38 

37 

36 

35 

34 

ll  
6.16. General government expenditure (GGE) exclu 

privatisation proceeds is now estimated to have increO by  
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44 

42 

40 

38 

48 

46 

44 

42 

40 

38 

48 
Chart 6.2 General government expenditure 

Including privatisation proceed: 

36 1978-79 	1979-80 	1980-81 	1981-82 	1982-83 	1983-84 	19805 
36 

5-86 1986-87 1987-88 1988-89 1989-90 
forecast 
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unieL 	3 per cent in i988-89, and is forecast to rise by nearly 

7 per cent in 1989-90, below the growth of money GDP in both 

years. The ratio of GGE excluding privatisation proceeds to 

money GDP therefore fallCin both years as illustrated in chart 
I 	- 

6.2. 

0 

6.17. Within GGE, gross debt interest payments rose in cash 

terms in 1988-89 partly because of higher interest rates and 

inflation (which raises the cost of servi 

Net debt repayment reduces interest pa 

being equal, but not inmediately; and 

the foreign exchange reserves and other 

indexed debt). 

other things 

the rise in 

assets in 

through 

vidend 

1987-88 and early 1988-89 some of the effect 

Initially as higher interest receipts. Inte 

receipts rose by £1/2  billion in 1988-89, despite 

dividend element following the sale of the Gov 

remaining shareholding in BP. 

the 
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6 18. 	t3Jebt interest payments 
substantially in 1989-90, against a 

interest and dividend receipts. 

eral government debt interest payments 
£ billion 

Gross debt interest 

20 

18 

16 

14 

12 

10 

NOT TO BE COPIED 

are forecast to fall 

background of no change in 

2 
1978-79 1979-80 1980-81 1981-82 1982-83 

2 
1987-88 1988-89 1989-90 

forecast 
1983-84 1984-85 1985-86 1986-87 

<section> Public sector's finances: analysis by 

0 
6.19. Table 6.5 shows net ing in 1987-88 and 1988-89 by 

-13.7 -3.2 

1988-89 
Latest estimate 

.1 
-2.9 

1.2 
0.0 
-1.5 

1.5 
3.5 

0.9 	 -8.5 

4.5 
-3.9 

0.8 
-1.7 

central government, local autherities and public corporations. 

Table 6.5 Public sector borrowing requirement 

E billion 

1 Central government borrowing on own account 
2 	Local authority borrowing twin central government 
3 	Local authority borrowing frum market and overseas 
4 Tbtal loral authority borrowing 
5 	Public corporations' borrowing fruit central government 
6 	Public corporations' borrowing fiunmarket and overseas 
7 Tbtal public corporations' borrowing 
8 Public sector borrowing requirement  

Central government borrowing requirement 
(lines 1+2+5) 
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6.20. The.  11111R In the first ten months of 1988-89,,  a net 
VfA2 

repayment of £15.5 billion, was substantially lower than in the 

same period of 1987-88, both including and excluding  q)Apv.4/2+ 

privatisation proceeds. The  12641art14'4'-÷  of the reduct 	was 

(M  ill  central government own accounorrowing, but local 
authority and public 657135i"ations. 	,rowing were also lower 

than last yr. Taking into account jther privatisation 

proceedof about El bilit
LtL
t 	well estahlished pattern 

of 	 borrowing in Nch, the forecast for 1988-89 as 

a whole is a public sector net repayment of £14 billion4i 

hat smaller ner-repayuent-than recorded for the first-ten 

Chart 6.4 Public sector borr 

61111( fITA3‘'Jists-0 

by sector
1 
 

15 

10 Irdu/41  b 	etf,ia 

LI 10 Ps E P oti 

15 

10 

-10 

-15 

-20 
1985-86 
	

1986-87 	 1987-88 
	

1988-89 
latest 

estimate 

1984-85 

1. including privatisation proceeds 

G 
crk 

6.21. Table 6.6 to 6.8 show estimated 

of receipts and expenditure in 1988-89 

the three sectors. Expenditure in 1989-90 

allocation of the Reserve, although the fo 

assumes that the Reserve is fully spent. 

and forecasts 

90 for each of 

t include an 

the PSDR 

rtt 146e04‘v 

c(.4 

okq' 
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52.5 
80.5 
17.2 
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6.22. Central government expenditure in table 6.6 includes 

grants and subsidies to local authorities and public 

corporations (including nationalised industries), which are 

included in the receipts of those sectors, shown in Table 6.7 

and 6.8. The forecast large rise in 1989-90 in net lending etc 

is mainly the result of a lower level of privatisation 

proceeds. 

Table 6.6 Central government transactions 

Receipts 
Taxes and royalties 	 115.8 
National insurance and other con 	 29.0 
Other 	 S 	10.4 
Total receipts 	 155.1 
Expenditure 
Current expenditure on goods and services 
Current grants and subsidies 
Interest 1 
Net lending , capital expenditure, and cash 
expenditure on company securities 
Tbtal expenditure 

Consolidated Fund revenues 

1 Excluding lending to local authorities and public 2 Excluding any allocation from the Reserve. 

1987-88 
Outturn 

1988-89 
Latest 
estimate 

1989-90 
Forecast 

125.9 
32.8 
11.4 

135.3 
34.6 
10.8 

170.1 180.6 

56.8 61.5 
80.0 86.2 
17.6 16.2 

2.0 4.8 
156.4 168.72 

135.5 141.2 

orporations. 
<> 

E billion 

<side> Irral authorities 0 

6.23. Local authority receipts consist primarily of rate 

income plus grants from central government. The forecast 

increase in rate income (net of rate rebat s) between 1988-89 

and 1989-90 takes account of available 

decisions by local authorities and addit 

The forecast of receipts is consistent wi 

levels of community charge in Scotland. The 

expenditure in 1989-90 is lower than it would 

been because of the transfer of polytechnics f 

authority to the private sector. 

tion about rate 

rateable value. 
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,.  etiv,A-'1"4"-ht 
 
-1 

chart 6.5 shows the shc2tp ripein the local authority 

nt (LABR) 	1983-84a  _1914_7115-was the 
sing net capital  -4.-  tArb.  and a falling current 

subsequent  ell I  tion 	bi.Luwing is partly 

rising capi  .1  receip s which have reduced net 

1988-89 than 

spending, 

6.24 

borrowin 

result o 

surplus. 

associa 

I, 	 C..  %,14  spending Fran info. .tion available about the first 

ten months it looks as if the' 	 rather lower in 

in 1987-88,  swim  partly due to lower net capital 
fl-,(tAt,•q11•.•-g etiChr 

Or) a (Lii-* itt 

Table 6.7 Trcal  authori ons 

E billion 
1987-88 
Outturn 

Receipts 
Rates and community charge 	 17.0 
Rate and revenue support grant 	 12.5 
Other grants from central government 	 12.0 
Other 	 5.4 
Tbtal receipts 	 46.9 
Expenditure 
Current expenditure on goods and services 
Current grants and subsidies 
Interest 
Net lending and capital expenditure 
Tbtal expenditure 

1 2 Net of rate rebates: 
Excluding any allocation from the Reserve. 

1988-89 
Latest 
estimate 

1989-90 
Forecast 

18.9 
12.7 
12.2 
5.9 

20.4 
13.0 
12.9 
7.0 

49.7 53.3 

36.4 37.0 
6.0 6.8 
4.7 4.8 
3.3 2.5 

50.4 51.02 

1.6 1.6 

34.6 
5.5 
4.4 
3.6 
8.1 
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DolAt 

[4-we vcit 	
tgx4 

Other 3 	LABR 

ABR and contributing factorsi  

nt surplus 2  

£ bron 

Net capital expend ure 

v.64.A3' 
	 6.0 

— 4.0 

7 	- 2.0 

N  

ig! 

:14i 41.4.  

— -2.0 

-4.0 

v$ 

1983-84 	1984-85 
	

1985-86 
1. on a national accounts basis 

current surplus reduces LABR and is therefore shown as negative 
. mainly balancing item 

1986-87 	1987-88 	1988-89 
latest 

estimate 

<side> Public corporations <> 
6.25. Table 6.8 shows publ 	rations transactions. The 

public corporations' receipts &clude subsidies and capital 

grants fin central and local government. Changes in public 

coiporations' income and expenditure fruin one year to another 

are affected by privatisations which involve re-classifying 

privatised industries from the public  it  1 private sector in 

thenationalaccounts.Forexamplethe 	. 'nt increase in 

gross trading surplus in 1988-89 would ha 	l arger had 
e4.:4ce 

.- 
British Steel not bccn excluded, following rn atisatim. 

-ALt( trom the figures for the -last-quarter _ •• •,..11L 

surplus would have been fOreCaSt to increase 
p arc) 
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1 Excluding any allocation f 	Reserve 

Chart 6.6 Public Corporations' con 	0 the planning total and the PCBR 
£ billion 

niribu 	to planning to 

PCBR 
/. 

z • 

4 

-2 
1978- 	1979-80 	1980-81 1981-82 	1982-83 	1983-84 	1984-85 	1985-86 1987-88 	1988-89 

latest 
estimate 

—2 

1  -2 
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Public corporations' transactions 

£ billion 
1987-88 	1988-89 	1989-90 
Outturn 	Latest 	Forecast 

estimate 

Receipts 
Gross tra 	us (including subsidies) 
Other 
TOtal recei 
Expenditure 
Interest, dividends and taxes on income 
Net lending and capital expenditure 
Tbtal expenditure 

	

Public corporations co 	tion to planning total: 

	

nationalised industri 
	

finance 
other public corporatio 

6.8 
2.4 

7.6 
2.0 

8.1 
2.6 

9.2 9.6 10.7 

3.1 3.3 3.6 
4.5 5.4 5.81  
7.6 8.6 9.4 

0.3 0.4 0.0 
0.5 0.6 0.9 

<section> Public sector's finances: analysis by economic category 

6.26. The full analysis of receipts and expendi 

economic category is shown in Table 6.9, with a b 

between central government, local authorities and 
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,s 

6.27. The unallocated Reserve is assumed to be on current 

nding items or physical capital formati ie in 

ansactions that fall above the financial 	line. In 

ice allocations from the Reserve can affect financial 

tions (lines 25 to 29). 

SLAVA.' 
I BUDGET SECRET 	N TO COPIED 

0-03k1SAGETNILLSItafAtv- mhi h stinguishes between 
(and within the latter between 

shows the de iva on of the 

The financial 	iro)unlike 

of cash transactions because 

certain items above line 24 in Table 6.9, for example some 

taxes included in lines 1 and 2, are measured on an accruals 

basis. An accruals adjustment is accordingly made in line 28. 

current and capital transactions 

physical and financial investmen 

publi sector financial 

the 	, is not wholly a measure 
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1.3 	1.6 2.9 	 2.9 

0.2 	0.2 
169.4 21.2 	190.5 	6.7 	197.3 

Public sector  transactahMaclEIT-sikEGRETecommic Wyo  BE COPIED 
BUDGET  Lipm.NLY ion 

 

1988-89 Latest estimate 

 

Jte General government Public Public 
corpora- sector 
tions 

 

Central Local Total 
govern- authori- 

Linel  ment 	ties 
receipts 
oil royalties 
and community 

Current 	 • • 

Taxes on inc. -,  ¶  d 
Taxes on e 
charge 
Taxes on capital 
National insurance and other 
contributions 
Gross trading surplus 
Rent and miscellaneous 
transfers 
Interest and dividends 	• 

private sector and abroa 
Interest and dividends wi 
public sector  

1 	62.8 	- 	62.8 	-0.2 	62.6 

2 	57.9 	18.9 	76.7 	- 	76.7 
3 	5.2 	- 	5.2 	- 	5.2 

4 	32.8 	- 	32.8 	- 	32.8 
5 	-0.5 	0.7 	0.2 	7.6 	7.9 

6 	0.4 	2.8 	3.2 	0.5 	3.8 

7 	3.4 	1.2 	4.6 	0.7 	5.2 

8 	6.0 	-4.0 	2.0 	-2.0 	- 
Imputed charge for non-tr 
capital consumption  
Capital transfers from private 
sector  
Tbtal receipts  
Current and capital expenditure 
Current expenditure on goods 
and services 
Subsidies 
Current grants to personal sector 
Current grants paid abroad 
Current grants within public sector 
Debt Interest  
Gross domestic fixed capital 
formation 	 18 
Increase in stocks 	 19 	-0 
Capital grants to private sector 	20 	3. 
Capital grants within public sector 	21 	1.8 
Tbtal expenditure 	 22 	163.0 0 
Unallocated Reserve 	 23 
Financial surplus 	 24 	6.3  
Financial transactions 
Net lending to private sector and 
Abroad 	 25 	0.5 
Cash expenditure on company 
securities (including privatisation 
proceeds) 
	

26 	-7.1 	0.1 
Transactions concerning certain 
public sector pension schemes 	27 	-0.7 
Accruals adjustments 	 28 	-0.1 
Miscellaneous financial 
transactions 
	

29 
	

0.1 
Debt repayment  

9 

12 
13 
14 
15 
16 
17 

56.8 
4.0 
49.2 
2.9 
24.0 

2.9 

0.6 
-1.0 

-0.3 

-0.2 

0.7 

 

93.2 
4.9 
54.2 
2.9 

18.8 

 

 

 

 

0.6 

0.3 0.3 

13.1 

-7.1 

-0.7 
-0.3 

1.4 
14.0 

	

36.4 	93.2 

	

1.0 	4.9 

	

5.0 	54.2 
2.9 

-23.9 

	

0.6 	18.2 

	

6,9 	5.0 	11.9 

	

-0.3 	0.3 	0.1 

	

3.6 	0.1 	3.7 

	

0.8 	-0.8 	- 
5 	184.5 	5.2 	189.8 

	

- 	- 	- 

	

6.0 	1.5 	7.5 

30 
	

13.7 	-0.6 

1 Financial surplus (line 24) = receipts (line 11) - expenditure (line 22 
(line 23). 
Debt repayment (line 30) = financial surplus (line 24) - financial transac 
(lines 25 to 29). 

d1 /4,1(,G( 	IA (.4A- t) 
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E billion 
1989-90 Forecast  
General government 

BUDGET SECRET 
BU 

corpora- sector 
tions 

tral Local Dotal 
ern- authori-

ties 

24 7.5 

NOT TO BE COPIED 

current and capital receipts 

	

1 	 - 	69.2 	-0.6 	68.5 	Taxes on income, and oil royalties  
Taxes on expenditure and community 

	

2 	 20.4 	81.2 	- 	81.2 	charge  

	

3 	5. 	 - 	5.3 	- 	5.3 	Taxes on capital  
National insurance and other 

	

4 34.6 	- 34.6 - 34.6 contributions  

	

5 	-0.5 	0.8 	0.3 	8.1 	8.4 	Gross trading surplus  
Rent and miscellaneous current 

	

6 	0.3 	3.0 	3.3 	0.7 	4.0 	transfers  
Interest and dividends from 

	

7 	3.2 	1.4 	4.5 	0.6 	5.1 	private sector and abroad  
Interest and dividends within 

	

8 	6.5 	-4.2 

	

9 	1.4 	1.7 
1:C1N 	

-2.3 	- 	public sector  
Imputed charge for non-trading 

) 	- 	3.1 	capital consumption 
Capital transfers from private 

	

10 	- 	- 	 0.2 	0.2 	sector  

	

11 180.8 	23.0 	2O3: 0 6.7 	210.5 	Tbtal 	meeipts 
current and capital expenditure 
Current expenditure on goods and 

	

12 	61.5 	37.0 	98.5 	<, 98.5 services  

	

13 	4.4 	0.9 	5.3 5.4 Subsidies  

	

14 	52.9 	5.8 	58.8 	 58.8 	Current grants to personal sector 

	

15 	4.0 	- 	4.0 	- 	4.0 	Current grants paid abroad  

	

16 	24.8 	-24.8 	- 	- 	- 	Current grants with public sector 

	

17 	16.2 	0.4 	16.6 	0.5 	17.1 	Debt interest  
Gross domestic fixed capital 

	

18 	5.0 	1.9 	6.9 	5.6 	12 	formation  

	

19 	-0.2 	- 	-0.1 	0.2 	 Increase in stocks  

	

20 	2.4 	0.7 	3.1 	0.1 	 Capital grants to private sector  
Capital grants within public 

	

21 	2.2 	-1.1 	1.1 	-1.1 	O- 	sector  

	

22 	173.3 	21.0 	194.3 	5.2 	199. 	Tbtal expenditure  

	

23 	 22.5 	 3.5 	j ocated Reserve 
ial surplus 
ial transactions 

lending to private sector and 

	

25 	0.4 	-0.2 	0.2 	- 	0.2 	abibad  
Cash expenditure on company 
securities (including privatisa- 

	

26 	-5.0 	- 	-5.0 	- 	-5.0 	tion proceeds)  
Transactions concerning certain 

	

27 	-0.3 	- 	-0.3 	- 	-0.3 	public sector 	sion schemes  

	

28 	-0.6 	-0.2 	-0.8 	- 	-0.8 	Accruals a 	nts  
Miscellaneo 	jricial transact- 

	

29 	1.0 	0.2 	1.2 	0.1 	1.3 	tions 

	

30 	 12.0 	Debt repayment 
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Receipts 1978 — 79 1988 — 89 

Corporation tax' 

Capital taxes 

Local authority rates 

Income tax 

Central government 

expenditure taxes 

North Sea revenues 

National insurance 

contributions 

Interest and dividends 

Other receipts 

58 

* excluding North Sea 

Expenditure 1978— 79 1988 — 89 

DHSS-social security 

/7% 

DHSS-health and 

personal social services 

Defence 

Education and science 

Scotland, Wales and 

Northern Ireland 

Other departments' 

Debt Interest 

( )t her admstnients 

privatisation proceeds and Reserve 

22% 

11% 

10% 

25% 

tted chart on structure of receipts and expenditure 

1988 FSBR 

6.17 Chart 6.2 shows the significant changes in the structure of general 
government receipts and expenditure which have taken place since 1978-79. 

Ahart 6.2 The structure of' general government receipts and expenditure 

Figures consistent with draft 1989 FSBR 

Percentage of 
total receipts 

1978-79 	1989-90 

Income tax 29 23 
Corporation tax 6 10 
Capital taxes 1 3 
LA rates 9 10 
CG expenditure taxes 28 29 
North Sea revenues 1 1 
NICs 16 17 
Interest and 
dividends 

4 3 

Other receipts 7 3 

Percentage of 
total expenditure 

Social securi 
Health 
Defence 
Education and 
Science 

Scotland, Wales 
and Northern 
Ireland 
Other departments 
Debt interest 
Other adjustments 

1978-79 

22 
10 

000  

1989-90 

26 
12 
10 
10 

10 

19 
9 
4 
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Mr. Riley's submission of 23rd February offers 4 variants 

of Table 1.1. 	Could I cast my vote for variant 1 or 3. 
	If 

an item is important enough to be shown in this table I think 

we have to show its cost and not just a row of dots. 
	In that 

case, given that it would be misleading to add it to the other 

items, it is better to put it below the line as proposed in 

variants 1 or 3. 

J. ANSON 
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CHANCELLOR OF THE EXCHEQUER 

FSBR: CHAPTER 5 

The attached attached draft of the public expenditure chapter for the FSBR 

has been prepared on the same lines as last year's version. 

The only change that has been made to the structure of the 

tables is the inclusion in Table 5.1 of some extra detail by 

departments to match the requested extension to expenditure detail 

in Table 1.2 (being circulated by Mr Mowl with Chapter 6). 	Two 

additional departments "Home Office and legal departments" and 

"Transport" have been included and the three territorial 

departments are now shown separately rather than as a group. This 

means that we are now identifying all departments with over £5 

billion provision for 1989-90 plus Wales. 

The figures for the estimated outturn for the 1988-89 

planning total are based on GEP's February assessment and will, of 

course, continue to change over the next few weeks. As last year, 

GEP will send a submission to the Chief Secretary giving him the 

results of an early March re-assessment of the estimated outturn 

asking him to clear a planning total for publication in the FSBR. 

The figures for and references to individual departments will be 

cleared with departments nearer the time. The figures for debt 

interest, national accounts adjustments and GGE will also continue 

to change as the Budget figuring is finalised. 	At Mr Riley's 

suggestion, a footnote has been added to the real terms figures 

1 
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and ratios lines of Table 5.1 cross-referring to Table 2.1 where 

the treatment of the community charge is explained. 

4. 	Chapter 5 is due to go to the printer on Friday. It would 

therefore be helpful to have your comments as soon as possible. 

MRS R J BUTLER 
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5. PUBLIC EXPENDITURE 

1-e to. 4444$ 
tot4- 

5.01 	The Government's expenditure plans 

for the next three years were set out in the 

1988 Autumn Statement (HC 695) and in detail 

in the 1989 public expenditure White Paper (Cm 

601-621). They are summarised in Table 5.1. 

[The Budget makes no change to these plans.] 

Changes since previous Budget 	5.02 	The planning total for 1989-90 . _   
,,,t4 tkfteut ti- 	-Lttsj /,,,,) I ciqD  1 remains unchanged from the level shown in the 

'7/  IA4L,. kg, ciutreAiti 41, t)(144-0., f___ 	 
47 	 last FSBR- 	 jextra 

( \ 	11e4 ta4 	 resources have been provided to meet the 

1 	. 

, 
Government's priorities, including substantial 

additional sums for health, law and order, 

defence and roads. Provision for local 

authority current spending and the UK's net 

contribution to the European Communities is 

also higher. 

Public spending trends 	 5.03 	The fall in unemployment has md 

savings possible in the 5s 	security, 

employment and 
	

ing programmes. These 

savings 	ogether with the savings on debt 
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411Table 5.1 Public expenditure 

£ billion 

1987-88 1988-89 1989-90 1990-91 1991-92 
Outturn Estimated Plans 	Plans 	Plans 

outturn 

Department 

Social Security 46.3 47.4 51.0 55.3 58.7 
Health 19.7 21.8 23.2 24.4 25.4 
Defence 18.9 19.0 20.1 21.2 22.1 
Education and science 17.1 18.4 19.6 20.2 20.8 
Home Office and legal 
departments 6.5 7.2 8.0 8.4 8.6 
Transport 4.6 4.8 5.4 5.5 5.7 
Scotland 8.1 8.7 9.0 9.1 9.7 
Wales 3.3 3.6 3.8 3.9 4.0 
Northern Ireland 4.9 5.6 5.5 5.7 5.9 
Other departments 21.4 21.7 23.1 23.7 25.2 
Privatisation proceeds -5.1 -7.0 -5.0 -5.0 -5.0 
Reserve 3.5 7.0 10.5 

Public expenditure planning 
total 145.7 151.1 167.1 179.4 191.6 

gyvernment gross debt 
Interest 

Other adjustments 
[17.8] 
[8.3] 

[17.7] 
[9.3] 

[17.0] 
[9.5] 

[16.0] 
[9.5] 

[15.5] 
[9.0] 

General government 
expenditure [171.8] [178.1] [193.7] [205] [216] 

General government expenditure 
excluding privatisation proceeds 

In real t2rms (base year 
987-88) [177.0] [175.4] [178.1] [181.9] 185.8] 

As a percentage of GDP [411] [39i] [393/4] [39] [383/4] 

1
1990-91 and 1991-92 figures rounded to the nearest Ell billion 
2Using GDP deflators and money GDP on the same basis as in Table 2.1 

cc 
d\ 
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interest, lower costs of agricultural ma 

support and the success of the Gove ment's 

right to buy policy for local authority 

housing have made room for increases for 

priority programmes con stent with the 

Government's medium t m objective that total 

government spendi should decline as a 

proportion of the nation's income. General 

government spending excluding privatisation 

procee 	has fallen from 463/4  per cent of GDP 

982-83 to [391/2] per cent in 1988-89. 

Public spending trends 	5.03 General 	government 	spending, 

excluding privatisation proceeds, 

has fallen from 463/4  per cent 

of GDP in 1982-83 to [391/2] per 

cent in 1988-89. 	The expenditure 

plans to 1991-92 are consistent 

with the Government's 

objectivii 	that 

---12a:-nation's income% 	 fall 

taLcil 

limyr 

otaf 41tv-si a") 

in unemployment has made savings 

possible in the social security, 

employment and training programmes. 

These savings, together with 

higher housing receipts and reduced 

agricultural 

market support, have made room 

for 	increases 	in 	priority 

programmes within the declining 

trend of total expenditure relative 

to national income. 
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[Budget consequences 	 5.04] 

1988-89 outturn 5.05 	The latest estimates for the outturn 

for the planning total in 1988-89, which are 

still subject to some uncertainty, suggest 

that it is likely to be E[151.1] billion, 

E[5.8] billion below the plans shown in the 

— 1988 public expenditure White Paper and the 
— 

1988 Budg1et and E[2.3] billion below the 

outturn figure shown in the 1989 public 

expenditure White Paper. A breakdown is shown 

in Table 5.2. 

Table 5.2 Comparison of plans and estimated outturn for 1988-89 

1988-89 E billion 

Plans1 Estimated 	Outturn 
outturn 	minus 

plans 

Central government2 114.3 114.3 

Local authority
2 

of which: 
42.6 42.9 +0.3 

relevant expenditure 33.2 34.5 +1.2 
other current 5.4 5.3 
capital 4.0 3.1 

Nationalised industries and 
other public corporations 1.4 0.9 -0.5 

Privatisation proceeds -5.0 -7.0 -2.0 

Reserve 3.5 -3.5 

Public expenditure planning total 156.9 151.1 -5.8 

1
Plans from The Government's Expenditure Plans 1988-89 to 1990-91 (Cm 288) 
adjusted for classification changes 2
Excluding finance for nationalised industries and other public corporations 
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5.06 	The major changelbetween programme 
Pap,c, 
plans2and1estimated outturn for the different 

spending authorities are: 

increases in central government 

expenditure by the Department of 

Health (£0.9 billion - mainly 

reflecting NHS pay settlements), 

Trade and Industry (£0.4 billion - 

largely the grant associated with 

the sale of Rover to BAe) and 

Northern Ireland (£0.5 billion - 

largely 	to 	finance 	the 

recapitalisation of Shorts Brothers 
Nt•vf ttf..N 

prior to privatisation 	offset 

by lower Social Security expenditure 

(£1.0 billion) due mainly to the 

fall in unemployment; lower payments 

by the Intervention Board for 

Agricultural Produce (£0.4 billion) 

reflecting effects of US drought and 

UK harvese;and lower expenditure by 

the Department of Employment (£0.4 

billion) on Training Agencies, 

Community Programme and Redundancy 

Fund; 
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an overspend of £1.2 billion on 

plans for local authority current 

expenditure; 

a net underspend of £0.9 billion on 

local authority capital expenditure, 

reflecting higher gross spending 

(£1.2 billion) offset by higher 

receipts (£2.1 billion); 

an improvement of £0.5 billion in 

the figures for nationalised  

industries 	and 	other 	public 

corporations 	mainly 	reflecting 

higher profitability of British 

Steel prior to privatisation (£0.3 

billion) and British Rail (£0.3 

billion) and the effect of increased 

capital receipts from new towns 

(£0.2 billion)p 

higher than expect privatisa ion 

proceeds (£2. billion) mainly due 

to the sale f British Steel and to 

the early pay ent of the 	final 

instalment /fro' the Kuwait 

Investme Office er the shares 

which BP is repurc 

 

  



a decrease of £20 million in the 

estimated outturn for the Ministry 

of Defence due te slippage on 

equipment procur ment 

decrease of £830 million due to 

the advance payment by the Kuwait 

Investment Office mentioned above. 

CONFIDENTIAL 

The IgIff—Changes contributing to tue 

drop of £[2.3] billionoince the 1989 P"44466  

expcnoliturc White Paper are 

a decrease of £300 million in the 

estimated outturn for DOE - Other 

Environmental Services mainly due to 

lower local authority capital 

expenditure; 

f-pv, cou 

kYi 

a decrease of £200 million in the 

estimated putturn of the Department 

of Trade and Industry partly 
\ 

reflecting \higher profitability of 
\ 

British Steel.; 

a decrease of £200 million in the 

estimated outtur for the Department 

of Social, Securit ; 
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5.08 	Central government spending makes up 

about three quarters of the planning total. 

About 70 per cent of this is voted by 

Parliament through the annual Supply Estimates 

and covers the expenditure of government 

departments for their own activities as well 

as their funding of other bodies such as the 

National Health Service. 	Most of the 

remainder consists of social security payments 

paid out of the National Insurance Fund. 

Spending by local authorities accounts for 

about one quarter of public expenditure. 

Nationalised industries and other public 

corporations account for the remainder of the 

total. 	Table 5.3 gives outturn figures for 

the last two years and the plans as published 

in the public expenditure White Paper. 

111/Public expenditure by spending 

authority 
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411/Table 5.3 Public expenditure by spending authority 

£ billion 

1987-88 1988-89 1989-90 1990-91 1991-92 
Outturn Estimated Plans 	Plans 	Plans 

outturn 

Central government1 

of which: 
109.4 114.3 123.7 131.2 136.9 

Voted in Estimates 76.9 80.7 86.9 92.2 96.4 
other 32.5 33.5 36.8 39.0 40.5 

Local authorities1 

of which: 
40.7 42.9 44.0 45.5 47.1 

relevant expenditure 32.0 34.5 35.2 36.5 37.5 
other current 5.1 5.3 6.2 6.7 7.1 
capital 3.6 3.1 2.6 2.4 2.5 

Nationalised industries 0.3 0.4 -0.4 1.0
2 

Other public corporations 0.5 0.5 0.9 1.0 1.1 

Privatisation proceeds -5.1 -7.0 -5.0 -5.0 -5.0 

Reserve 3.5 7.0 10.5 

Public expenditure planning 
total 145.7 151.1 167.1 179.4 191.6 

1 
2 Excluding finance for nationalised industries and other public corporations 

The increase in 1991-92 reflects the disappearance from the public 
expenditure figures, following privatisation, of the substantial negative 
external finance of the electricity industry 

Supply Estimates 5.09 	For 1989-90, the plans set out in 

public expenditure White Paper have now 

been translated, where appropriate, into 

detailed control totals in Supply Estimates. 

The total Estimates provision for 1989-90 for 

which the Government is seeking Parliamentary 

approval is shown in Table 5.4. The main 

Estimates for 1989-90 are published in a 

series of booklets on [14] March 1989 with a 

Summary and Guide (Cm [ 	]) which summarises 



Main Supply Estimates 
Supplementaries and net 
underspending 

104.5 

1.0 

108.3 	[116.0] 

[ 2.2] 

104.5 

0.9 

Total Supply expenditure 105.5 [110.5 

E billion 

1987-88 	 1988-89 1989-90 

Expected outturn Final 	Expected Provision 
in 1988 Budget 	outturn 	outturn 

(public expenditure element) 	(79.5) 	 (79.6) 	([ 84.8]) 

CONFIDENTIAL 

the Estimates and explains how they relate to 

the public expenditure planning total. 	It 

also describes the Supply procedure. 

5.10 	Of the E[116.0] billion included in 

the Supply Estimates, E[90.2] billion is 

direct public expenditure. The remaining 

E[25.8] billion does not feature directly as 

public expenditure because it consists of 

grants to local authorities and finance for 

other bodies whose spending is counted as 

public expenditure. About two thirds of the 

money voted in Estimates is subject to cash 

limits, which provide the Government with 

greater control over its cash expenditure 

during the financial year. 

Table 5.4 Supply expenditure 
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1988-89 	1989-90 
1988 (;?)Iatest Forecast 
Budge ,' estimate 

Inland 
Income 
Corpora 
Petroleum 
Capital ga 
Inheritance 
Stamp duties 

Total Inland Revenue 
Customs and EXcise: 

Value added tax 
Petrol, dery duties etc 
Tobacco duties 
Alcohol duties 
Betting and gaming duties 
Car tax 
Customs duties 
Agricultural levies 

Total Customs and &else 
Vehicle excise duties 
Oil royalties 
Gas levy 
Local authority rates4 

Other taxes and royalties 
Total taxes and royalties 
National insurance and 
other contributions 

Interest and dividends 
Gross trading surpluses 
and rent 

Other receipts  
General Government 
Receipts  

	

42.1 	43.5 	47.1 

	

19.8 	18.8 	22.0 

	

1.2 	1.3 	1.3 

	

2.0 	2.4 	2.1 

	

1.0 	1.1 	1.1 

	

2.0 	2.3 	2.6 

	

68.0 	69.4 	76.1 

	

26.2 	27.5 	29.8 

	

8.4 	8.7 	8.7 

	

5.0 	5.1 	5.1 

	

4.6 	4.7 

	

0.9 	0.9 

	

1.4 	1.4 

	

1.7 	1.8 

	

0. 	2 	0.1 
52.5 
2.9 
0.6 
0.4 
20.4 

	

2. 	.8 
144.8 

	

31.6 	32.8 	34.6 

	

5.6 	6.6 	6.7  

EXPENDITURE 
Social security 
Health 
Defence 
Education and science 
Home office and legal 
departments 
Transport 
Scotland 
Wales 
Northern Ireland 
Other departments 
Privatisation proceeds 
Reserve 
Public expenditure 
planning total 

General government 
gross debt interest 

Other adjustments 

48.5 47.4 51.0 
20.7 21.8 23.2 
19.2 19.0 20.1 
18.0 18.4 19.6 

7.0 7.2 8.0 
5.1 4.8 5.4 
8.5 8.7 9.0 
3.5 3.6 3.8 
5.1 5.6 5.5 
22.8 21.7 23.1 
-5.0 -7.0 -5.0 
3.5 3.5 

156.9 151.1 167.1 

17.5 18.2 16.6 
8.6 9.2 9.5 

183.0 178.5 193.2 

47.9 
2.8 
0.6 
0.4 
19.0 
2.5 

141.2 

	

3.5 	3.3 
	

3.5 

	

2.9 	3.3 
	

3.3 

	

184.9 
	

190.8 	203.7 

Receipts, expenditure and debt repayment 

1989-90 

Latest estimate Forecast 

203.7 
193.2 
10.5 
1.5 
12.9 / 

General government receipts 
General government expenditure 
General government debt repayment 
Public corporations' market and overseas debt repayment 
Public sector debt repayment 

184.9 
183.0 
2.0 
1.2 
3.2 

190.8 
178.5 

1 In this and other tables constituent items may not add up to totals because 

1721---Orr-earrettiirhitiens 
-3 Includes advance corporation tax (net of repayments): 	5.3 	 6.0 

- also includes North Sea cotporation tax after ACT set off and corporation tax on ga 
4 In this and other tables community Charge receipts are included with local authority rat 
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Table 1.2 The finances of the public sector' 
k billion ,C billion 
1987-88 1988-89 

Forecast 

1987-88 1988-89 

Forecast 1987 	Latest 
Budget2  estimate 

1987 	Latest 
Budget2  estimate 

RECEIPTS EXPENDITURE 

Income tax 40.0 41-5 421 DHSS—social security 46-0 46-3 48.5 

Corporation tax excluding DHSS—health and personal 
North Sea3  13-5 13-7 17-3 social services 19-1 19-7 20-7 

Capital taxes 3-3 3.7 4.7 Defence 18-8 18-6 19.2 

Expenditure taxes: Education and science 16-6 17-1 18-0 

VAT 23-3 24-1 26-2 Scotland, Wales and 

local authority rates 16-9 16.9 19.0 
Northern Ireland 16-0 16-3 171 

petrol, derv, etc. 7-8 7-8 8-4 
Other departments 33-6 33-0 34-9 

cigarettes and other tobacco 4-9 4-8 5-0 
Privatisation proceeds —5-0 —5-0 —5-0 

spirits, beer, wine, etc. 4.3 4-4 4-5 
Reserve 3-5 3.5 

stamp duties 2-1 2-4 2-0 Public expenditure planning 

other 8-5 8.9 9-4 
total 148-6 146-0 156.8 

Total expenditure taxes 67-8 69.3 74-4 

North Sea revenues: 

North Sea corporation tax4  1-4 1-4 1.5 

petroleum revenue tax 1-7 2-3 1-2 

oil royalties 0-8 1-0 0-6 
Total North Sea 3-9 4-7 3-3 General government gross 

Other5  —0-8 —0-6 —0-7 debt interest 17-9 17.5 17-5 

Total taxes and royalties 127.8 132-3 141-2 Other adjustments 7-0 8-3 8-6 

National insurance and other 
contributions 28-5 28-7 31-6 

Interest and dividend receipts 5-7 6-3 5-6 

Gross trading surpluses and rent 3-3 3-0 3.5 
Other 3-5 3.4 2.9 
General government General government 
receipts 168.8 173/ 184-9 expenditure 173.5 171.8 182-9 

Expenditure, receipts and borrowing6  

C billion 

1987-88 1988-89 

Forecast 1987 Budget2  Latest estimate 
General government expenditure 173-5 171-8 182-9 
General government receipts 168-8 173.7 184-9 
General government borrowing requirement 4.7 —1-9 — 2-0 
Public corporations' market and overseas borrowing —1-2 —1-2 
Public sector borrowing requirement 3-9 —34 — 3.2 

In these and other tables, constituent items may not add up to totals because of rounding. • 
2 0n current definitions. 
3  Including advance corporation tax but excluding corporation tax on capital gains. 
*Before advance corporation tax set off See footnote 3  to Table 683. 
s Adjustments for advance corporation tax set off against North Sea corporation tax plus accruals adjustment. 
6  Net borrowing: positive; net debt repayment: negative. 

6 



Annex to Chapter 6 

Part A: relationship between tables in Chapter 6, and with 
Table 1.2; and outturn data 

Relationship between 6A.1 Table 6.7 is based on the definitions used to compile the national accounts. In 
tables order to show the financial deficit for each sector, lending and other financial 

transactions are separated from the analysis of receipts and expenditure in lines 1-23 
and shown in lines 25-29. These lines show the relationship between the financial 
deficit (line 24) and the borrowing requirement for each sector (line 30). 

6A.2 Tables 6.4-6.6 are summary versions of the sectoral columns of Table 6.7. 
The information in Table 6.7 is rearranged so that, for example, central 
government grants to local authorities (which appear as negative expenditure in the 
local authorities column of Table 6.7, lines 16 and 21) appear as receipts in Table 6.5. 
Interest paid by local authorities to central government (which appears as negative 
receipts in the local authorities column of Table 6.7, line 8) appears as expenditure in 
Table 6.5. Finally, lending and other financial transactions (lines 25-29 of Table 6.7) 
are included in the receipts and expenditure of Tables 6.4-6.6. 

6A.3 Table 1.2 in Chapter 1 uses the same information as Table 6.7, but again 
rearranges it. To derive general government expenditure, it starts by giving a 
departmental breakdown of the public expenditure planning total: that includes not 
only general government expenditure items in the third column of Table 6.7 
(including the "financial transactions" in lines 25-26), but also borrowing or capital 
expenditure by public corporations in the fourth column. General government 
expenditure as shown in Table 1.2 is then obtained by adding general government 
debt interest from the third column of Table 6.7 and the national accounts 
adjustments already included in Table 6.7, and deducting public corporations' 
borrowing from the market and from overseas. 

6A.4 Alternatively, general government expenditure in Table 1.2 (and Table 2.4) 
can be obtained from lines 22, 23, 25 and 26 (third column) in Table 6.7 and on-
lending to public corporations in Table 6.3. 

6A.5 To derive general government receipts, Table 1.2 takes the receipts shown in 
the third column of Table 6.7 (lines 11, 27, 28 and 29) and rearranges them 
according to the type of activity which gives rise to them. For example, oil 
revenues comprise North Sea corporation tax and petroleum revenue tax (included 
in "taxes on income" in Table 6.7) plus oil royalties. The sub-total "total taxes and 
royalties" is the same as the first line of Table 2.5 in Chapter 2. 

Outturn data 6A.6 Outturns for the PSBR and the statutory central government accounts (as in 
Tables 6B.1-4 in Part B of the Annex) are compiled monthly and published by 
press notice 12 working days after the end of the month and then in more detail in 
Tables 2.5, 3.12 and 3.16 of the following issue of Financial Statistics. Details of the 
PSBR on national accounts definitions, as in Table 6.7, are compiled quarterly and 
published in sections 2 to 5 of Financial Statistics three months after the end of the 
quarter. 

6A.7 The first outturn for the PSBR in 1987-88 will accordingly be published on 
20 April. The first national accounts outturns for 1987-88 will appear in the June 
issue of Financial Statistics. 
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Part B: central government transactions 
Commentary on the tables 6B.1 The tables in Part B of this Annex are confined to central government 

transactions, and are based on the statutory funds and accounts. Their relationship 
to the accounts of central government on a national accounts basis (as in Table 6.4) 
is described in the Financial Statistics Explanatory Handbook (1987 edition, p38). 
The receipts and payments in the Part B tables are all shown on a cash basis, not 
accrued. Table 1.2, however, shows the main categories of taxes on an accrued basis 
as in the national accounts: for instance the item "income tax" in Table 1.2 differs 
slightly from "income tax" in Table 6B.3. 

Table 6B.1 Summary of central government transactions 

k billion 
1987-88 
latest 
estimate 

Consolidated Fund 

Revenue (Table 6B.3) 123-2 
Expenditure (Table 6B.2) 121.0 
National Loans Fund (Table 6B.4) 

Receipts 16.7 
Payments 21.7 
Surplus transferred from Consolidated Fund 2.2 
Total net borrowing by the National Loans Fund 2-9 
Surplus on other funds and accounts (net) 1.1 

Central government borrowing requirement' (Table 6.3) 1.7 

Including borrowing for on-lending to local authorities and public corporations. 

Table 6B.2 	Consolidated Fund expenditure 

k million 
1987-88 
latest 
estimate 

Supply Issues' 105 100 
Standing services 

Payment to the National Loans Fund in respect of service of the national debt 9 800 
Northern Ireland—share of taxes etc. 2 220 

Payments to the European Communities 3 770 
Other services 100 
Total standing services 15 900 
Total Consolidated Fund expenditure 121 000 

'Supply Issues are monies paidfrom the Consolidated Fund to departments' cash accounts with the Paymaster Gent ral for spending 
on Supply. Supply expenditure (see Table 5.4) equates closely to total Supply Issues in most years, although there may sometimes 
be slight timing differences between the two. 
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Table 6B.3 Consolidated Fund revenue 
k million 

1987-88 1988-89 

Forecast 1987 
Budget 

Latest 
estimate 

Inland Revenue 

Income tax' 39 900 41 400 42 100 

Corporation tax2  3 15 000 15 600 19 800 

Petroleum revenue tax4  1 680 2 330 1 180 

Capital gains tax 1 300 1 350 1 950 

Development land tax 20 25 10 

Inheritance tax5  1 100 1 070 1 000 

Stamp duties 2 100 2 440 1 950 

Total Inland Revenue 61 100 64 200 68 000 

Customs and Excise 

Value added tax 23 300 24 100 26 200 

Petrol, derv, etc. 7 800 7 800 8 400 

Cigarettes and other tobacco 4 800 4 800 5 000 

Spirits, beer, wine, cider and perry 4 300 4 400 4 500 

Betting and gaming 800 810 890 

Car tax 1 100 1 150 1 260 

Other excise duties 20 20 20 

EC own resources' 

Customs duties, etc. 1 350 1 470 1 550 

Agricultural levies 230 190 120 

Total Customs and Excise 43 800 44 700 47 900 

Vehicle excise duties' 2 600 2 700 2 770 

Gas levy 490 500 420 

Broadcasting receiving licences 1 030 1 030 1 140 

Interest and dividends 1 020 1 080 680 

Other8 7 600 9 100 7 300 

Total Consolidated Fund revenue 117 500 123 200 128 200 

4 700 4 950 5 250 

1 400 1 360 1 500 

800 730 780 

Liability to corporation tax arising in respect of North Sea production may be satisfied by setting off ACT arising on dividends 
paid in previous periods in respect of both onshore and offshore activities. Dividends and ACT associated with North Sea 

activities alone cannot be identified. 
4  Includes advance petroleum revenue tax. 

5  Includes estate duty and capital transfer tax. 

6  Customs duties and agricultural levies are accountable to the European Communities as 'own resources', actual payments to 

the Communities are recorded in Table 68.2. 
Includes driving licence receipts. 

" Includes the 10 per cent of 'own resources' reji4nded by the European Communities to meet the costs of collection, privatisation 

proceeds and oil royalties. 

• 

• 

See paragraph 68.1. 

2  Includes advance corporation tax 
(net of repayments) 

3  North Sea corporation tax 
of which satisfied by setting off ACT 
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Table 6B.4 National Loans Fund receipts and payments 

million 
1987-88 
Latest 
estimate 

Receipts 

Interest on loans, profits of the Issue Department of the 
Bank of England, etc. 	 6 800 

Service of the National Debt—balance met from the Consolidated Fund 
	

9 800 

Total receipts 	 16700 • 

Payments 

Service of the National Debt: 

interest 
	

16 500 

management and expenses 
	 170 

Total service of the National Debt 	 16 700 

Loans to: 

nationalised industries 	 — 180 

other public corporations 	 —170 

local authorities 	 5 200 

private sector and within central government 	 180 

Total National Loans Fund lending' 	 5 000 

Total payments 	 21 700 

'On-lending to local authorities and public corporations in Table 6.3 includes, in addition to National Loans Fund lending, net 

lending from other funds and accounts (mainly Supply Issues in Table 68.2). 

• 
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CONFIDENTIAL 

FROM: A C S ALLAN 
DATE: 22 February 1989 

MRS R J BUTLER cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Phillips 
Mr Scholar 
Mr Sedgwick 
Mr Riley 
Mrs Lomax 
Mr Hibberd 
Mr Mowl 
Miss Simpson 

The Chancellor was grateful for your minute of 21 February and the 

draft of Chapter 5*. I attach a copy with his comments marked. 

2. 	He would be grateful if the Chief Secretary could consider 

whether paragraph 5.06 could be sharpened up. And he wondered 

whether we really needed paragraph 5.07 at all. 

A C S ALLAN 

(* AR 1.4)- 1 t.n21;k /kr ilvi4.61(J fa 	4 f.C?)  s-u,I) Jed 

45A., 	6611,,wJ fitttAp_€,I) 



CONFIDENTIAL 

AmORAFT 
111,21/2/89 

1989 FSBR 

5. 	PUBLIC EXPENDITURE 

5.01 	The Government's expenditure plans 

for the next three years were set out in the 

1988 Autumn Statement (HC 695) and in detail 

in the 1989 public expenditure White Paper (Cm 

601-621). They are summarised in Table 5.1. 

[The Budget makes no change to these plans.] 

Changes since previous Budget 

Ott pLetftin -ketd (,,,) 

iqcto-ci ( ito. t-ex,,, 
Ak-- x 1:),Qh, 

I A la r
Arl  i 

Public spending trends  

5.02 	The planning total for 1989-90 

remains unchanged from the level shown in the 

last FSB113  J 
	0A141Peagrfkife=Scppre7.--pellNivadig,. extra 

resources have been provided to meet the 

Government's priorities, including substantial 

additional sums for health, law and order, 

defence and roads. Provision for local 

authority current spending and the UK's net 

contribution to the European Communities is 

also higher. 

The fall in unemployment 	ade 

savings P0 alein 	social security, 

employment 	train programmes. These 

g s, together with the sa 	s on debt 
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411Table 5.1 Public expenditure 

E billion 

1987-88 1988-89 1989-90 1990-91 1991-92 
Outturn Estimated Plans 	Plans 	Plans 

out turn 

Department 

Social Security 46.3 47.4 51.0 55.3 58.7 
Health 19.7 21.8 23.2 24.4 25.4 
Defence 18.9 19.0 20.1 21.2 22.1 
Education and science 17.1 18.4 19.6 20.2 20.8 
Home Office and legal 
departments 6.5 7.2 8.0 8.4 8.6 
Transport 4.6 4.8 5.4 5.5 5.7 
Scotland 8.1 8.7 9.0 9.1 9.7 
Wales 3.3 3.6 3.8 3.9 4.0 
Northern Ireland 4.9 5.6 5.5 5.7 5.9 
Other departments 21.4 21.7 23.1 23.7 25.2 
Privatisation proceeds -5.1 -7.0 -5.0 -5.0 -5.0 
Reserve 3.5 7.0 10.5 

Public expenditure planning 
total 145.7 151.1 167.1 179.4 191.6 

General givernment gross debt 
interest 

Other adjustments 
[17.8] 
[8.3] 

[17.7] 
[9.3] 

[17.0] 
[9.5] 

[16.0] 
[9.5] 

[15.5] 
[9.0] 

General government 
expenditure [171.8] [178.1] [193.7] [205] [216] 

General government expenditure 
excluding privatisation proceeds 

In real t2rms (base year 
1987-88) [177.0] [175.4] [178.1] [181.9] 185.8] 

As a percentage of GDP [41k] [393/4] [39k] [39] [38/] 

1 
1990-91 and 1991-92 figures rounded to the nearest Ek billion 
2Using GDP deflators and money GDP on the same basis as in Table 2.1 

t-,10 
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oulta 

interest, lower costs of agricultural ma et 

support and the success of the Gove ment's 

right to buy policy for local authority 

housing have made room for increases for 

priority programmes con stent with the 

Government's medium t 	objective that total 

government spendi 	should decline as a 

proportion of the nation's income. General 

governmen spending excluding privatisation' 

procee. 	has fallen from 461 per cent of GDP 

982-83 to [3911] per cent in 1988-89. 

Public spending trends 

ft-ai 	itelau-p; 6Pa 

4 tka4.,444J tAtt-er4  

GILA j -Lerj 91U-el-h&j 

sre--etAl 

5.03 General 	government 	spending, 

excluding privatisation proceeds, 

has fallen from 463/4  per cent 

of GDP in 1982-83 to [391/2 ] per 

cent in 1988-89. 	The expenditure 

plans to 1991-92 are consistent 

with the Government's pfteeliumr- 

  

fall 

  

in unemployment has made savings 

possible in the social security, 

employment and training programmes. 

These savings, together with 

higher housing receipts and reduced 

EretTr------i-nt-e-r-e-5-t----- 	agricultural 

market support, have made room 

for 	increases 	in 	priority 

programmes within the declining 

trend of total expenditure relative 

to national income. 
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• 
[Budget consequences 	 5.04] 

1988-89 outturn 

clitLd 	2 kit,1\  

krivezA4ukt_4.t-  tite..rrs 

p 	r-rmee4) 

5.05 	The latest estimates for the outturn 

for the planning total in 1988-89, which are 

still subject to some uncertainty, suggest 

that it is likely to be f[151.1] billion, 

f[5.8] billion below the plans shown in the 

1988 public expenditure White Paper and the 

ilk 
1988 Budget and f[2.3] billion below the 

outturn figure shown in the 1989 public 

expenditure White Paper. A breakdown is shown 

in Table 5.2. 

Table 5.2 Comparison of plans and estimated outturn for 1988-89 

1988-89 £ billion 

Plans1 Estimated 	Outturn 
outturn 	minus 

plans 

Central government2 

. 	2 Local authority 
of which: 

114.3 

42.6 

114.3 

42.9 +0.3 

relevant expenditure 33.2 34.5 +1.2 
other current 5.4 5.3 -0.1 
capital 4.0 3.1 -0.9 

Nationalised industries and 
other public corporations 1.4 0.9 -0.5 

Privatisation proceeds -5.0 -7.0 -2.0 

Reserve 3.5 -3.5 

Public expenditure planning total 156.9 151.1 -5.8 

1
Plans from The Government's Expenditure Plans 1988-89 to 1990-91 (Cm 288) 
adjusted for classification changes 2
Excluding finance for nationalised industries and other public corporations 
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5.06 	The major changes between programme 

plans and estimated outturn for the different 

spending authorities are: 

increases in central government 

expenditure by the Department of 

Health (E0.9 billion mainly 

reflecting NHS pay settlements), 

Trade and Industry (£0.4 billion - 

largely the grant associated with 

the sale of Rover to BAe) and 

Northern Ireland (E0.5 billion 

largely 	to 	finance 	the 

recapitalisation of Shorts Brothers 

prior to privatisation) are offset 

by lower Social Security expenditure 

(E1.0 billion) due mainly to the 

fall in unemployment; lower payments 

by the Intervention Board for 

Agricultural Produce (£0.4 billion) 

reflecting effects of US drought and 

UK harvest and lower expenditure by 

the Department of Employment (£0.4 

billion) on Training Agencies, 

Community Programme and Redundancy 

Fund; 
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an overspend of £1.2 billion on 

plans for local authority current 

expenditure; 

a net underspend of £0.9 billion on 

local authority capital expenditure, 

reflecting higher gross spending 

(£1.2 billion) offset by higher 

receipts (£2.1 billion); 

an improvement of £0.5 billion in 

the figures for nationalised 

industries 	and 	other 	public 

corporations 	mainly 	reflecting 

higher profitability of British 

Steel prior to privatisation (£0.3 

billion) and British Rail (£0.3 

billion) and the effect of increased 

capital receipts from new towns 

(£0.2 billion); 

Eigher than expected privatis on E 
to 	the 	Wale of Brit Steel and to 

the 	early ..-nt of 	the final 

instalmen rom the Kuwait 

Inve 	ment Office for 	the shares 

1 o eds (£2.0 billion) n- fly due 

ich BP is repurchasi 
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5.07 	The main changes contributing to the 

rop of £[2.3] billion since the 

xpe diture White Paper are 

1989 public 

a decrease of £300 million in the 

estimated outturn for DOE - Other 

nvironmental Services mainly due to 

o er 	local 	authority 	capital 

exp nditure; 

a dec -ase of E 00 million in the 

estimated outtur 	f the Department 

of Trade 	 Industry partly 

reflecting her profitability of 

British Ste 

a decr se of £200 million in the 

estima ed outturn or the Department 

of S cial Security; 

decrease of £200 mllion in the 

stimated outturn for 	Ministry 

of Defence due to 	page on 

equipment procurement; 

a decrease of £830 million 	to 

the advance payment by the K 

Investment Office mentioned above. 
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ublic expenditure by spending 

authority 

5.08 	Central government spending makes up 

about three quarters of the planning total. 

About 70 per cent of this is voted by 

Parliament through the annual Supply Estimates 

and covers the expenditure of government 

departments for their own activities as yell 

as their funding of other bodies such as the 

National Health Service. Most of the 

remainder consists of social security payments 

paid out of the National Insurance Fund. 

Spending by local authorities accounts for 

about one quarter of public expenditure. 

Nationalised industries and other public 

corporations account for the remainder of the 

total. 	Table 5.3 gives outturn figures for 

the last two years and the plans as published 

in the public expenditure White Paper. 
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*Table 5.3 Public expenditure by spending authority 

£ billion 

1987-88 
Outturn 

1988-89 
Estimated 
outturn 

1989-90 
Plans 

1990-91 
Plans 

1991-92 
Plans 

Central government1 

of which: 
109.4 114.3 123.7 131.2 136.9 

Voted in Estimates 76.9 80.7 86.9 92.2 96.4 
other 32.5 33.5 36.8 39.0 40.5 

Local authorities1 

of which: 
40.7 42.9 44.0 45.5 47.1 

relevant expenditure 32.0 34.5 35.2 36.5 37.5 
other current 5.1 5.3 6.2 6.7 7.1 
capital 3.6 3.1 2.6 2.4 2.5 

Nationalised industries 0.3 0.4 -0.4 1.0
2 

Other public corporations 0.5 0.5 0.9 1.0 1.1 

Privatisation proceeds -5.1 -7.0 -5.0 -5.0 -5.0 

Reserve 3.5 7.0 10.5 

Public expenditure planning 
total 145.7 151.1 167.1 179.4 191.6 

1 
2 Excluding finance for nationalised industries and other public corporations 

The increase in 1991-92 reflects the disappearance from the public 
expenditure figures, following privatisation, of the substantial negative 
external finance of the electricity industry 

Supply Estimates 	 5.09 
	

For 1989-90, the plans set out in 

the public expenditure White Paper have now 

been translated, where appropriate, into 

detailed control totals in Supply Estimates. 

The total Estimates provision for 1989-90 for 

which the Government is seeking Parliamentary 

approval is shown in Table 5.4. The main 

Estimates for 1989-90 are published in a 

series of booklets on [14] March 1989 with a 

Summary and Guide (Cm [ 	]) which summarises 



£ billion 

1987-88 	 1988-89 1989-90 

Expected outturn Final 	Expected Provision 
in 1988 Budget 	outturn 	outturn 

Total Supply expenditure 

(public expenditure element) 	(79.5) 	 (79.6) 	([ 84.8]) 

104.5 104.5 

0.9 

Main Supply Estimates 
Supplementaries and net 
underspending 

108.3 	[116.0] 

1.0 	[ 2.2) 

uuNY1DENTIAL 

• 	the Estimates and explains how they relate to 

the public expenditure planning total. 	It 

also describes the Supply procedure. 

5.10 	Of the £(116.0] billion included in 

the Supply Estimates, £[90.2] billion is 

direct public expenditure. The remaining 

£[25.8] billion does not feature directly as 

public expenditure because it consists of 

grants to local authorities and finance for 

other bodies whose spending is counted as 

public expenditure. About two thirds of the 

money voted in Estimates is subject to cash 

limits, which provide the Government with 

greater control over its cash expenditure 

during the financial year. 

Table 5.4 Supply expenditure 

• 
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I attach a draft of Chapter 1. The text follows 	style used 

last year. Various different versions of table 1. 	included, 

showing alternative ways in which the NICs ch- -nd the 

abolition of the earnings rule might be presented. T 	.2 is 

essentially the version submitted yesterday by Colin Mow 
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3. You will 

mentioned in par 

relates to a no 

allowances but not t 

indexed basis would 	mentioning the duties but not the 

in 

: ellill 

icicsp.  

sh to consider which measures should be 

1.05, and in what order. The present draft 

ed base, mentioning the indexing of 

ezing of excise duties. Working from an 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

You will wish to consider the order of the measures in table 

and the degree of aggregation. 	If the NIC package is 

d with the tax measures, you will want to consider whether 

it 	at the beginning or the end. You may also want to 

consider whether to put the excise duties (and VAT) nearer the 

end, after the savings measures, as in Chapter 4 and in last 

year's FSBR; but when they were frozen in 1987 they were placed 

near the beginning because of the relatively large numbers 

involved. 

allowances. 

4. Four versions of table 1.1 are given, as follows:- 

Variant 1  

   

This includes the NIC packag 	ediately after the tax 

measures, but before striking th 	1. 	The gross public 

expenditure cost of abolishing t1.1 earnings limit is placed 

immediately below the total, with a footnote indicating that 

it will be met entirely from the Reserve. It would clearly 

not be right to include the gross expenditure effects in the 

total cost of the package. 

Variant 2  

  

This includes abolition of the earnings limit be 	triking 

the total. A row of dots is given for it in the t 	ut a 

footnote indicates that there will be gro p lic 
" 
" line 

of zeros in the table would not indicate the true net cost of 

this measure, since it would ignore  tax flowbacks. 

I  BUDGET SECRET 	NOT TO BE COPIED 
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expenditure effects, met from the Reserve. Note that 
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FP propose to include a descri 

reference to gross public expen 

the end of the main text of Chapt 

of 
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Variant 3 

this variant, both the NIC package and the earnings limit 

are included under the title "other measures" after the total 

cost of the tax measures has been struck. Because the cost 

of abolishing the earnings limit is scored gross, it is not 

possible s add this to the cost of the NIC package to yield 

a grant 	for the cost of the package. 

Variant 4 

This is the s 

given for aboll 

The total cost 

row of the table. 

as variant 3, except that a row of dots is 

the earnings limit, as in variant 2. 

budget measures is given in the final 

5. These variants are all consistent with inclusion of abolition 

of the earnings limit in Chapt 	4, along with the NIC package. 

the change, including a 

costs and tax flowbacks, at 

but no entry in table 4.1. 

The paragraph on "budget conse 	sm in chapter 5 would 

presumably need to include a referenc 	the gross expenditure 

cost in any event, noting that this wil]obe charged to the Reserve 

and not add to planning totals. 

6. All the figures in table 1.1 are consistent with the figures 

in today's Scorecard. Those in table 1.1)1  on board your 

preliminary comment on the version submitted y 	.1IN.  • 

CTa 
C J RILEY 
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£ million 

Ndriatie  bE COPIED 

yield (+)/oost (-) 

1989-90 
	

1990-91 

Changes 	Lut Changes  	Changes 	um 
a non-indexed an indexed 	an indexed 

hasr. 	 has,. 	 base 

Income Tax 
personal afláwances and basic 
rate limit indexed 	 -1465 

	

- 20 	 + 45 

	

5 	 - 10 

- 35 

- 35 
	

+ 25 

-860 	 -2440 

car benefit scales increased 	+ 90 	+ 90 	 + 110 
Schedule E put on receipts 
basis 	 - 60 	- 60 	 - 80 

Excise duties 
petrol, dery etc 	 - 	- 545 	 - 580 
duty on unleaded petro 
reduced, surcharge addedi 
to 2 star petrol 	 - 30 	- 30 	 - 75 

vehicle excise duty 	 + 40 	- 150 	 - 170 
tobacco 	 - 	 - 235 	 - 250 
alcohol 	 - 	 - 255 	 - 280 

Value Added Tax 
non- domestic construction etc 	<45 	+ 315 	 + 540 
bad debt relief, reform  
of registration rules etc 	- 105 	- 105 	 - 270 

	

+ 10 	 -900 Stamp duty on shares abolished 	+ 10 

Life assurance businesses' 
tax regime reformed 	 - 20 

Reforms to pensions, personal 
equity plans, share schemes 
and unit trusts 	 5 

Corporation Tax 
small companies rate 
threshold increased 

Other tax changes 	 - 70 

National Insurance Contributions 	- 860 

Tbtal 	 -2160 	-1885 	 -4370 

Pensioners' earnings limit abolished2 - 125 -125 50 

1 
These measures, and the basis of the costings shown, are described 
in chapter 4. 

2 
Cost shown is gross public expenditure, which will be net fLum the Reserve. 
Chapter 5. 
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£ million 

13E COPIED 

  

 

Yield (+) /cost (-) 

1465 

	

+ 90 
	

+ 90 	 +110 

60 	- 60 	 - 80 

1989-90 	 1990-91 

Changes Lulu 	Changes fiLin 	Changes Lrin 
a non-indexed an indexed 	an indexed 

base 	 hasp, 	 hasP  

Tax 
Income Tax 

personal allówances and basic 
rate limit indexed 

car benefit scales increased 
Schedule E put on receipts 
basis 

- 30 	 - 75 
150 	 -170 

-235 	 -250 
255 	 -280 

30 
+ 40 

Excise duties 
petrol, dery etc 
duty on unleaded petrol, 
reduced, surcharge added 
to 2 star petrol 

vehicle excise duty 
tobacco 
alcohol 

545 	 -580 

Value Added Tax 
non- domestic construction etc 	45 	+ 315 	 + 540 
bad debt relief, reform 	

( 

of registration rules etc 	- 105 	- 105 	 - 270 

Stamp duty on shares abolished 	+ 10 	+ 10 	 - 900 

Life assurance businesses' 
tax regime reformed 

Reforms to pensions, personal 
equity plans, share schemes 
and unit trusts 

20 

5 

20 	 + 45 

5 	 - 10 

Coipuration Tax 
small companies' rate 

CO threshold increased 	 * 	 - 35 
O 

Other tax changes 	 - 70 	- 35 	 + 25 

Total 	 -1300 	-1025 	 -1930 

Geier measures  
National Insurance contributions 
reformed 	 - 860 

Pensioners' earnings limit abolished2 - 125 
860 
125 

1 
These measures, and the basis of the costings shown, are described ' 
in chapter 4. 

2 
Cost shown is gross public expenditure, which will be met from the Reserve. 
See Chapter 5. 
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million 

NCI!lure 43E COPIED 

yield (+)/oost (-) 

1989-90 	 1990-91 

Changes from Changes from 	Changes from 
a non-indexed an indexed 	an indexed 

base 	 base 	 hasp 

Tax 
Income Tax 

personal al owances and basic 
rate limit indexed 

car benefit scales increased 
Schedule E put on receipts 
basis 

	

-1465 	 _ 	 _ 

	

+ 90 	+ 90 	 +110 

60 	- 60 	 - 80 

-545 	 -580 

30 
+ 40 

Excise duties 
petrol, dery etc 
duty on unleaded petro 
reduced, surcharge a 
to 2 star petrol 

vehicle excise duty 
tobacco 
alcohol 

30 	 - 75 
150 	 -170 
235 	 -250 
255 	 -280 

20 	 + 45 

5 	 - 10 

- 35 

35 + 25 

Value Added Tax 
non- domestic construction etc 	5 	+ 315 	 + 540 
bad debt relief, reform 
of registration rules etc 	- 105 	- 105 	 - 270 

Stamp duty on shares abolished 	+ 10 	+ 10 	 - 900 

Life assurance businesses' 
tax regime reformed 	 - 20 

Reforms to pensions, personal 
equity plans, share schemes 
and unit trusts 	 5 

Corporation Tax 
small companies' rate 
threshold increased 

Other tax changes 	 - 70 

Tbtal tax measures 	 -1300 	-1025 	 -1930 

Other measures  
National Insurance contributions 
reformed 	 - 860 

Pensioners' earnings limit abolished 2  
860 

Ibtal Budget measures 	 -2160 	-1885 

1 
These measures, and the basis of the costings shown, are described in detail 
in chapter 4. 

2 Public expenditure cost will be net from the Reserve. See Chapter 5. 
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1989-90 
1988 

2 
 Latest 	Forecast 

 Budget estimate 

1988-89 

2. 
144.8 

	

31.6 	32.8 

	

5.6 	6.6 

	

3.5 	3.3 

	

2.9 	3.3  

	

184.9 	190.8 

0. 
47.9 
2.8 
0.6 
0.4 
19.0 
2.5 

141.2 

	

42.1 	43.5 

	

19.8 	18.8 

	

1.2 	1.3 

	

2.0 	24 

	

1.0 	1.1 

	

2.0 	2.3 

	

68.0 	69.4 

	

26.2 	27.5 

	

8.4 	8.7 
5.1 
4.6 
0.9 
1.4 
7 

34.6 

EXPENDITURE 
Social security 

	

47.1 	Health 

	

22.0 	Defence 

	

1.3 	Education and science 

	

2.1 	Home office and legal 

	

1.1 	departments 

	

2.6 	Transport 

	

76.1 	Scotland 
Wales 

	

29.8 	Northern Ireland 

	

8.7 	Other departments 

	

5.1 	Privatisation proceeds 

	

4.7 	Reserve 

	

0.9 	Public expenditure 

	

1.4 	planning total 
1.8 
0.1 
52.5 
2.9 
0.6 
0.4 

	

0.4 	General government 

	

.8 	gross debt interest 
Other adjustments 

6.7 

3.5 
3.4 

203.8 	
ral Government 
	ture 

secaUDGET SECRET 
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£ billion 

1.2 The finances of the PUb 

Inland 
Income 
Corpora 
Petroleum 
Capital 
Inheritance tax 
Stamp duties 

Dotal Inland Revenue 
Customs and EXcise: 
Value added tax 
Petrol, dery duties etc 
Tobacco duties 
Alcohol duties 
Betting and gaming duties 
Car tax 
Customs duties 
Agricultural levies 

Total CUstoms and &rise 
Vehicle excise duties 
Oil royalties 
Gas levy 
Local authority rates4 

Other taxes and royalties 
Total taxes and royalties 
National insurance and 
other contributions 

Interest and dividends 
Gross trading surpluses 
and rent 

Other receipts 
General Government 
Receipts 

1988-89 1989-90 
1988 
Budget

2 
Latest 	Forecast 
estimate 

48.5 47.4 	51.0 
20.7 21.8 23.2 
19.2 19.0 20.1 
18.0 18.4 19.6 

7.0 7.2 8.0 
5.1 4.8 5.4 
8.5 8.7 9.0 
3.5 3.6 3.8 
5.1 5.6 5.5 
22.8 21.7 23.1 
-5.0 -7.0 -5.0 
3.5 3.5 

156.9 151.1 167.1 

17.5 18.2 16.6 
8.6 9.2 9.5 

183.0 178.5 193.2 

Receipts, expenditure and debt repayment 

  

 

1989-90 

   

196E02  
Budget 	Latest estimate Forecast 

General government receipts 
	

184.9 
	

190.8 
General government expenditure 
	

183.0 
General government debt repayment 
	

2.0 
Public corporations' market and overseas debt repayment 

	
1.2 

Public sector debt repayment 
	

3.2 

1 In this and other tables constituent items may not add up to totals because of 
2 On current definitions. 
3 Includes advance corporation tax (net of repayments): 	5.3 	 6.0 

- also includes North Sea corporation tax after ACT set off and corporation tax an 
4 In this and other tables community charge receipts are included with local authority ra 
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10.6 
1.5  
12.1 
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FSBR CHAPTER 4 

Attached is a redraft 	ter 4. 

2. The NIC and earnings rule changes have been included under a 

national insurance heading. Earnings rule abolition does not ap-

pear in table 4.1 since it is prim. .ily a public expenditure 

measure. Its cost is therefore ed in the narrative section. 

3. Regarding the questions you ask on the first draft: 

(i) Close companies pay cor 	Ion tax rather than 

income tax. We have therefore assumed up to now that 

the special higher rate would also be corporation tax. 

Mr Reid of the Revenue is going to send you a minute on 

this. 

(ii) There are five classes of VED for 	and 

coaches. Including all the rates in the 	ve sec- 

tion may give this change more emphasis tha 	want. 

(iii) Taxis have always been central to the p 

changes to hackney VED classes. This is because 
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provided by Customs and Excise. 

Ark k 

N I MACPHERSON 

judgement se 

BUDGET SECRET 	NOT TO BE COPIED 

seemed  'nPrITIRgg ilaTtghl_sl-ighiLh  spend a great deal 
of time on the road should pay less VED than the family 

car. 

(iv) The pension proposals are revenue neutral in the 

short and medium term. They have a positive yield in 

the very long run - 20 years or so out. The reference 

to the long term effect in the annex has been dropped. 

4. The Econom Secretary has yet to see the redraft of the ECJ 
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income allowances will rise from 

to £2,785; 

the 

t?  

ied allowance will rise from 

£4,09 	o,4375; 

0 

rise from £1,490 to £1,590; 

the age allowance 

74 will rise from 

(single) and from 

(married); 

hose aged 65 to 

0 to £3,400 

5 to £5,385 

the age allowance for tho 

and over will rise from 

those under 80 and from £3 

1 

75 

for 

for 

411fp.pk/BUDGET/Tax  Props 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

Budget Tax and National Insurance Proposals in Detail 

4.01 The main tax and national insurance 

changes proposed in the Budget are sum-

marised below. A full list of changes is 

given in Table 4.1. 

Income tax 4.02 The main income tax thresholds will 

be increased in line with the statutory 

indexation provisions (based on the 

increase of 6.8 per cent in the RPI in the 

year to December 1988); the higher level of 

ge allowance currently for those aged 80 

over will be extended to those aged 75 

and over. This will mean that: 

the single person's and wife's earned 

the addi *onal personal allowance and 

widow's bereavement allowance will 
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Benefits in kind 

Charitable giving 
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BUDGET Llge,0 N9'd  80 and over to £3,540 

(single), and from £5,035 for those 

under 80 and from £5,205 for those 

aged 80 and over to £5,565 (married); 

the income limit for age allowance 

will rise from £10,600 to £11,400; 

the basic rate limit will rise from 

£19,300 to £20,700 of taxable income. 

4.03 The age allowance withdrawal rate 

will be reduced from £2 of allowances for 

each £3 of income to £1 for each £2 of 

income above the limit of £11,400. 

04 Car benefit scale charges will be 

eased by 20 per cent from 6 April 1989. 

4.05 Income tax relief will be given from 

April 1990 on private medical insurance 

premiums for those aged 60 and over. 

4.06 	l'mit on charitable donations 

qualifyin 	r tax relief under the payroll 

giving sche 	I be doubled from £240 to 
0 

£480 a year f 	April 1989. 

Private medical 

insurance 

4.07 Tax relief will be given for payments 

by companies to qualifying ESOP trusts. 

4.08 The annual limit f 	dividual 

participation in 197 	iloyee share 

scheme will be increased 	t2 000 or - if 

greater - 10 per cent 
(41 p 

to a 

maximum 	of £6,000. 	The . YE share 
scheme limit will be increased  0.:  01,y00 to 

£150 per month. The maximum d o nikfrom 

the share price at which options 0-- 	be 

Employee share 

ownership plans (ESOPs) 

Approved employee share 

schemes 

2 - 
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-related pay 

nsions will be 

-1.  

emes the main 

Personal equity plans 

4.09 The cash ceiling on the amount of 

profit-related pay attracting tax relief 

will be increased to £4,000. A number of 

other changes will simplify and improve 

PRP. 

4.10 The annual limit on investment in 

Personal Equity Plans will be increased 

from £3,000 to £4,800. The annual limit on 

BUDGET SECRET 	NOT TO BE COPIED 

BUDGgai-JFungBIA  s-o schemes will be doubled 
to 20 per cent. 

investment in unit 

will be increased to 

and investment trusts 

£2,400, irrespective 

of other holdings and restricted to unit 

and investment trusts which invest mainly 

UK equities. 	The PEP rules will be 

tly simplified. 

Schedule E assessment 

Relocation expenses 

Pensions 

4.11 The basis of assessment for Schedule 

E (remuneration of employees and directors) 

will be changed from earnings to receipts. 

In pr 	most employees are taxed on 

this b 
	

aljeady. 

4.12 Payme 	employer makes towards 

the additiona 	ing costs of an employee 

transferred to 	more expensive location 

will no longer be exempt from tax. 

4.13 The tax regime 

amended. For occupatio 

features will be: 

employers will be able 

up" schemes for their empl 

no limits on benefits, 

special tax reliefs; 

up "top 

with 

hout 

3 - 
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relief for expenses of acquiring new 

life assurance business (other than 

pension or general annuity business) 

will be spread over seven years: this 

change will be phased in gradually 

over the next four years; 

the rate of tax charged on income and 

capital gains attributable to policy 

holders will be reduced to a rate 

equal to the basic rate of income tax 

(25 per cent); 

life assurance policy duty will be 

abolished. 

7 Stamp duties on share transactions 

*1 be abolished from 1 April 1990. 

Unit trusts 	 4.18 A new tax regime will be introduced 

from 1 January 1990 for unit trusts invest-

ing in 4ferable securities which are 

freely 	ke able throughout the European 

Community 	er the UCITS directive. 	The 

rate of c po -tion tax charged on their 

income will b 	ced to a rate equal to 

the basic rate 	income tax (25 per cent). 

COBO and deep 

discounted bonds 

Business taxation 

4.19 	The new issues queue will be 

abolished by a general consent under the 

Control of Borrowing Or 	d the regime 

for deep discount bond 	uding certain 

index-linked bonds, will 	ended with 

effect from Budget day. 

4.20 The profits limit for 	small 

companies corporation tax rate 	per 

cent for financial year 1989 will b 	sed 

5 - 
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Expl natory notes to Table 4.1 

NOT TO BE COPIED 

Table 4.1 gives the direct effects of changes in taxation. 

Estimates ar rounded to the nearest £5 million. 

"Negligible" 	s less than £3 million. 

The direct effe 	tax change is the difference between 

the yield of 

rate of tax, allow 

(the pre-Budget re 

proposed in the Budget 

which would arise on the basis of the 

etc prevailing before the Budget 

and the yield after the changes 

ost-Budget regime). The differ- 

ence in yield is gene lly calculated by applying the pre-

and post-Budget regimes to the same tax base. This base is 

the post-Budget base - that is, the levels of income, 

consumption, profits, etc forecast or future years on the 

assumption that all the measure 	posed in the Budget take 

effect. 
0 

Tax changes may cause changes in tax 	behaviour, which 

in turn can alter the tax base and hencW  enue. The direct 

effects are estimated subject to the 8nstraint that, in 

general, total incomes and total expenditure are fixed at 

their post-Budget levels. Thus the estimates in the table do 

not include income effects - that is, effects arising solely 

from the impact of changes in taxes on disposa 	ncomes. 

Nor do they include the effects of changes in 	base 

arising from changes in pre-tax incomes, the gener. 	1 of 

prices or other macro-economic variables which ma 

from the proposed tax change. But other behavioural 

are taken into account where it is thought that they 

have a significant effect on the yield. 

1 
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umn of Table 4.1 show the direct 

roposals on receipts in 1989-90. 

BUDGET SECRET    

J
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For Customs & Ex icc taxco and autics, all the estimates of 

yield incorporate the effects of the tax changes on relative 

rices and associated changes in the pattern of consumers' 

nditure. Aggregate income and consumers' expenditure at 

r cost are assumed not to change. 	This is a slight 

ation of previous practice in which nominal consumers' 

ex -n. 	re at market prices, rather than at factor cost, was 

held constant. Examples where behavioural effects are taken 

into account for Inland Revenue taxes include the abolition 

of stamp duties on share transactions and changes involving 

the take-up of newor modified relief. 

The post-Budg 

account of al 

Budget, and not 

4.1. 

cast of each tax given in Table 1.2 takes 

ffects of the measures announced in the 

e direct effects included in table 

The figures in the f<hi'v 

effect of the Budget 

Budget proposals are compared with a non-indexed base - that 

is, with the pre-Budget regime of allowances, thresholds and 

rates of duty at 1988-89 levels. 

The figures in the second col 	sbaw the direct effect of 

the Budget proposals on receipts 	89-90, measured against 

an indexed base. The indexed base f 	-90 is obtained by 

increasing 1988-89 allowances, thresho 	d rates of duty 

by 6.8 per cent, the increase in the PI over the year to 

December 1988. 

The figures in the third column show the direct effect on 

receipts in 1990-91, also measured against an 	d base. 

For this comparison, both the Budget propos 	d the 

indexed base for 1989-90 have been further ind 	the 

forecast movement in the RPI between the fourth qua 	of 

1988 and 1989 (shown in Table 3.12). 

The remainder of this annex provides a commentary on 

Budget proposals in Table 4.1; the paragraph numbers refer 
- 2 - 
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the lines in thi 

& 
for those proposals where the effect on tax liabilities in 

first complete year to which the change applies (full 

effect) is substantially different from the effect on 

ts in either 1989-90 or 1990-91; or where the impact of 

sal is expected to build up over a period of years. 

Ao 

BUDGET SECRET 
3  PAPP  ETrirWALPIN TIati011 is provided 

NOT TO BE COPIED 

e increases in the main personal allow-

s and the basic rate limit are in line 

the statutory indexation provisions 

• 

Income Tax 

1 to 

on the increase of 6.8 per cent in 

th 	n the year to December 1988). The 

high 	allowance currently given to 

those •ed 80 and over will be extended to 

those aged 75 years and over. The cost of 

indexation for those aged between 75 and 79 

is included in line 3. 

7 
	

The age allo 	ithdrawal rate will be 

reduced from E2 	llowances for each £3 

of income to El fo ea  i  E2 of income above 
0 

the limit of £11,400 

8 
	

For 1989-90 the scales for taxing car 

benefits will be increased by 20 per cent 

from their 1988-89 levels. 

9 	 The extra-statutory concessio 

exempted from tax certain reimb 

h has 

ts by 

employers of additional housing' .sts 

incurred by their employees who have 

move with their jobs to more expe 

locations will be withdrawn from 6 A 

1989, subject to transitional arrangements 
- 3 - 
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,pqRqurpsx.pnLywi   be introduced to 

replace the extra-statutory concession 

which has exempted certain job-related 

removal expenses from any charge to income 

tax. 

10 	 Tax relief will be available (with basic 

rate relief given at source) for eligible 

premiums paid in 1990-91 and subsequent 

years for private medical insurance for 

those aged 60 years and over. The cost for 

90-91 assumes an increase in take-up in 

region of 10 per cent as a result of 

new relief. Eventual costs will 

among other things, on the extent 

to 	medical insurance for the over-60s 

is 	d and taken up. 

11 	 The amendments to the tax rules for pension 

schemes will mean that: 

for tax app 	schemes, earnings over 

£60,000 wil 	*gnored for the purpose 

of calculating 	efits (consistent with 

a maximum pensio 40,000, or tax-free 

lump sum of £90,00) Other amendments 

will be made to th ax rules to improve 

early retirement benefits, to allow a 

two-thirds final salary pension on 

retirement after 20 years' 	service 

between ages 50 and 70 an 	simplify 

calculation of tax-free lump 	These 

changes apply to new schemes s 	on or 

after 14 March 1989 and to ne me ers 

joining existing schemes on or af 

date; 

4 - 
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new rules will allow surplus voluntary 

contributions to be returned to the 

member instead of reducing benefits from 

the employer's scheme. The voluntary 

scheme will deduct a 35 per cent charge 

from the refund to recoup the tax 

advantages enjoyed on contributions and 

ild-up. 	There will be a further li- 

lity on higher rate taxpayers; 

12 	The limit on charitable donations qualifying 

for relief under payroll deduction schemes 

will be increased from £240 to £480 from 

April 1989. The cost will depend on take-up. 

These measures are 	ected to have a broadly 

neutral revenue effes 'n,the early years. 

(:) 0 
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employers will be able to set up top-up 

schemes with no limits on benefits, but 

without tax privileges such as tax-free 

investment build-up; 

will be made to the personal pen-

siW s Ax rules to increase from 1988-89 

the e related contribution limits. The 

increased limit will be subject to the 

£60,000 earnings cap. And the rules for 

calculating ta -free lump sums will be 

simplified. 

13 	The conditions for relief foi. table 

covenants will be relaxed so t 	re a 

member of a heritage charity is givn 	ee 

entry to view the charity's property 

benefit will not disqualify the covenant 

ments from relief. The cost will depen 

take-up. 
- 5 - 
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14 	Amendments to the profit related pay (PRP) 

legislation will 

abolish the "5 per cent test" on a PRP 

scheme's eligibility for registration; 

increase to £4,000 the cash limit on the 

amount of PRP attracting tax relief; 

allow scheme employers to alter, subject 

to conditions, the rules of PRP schemes 

which already registered; 

le PRP schemes to be registered for 

In employment units using the 

of the whole business rather than 

he,ployment unit itself. 

15 	The annual limit on the value of shares which 

may be given to an employee under an approved 

all-employee profi -sharing share scheme 

will be increa 	ith effect from 6 April 

1989, from £1,250 ar  S  per cent of pay up 

to a maximum of Eg>  0) to £2,000 (or 10 per 

cent of pay up to 	000 	The limit on 

monthly savings made 
 1111) 

 employee under an 

approved savings-related are option scheme 

(ICTA 1988 Section 185) will be increased, 

from a day to be appointed, from £100 to 

£150. The maximum discount on the 

price at which options may be 

these schemes will be increase 

cent to 20 per cent. The use of 

share 

under 

0 per 

tium 

shares in an approved employee shar 	eme 

will be extended to any member 

consortium owning 5 per cent or more o 

company's ordinary share capital in place 

the previous 15 per cent limit. 
- 6 - 
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There will be relaxations in the conditions 

under which income tax relief is given to 

employees who benefit by virtue of their 

employment from priority in applying for a 

public offer of shares. 

Changes will be made in the material interest 

tests relating to an employee's eligibility 

to participate in an approved employee share 

scheme or a registered profit-related pay 

heme, and an individual's entitlement to 

company interest relief. 	Subject to 

n conditions, shares held by a trust of 

he employee is a beneficiary will be 

di 	d when reckoning whether he has 

mate 	terest. 

18 	Relief f& interest on loans to acquire Busi- 

ness Expansion Scheme shares on or after 

14 March 1989 will be abolished. 

19 	From 6 April 1984Ledu1e E emoluments will 

be assessed fo 

received instead 

are earned. There 

cost, but from 1992-93 

complete, there will 

about £50 million. 

ear in which they are 

year for which they 

wi 	be a transitional 

the transition is 

an annual yield of 

20 	A change will be made to the provisions which 

treat certain settlement 

settlor's for higher rate tax 

ensure that income from outr 

between husband and wife will be 

under Independent Taxation as the in 

the recipient of the gift. For certain 

settlements the present rule will be exte 

- 7 - 
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exA4PC1E;PgRON IA s  all payments onto 
a single voucher. 

e tax and capital gains tax 

The main changes are: 

an increase in the overall annual limit 

on investment in a Personal Equity Plan 

to £4,800; 

within that an increase in the limit for 

vestment in authorised unit trusts and 

estment trusts to £2,400, coupled with 

requirement that the trust must 

mostly in UK equities; 

sign icant simplifications for plan 

managers; 	and 

the facility for new share issues to be 

brought with' 	' ans. 
4(4  

The costs assume t 	p in the region of 

400,000 in the firs fu year. The cost is 

likely to reach £30 mi 	after 5 years. 

28 	After 5 April 1989, if an unincorporated 

trader makes a loss which can be se*off 

against other income of the same and/or the 

following year, he will be ab 	set any 

unused loss against his capital 	 The 

estimated full year costs accrued 	9-90 

and 1990-91 are £50 million and £7 	i ion 

respectively. 
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& Income tax, corporation tax and capital gains tax 

29 	In the light of recommendations of the Keith 

Committee, administrative changes will be 

made: 

to update the system of monetary penal-

ties for tax offences in line with infla-

tion and remove obsolete penalties; 

to introduce a uniform time limit of 20 

years for recovery of tax lost through 

?fault; 

to modernise the Inland Revenue's powers 

to obtain information about a taxpayer 

under enquiry, 

put to the 

safeguards 

audit papers an 

closure by his a 

to allow questions to be 

ayer, provide greater 

taxpayer and protect 

tax advice from dis-

nt; 

to amend the Inland venue's search pow-

ers to provide greater safeguards for the 

taxpayer; 

for the to create a new criminal of 

deliberate destruction of 

called for under the Inlan 

information powers; 

to change the filing date for return 

PAYE and NIC deductions by employers f 

19 April to 19 May, tighten up the penal 
- 11 - 
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,,,a4bIn3rdika 12aL4  sed from £500,000 
to £750,000 

33 	From 1 January 1990 all unit trusts that are 

UCITS (Undertakings for Collective Investment 

in Transferable Securities) under the 

relevant European Communities legislation 

will be subject to corporation tax on their 

income at a rate of 25 per cent, with no 

relief being given for interest paid by them. 

The cost will rise to about £20 million from 

0  991-92 onwards. 
34cilts made by a company to an ESOP trust 

1140ek deductible in calculating its 

co 14,04  meetp0 ion tax liability where the trust 

35 	Various minor changes will be made to the 

advance corporation tax (ACT) rules concern- 

ing a company wh 	s part of a group or 

consortium. 

36 	Measures will be int du 	to counter avoid- 

ance of tax on disposa 	subsidiaries in 

ways which could cause substantial loss of 

tax. 

Capital Gains Tax 

37 	The capital gains tax annual exempt a nt 

will remain at £5,000 in the c 

individuals and £2,500 in the case of 

trusts. 

- 13 - 
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39 	The capital gains tax rules and rules about 

(11/441:1--Cc'‘ 	ate stock lending to market makers. 

ums trust funds will be amended to 

0  he transfer of securities applying to assets by Lloyd's underwriters in their 
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38 	C-  .F1.111P_WT,1-1.4-T QiNiLY„.  lief (which allows 
deferral on gifts) will be restricted to 

certain types of gift, the main categories 

being gifts of business and heritage assets 

and gifts on which there is an immediate 

charge to inheritance tax. The revenue yield 

in 1991-92 is estimated at £40 million. The 

change will not affect gifts to charities or 

between spouses. 

Capital Gains Tax and 	ation Tax 

40 	Changes will be made to the rules for the 

taxation of capital gains of foreign busi-

nesses with UK branches or agencies or with 

operations on th<94continental shelf. 	The 

main effect wiL7e to counter possible 

developments whic ,Zcould lead to 	a 

significant loss of tax. 

41 	Technical changes will ade in relation to 

the application of the provisions in the 

Finance Act 1988 for rebasing the taxation of 

capital gains to 1982 in certain special 

situations. 

42 	Chattels with a disposal value o 	than 

£3,000 are exempt from charges on ap tal 

gains. The limit will be raised to £ 

43 	Certain sterling bonds will be exempted 

capital gains tax and corporation tax 0 
- 14 - 
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stamp duty reserve tax; 

the 11/2  per cent duties on the con 

of UK shares into depository receip 

their transfer into clearance service 
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oriNkY,   will be to counter 

use of the indexation allowance in ways which 

could cause a significant loss of tax. 

gains tax and Inheritance Tax 

 

44 	Certain gifts to registered housing as- 

sociations will qualify for capital gains tax 

deferral and inheritance tax exemption. 

Inheritance 

45 	 timated full year cost of indexation 

able to taxable estates in 1989-90 is 

£80 

46 	The faci y for varying the disposition of a 

deceased person's assets will be limited to 

those variations making adequate provision 

for his or her dependants. 

Stamp Duty 

47 	The following stamp duti will be abolished 

from 1 April 1990: 

the 1/2  per cent ad valorem duty on the 

transfer of UK registered sec 	es; 
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4V 	TAI)c PA F-t-L1-1,45NI  	.arer shares and 
unit trusts units; 	and 

certain fixed duties on share transfers. 

Announcement of the abolition of these duties 

is expected to lead to some rise in the value 

of share transactions. 	That will mean an 

increased yield from stamp duty and value 

added tax in 1989-90 and from some other 

taxes, eg capital gains tax in later years. 

e cost figures in Table 4.1 take account of 

e additional yields. 

48 	 urance policy duty will be abolished 

fr 	anuary 1990. 	The cost in 1990-91 

take 	t of the consequential change in 

corpor"orax liability 

Value Added Tax: 

49 	The present VAT 	stration rules will be 

replaced by a singl re irement based on 

turnover in the previo s elve months. The 

existing rules based on 	icipated turnover 

will still apply, in modified form, to large 

businesses and short term events. 

50 	From 15 March 1989, the registr 	limit 

will become £23,600 a year. 

51 	A comprehensive system of VAT relie 	11 

debts which are more than 18 months 

which have been written off in the tra 

accounts will be introduced. 	Repayment 

the relief, or part of it, will be require 
- 16 - 
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1,/eft,LIPPPLI-IPT  1,,a11-4,..tiy  -aid p 	in whole 

or in part. 

The maximum rate of default surcharge will be 

reduced from 30 per cent to 20 per cent for 

all appropriate VAT returns due on or after 

31 March 1989. 

53 	The right of taxpayers to recover overpaid 

VAT, excise duty [and car tax] will be 

confirmed - subject to certain conditions - 

g
al d procedures established which will enable 

accounting errors to be corrected. 

54 	Fr.m  c  april 1989, VAT will be applied at the 

st 	rate to the construction and sale of 

new 	idential buildings. From 1 August 

1989, 	T t the standard rate will be ap- 

plied, i certain circumstances, to building 

land; and landlords will be able to opt to 

charge tax on their non-residential property 

and land transactions. 	[Tenants whose 

landlords opt to 	xisting leases will pay 

tax on only h 	the rent in the first 

year. In the case 	charities the phasing 

in period will be f 

relief will allow zero 

certain developments whe legal commitments 

had been entered into before 21 June 1988. 

55 	From 1 April 1989, VAT will be applied at the 

' 

standard rate to news services (b1'i 

papers). 

t news- 

56 	From 1 April 1989, VAT will be applie 

standard rate to protective boots and 

supplied to employers. 
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FickMg1 1 .§139P1M-1—be  applied at the 
standard rate to fuel and power supplied to 

businesses. 

From 1 July 1990, VAT will be applied at the 

standard rate to water and sewerage services 

supplied to industry. 

59 	VAT relief for charities will be extended to 

charity and certain other fund-raising 

events, medical sterilising equipment and 

0  lassified and certain other types of ertising. 

60 
er 
will 

Car Tax 

May 1989, all cars used by manufactur-

research and development purposes 

ieved of VAT. 

61 	From Royal Assent, vehicles leased to the 

disabled will be relieved of car tax. 

62-69

oe 
There will be no ch nge _..il the rates of duty 

0 
on alcoholic drinks, 	co products and 

most hydrocarbon oils. 

70 	The duty arrangements for made-wine will be 

brought into line with those applicable to 

wine [of fresh grapes] by proh 	ng duty- 

paid blending. 

71 	The rules for determining the origin 

ity of beer for duty purposes 

clarified. 

- 18 - 
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Vehicle excis 

will be no change in the duties on 

ht vans, motor cycles and most lor- 

74 er 

ca 

ries 
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T, ePtkIRPKC,71-11AT.PN-X„,  will be reduced 
. by the equivalent of 3.2p a gallon (0.7p a 

litre) including VAT. 

A higher rate of duty will be introduced on 2 

and 3 star leaded petrol. This will add 5p a 

gallon (1.1p a litre) including VAT to the 

tax charged on these grades. Cost of extra 

take-up of unleaded petrol exceeds yield from 

2 star in 1990-91. 

75 	From 15 arch 1989, the number of duty rates 

for taxis, coaches and lorries will be 

reduced from over sixty to five and rates 

will be adjusted. 

76 	From 15 March 19 	t3 	rates rates of duty on 

certain rigid lo P 	will be increased to 

bring them more int 1 	with rates for 

articulated vehicles o 	lar gross weight. 

The rate of duty for spe al types capable of 

carrying very long, wide or heavy loads will 

be increased to £3,100. 

Other 

77 	From 1 January 1990, the additional p 

made by ITV programme contractors wi 

assessed on a mixture of net adverti 

revenue and profits. 
- 19 - 
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