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FSBR CHAPTER 1 

I attach a draft of Chapter 1. The text follows 	tyle used 

1 

included, 

showing alternative ways in which the NICs ch 	d the 

last year. Various different versions of table 1. 

abolition of the earnings rule might be presented. T 	.2 is 

essentially the version submitted yesterday by Colin Mow 

1 
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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 

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 be 

involved. 

fling because of the relatively large numbers 

3. You will 

mentioned in p 

relates to a no 

allowances but not 

indexed basis would 

allowances. 

sh to consider which measures should be 

1.05, and in what order. The present draft 

xed base, mentioning the indexing of 

ezing of excise duties. Working from an 

mentioning the duties but not the 

4. Four versions of table 1.1 ar given, as follows:- 

Variant 1  

  

This includes the NIC packe 	ediately after the tax 

measures, but before striking th 	al. 	The gross public 

expenditure cost of abolishing t49 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  bei.triking 

the total. A row of dots is given for it in the 	but a 

footnote indicates that there will be gro' 1lic 
expenditure effects, met from the Reserve. Note that 	ine 

of zeros in the table would not indicate the true net cost of 

this measure, since it would ignore tax flowbacks. 
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CAP 
 his 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 

possiblui add this to the cost of the NIC package to 

0  10 	

yield 

a gran for the cost of the package. 

Variant 4  

This is thell  - 

given for aboll 

The total cost 

row of the table. 

s 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. 

FP propose to include a descri 	of the change, including a 

reference to gross public expen tup costs and tax flowbacks, at 

4, but no entry in table 4.1. the end of the main text of Chapte 

The paragraph on "budget conseq 

presumably need to include a referenc 
011  s" in chapter 5 would 

the gross expenditure 

cost in any event, noting that this willobe 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 1.2 	on board your 

preliminary comment on the version submitted y 

i t ma- 	o 	

Ci 
C J RILEY 
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ter> 1 The Budget 

1.01. The objective of the Government's 

economic policy is to defeat inflation and 

to maintain a vigorous and enterprising 

economy, with sustained growth of output 

and increased employment. 

1.02. The Financial Statement and Budget 

eport (FSBR) supplements the Chancellor's 

01'  

dget Statement. It presents the Medium 

T 	Financial Strategy (MTFS); describes 

developments in the economy over the past 

year; provides forecasts to mid-1990; sets 

out the tax proposals in the Budget; 

summarises the Government's spending 

plans; 	Ives forecasts for the public 

finances(1 or 	e year ahead. -- 

<side> The Medium Term Financial Stra 

1.03. Chapter 2 describes the MTFS, which 

provides 	the 	framework 
	

for 	the 

Government's 	economi 

objectives of the MTFS 

role of monetary polic3)\ 

unchanged throughout the 19 

of 	substantial 	economic 

Monetary policy is designed to 

the growth of money GDP over 

term, so bringing down inflation. 
1 
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	pohdUrted within a seund—ftscal framework; 

in this year's MTFS a gradual return to 

&ge3  balancqd Isprojected over the 

medium term, with both taxes and public 

expenditure declining as a share of GDP. 

The M2FS is complemented by policies 

designed to improve the working of markets 

and the supply performance of the economy. 

erk'ivie) 

.04. Chapter 3 describes the main 

pments in the economy in 1988 and 

ospect until mid-1990. 	In recent 

years 	velopments have brfEasingly 

difficult to interpret because of 

inconsistencies within the national and 

sectoral counts; adjusted figures that 

reduce 	se inconsistencies are used 

througho t FSBR. The economy grew 

strongly a ain in 1988, with the largest 

fall in une 	t since the war. 	GDP 

is forecast 	gobafurther 21/2  per 

cent in 1989, 	 through the 

year smminforecast - -lower. Inflation 

be on a downward trend again in the 

second half of 1989. 
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allo 
reform  •  emp oyee National Insurance 

CI together with abolition of 

earnings rule for pensioners. The 

asures are summarised in table 1.1. 

contri utions, 
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1.05. 	Chapter 4 sets out the tax and 

National Insurance pro • osals in the 

Budget. 	They 

main income tax 

stamp duty on 

include ndexation of t e 

allowances,ftolition of 

shares, Improvements to 
personal equity plans and employee share 

schemesAreform of the taxation of life 

assurance, pensions, and unit trusts, 

&measures to promote unleaded petrol, 

<side> Public expenditure 

1.06. 	pter 	5 	summarises 	the 

Governme 	ending plans, as set out in 

the public xpenditure White Paper. 	This 

chapter al q. 	, ides the latest estimate 

of the outtur  •  the public expenditure 

planning total i 1988-89. 

3 
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1.07. 	Chapter 6 presents the complete 

financial picture for the public sector. 

The public sector debt repayment is 

forecast to be [£14 billion] in 1988-89. 

A further debt repayment of [£12 billion] 

is forecast for 1989-90, equivalent to £7 

billion net of privatisation proceeds, the 

same as in 1988-89. The forecast 	takes 

account of the measures in the Budget 

which are expected to reduce taxation and 

National Insurance contributions by 

£1.9 billion, after adjusting for the net 

15)k  
tes and allowances. Table 1.2 shows the 

receipts and expenditures. 

4 

ost of indexing direct and indirect tax 

components of general government 
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+ 90 

60 

+110 

 

-á7 

545 -580 

 

30 	 - 75 
150 	 -170 
235 	 -250 
255 	 -280 

+ 10 	+ 10 	 -900 

20 - 20 	 + 45 

5 	 - 10 

- 35 

70 	- 35 
	

+ 25 

860 	-860 	 -2440 
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million 

NjlOPI ED  

yield (+)/oost (-) 

1989-90 	 1990-91 

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

hase 	 hasc. 	 base 

Income Tax 
personal 	owances and basic 
rate limit indexed 

car benefit scales increased 

p!!1edule E put on receipts basis 

pet1:11 

Excise duties 
petrol, dery etc 
duty on unleaded 
reduced, surcharge 

1' to 2 star petrol 
vehicle excise duty 
tobacco 
alcohol 

Value Added Tax 
non- domestic construction etc 	5 	+ 315 	 + 540 
bad debt relief, reform  
of registration rules etc 	- 105 	- 105 	 - 270 

1465 
+ 90 

60 

Stamp duty on shares abolished 

Life assurance businesses' 
tax regime reformed 

Reforms to pensions, personal 
equity plans, share schemes 
and unit trust'..  

Corporation Tax 
small companies rate 
threshold increased 

Other tax changes 

National Insurance Contributions 

Total  -2160 	-1885 

Pensioners' earnings limit abolished2  - 125 	- 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. 
Chapter 5. 
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£ million yield (+)/coet (-) 

1989-90 
	

1990-91 

Changes fran Changes fw 
a in-indexed an indexed 

hasp 	 base 

Changes fran 
an indexed 

base 

ncome Tax 
personal 	ances and basic 
rate limit indexed 

car benefit scales increased 
pu on receipts 

1465 
90 
	

+ 90 	 +110 

60 	- 60 	 - 80 

- 30 
40 

Excise duties 
petrol, dery etc 
duty on unleaded petna 
reduced, surcharge adde 
to 2 stAr petrol 
vehicle excise duty 
tobacco 
alcohol 

Value Added Tax 
non- domestic construction etc 
bad debt relief, reform  
of registration rules etc 	- 105 

Stamp duty on shares abolished 
	

+ 10 

545 	 -580 

30 	 - 75 
150 	 -170 
235 	 -250 
255 	 -280 

315 
	

+ 540 

105 	 - 270 

10 	 - 900 

Life assurance businesses' 
tax regime reformed - 20 20 	 + 45 

#- 	
to 

_ • 
pip 

er7 
A 

" IV 	 A 
PP  VP' IP- 

Corporation Tax 
small companies' rate 
threshold increased 

Other tax changes 

(7 National Insurance Contributions 	- 860 

Pensioners earnings limit Abolished2  

860 	 -2400 

Total 	 -2160 	-1885 

t • 

370 

1 
These measures, and the basis of the costings shown, are described 
in chapter 4. 

OP\ 
2 

Public expenditure cost will be met fru° the Reserve. See Chapter 5. 

\tin 'IS  (Cf Sf àtc  

bkAA i\e-CANNIf\-$1"  

e/PAA  
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30 	 - 75 

	

-150 	 -170 

	

-235 	 -250 
255 	 -280 

30 
+ 40 

- 20 - 20 + 45 

5 
	

5 	 - 10 

35 
0 

- 70 	- 35 
	

+ 25 
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£ million 

NOIRIPEC EIE COPIED 

yield (1)/01.0.6t (-) 

1989-90 	 1990-91 

Changes f_Lcut 	Changes fiu 
a non-indexed an indexed 

hasp 	 hasp  

Changes fram 
an indexed 

hasp 

Tax 
Income Tax 

personal al owances and basic 
rate limit indexed 

car benefit scales increased 
Schedule E put on receipts 
basis 

Excise duties 
petrol, dery etc 	(< 
duty on unleaded petro 
reduced, surcharge added 
to 2 star petrol 
vehicle excise duty 
tobacco 
alcohol 

Value Added Tax 
non- domestic construction etc 	5 	+ 315 	 + 540 
bad debt relief, reform 	 I 
of registration rules etc 	- 105 	- 105 	 - 270 

Stamp duty on shares abolished 	+ 10 	+ 10 	 - 900 

1465 

	

+ 90 
	

+ 90 	 +110 

60 	- 60 	 - 80 

-545 	 -580 

Life assurance businesses' 
tax regime reformed 

Reforms to pensions, personal 
equity plans, share schemes 
and unit trusts 

Coipuration Tax 
small companies rate 
threshold increased 

Other tax changes 

Tbtal 	 -1300 	 -1025 	 -1930 

Other MEOSUXES  
National Insurance contributions 
reformed 	 - 860 

Pensioners' earnings limit abolished2 - 125 
860 
125 

40 
0 

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. 
See Chapter 5. 
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2 

Public expenditure cost will be met from the Reserve. Soo Chapter 5. 
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£ million 

NOIRINEr ISE COPIED 

yield (+)/cost (-) 

1989-90 	 1990-91 

Changes than Changes fran 	Changes than 
a non-indexed an indexed 	an indexed 

base 	 hRse 	 hasp,  

Tax 
Income Tax 

personal al owances and basic 
rate limit indexed 

car benefit scales increased 
Schedule E put on receipts 
basis 

ilile(\ 

Excise duties 
petrol, dery etc 
duty on unleaded petro 

 

reduced, surcharge a• 
to 2 star petrol 

vehicle excise duty 
tobacco 
alcohol 

1465 

	

+ 90 
	

+ 90 	 +110 

60 	- 60 	 - 80 

545 	 -580 

30 
+ 40 

30 	 - 75 
150 	 -170 
235 	 -250 
255 	 -280 

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 

Reforms to pensions, personal 
equity plans, share schemes 
and unit trusts 

20 

5 

	

- 20 	 + 45 

	

5 	 - 10 

Corporation Tax 
small companies' rate 
threshold increased - 35 

Other tax changes 70 	- 35 + 25 

TOtal tax measures 	 -1300 	-1025 	 -1930 

Other measures  
National Insurance contributions 
reformed 	 - 860 

Pensioners' earnings limit abolished 2  

Total  &get measures 	 -2160 	 -1885 

1 
These measures, and the basis of the costings shown, are described in detail 
in chapter 4. 

-860 
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Inland 
Income  r 

A014) 

Corporat 
Petroleum 

40°  

Capital _Ain
Inheritance tax ?‘ 
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 Excise 
Vehicle excise duties 
Oil royalties 
Gas levy 
Inral authority rates

4 

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

Interest and dividends 
Gross trading surpluses 
and rent 

Other receipts  
General Government 
Receipts  

	

26.2 	27.5 

	

8.4 	8.7 
5.1 
4.6 
0.9 
1.4 

	

1. 	.7 
0.1 
47.9 
2.8 
0.6 
0.4 

	

19.0 	18. 

	

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 
	

3.4 

	

184.9 
	

190.8 	203.8 

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 
2.8 

155.7 

	

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 
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NOT TO BE COPIED 1.2 The finances of the PUb • 

1988-89  
1988 

2 
 Latest 

 
Budget estimate 

1989-90 
Forecast 

1988-89 	1989-90 
1988 Latest Forecast 
Budget

2 
estimate 

EXPENDITURE 
Social security 48.5 47.4 51.0 
Health 20.7 21.8 23.2 
Defence 19.2 19.0 20.1 
Education and science 18.0 18.4 19.6 
Home office and legal 
departments 7.0 7.2 8.0 
Transport 5.1 4.8 5.4 
Scotland 8.5 8.7 9.0 
Wales 3.5 3.6 3.8 
Northern Ireland 5.1 5.6 5.5 
Other departments 22.8 21.7 23.1 
Privatisation proceeds -5.0 -7.0 -5.0 
Reserve 3.5 3.5 
Public expenditure 

156.9 151.1 167.1 planning total 

General government 
gross debt interest 17.5 18.2 16.6 

Other adjustments 8.6 9.2 9.5 

Goverment 
ture 1R3.0 178.5 193.2 

Receipts, expenditure and debt repayment 

1989-90 

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 

- also includes North Sea coLpuration tax after ACT set off and corporation tax an 
4 In this and other tables community Charge receipts are included with local authority rat 

203.8 
193.2 
10.6 
1.5 
12.1 
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FSBR CHAPTER 4 

Attached is a redraft o er 4. 

CoPq I lq GDP3e'D 

I 
C 
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Mr Calder IR 

Mr Unwin C & E 
Mr P R H Allen 

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 *ly a public expenditure 

measure. Its cost is therefore 	ed in the narrative section. 

0 
Regarding the questions you ask%on the first draft: 

Close companies pay corp 	Ion tax rather than 

income tax. We have therefore osumed up to now that 

the special higher rate would also be corporation tax. 

Sej 	Mr Reid of the Revenue is going to send you a minute on 
1,0,J 	 this. 

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 • ant. 

(iii) Taxis have always been central to the p 

changes to hackney VED classes. This is because 
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seemed inP44PVCATt4§0-1-WW(Lich 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 Economic Secretary has yet to see the redraft of the ECJ 

judgement se 	provided by Customs and Excise. 

k 

N I MACPHERSON 
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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. 

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 

e allowance currently for those aged 80 

de‘  d over. This will mean that: 

Income tax 

the single person's and wife's earned 

income allowances will rise from 

£2 Oto £2,785; 

the 	Ted allowance will rise from 

£4,095 	375; 

the addit nal personal allowance and 

widow's bereavement allowance will 

rise from £1,490 to £1,590; 

the age allowance 

74 will rise from 

(single) and from 

(married); 

ose aged 65 to 

0 to £3,400 

to £5,385 

the age allowance for thos 	d 75 

and over will rise from 	1 for 

those under 80 and from £31t 	or 

1 - 
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4.06 

qualifyin 

giving sch 

£480 a year 

it on charitable donations 

tax relief under the payroll 

I be doubled from £240 to 

April 1989. f 

Benefits in kind 

BUDGET SECRET 
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BUDGET  Ltipnto N,N6 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. 

Private medical 

insurance 

Charitable giving 

Employee share 

ownership plans (ESOPs) 

4.05 Income tax relief will be given from 

April 1990 on private medical insurance 

premiums for those aged 60 and over. 

0 
4.07 Tax relief will be given for payments 

by companies to qualifying ESOP trusts. 

Approved employee share 	4.08 The annual limit fo 	ividual 

schemes 	 participation in 197 
	

loyee share 

scheme will be increased 	IO0 or - if 

greater - 10 per cent of 	up to a 

maximum 	of £6,000. 	The 1 	E share 

scheme limit will be increased 	00 to 

£150 per month. The maximum di 	from 

the share price at which options 	be 

- 2 - 
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SI-related pay 

‘Av  

4.11 The basis of assessment for Schedule 

E (remuneration of employees and directors) 

will be changed from earnings to receipts. 

In pra 	most employees are taxed on 

this ba 	already. 
0 

4.12 Payme 

the additional 

transferred to 

will no longer be exempt from tax. 

4.13 	The tax regime f 

amended. For occupation 

features will be: 

nsions will be 

emes the main 

employers will be able t 

up" schemes for their emplo 

no limits on benefits, 

special tax reliefs; 

up "top 

with 

hout 

-3 

towards 

employee 

location 

employer makes 

ing costs of an 

more expensive 
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schemes will be doubled 

Personal equity plans 

Schedule E assessment 

Relocation expenses 

Pensions  

to 20 per cent. 

4.09 The cash ceiling 

profit-related pay 

will be increased to 

other changes will 

PRP. 

on the amount of 

tax relief 

number of 

and improve 

attracting 

£4,000. A 

simplify 

4.10 The annual limit on investment in 

Personal Equity Plans will be increased 

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

investment in unit and investment trusts 

will be increased to £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. 
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pension and general annu 

expenses will be deductible 

iness 

from 

pension or general annuity proTt  
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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 pen-

sion 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 improved. 

These changes will apply to schemes set up 

or after Budget day and to new members 

ing existing schemes on or after that 

Life assurance 

ate. 

ally changes 

/to be 

4.14 	New 
introduced 

volunta 

contribu 

employees 

simplified rules will be 

for monitoring additional 

ontribut ions. 	Any surplus 

ns made will be returned to 

ject to a special tax charge. 

4.15 Annua 	ntribution limits for 

personal pensioITschemes will be increased 

as a percentage of earnings, subject to an 

overall cash limit based on the £60,000 

earnings limit for occupational schemes. 

4.16 	 owing  

fec--11Le---aaaurance 
introduced from 1 January 1.7li 
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COBO and deep 

discounted bonds 

1( 
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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; 

Stamp Duties 

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. 

Stamp duties on share transactions 

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 	ferable securities which are 

freely 	e 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). 

Business taxation 

4.19 	The new issues queue will be 

Control of Borrowing Or 

for deep discount bond 

index-linked bonds, will 

effect from Budget day. 

4.20 The profits limit for 	small 

companies corporation tax rate 	 per 

cent for financial year 1989 will  .-  -;sed 

abolished by a general consent under the 

d the regime 

uding certain 

ended with 

5 
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Capital gains tax 

,---------, 

Inheritance 

rv-k 
tax 
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B D  qffm 1-Jg,90W  50,000 and the limit for 

marginal relief will be raised from 

£500,000 to £750,000. 

4.21 The main rate of corporation tax for 

the financial year 1989 will be 35 per 

cent. 

4.22 The apportionment rules for close 

companies will be abolished. Special 

provisions including a corporation tax rate 

EilitIgLid to the higher rate of income tax 
(40 per cent) will be introduced for close 

investment companies which distribute less 

than a specified percentage 

rof its. 

of their 

Unincorporated busines 	make 

rading losses which can be set off against 

their other income will be able to set off 

any unused balance of their losses against 

capital ga ns. 

4.24 	 ital gains tax annual exempt 

amount wii>  emain at £5,000 in the case of 

individuals <F1 2,500 in the case of most 

trusts. 

4.25 Capital gains tax deferral on 

lifetime gifts will be restricted to 
certain types of gift 

gifts of business an 

gifts on which there is 

to inheritance tax, and gi 

4.26 From Budget day the 

inheritance tax will be increas 

with the statutory indexation 

from £110,000 to £118,000. 

in particular, 

itage assets, 

diate charge 

charity. 

old for 

line 

ions 

6 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CCIIED 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

Fs-I 

4.27 The present turnover requirements for 

VAT registration will be replaced for most 

businesses by a single limit based on turn-

over in the previous twelve months. 

4.28 	From 15 March 1989 the registration 

limit will become £23,600 a year. 

4.29 Changes will be introduced to make 

relief from VAT on bad debts more widely 

available. 

4.30 The default surcharge regime will be 

eased by reducing the maximum rate of 

nalty from 30 per cent to 20 per cent. 

As announced on 6 February, to comply 

with the European Court judgement of 21 

June 1988, a new VAT regime will apply to 

non-residential construction and property 

develop 	Landlords will be given the 

option 	9x rent from non-residential 

buildings. 	AT at the standard rate will 

be applied 

news servi s (but not newspapers); 

protective boots and helmets supplied 

to employers; 

fuel and power sup 	businesses; 

and 

water and sewerage ser 	upplied 

to industry. 

7 - 
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for charities will be 

extended to charity fund-raising events, 

certain types of advertising and medical 

sterilising equipment. Cars leased to the 

disabled will be relieved of car tax. 

4.34 The duty on unleaded petrol will be 

reduced by the equivalent of just over 3p a 

gallon (nearly lp a litre) including VAT. 

A higher rate of duty will be introduced on 

2 and 3 star petrol. This will add 5p a 

gallon (just over lp a litre) including VAT 

to the tax charged on these grades. 

ITV levy 4.35 From 1 January 1990, the additional 

payments made by ITV programme contractors 

11 be assessed on a mixture of net 

ertising revenue and profits. 

Tax administration 	4.36 In the light of recommendations by 

the Keith Committee, changes will be made: 

Tax confidentiality 

to 	ate the system of monetary 

pe 	les for tax offences; 

to mo rni e the powers of the Inland 

Revenue 	am n information; 

to improve compliance by employers. 

4.37 Criminal sanctions will be provided 

against unlawful disclo 	of information 

relating to [11 	:-  . f  sit   .  ' taxpayer by 
Gt 

employees or former 
 lio<ra,,, 

1:lt  ees of the 

reiraalle-4apar-tEa4inta- til IL----)  

C:1  CAAAkou-3 	(5.-->g• 	. 

erY 
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tional Insurance 

 

Prwiqp stateelr--trhe 

 

111 
	 • • • 

4.41 From x October the rule whereby state 

retirement pensioners earning more than £75 

a week have their pen 	reduced, and 

those earning over £1 S 	k have their 

pension abated entirely, 	abolished. 

expenditure cost of abolition 

in 1989-90 .and £250 

1146 

 

cost wil 

lk
from the Reserve,( 

ic 

£125 

on in million 

1990-91. 

is 
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4.38 From [1] October, changes are 

proposed to the structure of national 
insurance. 

decis 
.4a1.1.L.AP,PtlEt 

4.39 The £70 and £105 a week earnings 

limits for Class 1 national insurance 

contributions are due to rise to £75 and 

£115 from April 1989. 	From [1] October 
1989, for employees only the £7 limit. wiif 

become a threshold and the per cent ba 

0 

between £75 and £115 wi 	be abol ed. 
Employees earning  .- - 	£75 	eek will 

' 

iektherefore pay C s 1 contri.stions at a 
lyvte of 5 r cent n the first £75 and 9 

0eer earnings im 	The structure of 

nt on earnings ove £75 up to the 
, 

Class 1 em. .yee c 	ibutions for those 
earnin under £75 	week will remain 

anged. 

11:40  Th 

le- 

week is 

April 1989. 

earnings 

week3 

earnings limit of £305 a 

to rise to £325 a week from 

cF 	[x] October, the upper 

lim 	11 be raised to £355 a 

PP 

Oiv?Su.V,V1, 

	

kte 	'61ru (141;\15"" 
omc r 

!Dv-De r 04) m1  

	

P 	(P4- 
114 iv".4  

y 	 1\-9 
4frA\  

Vie 	‘1°\), tri(Nik  
e0Viv1/4 -(  \iv;- 
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uded in Table 4.1 

is estimated that tax and benefi 	owbacks 

to the exchequer will 
	

30 million in 

1989-90 and £7 	lion in 1990-91.1 

4.42 Th 	chanqeskfill be included in the 

Social Security Bill now before Parliament. 

1111...1,00.1111•111., 

N 014,4.§ b4fix4A-a Cp±-1011 

Irui‘,,,t4AAtA e,fivuer 

KiAlk 

NY  1 
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income tax 

Increase in sinoie allowance of 
increase in additional personal 
allowance of f100 
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4 Extend higner aple allowances for tilos 
those ageo 75 ano OVET 

5 increase in littCOME limit for ace allowanc,_ 
6 increase In bask: rate limit of L1.400 to 

(CL Reauction in ace allowance withdrawal rate 
Egrince 

housino costs and removal ex;ensgs 
10 in.. EilEt tor orivate medical insurance tor tnose 
11 FET1EliLli - 	 to tax rules 
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Keith committee - administrative rt 

30 Deco disrountPd bonds - tPxation 

31 Tax cnarde on switching investmen 

Lorporation tax 

32 increase in OrOtitE 11M1115 for_smaii :dmp 

33 6hanges in the taxation pirlitalr. 

34 Relief for payments to ESOP trust: 

35 Pidvance corooration tax amengmsnl 

Sales of subsidiaries 

as income 

ore funds 

and_maroinal relief 
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Chances from an 

indexed 

base 
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income tax, CETOCTEtiDO tax and capital pains tax 

Capital pains tax 

I. 

37 No chance in annual exemot amount 

38 Restriction of gifts relief 

59 Chax]P in the rules or Llovd E underwriters 

CIE15.3 tax and corporation tax 

,c,- s-ign businesses - trainee affecting capital pains 

cnantss „_;.,:tate8 with rebasing of CaOltai gains 

ase 	 on,7,.ttela F:Eption to ffiVi0 

Ion 	 Cnarges on caoltai jams 

Capital pains tax and inheritance tax 

Sifts to nousino associations 

Inheritance tax 
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trol 
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45 Increase of f.81.i.0 in threshold 
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assumption that all the measure 

effect. 

consumption, profits, etc forecast for future 

4.  osed in the Budget take 
years on the 

0 

Tax changes may cause changes in tax 

in turn can alter the tax base and henc 

effects are estimated subject to the 

' behaviour, which 

enue. The direct 

nstraint that, in 

fp.ac/mac/fsbr 

Expl atory notes to Table 4.1 

NOT TO BE COPIED 

Table 4.1 gives the direct effects of changes in taxation. 

Estimates are 

"Negligible" 

rounded to the nearest £5 million. 

less than £3 million. 

The direct effe 	tax change is the difference between 

the yield of t 

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, 

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 disposab 
	

incomes. 

Nor do they include the effects of changes in 
	

base 

arising from changes in pre-tax incomes, the genera 	of 

prices or other macro-economic variables which ma 	lt 

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. 
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&  Exci.PYIR2E-arncPATi, ONLY1 
 he For Customs estimates of 

ield incorporate the effects of the tax changes on relative 

ices and associated changes in the pattern of consumers' 

nditure. 	Aggregate income and consumers expenditure at 

cost are assumed not to change. 	This is a slight 

ation of previous practice in which nominal consumers' 

ex nd 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 new or modified relief. 

( 
The post-Budg l •.-cast of each tax given in Table 1.2 takes 

account of al 	ffects of the measures announced in the 

Budget, and not j 	direct effects included in table 

4.1. 

The figures in the f umn of Table 4.1 show the direct 

effect of the Budget 	oposals on receipts in 1989-90. 

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 	sh the direct effect of 

the Budget proposals on receipts in 	9-90, measured against 

an indexed base. The indexed base f 

increasing 1988-89 allowances, threshol 

by 6.8 per cent, 

December 1988. 

-90 is obtained by 

d rates of duty 

PI over the year to the increase in the 

The figures in the third column show the direct effect on 

receipts in 1990-91, also measured against an i4d base. 

For this comparison, both the Budget proposa 	the 

indexed base for 1989-90 have been further indet..bithe 

forecast movement in the RPI between the fourth quar rs 

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 t 
- 2 - 
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ation is provided 

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 

posal is expected to build up over a period of years. 

Income Tax 

1 to 6  0e increases in the main personal allow-

-vs and the basic rate limit are in line 

(::wilthe statutory indexation provisions 
" Ilk. It  on the increase of 6.8 per cent in 

th4F-1n the year to December 1988). The 

hig 	e 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 	e withdrawal rate will be 

reduced from £2 	lowances for each £3 

of income to El fo eac £2 of income above 

the limit of £11,40g 

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 	h has 

exempted from tax certain reimbu 	ts by 

employers of additional housin 	sts 

incurred by their employees who hay 

move with their jobs to more expe 

locations will be withdrawn from 6 A 

1989, subject to transitional arrangements 
- 3 - 
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replace the extra-statutory concession 

which has exempted certain job-related 

removal expenses from any charge to income 

tax. 

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 

NOT TO BE COPIED 

I be introduced to 

is p 

region of 10 per cent as a result of 

new relief. Eventual costs will 

among other things, on the extent 

medical insurance for the over-60s 

and taken up. 

11 	 The amendments to the tax rules for pension 

schemes will mean that: 

for tax appr 	schemes, earnings over 

£60,000 wil 	'gnored for the purpose 

of calculating 	efits (consistent with 

a maximum pensio of-£ 0,000, or tax-free 

lump sum of £90,00 	Other amendments 

will be made to the 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 	implify 

calculation of tax-free lump 	These 

changes apply to new schemes s 	n or 

after 14 March 1989 and to new 	eø.ers 

joining existing schemes on or aft 

date; 
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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; 

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- 

ity on higher rate taxpayers; 

ti  
sA0 

the 

will be made to the personal pen-

x rules to increase from 1988-89 

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. 

These measures are 	ected to have a broadly 

neutral revenue effe 	the early years. 

12 	The limit on charitable onations qualifying 

for relief under payroll deduction schemes 

will be increased from £240 to £480 from 

April 1989. The cost will depend on take-up. 

13 	The conditions for relief for 	table 

covenants will be relaxed so th 	e a 

member of a heritage charity is giv 	ee 

entry to view the charity's propert 

benefit will not disqualify the covenant 

ments from relief. The cost will depend 

take-up. 
- 5 - 
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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; 

ble PRP schemes to be registered for 

am n employment units using the 

of the whole business rather than 

ployment unit itself. 

15 	The annual limit on the value of shares which 

may be given to an employee under an approved 

all-employee profit-sharing share scheme 

will be increa 	with effect from 6 April 

1989, from £l,25'r 0 per cent of pay up 
to a maximum of £S' 	) to £2,000 (or 10 per 

cent of pay up to 	0 	The limit on 
0 

monthly savings made s 	employee under an 

approved savings-relate 	are option scheme 
0 

(ICTA 1988 Section 185) will be increased, 

from a day to be appointed, from £100 to 

£150. 	The maximum discount on the share 

price at which options may be g 	under 

these schemes will be increase 	10 per 

cent to 20 per cent. The use of 	tium 

shares in an approved employee sha 	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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19 	From 6 April 198 

be assessed for 

received instead oP 

are earned. There 

cost, but from 1992-93 

complete, there will T> an annual yield of 

about £50 million. 

dule E emoluments will 

ear in which they are 

year for which they 

be a transitional 

the transition is 
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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 

company interest relief. 	Subject 

n conditions, shares held by a trust 

e employee is a beneficiary will 

d when reckoning whether he 

terest. 

18 	Relief f61 interest on loans to acquire Busi- 

ness Expansion Scheme shares on or after 

14 March 1989 will be abolished. 

dis 

mate 

to 

to 

of 

be 

has 

20 	A change will be made to the provisions which 

treat certain settlement inc 

settlor's for higher rate tax 

ensure that income from outri 

as the 

to 

*fts 

between husband and wife will be 

under Independent Taxation as the inc 

the recipient of the gift. For certain 

settlements the present rule will be exten 

- 7 - 
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22 	 1 January 1990, the rules for taxing 

surance companies will be changed: 

w relief for the expenses of pen-

eral annuity and other life as- 

  

BUDGET SECRET I NOT TO BE COPIED 
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yield. 

Legislation will be introduced to make clear 

the amount of UK tax that is deductible from 

UK tax credits to which non-residents may be 

entitled under a double taxation convention. 

This measure will prevent a potential 

Exchequer loss of about £15 million a year. 

Income tax 	rporation tax 

sur e business only against their 

respective profits; 

to spread the 

acquiring 

sion and gen 

seven years, 

rangements in 

phase out the pr 

and 

t four years to 

immediate relief; 

relief for the costs of 

usiness (other than pen-

nuity business) over 

ect to transitional ar- 

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 immed 

lowing years is reduced by the 

transitional arrangements, and by the 

forward of unrelieved expenses from 

years. 

9.6_,.....cumialgjaing_thar.aaattz  The yield in a 
- 8 - 
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pments in the 
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industry, particularly in the level of new 

business, and is therefore highly uncertain. 

d)orofits. 

The apportionment rules for close companies 

will be abolished. A higher rate of corpora- 

tion tax 	:Ito the higher rate of income 

ax of 40 per cent will be introduced for 

close investment companies which distribute 

less than a specified percentage of their 

er get tax relief for interest payments, 

payments or management expenses unless 

would have been deductible if paid by 

A close investment company will no 

an 

24 	The 1 

ances  

idual. 

on relating to capital allow-

safety expenditure at sports 

grounds will be amended from 1 January 1989 

to take account of the extension of safety 

certificate requirements to regulated stands 

at undesignated 	s grounds. Minor amend- 

ments will be ma 	o he capital allowances 

legislation to c(4>  t defects and anomalies 
in advance of the co •lidation of that 

0 
legislation. 

25 	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 pr ....l will 

take some years to build up and 	amount 

of tens of millions of pounds. 

26 	Subject to consultation, the requireme 

the scheme for subcontractors in 

construction industry will be reduced, 

-9-. 
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e  A,IPPRrE-argvg-toiti slnall  payments onto 
a single voucher. 

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; 

signiflcánt simplifications for plan 

managers; 	and 

the facility for new share issues to be 

brought with' 	ns. 

The costs assume tà4ip in the region of 

400,000 in the firs fu 	ear. The cost is 

likely to reach £30 milL 	after 5 years. 

28 	After 5 April 1989, if an unincorporated 

trader makes a loss which can be se+ff 

against other income of the same and/or the 

following year, he will be abl. 	set any 

unused loss against his capital 

estimated full year costs accrued 

and 1990-91 are £50 million and £7 

The 

9-90 

ion 

respectively. 

- 10 - 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CCIIIED - 

  

BUDGET SECRET 
BUDGET LIST ONLY 

   

  

NOT TO BE COPIED 

   



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

Income tax, corporation tax and capital gains tax 

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; 

llow taxpayers further time to claim 

where an Inspector discovers that 

ax is due; 

to modernise the Inland Revenue's powers 

to obtain information about a taxpayer 

under enquiry, to allow questions to be 

put to the 	ayer, provide greater 

safeguards 	t taxpayer and protect 

audit papers an tax advice from dis-

closure by his a pu.  nt; 

to amend the Inland venue's search pow-

ers to provide greater safeguards for the 

taxpayer; 

29 

to create a new criminal off 

deliberate destruction of 

called for under the Inlan 

information powers; 

for the 

ents 

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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30 	From Budget day the existing corporate deep 

discount legislation in Schedule 4 ICTA 1988 

will be widened to include non-variable deep 

0  1  

'scounted securities issued by non-corporate 

11(1\414111' owers. 

	On a sale or redemption the ac- 

discount will be taxed as income. 	Any 

ca.. AlLoain or loss unless the security is 

iiwoli?op or shortfall will be taxed as a 

exemo 	capital gains tax as a qualifying 

nd. Where deep discounted corpor 

BUDGET SECRET 
BILA:ZG  Limp w g  
period of years, leading to the introduc-

tion of automatic penalties for all late 

filing (but not before 1995). 

The effect on revenue in subsequent years is 

expected to be small. 

NOT TO BE COPIED 

gradually over a 

securiti have variable features so that the 

precise accrued discount at any particular 

time cannot be determined in advance (includ-

ing certain index linked bonds), the whole of 

the uplift bet 	cost price and sale or 

redemption price 	 taxed as income. 

The eventual yief> 	 uncertain but is 

estimated at around 	0 i lion. 

31 	A tax charge will be imp ed on UK investors 

on gains when they switch holdings within an 

offshore fund. 

Corporation Tax 

32 	The profits limit for the small co 

corporation tax rate of 25 per 

financial year 1989 will be raised 

£100,000 to £150,000 and the limit 

- 12 - 
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rginal relict will be rajsed 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. 
34 

	

	 ts made by a company to an ESOP trust 

deductible in calculating its 
co 	on tax liability where the trust 

meet- 	'itions aimed at ensuring the 

acquis lo of shares in the company by its 

employee 

35 

	

	Various minor changes will be made to the 

advance corporatio tax (ACT) rules concern-

ing a company w 

consortium. 

36 	Measures will be int 
	

to counter avoid- 

ance of tax on disposa 	subsidiaries in 

ways which could cause a substantial loss of 

tax. 

Capital Gains Tax 

37 	The capital gains tax annual exempt 	nt 

will remain at £5,000 in the ca 

individuals and £2,500 in the case of 

trusts. 

- 13 - 
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cviALIPPP;11-1Pal: 9i111.1-Yro 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. 

39 	The capital gains tax rules and rules about 

Qph e transfer of securities applying to assets 

by Lloyd's underwriters in their 

ms trust funds will be amended to 

ate stock lending to market makers. 

Capital Gains Tax and 	p tion 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 	continental shelf. 	The 

main effect wi 	to counter possible 

developments whic could lead to a 

significant loss of 

41 	Technical changes will b made 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 	tal 

gains. The limit will be raised to £5 

43 	Certain sterling bonds will be exempted 

capital gains tax and corporation tax o 
- 14 - 
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Inheritance 

timated full year cost of indexation 

able to taxable estates in 1989-90 is 

45 

£80 

stamp duty reserve tax; 

the 11/2  per cent duties on the con 

of UK shares into depository receip 

their transfer into clearance service 

- 15 - 
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will be to counter 

 

    

use of the indexation allowance in ways which 

could cause a significant loss of tax. 

gains tax and Inheritance Tax 

Certain gifts to registered housing as-

sociations will qualify for capital gains tax 

deferral and inheritance tax exemption. 

46 	The faci±tyfor 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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BOPP ,FT.,1-1,4Tr9.11 	larer  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 

ct! 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 	ax liability 

Value Added Tax: 

49 	The present VAT 	Istration rules will be 

replaced by a singl 	irement based on 

turnover in the previo 	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 registrlq 	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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or in part. 
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landlords opt to 

tax on only h 

year. In the case 

in period will be f 

relief will allow 

xisting leases will pay 

the rent in the first 

charities the phasing 

rs.] Transitional 

zero 	g to continue for 

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 - 

01 d procedures established which will enable 

accounting errors to be corrected. 

54 	rilkpril 1989, VAT will be applied at the 

st 

 ". 

47  rate to the construction and sale of 

new il idential buildings. From 1 August 

1989, 	AT t the standard rate will be ap- 

plied, iVcertain circumstances, to 

land; and landlords will be able 

charge tax on their non-residential 

building 

to opt to 

property 

and land transactions. 	[Tenants whose 

certain developments wh e 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 (b 	t news- 

papers). 

56 	From 1 April 1989, VAT will be applieath  

standard rate to protective boots and 

supplied to employers. 

- 17 - 
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Excise duties 

62-69 	There will be no ch 

on alcoholic drinks, 

most hydrocarbon oils. 

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 

Qa4 lassified and certain other types of 

rtising. 

60 	 om May 1989, all cars used by manufactur- 

er 	research and development purposes 

will #4ieved of VAT. 

Car Tax 

61 	From Royal Assent, vehicles leased to the 

disabled will be relieved of car tax. 

the rates of duty 

co products and 

70 	The duty arrangements for made-wine will be 

brought into line with those applicable to 

wine [of fresh grapes] by proh' 	g duty- 

paid blending. 

71 	The rules for determining the origina 	av- 

ity of beer for duty purposes 

clarified. 

- 18 - 
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1. 

77 	From 1 January 1990, the additional p 

made by ITV programme contractors wil 

assessed on a mixture of net adverti 

revenue and profits. 
- 19 - 

Other 

T 
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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. 

NOT TO BE COPIED 
will be reduced 

Vehicle excl. es 

74 	 er will be no change in the duties on 

Ca 	K L.ht vans, motor cycles and most lor- 
ries 

for taxis, coaches 

reduced from over 

will be adjusted. 

76 	From 15 March 19 

certain rigid lo 

bring them more int 

articulated vehicles 

The rate of duty for 

carrying very long, 

the number of duty rates 

and lorries will be 

sixty to five and rates 

the rates of duty on 

will be increased to 

line with rates for 
0 
o 	lar gross weight. 

sp 	1 types capable of 
0 wide or heavy loads will 

75 	 Warh 1989, From 15 

be increased to £3,100. 
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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. 

Insurance Contributions 

79 	From 1 October 1989, the £75 earnings limit 

for Class 1 employee contributions will be 

turned into a threshold and the 7 per cent 

Om ployee band between £75 and £115 will be 

ished. 

80 October 1989, the Upper Earnings Limit 

increased from £325 to £355 a week. 

£ million) breaks down as follows: 

1989-90 
Employees +110 
Employers -40 

Total +70 

1990-91 
+350 
-120 

+230 

Negative yield 

contracted out 

ployers reflects higher 

e. 1990-91 costing 

reflects higher cor ration tax yield. 
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rjb/472 
CONFIDENTIAL 

FROM: MRS R J BUTLER 
DATE: 24 February 1989 

PS/CHIEF SECRETARY cc 	PPS/Chancellor 
Mr Anson 
Mr Phillips 
Mr Riley 
Mrs Lomax 
Mr Richardson 
Miss Simpson 
Mr I Taylor 
Miss Adamson 

FSBR: CHAPTER 5 

We discussed the Chief Secretary's manuscript amendments. 	You 

agreed to the suggestions I made and I promised to let you see a 

copy of the version of paragraph 5.06 that is going to the 

printers. 

2. 	We can, of course, take on further drafting comments (as well 

as more up-to-date information) at later stages in the process. 

-a17- 

MRS R J BUTLER 
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41015.06. The major changes in 1988-89 between programme plans in the 1988 White 
Paper and the estimated outturn are: 

central government: increases arising from NHS pay settlements 

(£0.9 billion), a capital grant of £0.4 billion associated with the 

sale of Rover to BAe and In financeXe recapitalisation of Shorts 

Brothers prior to privatisation (£0.4 billion), are offset by 

reductions in 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) and lower expenditure on 

employment programmes (£0.4 billion); 

local authorities: an overspend of £1.2 billion on planned current 

expenditure and a net underspend of £0.9 billion on capital 

expenditure, reflecting higher gross spending (£1.2 billion) offset 

by higher receipts (£2.1 billion); 

nationalised industries and other public corporations: an 

improvement of £0.5 billion mainly reflecting higher profitability of 

British Steel prior to privatisation (£0.3 billion) and British Rail 

(£0.3 billion). 
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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 



BUDGET CONFIDENTIAL 

411 	 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. 

(ii 
	

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

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

"petrol". 

(iii) 	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 M A JAMES 

Private Secretary 

2 
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FSBR CHAPTER 4 

The Chancellor was grateful for your minute of 23 February. 

attach a copy of the pages of the redraft on which he had 

comments. 

AC 
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introduced from 1 January 1 

pension and general annu 

expenses will be deductible 

pension or general annuity pro 

from 
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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 pen-

SiOA 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 improved. 

These changes will apply to schemes set up 

or after Budget day and to new members 

ing existing schemes on or after that 

ate. 

4.14 	New 

introduced 

volunt 

contrib 

employees 

simplified rules will be 

for monitoring additional 

contributions. Any surplus 

ns made will be returned to 

bject to a special tax charge. 

4.15 Annua ntribution 

personal pensio schemes will 

as a percentage of earnings, 

overall cash limit based on 

limits for 

be increased 

subject to an 

the £60,000 

earnings limit for occupational schemes. 

-11R 	ViAtZ 	lAdfr 

( WIWPIAJI OftWrAAUL7 
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4.26 From Budget day the 	hold for 

inheritance tax will be increas 	line 

with the statutory indexation 	iions 

from £110,000 to £118,000. 

   

BUDGET SECRET I  NOT ID BE COPIED 
BUD gE.Ly§3T  ,RWYK £1L50,000 and the limit for 

marginal relief will be raised from 

£500,000 to £750,000. 

4.21 The main rate of corporation tax for 

the financial lear 1989 will be 35 per 
cent. 

4.22 The apportionment rules for close 

companies will be abolished. Special 

provisions including a corporation tax rate 

-inimaised to the higher rate of income tax 

Capital gains tax 

(40 per cent) will be introduced for close 

investment companies which distribute less 

than a specified percentage of their 

profits. 

je4 JL4 
Unincorporated business mom ;Woo make 

ra ing losses which can be set off against 

their other income will be able to set off 

any unused balance of their losses against 

capital gains. 

4.24 	c..ital gains tax annual exempt 

amount wi 	emain at £5,000 in the case of 

individuals an 	2,500 in the case of most 

trusts. 

 

4.25 Capital gains tax deferral on 

imA-r(-12)  tit:a  

Inheritance tax 

lifetime gifts will 

certain types of gift 

gifts of business an 

gifts on which there is 

to inheritance tax, and 

be restricted to 

in particular, 

itage assets, 

ediate charge 

charity. 
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4.27 The present turnover requirements for 

VAT registration will be replaced for most 

businesses by a single limit based on turn-

over in the previous twelve months. 

07-- 
4.28 From 15 March 1989 the registration 

A 
limit will Aaeeeffte£23,600 a year. 

-C1r42"11 6-- 

4.29 Changes will be introduced to make 

relief from VAT on bad debts more widely 

available. 

4.30 The default surcharge regime will be 

eased by reducing the maximum rate of 

nalty from 30 per cent to 20 per cent. 

1 

4.31 As announced on 6 February, to comply 

with the European Court judgement of 21 

June 1988, a new VAT regime will apply to 

non-residential construction and property 

develo 	Landlords will be given the 

option  •  t x rent from non-residential 

buildings? AT at the standard rate will 

be applied 

news servi s (but not newspapers); 

protective boots and helmets supplied 

to employers; 

) 

- 	fuel and power sup 

and 

businesses; 

water and sewerage se 	supplied 

to industry. 
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for charities will be 

 

extended to charity fund-raising events, 

certain types of advertising and medical 

sterilising equipment. Cars leased to the 

disabled will be relieved of car tax. 

4.34 The dut on unleaded petrol will be 

reduced by the equivalent ofjuct-e•tc-r---ap  a 
gallen-trie re)  including VAT. 

A higher rate of duty will be introduced on 

2 and 3 star petrol. This will add 5p a 

gallon (just over lp a litre) including VAT 

to the tax charged on these grades. 

ITV levy 

Tax confidentiality 

4.35 From 1 January 1990, the additional 

payments made by ITV programme contractors 

11 be assessed on a mixture of net 

ertising revenue and profits. 

4.36 	In the light of recommendations by 

the Keith Committee, changes will be made: 

Tax administration 

Fs-1 rect 

(‘ 	IA Ind; 

L1,4,k 	 ) A44'  
siftkr,41  te-Ai  

pe 

to ate the system of monetary 

le for tax offences; 

the powers of the Inland 

am n information; 

to improve compliance by employers. 

4.37 Criminal sanctions will be provided 
— 

against unlawful discloppme of information 

relating to -aist...=keien#54.4*(4*: taxpayer by 
- ' A 

employees or former'atcl or 	of the 

reverrftrekmpoiF4Wwwweu-r / 	.( 	 dY/245/LIAL rtiej 

Ca-,4-4q-n 0- c-,,,ze  

8 - 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



tional Insurance 

kij 	6C'E  

etkrn-44) 

7  r4JLij rv /to 

1%41f ?t,a4)_. 
1,0111)41.4,,yto 

0 

(41,v0 

ig /4.44 ,)„ 	(444144 

BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

4.38 From [1] October, changes are 

proposed to.  the structure of national 

insurance. Efrri-ess--trtlie e-- 
OP 	 - 	 M•••• 	 ro, 

	

: 

Esc 

Ireico 	z 

tiAj-  1.14))  

tI 	 1,11,,er 

4.39 The £70 and £105 a week earnings 

limits for Class 1 national insurance 

contributions are due to rise to £75 and 

£115 from April 1989. 	From [1] October 
—1§-89, for employees only th £75 lim't-wili 

between E 

Emplo es 

refore p 

te of 

Class employee 

ing un 

unchange 

contribution for those 

£75 a wee1 will temain 

  

     

.40 Th 	earnings limit of £305 a 

&41.41YUIT 1-1Y1.4."4 PIAIP 

Class 	contribut 

on their •rst 

flings abo 	£75 up 

ea ings lim 	The str 

and 	e 7 pe cent band 

and Ell will •e abolished. 

over £75 a we 'Will 

ns at a 

£75 and 9 

to the 

ure of 

whereby state 

more than £75 

reduced, and 

k have their 

abolished. 

ic 

£125 

on in 

week is 

April 1989. (y 
earnings lim 

week. 

to rise to £325 a week from 

[x] October, the upper 

11 be raised to £355 a 

4.41 From x October the rule 

retirement pensioners earning 

a week have their pen 

those earning over El 

pension abated entirely, 

expenditure cost of abolition 

million in 1989-90 and £250 

1990-91. iiefthesitsar.,...1-46 cost wi] 
	

me 
from the Reserve 	 IS 
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tlirefore 	not inL/uded in Table 4.1. 
is estimate 	at tax and ben 	flo 
to t exchequer will •e £30 

89-90 and £7 illion in  

    

4.42 Them hanges will be included in the 

Social Security Bill now before Parliament. 

OL6Y 	 • 	 L_rr A.3.124,i9  

/‘-t1LCIAJ 4-114-14-a cifyi±rtact, 
te-v-e4ttAt_ 4t,J.  Lvvbs 	/4)-,  

0,1 /3c)1. L ngq- clo 
A..td 	 Iqq6-1 
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The yield in 1990-91 and the immedi 

lowing years is reduced by the 

transitional arrangements, and by the 

forward of unrelieved expenses from 

years. E____-••"liff'Mir. 

96, 	el Intitthipiiiii4a.g—t-ite.reeforer-.  
- 8 - 

The yield in a 

BUDGET SECRET 

AV Pg PPeTrialAlg 
NOT TO BE COPIED 

a small revenue 
yield. 

Legislation will be introduced to make clear 

the amount of UK tax that is deductible from 

UK tax credits to which non-residents may be 

entitled under a double taxation convention. 

This measure will prevent a potential 

Exchequer loss of about £15 million a year. 

Income tax arid 	poration tax 
\\\•'.:_)) 

(\\ 22 	F#0.-.1 January 1990, the rules for taxing 

li.(fe ) urance companies will be changed: 

w relief for the expenses of pen- 

si 	eral annuity and other life as- 

sura e business only against their 

respective profits; 

relief for the costs of 

siness (other than pen-

annuity business) over 

ect to transitional ar- 

firqt four years to 
(), 

the pre e )immediate relief; 

to reduce the corporation tax rate on 

income and capital gains allowable to 

policyholders to 25 per cent. 

to spread the 

acquiring n 

sion and gene 

seven years, 

rangements in 

phase out 

and 

th 
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Js4-i Pici,P;i1-1sTno NVE,  pments in the 

industry, particularly in the level of new 

business, and is therefore highly uncertain. 

The apportionment rules for close companies 

will be abolished. A higher rate of corpora- 

tion ta 

 

to the higher rate of income 

 

tax of 40 per cent will be introduced for 

close investment companies which distribute 

less than a specified percentage of their 

rof its. A close investment company will no 

er get tax relief for interest payments, 

payments or management expenses unless 

would have been deductible if paid by 

idual. an 

24 	The 1 

ances 

on relating to capital allow-

safety expenditure at sports 

grounds will be amended from 1 January 1989 

to take account of the extension of safety 

certificate requirements to regulated stands 

at undesignated 	s grounds. Minor amend- 

ments will be ma 	ohe capital allowances 

legislation to coi?  t defects and anomalies 

in advance of the co olidation of that 

legislation. 

25 	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 p 

take some years to build up and 

of tens of millions of pounds. 

1 will 

amount 

26 	Subject to consultation, the requireme 
cv 

the scheme for subcontractors in 

construction industry will be reduced, 

- 9 - 
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From Budget day the existing corporate deep 

discount legislation in Schedule 4 ICTA 1988 

will be widened to include non-variable deep 

l'S--- iscounted securities issued by non-corporate 
\ 
owers. 	On a sale or redemption the ac- 

\\ 
c044.discount will be taxed as income. 	Any v/7  
eks:eg or shortfall will be taxed as a 
caAaJ2ain or loss unless the security is 
exem0 	capital gains tax as a qualifying 

corporate ond. Where deep discounted 

securiti‘shave variable features so that the 

precise accrued discount at any particular 

time cannot be determined in advance (includ-

ing certain index linked bonds), the whole of 

the uplift bet n)\ cost price and sale or 

redemption price  t  l7be taxed as income. 
The eventual yief Ouncertain but is 
estimated at around 	0 m1-1lion. 

4 

The effect on revenue in subsequent years is 

expected to be small. 

4 BUDGET SECRET 	NOT TO BE COPIED 

BULIGET  Ur Li aTtcOIM_Yin  gradually over a 
period of years, leading to the introduc-

tion of automatic penalties for all late 

filing (but not before 1995). 

30 

31 	A tax charge will be impo7d on UK investors 

on gains when they switch holdings within an 

offshore fund. 

Corporation Tax 

32 	The profits limit for the small co 

corporation tax rate of 25 per Ci-2' 
financial year 1989 will be raised ,f 

£100,000 to £150,000 and the limit 

- 12 - 
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I. 

1 

4 

78 

Na 

Criminal sanctions will be provided against 

unlawful disclosure of information relating 

to an identifiable taxpayer by employees or 

former employees of revenue departments. 

Insumance Contributions 

79 From 1 October 1989, the £75 earnings limit 

for Class 1 employee contributions will be 

turned into a threshold and the 7 per cent 

Om\, ployee band between £75 and £115 will be 

ished. 

80 
	

om October 1989, the Upper Earnings Limit 

increased from £325 to £355 a week. 

The 	£ million) breaks down as follows: 

iV 	1989-90 	1990-91 
Employees 	+110 	 +350 
Employers 	-40 	 -120 

Total 	 +70 	 +230 

Negative yield fr 	players reflects higher 

contracted out 	 1990-91 costing 

reflects higher cor ration tax yield. 

- 20 - 
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FROM: J. ANSON 
24th February, 1989. 

CHANCELLOR 

c.c. Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P. Middleton 
Sir T. Burns 
Mr. Wicks 
Mr. Scholar 
Mr. Culpin 
Mrs. Lomax 
Mr. Sedgwick 
Mr. Riley 
Mrs. Butler 
Mr. S. Davies 
Mr. Gilhooly 
Mr. Mowl 
Mr. Mac erson 
Miss mpson 
Mis allace 

. Chaplin 
. Tyrie 

Mr. Call 

Sir Anthony Battishill 
Mr. Beighton 
Mr. Isaac 
Mr. Painter 
Mr. Calder 

Mr. Unwin 
Mr. Jefferson-Smith 

FSBR CHAPTER 1 

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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FROM: MRS R LOMAX 
DATE: 27 FEBRUARY 1989 

MR ANSON 	 CC: Mr Mowl 
Mr Gieve 
Mrs Butler 
Mr MacAuslan 

FSBR TABLE 1.2 

You will have seen Mr Gieve's suggestion that the expenditure 

figures in Table 1.2 be put on functional rather than a 

departmental basis. We in GEP do not like this. For one thing, 

we could not provide an up-to-date estimate of this year's outturn 

on a functional basis. For another, we could not follow this 

approach next year (since we will not be able to provide plans for 

the new planning total on a meaningful functional basis). 	More 

generally„ the key focus in both Estimates and the Public 

Expenditure White Paper is on the departmental presentation, and 

we think it would be confusing to provide figures on a different 

basis in the FSBR. And because of all this it is surely simpler 

for briefing purposes too - quick questions can be referred direct 

to Departments. 

2. 	As for the misleading heading to Table 1.2, that is easily 

remedied by adding the words "by department" after (or under) 

expenditure. 

• 

Mel 14/Ylidc (.4 4) teja 

I itift. ce.'1- Jet tk VP.,A) t in1k•1411 

te (-sax 0/ cod.)e are. tab, beare 

pruenivii  10...61,4ki to Pedionc,.t. 	60% J 	I 

Ito itivkj 	 mikei _env h tiJ4 

delliefrAleAkel 	Pk 	Om be en ku , )  

de CAC j ruviiu 	Yle mift 	yth 1-01,1"iwn- f) 

l v fJd m41/.0 fY)Ca RAY. 
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FROM: MRS R LOMAX 
DATE: 27 FEBRUARY 1989 

ON 
	 CC: 	Mr Mowl 

Mr Gieve 
Mrs Butler 
Mr MacAuslan 

FSBR TABLE 1.2 

You will have seen Mr Gieve's suggestion that the expenditure 

figures in Table 1.2 be put on functional rather than a 

departmental basis. We in GEP do not like this. For one thing, 

we could not provide an up-to-date estimate of this year's outturn 

on a functional basis. For another, we could not follow this 

approach next year (since we will not be able to provide plans for 

the new planning total on a meaningful functional basis). 	More 

generally„ the key focus in both Estimates and the Public 

Expenditure White Paper is on the departmental presentation, and 

we think it would be confusing to provide figures on a different 

basis in the FSBR. And because of all this it is surely simpler 

for briefing purposes too - quick questions can be referred direct 

to Departments. 

2. 	As for the misleading heading to Table 1.2, that is easily 

remedied by adding the words "by department" after (or under) 

expenditure. 

rSi 	 RACHEL LOMAX 

Il 
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• 	
FROM: J GIEVE 
DATE: 
	

27 FEBRUARY 1989 

MR HOWL 
	

CC 
	

Chancellor 
Chief Secretary 
Mr Anson 
Mrs Lomax 
Ms Simpson 

FSBR TABLE 1.2 

I like the new format of Table 1.2 but I think it would be further 

improved if the expenditure figures were on a functional rather 

than a departmental basis le that the social security figure was 

the total cost of social security in the UK rather than the DHSS 

budget, that health showed the total cost of the NHS rather than 

expenditure on health and personal social services in England and 

so on. At present the headings are misleading not only on those 

point but, for example, in suggesting that total spending in 

Scotland is £8.5 billion. 	While there are good grounds of 

accountability for organising our Estimates and other public 

expenditure publications by department, I think the functional 

analysis gives a clearer picture of 'what the money is spent on 

for FSBR purposes. 

2. 	The necessary figures are set out in Table 21.1.7 of the 

Public Expenditure White Paper. To keep the same number of lines, 

you might substitute Law and Order, Transport, Housing and 

Environment, Industry etc, and Overseas for the lines presently 

given to Home Office, Transport, Scotland, Wales, and Northern 

Ireland. There would be a consequential amendment to para 610. 

.46A 

JOHN GIEVE 
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cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Wicks 
Mr Scholar 
Mr Culpin 
Mrs Lomax 
Mr Sedgwick 
Mrs Butler 
Mr S Davies 
Mr Gilhooly 
Mr Mowl 
Mr Macpherson 
Miss Simpso 
Miss 	ace 

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 CHAPTER 1 

The Chancellor was grateful for your of 23 February. 

attach a copy of the draft with his co 	s marked. 

2. 	He would prefer to use Varient 2 of the four versions of 

Table 1.1: 	he noted Mr Anson's vote, but felt that including 

figures for the abolition of the pensioners' earni 	limit in the 

table provided too great a temptation to others 	that in to 

produce a spurious total. He does, however, feel 	he (gross) 

public expenditure cost should be shown in the footn 

ACS ALLAN 
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1.01. The objective of the Government's 

economic policy is to defeat inflation and 

to maintain a vigorous and enterprising 

economy, with sustained growth of output 

and increased employment. 

1.02. The Financial Statement and Budget 

eport (FSBR) supplements the Chancellor's 

get Statement. It presents the Medium 

Financial Strategy (MTFS); describes 

developments in the economy over the past 

year; provides forecasts to mid-1990; sets 

out the tax proposals in the Budget; 

suinmariseg the Government's spending 

plans; 	Ives forecasts for the public 

finances or4he year ahead. 

<side> The Medium Term Financial Stra 

1.03. Chapter 2 describes the MTFS, which 

provides the framework for the 

Government's economi4 policy. The 

objectives of the MTFS and the central 

role of monetary policy tiar-0 remained 

unchanged throughout the 19B0s„ •a period 

of 	substantial 	economic <z\\EJ .gress. 

Monetary policy is designed to 

the growth of money GDP over thmèdium  

term, so bringing down inflation. <7-It is 
1 
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difficult to 

inconsistencies 

sectoral count 

reduce 

througho 

strongly aain 

A't a- 

kuitvi 
dtkA 	budget-A balancedAis projected 

Mg9-3-1  
tot 4-61 —9 
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r-linthisyear'swiTS ,a gradual fiw,zi  

medium term, 

expenditure 

The MTFS is 

with both 

declining 

complemented 

NOT TO BE COPIED 

taxes and public 

as a share of GDP. 

by policies 

return to 

over the 

designed to improve the working of markets 

and the supply performance of the economy. 

.04. Chapter 3 describes the main 

velopments in the economy in 1988 and 

prospect up,!!  mid-1990. 	In recent 
ectryLe 	 Irccime 

years deue4popmefts have besa increasingly 
interpret because of 

within the national and 

s; adjusted figures that 

inconsistencies are used 

FSBR. The economy grew 

in 1988, with the largest 

14i4-  (I+ 

) 

fall in unemp 	t since the war. 	GDP 

is forecast 	grow by a further 21/2  per 

cent in 1989, 	h/(growth through the 

!"--- year/ i-J-4e-Fee-aet,-to--194*--lewer-:-  Inflation 
!!!tVbe on a downward trend Ageon-in the 

\ 	second half of 1989. 

2 
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1.05. 	Chapter 4 sets out the tax and 

National Insurance proposals in the 

Budget. 	They include,( indexation of the 

main income tax allowances, abolition of 

stamp duty on shares, improvements to 

personal equity plans and employee share 

schemes, reform of the taxation of life 

assurance, pensions, and unit trusts, 

measures to promote unleaded petrol, 

reform
A 
 of employee National Insurance 

contributions together with abolition of 

earnings rule for pensioners. The 

asures are summarised in table 1.1. 

<side> Public expenditure 

1.06. 	pter 	5 	summarises 	the 

Governme '”pending plans, as set out in 

the public(xpenditure White Paper. 	This 

chapter al 

of the outtur 

ides the latest estimate 

the public expenditure 

planning total ii 1988-89. 

3 
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<side> Public se 
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1.07. 	Chapter 6 presents the complete 

financial picture for the public sector. 

The public sector debt repayment is 

forecast to be [£14 billion] in 1988-89. 

A further debt repayment of [£12 billion] 

is forecast for 1989-90, equivalent to £7 

billion net of privatisation proceeds, the 

same as in 1988-89. The forecast 	takes 

account of the measures in the Budget 

which are expected to reduce taxation and 

National Insurance contributions by 

£1.9 billion, after adjusting for the net 

of indexing direct and indirect tax 

tes and allowances. Table 1.2 shows the 

components of general government 

receipts and expenditures. 

ost 

rite (4)14. 

4 
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£ million 

1989-90 

Changes from Changes from 
a non-indexed an indexed 

hasp 	 base 

Income Tax 
personal 	owances and basic 
rate limit indexed 

car benefit scales increased 
Schedule E put on receipts 
basis 

1465 
90 

60 

90 

60 

860 	-860 	 -2400 ) 

-4-o 
7,35  

35 
-+ 

540 

270 

900 

45 

315 

	

- 105 	 - 105 

10 
	

+ 10 

- 20 - 20 

fp.nh/sf/42 

NOlallitf 6E COPIED 

yield (+)/cost (-) 

1990-91 

enanges fw 
an indexed 
base 

4 

duty on unleaded pet1:11:‘ 

Excise duties 
petrol, dery etc 

reduced, surcharge  04.Z.W 

to 2 star petrol 
vehicle excise duty 
tobacco 
alcohol 

Value Added Tax 
non- domestic construction etc 
bad debt relief, reform 
of registration rules etc 

Stamp duty on shares abolished 

Life assurance businesses' 
tax regime reformed 

r-

R 	FREt_t ens.i.ons; personal 
..0qtrity- pica , 114Li.e 	iitS 

CoLporation Tax 
small companies' rate 
threshold increased 

Other tax changes 

National Insurance Contributions 

545 

30 
150 
235 
255 

- 30 
40 

110 

80 

-580 

75 
170 
250 
280 

Pensioners earnings limit abolished2  

 

1. 

 

    

 

-2160 -1885 370 

1 

2 

These measures, and the basis of the costings shown, are described 
in chapter 4. 

61)-  
Public expenditure cost will be net from the Reserve. Soo Chaptpr 5. 
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MR MOWL 

FROM: A C S ALLAN 

DATE: 27 February 1989 

cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Wicks 
Mr Scholar 
Mr Sedgwick 
Mr Riley 
Mr Culpin 
Mrs Lomax 
Mr S J Davies 
Mr Hibberd 
Mrs R Butler 
Mr Pickford 
Mr Gieve 
Mr Patterson 
Mrs Wright 
Mrs Todd 
Miss Simpson 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Mr Calder - IR 
Mr Vernon - C&E 

FSBR TABLE 1.2 AND CHAPTER 6 

The Chancellor was grateful for your minute of 22 February and the 

60 	 draft of Chapter 6, which he thought read well, I attach a copy 

of the draft with his comments marked. 

2. 	He had several comments on the charts: 

(i) he is content for the charts showing the GGE ratio and 

non-oil tax burden to start in 1978-79; 

ii 
	

in Chart 6.1 he would prefer the non-oil line unbroken 

and the total line broken; 

a/0GL." - SECRET 
..gUpq-Er" L-LET 0)Qc--1 



BUDGET 
suD4-Er LLyr om_ci 

(iii) he would prefer Chart 6.3 (on debt interest payments) 

redone as a percentage of GDP; 

iv) he would like Chart 6.4 (on sectoral borrowing 

requirements) redone: it should be turned upside down, 

so that repayments are shown above the line and 

borrowings below it; the overall PSBR column should be 

dropped; 	the area above the line should be labelled 

"Repayment" and that below the line labelled "Borrowing"; 

(v) he would like Charts 6.5 and 6.6 omitted; but he would 

like to reinstate the equivalent of last year's 

Chart 6.2. 

- 

AC S ALLAN 

BUDGET L
' A 

BuDGFET.  LIST CAR---",  
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£ bilhim 
1988-89 	1989-90 
L8:341  Latest Forecast 

estimate 

	

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 

	

2 	0.1 
52.5 
2.9 
0.6 
0.4 
20.4 

2.S 	8 
144.8 V157 

	

31.6 	32.8 	34.6 

	

5.6 	6.6 	6.7 

	

3.5 	3.3 
	

3.5 

	

2.9 	3.3 
	

3.3 

	

184.9 
	

190.8 	203.7 

0. 
47.9 
2.8 
0.6 
0.4 
19.0 
2.5 

141.2 

6.4 

Ps--1 NI 01 34-.:5 oc 3o 	-+- 

TOlg 1'2  The finances °f the Public  seceeDGET SECRET 
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1989-90 
Forecast 

1968-89  
= Latest 

estimate 

48.5 
20.7 
19.2 
18.0 

7.0 
5.1 
8.5 
3.5 
5.1 
22.8 
-5.0 
3.5 

17.5 
8.6 

183.0 

156.9 

Income 
Corpora 
Petroleum 
Capital 
InLiritance 
Stamp duties 

Total Inland Revenue 
Customs and Excise: 

Value added tax 
Petrol, dery duties etc 
Tobacco duties 
Alcdhol duties 
Betting and gaming duties 
Car tax 
alstoms duties 
Agricultural levies 

Total Customs and &lase 
Vehicle excise duties 
Oil royalties 
Gas levy 
Local authority rates4 

Other talres 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  

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 

47.4 51.0 
21.8 23.2 
19.0 20.1 
13.4 19.6 

7.2 8.0 
4.8 5.4 
8.7 9.0 
3.6 3.8 
5.6 5.5 
21.7 23.1 
-7.0 -5.0 

3.5 

151.1 167.1 

18.2 16.6 
9.2 9.5 

178.5 193.2 

Receipts, expenditure and debt tepuymeut 

1989-90 

Latest estimate Forecast 

General government receipts 184.9 190.8 203.7 
General government expenditure 183.0 178.5 193.2 
General government debt repayment 2.0 10.5 
Public corporations' market and overseas debt repayment 1.2 

10)  
1.5 

3.2 12.0 Public sector debt repayment 

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

-cki-±L---=trt-ateirineft 
3 Includes advance corpOration tax (net of repayments): 	5.3 

- 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 rat 

6.0 
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as per cent of GDP 
1987-88 
Outturn 

1988-89  
0 1988 	Latest 
Budget estimate 

1989-90 

Forecast 

3.5 	3.2 
3 
	

21/4  
14.0 
	

12.0 
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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 

l

omoi02 The latest estimate is for a public sector debt repayment 

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

larger net repayment as a proportion of GDP 
1417.114.1 ‘,  any yPar since the beginning of the 1950s - the 

ThigemlioNa  

date  for which comparable figures are available6-Awman 1  A 

&Pjfr) 

etJ 
in substantial surplus. 

6.03 The forecast is for a further substantial PSDR of around 

6,1 	iilt<AA 

J27uliitAei 
-LzAt/  

4111\ Ili- ..—'17.:;:.---zu 	_•.e_ -6.7....,s -  n  rill 

-13  

neral government financial 

PSDR-,--thii=PSDP.-ene.liepsting 
public sector firarçial4ci4eit 

£12 billion in 1989-9 

PSDR is forecast to 

Excluding privatisation proceeds the 

same in 1989-90 as in 1988-89. 

Table 6.1 Public sector debt repayment 

Public sector debt repayment 
E billion 
as per cent of GDP  
PSER excluding privatisation proceeds 
E billion 	 -1.6 , 
as per cent of GDP 	 -1/2  

6.04. The stock of net public sector debt 

50 per cent of money GDP in 19/::to 12 per c 
at the end of 1987-88. It is 

Ye,C 
to be 

0- 
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. 

1.8 7.0 

-- • 

7.0  
1!7:73\  

I 1/z \ 
ram over 

1 billion) 
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Changes since last Budget 

NOT TO BE COPIED 

(,5.• 6.441144-0 42 ill 

tt4 . 	I(kA 

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 loci----6Xpendit-U;PAsee table 1.2 for a 
detailed comparison of the components). Much of the extra 

receipts reflects the higher than forecast growth of money GDP. 

'gher growth halintributed to the lower than fo = . t 

ture, primarily through lower 

social security and improved finances of public 

',orations. 

rAlre, 

Table 6.2 Changes to reoe ture and debt repayment since 1988 Budget1 

E billion 
1987-88 	1988-89 

Receipts 
Taxes, royalties and national insurari< contributions 
Other receipts 
Tbtal 

 

	

(71--,c3.8 	6 4.8 

	

-'0.7 	 1.1 
5.9 

 

Expenditure 
Privatisation proceeds 
Other general government 
Public corporations market and overseas financ 
Tbtal 

PSER 
1 + higher receipts)* higher expendituifor 

- lower receipts or lower expenditure. 

2.0 
-2.4 
-0.6  
5.0 

.5 	410.8 

f  

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 

receipts (El billion). The first two 1.  .1111te  reflect higher 

total wages and salaries. Higher VAT - the result 
- of faster growth of consumer spending in 	4  a change in 

its composition towards those goods and s 	'oh are 

subject to VAT. 
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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 
corporation 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(L6Wer profit) and 

higher invesLment in 1987 than shown by the recorded figures 
available at the time of the last Budget. 

Pon,-141-4„, 
	

" 
	evtd Ai+ tki 

4:he last 

Ant 	*
Wcpenditure excluding privatisation proceeds  

4% 400 

nogsi -  than forecast, largely as a result of lowerin 

bc. AID 
social security expenditure and higher6491pleet2517 
.rity capital receipts.  

6.09. The Al 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 

three analyses in detail. 

<section> Public sector's finances: analysis by 

0 
6.10. Table 1.2 analyses 	ic sector's finances by type 
or activity. The main receipts>of general government (ie. 

central plus local governnent) 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 estimat04 

by 91/2  to 10 per cent in 1988-89, just below the 
GDP. They are forecast to rise by 61/2-7 per cent 
little less than the forecast growth of money GDP. 

ve risen 

of money 

90 a 
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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 coivoration tax of 

falling profits in earlier years. Oil production is expected 

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

effect of the Piper Alpha dtsaster and accidents in the Fulmar 

and arent fields. The forecast assumes that North Sea oil 

prices will remain close to Lent levels. PRT receipts are 

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

projected fall in production because there were repayments of 

advance PRT in 1988-89 and none are forecast for 1989-90. (FI:711 

E billion 
1987-88 	1988-89 
Outturn 	1988 

Budget 

North Sea corporation2taxl  
Petroleum revenue tax 
Oil royalties 

Tbtal North Sea revenues 	 4.7 

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

1989-90 
Forecast LatPst 

Estimate 

1.3 0.8 
1.3 1.3 
0.6 0.6 

3.2 2.7 

0.8 0.5 

1. 	1.5 
2.3 	.2 
1.0 0. 	.6 

6.13. Excluding North Sea revenues gener 

rose by over 101/2  per cent in 1988-89 

1,,oru yebout 7 per cent in 1989-90. Within 

" for 1989-90 there is: 

t receipts 

recast to rise 

all increase 

an 8 per cent increase in income tax recei 
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BTU 	GE 1e[ tSiTciaihkUsi non-oil corporation tax, with 
ACT growing more slowly than the rest; 

ri°,4,eyA- 
an 8 per cent increase in VAT, a little less than the 

A 
/\ increase in consumers expenditurefeflecting relatively 

slow growth of t nt subject to VAT; 

re-4- `kte little chang 49  
e in 	excise duties on petrol, tobacco and 

A 

	

alcohol; fo-1-1-enring-the-f-1.ee2e-af-derty 	 

the Budge ;  
tam u eJ lit  

an 8 per cent increase in local authorities' net LeLeipts 

of rates(and community c 

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 Me 

6.14. Table 6.4 shows taxes (444G-141€12irrpreertes===maRity--
claualm-4-land national iisurani e contributions (NICs) as a 
percentage of GDP. Both the total and non-oil percentages are 

estimated to have fall in 1988-89, by About 1/2  percentage 

(,f1 StA44 

point in each case, 

last year's Budget. 

a fall in the percenta 

the growth of money GDP. 

corporation tax, are paid 

the liability is incurred. 

receipts the payments lags 

these taxes are therefore ' 

with a forecast of no change in 

payments lags in the tax system 

likely when there is a pick-up in 

s, such as mainstream 

after the period for which 

over 20 per cent of total tax 

Maar or longer; receipts of 

changes in GDP in the 

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

a variable relationship between changes • 	tax base and C7 changes in money GDP. 

wzyci-s 
6.15. The forecast is for non-oil taxes and 

same as a percentage of money GDP in 1989-90 as 

pal fiscal drag - the tendency for average tax 

be the 

-89. 

rise 
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in a VOLUW/3U 	TAANI kale to price changes,Erimaind-he 

-Budrii 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 

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 

38.5 Tbtal taxes and NICs as 
2‹ share of DotalEiyient GDP 

Non-oil taxes and NICs as a 
z>c share of non-oilasIGDP 

39.1 38.5 38.1 37.9 37.4 37.2 

37.8 37.1 37.6 37.7 37.3 37.3 

Chart 6.1 Taxes and national insurance contributions 

33 	  33 
1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 	 88-89 1989-90 

fiaremst 

<side> Expenditure 

6.16. General government expenditure (GGE) exc lush

privatisation procp-pds is now estimated to have inc re111106ry 
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44 

Chart 6.2 General government expenditure 

42 

40 

38 

36 
1978-79 1979-80 1980-81 	1981-82 1982-83 1983-84 1 	e5 1 85-86 

48 

46 

44 

42 

40 

38 

36 
1986-87 1987-88 1988-89 1989-90 

forecast 
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undeBURGETt USI80114 J-Ynd  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 GDPLtherefore fall in both yearslas illustrated in chart 
A 

6.2. 	 .1  

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 servicing indexed debt). 

Net debt repayment reduces interest pa 

being equal, but not immediately; and 

the foreign exchange reserves and other s 

1987-88 and early 1988-89 some of the eff 
initially as higher interest receipts. Intere.Sit 

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

dividend element following the sale of the 

remaining shareholding in BP. 

the rise in 

assets in 

through 

dividend 

in the 
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20 

18 

16 

14 

12 

10 

8 

6 

4 

eral government debt interest payments 

6.18. Gross debt interest payments are forecast to fall 

substantially in 1989-90, against a background of no change in 
interest and dividend receipts. 

Ch 
20 

18 

16 

14 

12 

10 

8 

6 

4 

1988-89 
Latest estimate 

1987-88 
Cutt 

4.5 
-3.9 

0.8 

2 	 I 	 I 	I 	I 	 I 	2 
1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 

forecast 

<section> Public sector's finanoes: analysis by 

t„„p-clo A G4a4 

re/V-°141 

C°41  

uNgA rCii 	Cl4r j1j- 0 
6.19. Table 6.5 shows net 
central government, local au 

g in 	and 1988-89 by 
rities and public corporations. 

Table 6.5 Public sector borrowing requirement 

E billion 

1 Central government borrowing on own account 
2 	Local authority borrowing from central government 
3 	Local authority borrowing from market and overseas 
4 Tbtal local authority borrowing 
5 	Public corporations' borrowing from central government 
6 	Public corporations' borrowing from market and overseas 
7 Tbtal public corporations' borrowing 
8 Public sector borrowing requirement 

Central government borrowing requirement 
(lines 1+2+5) 

-3.2  

• 
1.2 

0.0 
-1.5 

-1.5 
-3.5 

0.9 
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15 

— 10 

LABR PCBR 

CGBR(0) 

1984-85 1985-86 1986-87 1988-89 
latest 

estimate 

1987-88 

Chart 6.4 Public sector bor uirement by sector 
£ billion 

win 

revf_fle 

[71  

15 

1 
10 

-10 

-15 

1. including privatisation proceeds 

5 

-5 

-10 

-15 

-20 

0 

6.20. The 	in the first ten months of 1988-89, a net 

BUDGET SECRET 
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repayment of £15.5 billion, was substantially 	1than in the 
same period of 1987-88, both incluging and excludin 

rwa-r 
privatisation proceeds. The ( 

4
taaqer part of the redoetpkon was 

4"j0k.central government own accoun?Ttimewieributwieeta 

ft:tower 

--thala--1-----wor 4-Taking into account further privatisation 
dukLA,MhsA A 

prtxeed ok about El billionend the well established pattern 
of 	• 	t borrowing in wp, the forecast for 1988-89 as 
a whole is a public sector netArepayment of £14 bi1lion (- 

• . e 	MB - 

6.21. Tables 6.6 to 6.8 show estimatpd 

of receipts and expenditure in 1988-89 

the three sectors. Expenditure in 1989-9 

allocation of the Reserve, although the fo 

assumes that the Reserve is fully spent. 

and forecasts 

-90 for pAch of 

t include an 

the PSDR 
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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 foleLast large rise in 1989-90 in net lending etc 

is mainly the result of a lower level of privatisation 
procppds. 

[ft° t.eyn,r-L2A aft kyt.is),_t] 

Table 6.6 Central (Imp 	transactions 

£ billion 
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 4.82  
156.4 168.7 

135.5 141.2 

Receipts 
Taxes and royalties 
National insurance and other contr 
Other 
Tbtal receipts 
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 flu!' the Reserve. 

1987-88 
Outturn 

115.8 
29.0 
10.4 
155.1 

52.5 
80.5 
17.2 

purations. 
0 

<side> Tncal  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 reba 	between 1988-89 

and 1989-90 takes account of available 	tion about rate 

decisions by local authorities and additi:  1.  .teable value. 

The forecast of receipts is consistent wi 	 ed 
levels of community charge in Scotland. The 	of 

expenditure in 1989-90 is lower than it would o 	have 

been because of the transfer of polytPchnics from 	al 

authority to the private sector. 
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17.0 
12.5 
12.0 
5.4 
46.9 

34.6 
5.5 
4.4 

,<V.6 
8.1 
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6.24. As chart 6.5 shows the sharp rise in the local authority 

borrowing requirement (LABR) in 1983-84 and 1984-85 was the 

result of rising net capital expenditure and a falling current 

surplus. The subsequent reduction in borrowing is partly 

associatPd with rising capital receipts which have reduced net 

capital spending. Fain information aygilp about the first 
çten months it looks as if -(LAB)will be rather lower in 

A 
1988-89 than in 1987-88, 61;Fiqpartly due to lower net capital 
spendingy  aoa re:41kb (.4 ril.Hy 

£ billion 

&7-4.-aottey 

Receipts 
RatPs and community charge 
Rate and revenue support grant 
Other grants fLuirt central government 
Other 
'Dotal receipts 
Expenditure 
Current expenditure on goods and services 
Current grants and subsidies 
Interest 
Net lending and capital expenditure 
Tbtal expenditure 

2 Excluding any allocation from the Reserve. 

1987-88 
Outturn 

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 
1 Net of rate rebates: 
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0th LABR 

6.0 

7— 4.0 

ABR and cont- ibuting 

— 2.0 

41 

41 

.0 
41 

-4.0 -4.0 
1987-88 	1988-89 

latest 
estimate 

1982-83 
on a natio 
current s 
mainl 

1983-84 	1984-85 
accounts basis 

lus reduces LABR and is therefore shown as negati 
alancing item 

1985-8 1986-87 

privatised industries fiuti the public 

the national accounts. For example the 

gross trading surplus in 1988-89 would ha 

British StPP1 not been excluded, following 

rivate sector in 

cent increase in 

larger had 

atisationo 

<side> Public corporations 
<>  Aili 

6.25. Table 6.8 shows publ 4111'..rations  transactions. The 

public corporations' receipts nclude subsidies and capital 

grants from central and local government. Changes in public 

corporations' income and expenditure from one yeAr to another 

are affected by privatisations which involve re-classifying 
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Public corporations' transactions 

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

estimate 

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

tion to planning total: 

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 5.8 
7.6 8.6 9.41  

0.3 0.4 0.0 
0.5 0.6 0.9 

Public corporations' co ah 

nationalised industri  

1 Excluding any allocation f Reserve 

6 
Chart 6.6 Pu 'c Corporations' con o the planning total and the PCBR 

£ billion 

PCs' contribution to planning total —4 

—2 
PCBR • 
/ • 

• 
• 
• 

-2 	I  
1978-79 	P 9-80 	1980-81 	1981-82 	1982-83 	1983-84 	1984-85 	1985-86 	19 

I  -2 
1987-88 	1988-89 

latest 
estimate 

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

6.26. The full analysis of receipts and expendi 

economic category is shown in Table 6.9, with a 

between central government, local authorities and 
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carpa1kDGETTAi ll,l1which distinguishes between 
current and capital transactions (and within the latter between 

physical and financial investment), shows the derivation of the 

public sector financial de44e+t. The financial diggitunlike 
xthe 	, is not wholly a measure 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. 

6.27. The unallocated Reserve is assumed to be on current 

g items or physical capital formation ie. in 

ansactions that fall above the financial d4 it line. In 
ice allocations fruu the Reserve can affect financial 
tions (lines 25 to 29). 
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6 	0.4 

.541 	 7 	3.4 
wi 

8 	6.0 

10 6:.9 Public sector 
trar"t llnEutStr-eWPteccrnnicltberPTIO  BE COPIED 

BUDGET LISELIMLY  
1988-89 Latest estimate 
General government Public Public 

corpora- sector 
tions 

 

Central 
govern- 

Linel  ment 
Current 
Taxes on 
Taxes on 
chalage:r 
Taxes on capital 
National insurance and 
contributions 
Gross trading surplus 
Rent and miscellaneous 
transfers 
Interest and dividends 
private sector and ab 
Interest and dividends 
public sector 
Imputed charge for non-tr 
capital consumption 	 9 	1.3 
Capital transfers from private 
sector 	 10 	- 
Tbtal receipts 	 1 	169.4 
Current and capital expenditure 
Current expenditure on goods 
and services 	 4°12 	56.8 
Subsidies 	 13 	4.0 
Current grants to personal sector 	14 	49.2 
Current grants paid abroad 	 15 	2.9 
Current grants within public sector 	16 	24.0 
Debt Interest 	 17 	17.6 
Gross domestic fixed capitA1 
formation 
Increase in stocks 	

18 	44N 19 
Capital grants to private sector 	20 	3(1 
Capital grants within public sector 	21 	1. 
Tbtal expenditure 	 22 	163.0 
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 
Transactions concerning certain 
public sector pension schemes 	 27 	-0.7 
Accruals adjustments 	 28 	-0.1 
Miscellaneous financial 
transactions 	 29 	0.1 
Debt repayment 	 30 	13.7 

Local 
authori-
ties 

TOtal 

- 62.8 -0.2 62.6 

18.9 76.7 - 76.7 
- 5.2 - 5.2 

- 32.8 - 32.8 
0.7 0.2 7.6 7.9 

2.8 3.2 0.5 3.8 

1.2 4.6 0.7 5.2 

-4.0 2.0 -2.0 

1.6 2.9 - 2.9 

- - 0.2 0.2 
21.2 190.5 6.7 197.3 

36.4 93.2 - 93.2 
1.0 4.9 - 4.9 
5.0 54.2 - 54.2 
- 2.9 - 2.9 

-23.9 - - - 
0.6 18.2 0.6 18.8 

2.9 6.9 5.0 11.9 
- -0.3 0.3 0.1 

0.6 3.6 0.1 3.7 
-1.0 0.8 -0.8 - 
1.5 184.5 5.2 189.8 

- - - 
.4 6.0 1.5 7.5 

0 
-0.3 0.3 - 0.3 

0.1 -7.0 - -7.1 

- - -0.7 
-0.2 - -0.3 

0.7 0.6 1.4 
-0.6 13. .0 14.0 

tal receipts 
cu l royalties 	1 	62.8 

QQ2P itJ 

	

2 	57.9 

	

3 	5.2 
other 

	

4 	32.8 

	

5 	-0.5 
current 

1 Financial surplus (line 24) = Leipts (line 11) - expenditure (1' 
(line 23). 
Debt repayment (line 30) = financial surplus (line 24) - financial trans 
(lines 25 to 29). 

9 I  
L  r-uxti4j 	SlIt" 
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coLpora- sector 
tions 

tral Local Total 
authori- 
ties 

• 

billion 
1989-90 Forecast 
General government  

NOT TO BE COPIED 

1 - 69.2 -0.6 

2 60 20.4 81.L - 
3 5. - 5.3 

4 34.6 - 34.6 
5 -0.5 0.8 0.3 8.1 

6 0.3 3.0 3.3 0.7 

7 3.2 1.4 4.5 0.6 

8 6.5 -4.2 3 -2.3 

9 1.4 1.7 - 

10 - -,.\ 0.2 
11 180.8 23.0 203. \..) 6.7 

12 61.5 37.0 98.5 
13 4.4 0.9 5.3 
14 52.9 5.8 58.8 
15 4.0 - 4.0 - 
16 24.8 -24.8 - 
17 16.2 0.4 16.6 0.5 

18 5.0 1.9 6.9 5.6 
19 -0.2 -0.1 0.2 
20 2.4 0.7 3.1 0.1 

21 2.2 -1.1 1.1 -1.1 
22 173.3 21.0 194.3 5.2 
23 ..211/4:5' 
24 

25 0.4 -0.2 0.2 

26 -5.0 -5.0 

27 -0.3 - -0.3 
28 -0.6 -0.2 -0.8 - 

29 1.0 0.2 1.2 0.1 
30 

Current and capital receipts 

	

68.5 	Taxes on income, and oil royalties 
Taxes on expenditure and community 

81.2 charge 

	

5.3 	Taxes on capital 
National insurance and other 

34.6 contributions 

	

8.4 	Gross trading surplus 
Rent and miscellaneous current 

4.0 transfers 
Interest and dividends from 

	

5.1 	private sector and abroad 
Interest and dividends within 

	

- 	public sector 
Imputed charge for non-trading 

	

3.1 	capital consumption 
Capital transfers from private 

0.2 sector 

	

210.5 	Tbtal receipts 
Cbrrent and capital expenditure 
Current expenditure on goods and 

98.5 services 
5.4 Subsidies 

	

58.8 	Current grants to personal sector 

	

4.0 	Current grants paid abroad 

	

- 	Current grants with public sector 

	

17.1 	Debt interest 
Gross domestic fixed capital 

12 	formation 
Increase in stocks 
Capital grants to private sector 

pital grants within public 

ial transactions 

0.2 abi6ad 
Cash expenditure on company 
securities (including privatisa- 

	

-5.0 	tion proceeds) 
Transactions concerning certain 

	

-0.3 	public sector 
 'a 

 ion schemes 

	

-0.8 	Accruals addliit o  iv  ts 
Miscell-  .z.. TriP \ ial transact- 

	

1.3 	tions 

	

12.0 	Debt repayment 

ik - 

G- sector 

	

199. 	Tbtal expenditure 

	

3.5 	...  ocated Reserve 
7.5all  ial surplus 

ending to private sector and 
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Mr Mowl 
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PS/IR 
PS/C&E 

FSBR CHAPTER 1  

Sir Peter Middleton has seen your minute of 23 February to the 

Chancellor. 	He thought that the third sentence of paragraph 1.83 

looked a bit feeble on inflation for the present conjuncture. 	He 

suggests that it should be replaced by the following: 

"Monetary policy is designed to bring down money GDP growth 

and thus inflation over the medium term with the ultimate 

objective of achieving stable prices. 	The path for the 

growth of money GDP falls to around 54% over the next four 

years. Monetary policy is conducted ..." 

S D H SARGENT 

Private Secretary 



BUDGET SECRET 
BUDGET LIST ONLY 

Cc.)P\I NO Itt cETh 

NOT TO BE CO(P`1glY5  

fp.pk/macpherson/1.3.03  

‘-Lls-:,—,1 IA VkAA--,;4,6—•.1.s,_ tt- 4,,ULKN-4:1, 	AAA 

---- ,Fil,A.A.A e 	tO-Kfi i 
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,/c61,04LA 	J.Ai..,,,, DATE: 1 March 1989 

OOLY bt.„.„ a, a,u-„ ,,cc: Chief Secretary 
L Financial Secretary 

ELLOR A- tv43 avil 	hi. vsclVIPaymaster General 
Ci_ ft.A.As. otle—t-  fsf>recjiLn 

Economic Secretary 
Sir Peter Middleton 

sa„.„.4,1,& . Sir Terence Burns 
Mr Anson 

(- ---- 	Mr Scholar 
Mr Culpin 

- 	Mr Riley 
Mr A C S Allan 
Mr Matthews 
Miss Simpson 

0 	

Mrs Chaplin 
Mr Tyrie 
Mr Call 

Sir Anthony Battishill)IR  

)C&E Mr P R H Allen) 

FSBR CHAPTER 4 

Attached is a redraft of Chapter 4. 	d be very helpful 

if we could have comments during the co 	f tomorrow. 

2. 	Regarding the questions you raised on the last draft: 

(i) 
	

the chattels exemption does apply to companies 

as well; 
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Mr Unwin 
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the Revenue do not feel sufficiently confident 

about the 'mature' yield from the life 

assurance package to want to publish an 

estimate in the FSER. There is therefore no 
of h-4. 

reference to the long-term yield in note 22. 

3. 	You may w 451'10  consider the following redraft to the 

second age al1 indent in para. 4.02, since the current 

01) 	there is no NIC flow back from earnings rule 

abolition, because no behavioural response has 

been assumed. 	The £5 million benefit flow 

back in the second year has been netted out of 

0 
e public expenditure estimate. 

draft is unclear 

"the 

will r 

under 80) 

aged 80 

owance for those aged 75 and over 

om £3180 (for single people aged 

nd from £3310 (for single people 

and over) to £3540; and from £5035 

(for married couples aged under 80) and from 

£5205 (for married couples aged 80 and over) 

to £5565." 

ITkA)24 LA 

i 	

r. 	I have moved relocation expence 	the first page since 

1.. X-1  now that Schedule E assessment has en dropped it would have 

' sat rather oddly between PEPs and Pengl 	The Revenue want 
liws, iiA.5 an estimate of the long term yiel 	om abolishing the 

additional housing costs ESC in the Annex o I have therefore kiLA.sor - . 
ix-ia.t..- amended note 9 accordingly. 	However, you may not want to 

rrtt 
draw attention to this, given the high figure of 

£100 million.  
(k-k- IAD-4  

Rule 

r a 

ing 

5. I have not inserted a Pensioner's Ea 

side-heading by para. 4.40, since it is debatable 

2iY3 public expenditure measure should be in Chapter 4. 
it as a national insurance measure, which strictly 

it is, allows us to get off the hook. 
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The Economic Secretary has now redrafted the ECJ section 

fdik
he Financial Secretary the Keith section. 

 

N I MACPHERSON 
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he Budget Tax and National 
ance Proposals in Detail 

Benefits in kind 

Private medical 
insurance 

Charitable giving 

4.01 The main tax and national insurance changes proposed in the Budget 
are summarised below. A full list of changes is given in Table 4.1. 

02 The 44.1.141 income tax thresholds will be increased in line with the 
utory indexation provisions (based on the increase of 6.8 per cent in the 

n the .yei to December 1988); the higher level of age allowance 
„terAt ose aged 80 and over will be extended to those aged 75 and 

is will mean that: 

person's and wife's earned income allowances will rise from 
2785; 

the 	lowance will rise from k4 095 to £4 375; 
the ad 	rsonal allowance and widow's bereavement allowance 
will rise f 	490 to k1 590; 

the age allowance for those aged 65 to 74 will rise from £3 180 to k3 400 
(single) and from £5 035 to £5 385 (married); 

.112,c 
the age allowance for those aged 75,and over will rise from LI451 for 
those under 80 and from 3 310 for those aged 80 and over to £3540 
(single), and from £5 	those under 80 and from £5 205 for those 
aged 80 and over to 	married); 
the income limit for age 41 	ce will rise from £10600 to £11 400; 
the basic rate limit will rise om £19 300 to £20700 of taxable income. 

4.03 The age allowance withdra 	will be reduced from £2 of 
allowances for each £3  of income 	for each £2 of income above the 
limit of £11 400. 

coc 
4.04 Car benefit scale charges will be increased by 20-per-ce.ut from 6 April 
1989. 

4.05 Income tax relief will be given from April 199 	private medical 
insurance premiums for those aged 60 and over. 

4,06 The limit on charitable donations qualifying 	ief under the 
payroll giving scheme will be doubled from £240 to 	ear from 6 
April 1989. 

44.07 Tax relief will be given for payments by companies t 
ESOP trusts. 

cti 
4,08 The annual limit for individual participation in the 1978 a 	ee 
share scheme will be increased to £2000 or—if greater-10 per ce 
up to a maximum of £6 000. The 1980 SAYE share option/ scheme limit 
will be increased from £100 to £150 per month. The maximum discount 
from the share price at which options may be granted under these schemes 
wil1

L  LiT6bid Cf.ljg 	ET 	NOT TO BE COPIED 

Employee share 
ownership plans (ESOPs) 

Approved employee 
share schemes 
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10  -yelated pay 4, 
it.io  

09 ThCe:Celling on the amount of profit-related pay attracting tax relief (41  
will be increased to £4  000. A number of other changes will simplify and 
improve PRP. 

Lt it 
lans 4..40 The annual limit on investment in Personal Equity Plans will be 

increased from £3000 to £4 800. The annual limit on investment in unit 
and investment trusts will be increased to £2 400, irrespective of other 
holdings, and restricted to unit and investment trusts which invest mainly in 
UK equities. The PEP rules will be greatly simplified. 

Persona 

Sehedule-E-assessm 
_ . 

- -  a-sis-erf-aslessmera for ees 
ors)- will-be changed- from eamings-to- receipts. In-practioernaost '01401 

nts an employer makes towards the additional housing costs of 
an e ,,k 	transferred to a more expensive location will no longer be 

2 

/ rk0 re. 'VC) 0-t r 

Relocation expenses 4 

e for pensions will be amended. For occupational 
tures will be: 

employers wlJbe le 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 cpnsistent with a privileged pension 
of up to £40000 a year or maximum tax free lump sum of up to 
£90000. The limit will be . 	ed to prices; 

the rules for tax approve 	ons, particularly affecting those who take 
early retirement, will be simDli 	nd improved. 

AThese changes will apply to sc mes set up on or after Budget day and to 
ilnew members joining existing s 	or after that date. 

4,-14 New simplified rules will be intro  ot  •-d for monitoring additional 
voluntary contributions. Any surplus copaributions made will be returned to 
employees, subject to a special tax charge. 
4-14 
4445 Annual contribution limits for personal pension schemes will be 
increased as a percentage of earnings, subject to an overall cash limit based 
on the £60000 earnings limit for occupational sche Le 

	

Life assurance 4.16 The tax regime for life assurance companies wil 	•  ed. The 
main changes to be introduced from 1 January 1990 are. 

pension and general annuity business expenses will be de 	nly 
from pension or general annuity profits; 

relief for expenses of acquiring new life assurance business (ot 
pension or general annuity business) will be spread over seven 
change will be phased in gradually over r.ife four years; 

the rate of tax charged on income and capital gains attributable to p icy 
holders will be reduced to a rate equal to the basic rate of income tax (25 
per cent); 

4 11  
Pensions MI The 

schemes the 

exem. 

4.1 
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4. (6 
tamp Duties 4141 Stamp duties on share transactions will be abolished from 1 April 1990S 

4.11- 
nit trusts 4.413 A new tax regime will be introduced from 1 January 1990 for unit 

trusts investing 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 to a rate equal to 
the basic rate of income tax (25 per cent). 
4 a 

COBO and deep 4A9 The new issues queue will be abolished by a general consent under the 

t çc 
Control of Borrowing Order and the regime for deep discounted bonds, 

luding certain index-linked bonds, will be amended with effect from 
get day. 

Business taxat ion 	e profits limit for the small companies' corporation tax rate of 25 
cen or financial year 1989 will be raised from £100000 to £150 000 

es t for marginal relief will be raised from £500000 to £750000. 

iLki  rate of corporation tax for the financial year 1989 will be 35 
per  cen4<ic 
4 .2.1 

4422 The a 	tio ment rules for close companies will be abolished. Special 
provisions including a corporation tax rate equal to the higher rate of 
income tax (40 per cent) will be introduced for close investment companies 
which distribute less than a specified percentage of their profits. 

whamake—traEling-losses_mthich -can-be-set 
off-against their other 	ill be-ablt-tcrscrtrfF-affy unused balance of 

0 
Capital gains tax 424 The capital gains tax a 	al exempt amount will remain at £5  000 in 

the case of individuals and £2  ,(0),  in e case of most trusts. 
4-21 
423 The disposal value limit belo 	h chattels are exempt from charges 
on capital gains will be increased from 3 000 to L--5-009,, 	ec. c . 
4.2-4 
4.26 Capital gains tax deferral on lifetime gifts will be restricted to certain 
types of gift—in particular, gifts of business and heritage assets, gifts on 
which there is an immediate charge to inheritance tax, and gifts to charity. 
u.zs" 

Inheritance tax 427 From Budget day the threshold for inherit 	will be increased in 
line with the statutory indexation provisions fro 	0 to £118000. 

VAT 4.28 The present turnover requirements for VAT re 	will be 
(.,“. TN, replaced for most businesses by a single limit based on ti nov n the 

previous twelve months. 

4:29 From 15 March 1989 the VAT registration limit will b 
£23 600 a year. 
4.24> 

4.38 Changes will be introduced to make relief from VAT on badcKebts 
more widely available. 

discounted bonds 

ko 
421. 

- 	• 	• 	,  • ••  „ 
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4,31 To comply with the European Court judgement of 21 June 1988 
certain previously zero rated goods and services will be subject to VAT at 
the standard rate. As announced on 6 February, the regime will aim to 
minimise the tax and compliance burden. 

4.433 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: 

protective boots and helmets supplied to 
employers; 

news services. • 

fuel and power supplied to businesses; 

water and sewerage services supplied to 
industry. 

14.11. 
4134 VA 	ifIr charities will be extended to charity fund-raising events, 
certain type of advertising and medical sterilising equipment. Cars leased to 
the disabled will be relieved of car tax. 

44.1:s 
Excise duty 4e35 The duty oiier- Iciaded petrol will be reduced by the equivalent of just 

under lp a litre ( 	P a 	on) including VAT. A higher rate of duty will 
be introduced on 2 and 	aded petrol. This will add j++,s4.00xvii1p a litre 
(4ea gallon) including  iP  to t e tax charged on these grades.  

0 
4-14,  

ITV levy 44-6 From 1 January 1990, thadditional payments made by ITV 
programme contractors will bes 
revenue and profits. 

Tax administration 4,31 In the light of recommendations by the Keith 
	

mittee, changes will 
be made: 

n a mixture of net advertising 

g-erlf.ku 
FScrtholl

Ck  
- 

to update the system of m 	ry penalties for tax offences; 

to modernis 	powers of the Inland Reven 

improve compliance by employers. 

min information; 

ii•s‘ 
Tax confidentiality 443/3 Criminal sanctions will be provided against unla 

information relating to a taxpayer by employees or for 
Inland Revenue and Customs and Excise. 

osure of 
yees of the 

National Insurance Insurance 09 From [11 October, changes are proposed to the structure nat 
insurance contributions. Employees will pay Class 1 contribution 	al o 2  
per cent of earnings below the lower earnings limit (L43 a week in 1989-90) 
and 9 per cent of earnings above the lower earnings limit, up to the upper 
earnings limit (T.325 a week in 1989-90. Those earning below the lower 
ea  ningBIUDGETngEefitrlass 1 coNeuTio TO BE COPIED 
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4.40 From [2] October the rule whereby state retirement pensioners earnin 
more than £75 a week have their pensions reduced, and those earning over 
£120 a week have their pension abated entirely, will be abolished. The 
public expenditure cost of abolition will be about £125 million in 1989-90 
and £255 million in 1990-91. This cost will be met from the Reserve, and is 
therefore not included in Table 4.1. (Nor does Table 4.1 include the 
increased tax revenue that will flow from the changes, £25 million in 1989-
90 and £65 million in 1990-91.) 

4.41 These changes to national insurance contributions and the pensioners' 
mings rule will be included in the Social Security Bill now before 

lament. 

\<_ 	c.,‘-r% 	-; 	 .1"---R- 

k.".C\U- 	ce c-,•••••<-4- 	c 	,-.5-4,1. 

y.v. 0 6-00.k c ICLek o 

....I'D L. r‘VC,  c 

4A,N. 
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+ 10 

+25  

32 Increase in profits limits for small companies rate and marginal relief 

33 Reduction in tax rate for certain unit trusts  
34 Relief for payments to ESOP trusts  

, 

	

	35 Advance corporation tax amendments  

.--136 Sale of subsidiaries 

Capital gains tax 
37 No change in annual exempt amount  
38 Restriction of gifts relief 

39 Chan e in the rules for Lloyd's underwriters 

ETBMEI ET-treADO  Faxisr  ONLY 6 BUDG 

—1130 

10 

1 Increase in single allowance of £180 and married allowance of £280 
2 Increase in additional personal allowance and widow's bereavement 

allowance of L100 
3 Increase in age allowances in lin utory indexation 	 —100 

27 Personal Equity Plans—increase in limits etc. —5 	 —10 5  

+15 

29 Keith committee—administrative changes 

30 Deep discounted bonds—taxation of uplift as income  

31 Tax charge on switching investments in offshore funds 

Corporation tax 

+5 

+125 

INLAND REVENUE 
Income tax 

4 Extend higher age allowances f h 	80 and over to 
those aged 75 and over 

5 Increase in income limit for age allo 	800 

6 Reduction in age allowance withdra 

7 Increase  in basic rate limit of Z1 400 to 

8  Fringe benefits--244-'stencrease  in car 
9 Removal of extra-statutory concession on ad itio 

10 Tax relief for private medical insurance for thos 

11 Pension schemes—amendments to tax rules 

12 Payroll giving to charities—increase in donation lim to 	year 	 * 	 * 	 * 

13 Membership covenants to heritage charities 	 —5 	 —5 	 —10 
14 Liberalisation of profit-related pay legislation 	 —10 	 —10 	 —15 
15 Increase in approved employee share limits 	 * 	 * 	 * 

16 Employee priority in public offer of shares 	 * 	 * 	 * 
17 Changes in material interest tests 	 ..,,,. 	 * 	 — 5 
18 Abolition of tax relief on new loans to buy Business Expansion Scheme 

shares 

20 Changes in settlements provisions where settlor or spouse can benefit 
21 Tax deductible from tax credit payments to US companies 

Income tax and corporation tax 
22  Taxation of income, gains  and profits of life assurance  companies 

23 Abolition of  close company  apportionment  

24 Capital allowances—safety at sports grounds and miscellaneous 
amendments 

25 Extension  of relief for pre-trading expenditure  

26 Subcontractor tax scheme—reduction  in ZeifeUe`qvirirements 

Income tax and capital gains tax 

--- 

Income tax, corporation tax and capital gains tax 

10 	 —10 	 —15  

15  

5 	 —5 	 —5 

—210 

	

_±,96 16c 	+16 	Obe 	 4413 	z.oc 

mg costs 	 +5 	 +5 	 +30  

over 	 —40 
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Table 4.1 Direct effects of changes in taxation and national insurance 
k million 

Estimated effect on receipts in: 
1989-90 

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

1990-91 See Annex 4 

Paragraph num 
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-65 
-140 

5 
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Table 4.1 Direct effects of changes in taxation—continued 
4 million 

See Annex 4 

paragraph nun'S  

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

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

Capital gains tax and corporation tax 

40 UK branches of foreign businesses—changes affecting capital gains * * 

41 Technical changes associated with rebasing of capital gains * * 

42 Increase in capital gains chattels exem • tion to k5 000 * * 

43 Exemption of certain bonds fro • 	.s on capital gains 
Capital gains tax and inheritan ta 
44 Gifts to housing associations 
Inheritance tax 
45 Increase of £8 000 in threshold  
46 Changes in rules for varying disposition 
Stamp duties  

 

35 
d a +5 	 +5 	 +15 

  

47 Abolition of duties on shares 
48 Abolition of life assurance policy duty 
TOTAL INLAND REVENUE 

CUSTOMS AND EXCISE 
Value added tax 

+10 	 +10 	 -1000  
-20 	 -20 	 -80  

7,1-503 -  

49 Revised registration rules 
50 Increase in registration limit 

35 	 -35 100 

  

51 Bad debt relief 
52 Keith—review of default surcharge 

 

50 	 -50 	 -150 
-20 	 -20 	 -20 

 

  

      

54 Revised tax regime for construction, buildings and land + 310 
+5 

+310 	 +440 
55 Change in liability of news services 
56 Change in liability of certain protective boots and helmets 
57 Change in liability of certain supplies of fuel and power 
58 Change in liability of certain water and sewerage services  
59 Reliefs for charities 
60 Relief for research  and development cars  
Car tax 

 

+5 	 +5 

+ 95 

5 	 -5 

-5 

 

    

    

   

61 Relief for vehicles leased to disabled 
Excise duties 
62 No change in rate of spirits duty 
63 No change in rate of beer duty 
64 No change in rate of duty on cider and perry 
65 No change in rate of duty on wine and made-wine 
66 No change in rate of duty on 4 star petrol etc. 
67 No change in rate of duty on dery 
68 No change in rate of duty on minor oils 
69 No change in rates of tobacco products duties 
70 Restriction on blending of duty-paid made-wine  
71 Determination of original gravity of beer 

72 Reduction in duty on unleaded petrol 

73 Increase in duty on 2 star and 3 star petrol 

TOTAL CUSTOMS AND EXCISE 
Vehicle excise duty 
74 No change in VED on cars, light vans and main lorry rates 

75 Increase in VED rates for taxis, buses and coaches 
76 Increase in certain other VED rates 
TOTAL VED 

7,35:-Ariv .-10 

-190 

+ 20 + 20 

+ 20 + 20 

+ . i -150 

+ 20 

+20 

-170 

-70 
155 
-5 

-50 
465 
105 

-10 
250 

--et0 
0 

IBSJW
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Table 4.1 Direct effects of changes in taxation—continued 

NCE 

See Annex 41.t ,  
paragraph num rs 

77 ITV levy re-basing 
78 Unauthorised disclosure of confidential information 
TOTAL OTHER 

TOTAL CHANGES IN TA 
National insurance contribution 
79 Restructure employee contributio 
TOTAL CHANGES TO NATIONA 
CONTRIBUTIONS 

to 	 2. 	to.. t‘;‘15.,..31c.,..,5 
S. 	 1 	cc ..A-v1 ,0 	t 

million  
Estimated effect on receipts in: 
1989-90 1990-91 
Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

+50 

+50 

1-3O --3c 71425-A0S-  

-985 -985 -2785 

9g5 7,985 
- 	35 
7.218.5 

= Negligible 	— = Nil 

-141; 
it 

Other 
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In light of recommendations by the Keith Committee, 

s are proposed to 

simplify and update the system of interest and 

monetary penalties for tax offences; 

- modernise the Inland Revenue's powers for 

info tion about a taxpayer under enquiry to allow 

qu 	to be put to the taxpayer and provide 

grea. :feguards for him or her; 

- 	amend t 

greater 

d Revenue's search powers to provide 

ion for him or her; 

- 	improve comp 	by employers in filing end of 

year returns o A E and NIC deductions. 
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A 	x to Chapter 4 

Explanatory notes to Table 4.1 

o
p,  ble 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 

nearest L5 million. " Negligible " means less than £3  million. 

01011, ,,r  , ect effect of a tax change is the difference between the yield of the tax which .  Is  
se on the basis of the rate of tax, allowances, etc prevailing before the 

. e pre-Budget regime) and the yield after the changes proposed in the 
40. 	, ost-Budget regime). The difference in yield is generally calculated by 

e- and post-Budget regimes to the same tax base. This base is the 
that is, the levels of income, consumption, profits, etc forecast 
the assumption that all the measures proposed in the Budget 

Tax changes 	cause changes in taxpayers' behaviour, which in turn can alter the 
tax base and hence revenue. The direct effects are estimated subject to the constraint 
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 disposable incomes. Nor do 
they include the effects of chan 	in the tax base arising from changes in pre-tax 
incomes, the general level o 
result from the proposed ta 
account where it is thought t 

or other macro-economic variables which may 
. But other behavioural effects are taken into 

ill have a significant effect on the yield. 

Bu 
apply 
post-Bu 
for futur 
take effect. 

For Customs and Excise taxes an uties, 
effects of the tax changes on relativ 
consumers' expenditure. Aggregate m 
cost are assumed not to change. This is 

all the estimates of yield incorporate the 
d associated changes in the pattern of 
d consumers' expenditure at factor 
modification of previous practice in 

which nominal consumers' expenditure atAnarket prices, rather than at factor cost, 
was held constant. Examples where behaviural 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 a new or modified relief. 

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 n t 	the direct effects 
included in Table 4.1. 

The figures in the first column of Table 4.1 show the dir 	the Budget 
proposals on receipts in 1989-90. Budget proposals are co 	h a non- 
indexed base—that is, with the pre-Budget regime of allowa 	s, t sholds and 
rates of duty at 1988-89 levels. 

The figures in the second column show the direct effect of the Bu.g- 	..sals on 
receipts in 1989-90, measured against an indexed base. The indexed 	989- 
90 is obtained by increasing 1988-89 allowances, thresholds and rates 	6.8 
per cent, the increase in the RPI 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 indexed base. For this comparison, both the Budget proposals 
and the indexed base for 1989-90 have been further indexed by the forecast 

   

rters  tit  aide? 

1 N y 

:• 
S °cap E D moveme  fits ditirtgreptrth  qw 

Table 3.1 . 
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BU Annex to Chapter 4 

Income Tax 

The remainder of this annex provides a commentary on the Budget proposals in 
Table 4.1; the paragraph numbers refer to the lines in this table. Additional 
information is provided for those proposals where the effect on tax liabilities in the 
first complete year to which the change applies (full year effect) is substantially 
different from the effect on receipts in either 1989-90 or 1990-91; or where the 
impact of the proposal is expected to build up over a period of years. 

:••• 
1 to 5 The increases in the rniam-peFsenal allowances are 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 age allowance currently given to those aged 80 and 
over will be extended to those aged 75 yeefs and over. The cost of indexation for 

ose aged between 75 and 79 is included in line 3. <1(1 41, 

8 Fin„,.. 
from -  :1 grIc<tit 

e•isikoAc4.) 	to.4, 

rtvv‘() C  "Vtv'c'z  S  ick."k  
tax eia 

ok 	'A...LA:4.m .04W, Note 

(-A tv.e._ 	 CO 	 r 

IA 

(.12-0--- e_cl_ 	kz•-‘a_e 	. 

he age allowance withdrawal rate will be reduced from 12 of allowances for 
£3 of income to £1 for each £2 of income above the limit of £11 400. 

crease in the basic rate limit is in line with the statutory indexation 

c-ye 4- rck 
the scales for taxing car benefits will be increased by 20 per tent 

89 levels. 

ry concession which has exempted from tax certain 
reimbursem 	mployers of additional housing costs incurred by their 
employees w o have had to move with their jobs to more expensive locations will 
be withdrawn from 6 April 1989, subject to transitional arrangements. A statutory 
relief will be introduced to replace the extra-statutory concession which has 

I 

with basic rate relief given at source) for eligible 
bsequent years for private medical insurance for 

e cost for 1990-91 assumes an increase in take-up 
of the new relief. Eventual costs will depend, 

t to which medical insurance for the over-60s is 

9 The e 

exempte 

10 Tax relief will be availab 
premiums paid in 1990—
those aged 60 years and o 
in the region of 10 per cent ae,a 
among other things, on the ex 
promoted and taken up. 

1. 	I  I 111C-ta?E-.- 

11 The amendments to the tax rule sion schemes will mean that: 

for tax approved schemes, earning 	£60000 will be ignored for the purpose 
of calculating benefits (consistent wi6a 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, to allow a two-thirds final salary pension on 
retirement after 20 years' service between ages 50 and 70 and to simplify 
calculation of tax-free lump sums. These changes apply to new schemes set up on 
or after 14 March 1989 and to new members joinin 	ting schemes on or after 
that date; 

employers will be able to set up top-up schemes wi 
without tax privileges such as tax-free investment bu 

new rules will allow surplus voluntary contributions to 
member instead of reducing benefits from the employer 
scheme will deduct a 35 per cent charge from the refund to 
advantages enjoyed on contributions and build-up. There will 
liability on higher rate taxpayers; 

changes will be made to the personal pensions tax rules to increase 
the age related contribution limits. The increased limit will be subje Øth 
£60 000 earnings cap. And the rules for calculating tax-free lump sums will be 
simplified. 

ts on benefits, but 

ed to the 
he voluntary 
e tax 

1Y  flfVf  eg tbigt  D yirsL 11101Y6tregthtir ru 
P U r) rBrUP9 	PA-WI i '.•-•1T 	N's 
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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. 

13 The conditions for relief for charitable 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. 

14 Amendments to the profit related pay (PRP) legislation will: 

abolish the "5 per cent test" on a PRP scheme's eligibility for registration; 
CA 

increase to £4 000 theAlimit on the amount of PRP attracting tax relief; 
Vk 

ow scheme employers to alter, subject to conditions, the rules of PRP schemes 
dy registered; and 

PRP schemes to be registered for certain employment units using the 
the whole business rather than of the employment unit itself. 

15 Th 	limit on the value of shares which may be given to an employee 
under a 	d all-employee profit-sharing share scheme will be increased, with 
effect fro 	1989, from £1 250 (or 10 per cent of pay up to a maximum of 
£5000) to r 10 per cent of pay up to £6000). The limit on monthly 
savings made  •  y an employee under an approved savings-related share option 
scheme will be increased, 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 use of consortium 
shares in an approved employee share scheme will be extended to any member of a 
consortium owning 5 per ce 	more of the company's ordinary share capital in 
place of the previous 15 ern imit. 

16 There will be relaxations t tJe1nditions under which income tax relief is 
given to employees who benef y virtue of their employment from priority in 
applying for a public offer of sha . 

17 Changes will be made in the mat 	rest tests relating to an employee's 
eligibility to participate in an approve 	ployee share scheme or a registered 
profit-related pay scheme, and an indivieGtal's entitlement to close company interest 
relief. Subject to certain conditions, shares held by a trust of which the employee is 
a beneficiary will be disregarded when reckoning whether he has material interest. 

18 Relief for interest on loans to acquire Business Expansion Scheme shares on or 
after 14 March 1989 will be abolished. 

ri9 From 6 April 1989 Schedule E emoluments will 	or the year in 
which they are received instead °lithe year for -which th 	ned. There will be 
a transitional cost,...but-fr riz5"- -93 when the transition 	, there will be 
.aii.attritarrield of about £50 millionA 

20 A change will be made to the provisions which treat certain 	income 
as the settlor's for higher rate tax purposes to ensure that income f 	ht gifts 
between husband and wife will be treated under Independent Taxat 
income of the recipient of the gift. For certain other settlements the p ent 
will be extended to the basic rate producing a small revenue yield. 

21 Legislation will be introduced to make clear the amount of UK tax that is 
deductible from UK tax credits to which non-residents may be entitled under a 

of out DiSrED 
BUDG.:TWPWrir-MPTAPAYg oNftY 

double  tawatinn  corp,enti n. This measure Ill preNnoloieballithter 
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ay be available for business expenditure incurred 
sed from three to five years. The cost of this 
ild up and could amount of tens of millions of 

uirements of the scheme for subcontractors in 
ucee oz-e-4,..ample-by-agg-regation- 
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nd corporation 22 From 1 January 1990, the rules for taxing life assurance companies will be 
tax changed: 

to allow relief for the expenses of pension, general annuity and other life 
assurance business only against their respective profits; 

to spread the relief for the costs of acquiring new business (other than pension 
and general annuity business) over seven years, subject to transitional 
arrangements in the first four years to phase out the present immediate relief; and 

to reduce the corporation tax rate on income and capital gains allassable to 
policyholders to 25 per cent. 	 ct+trIP,..hAt,  I k 

The yield in 1990-91 and the immediately following years is reduced by the 
oposed transitional arrangements, and by the carry-forward of unrelieved 

nses from past years. The yield in all years depends on developments in the 
ry, particularly in the level of new business, and is therefore highly uncertain. 

in 
perc ta 
relief f 
would h 

pportionment rules for close companies will be abolished. A higher rate of 
tax equal to the higher rate of income tax of 40 per cent will be 
r close investment companies which distribute less than a specified 
heir profits. A close investment company will no longer get tax 

payments, annual payments or management expenses unless these 
eductible if paid by an individual. 

4 

24 The legisl 	ating to capital allowances for safety expenditure at sports 
grounds will e amended from 1 January 1989 to take account of the extension of 
safety certificate requirements to regulated stands at undesignated sports grounds. 
Minor amendments will be made to the capital allowances legislation to correct 
defects and anomalies in advance of the consolidation of that legislation. 

25 The period for which relief 
before a trade begins will b 
proposal will take some y 
pounds. 

26 Subject to consultation, the 
the construction industry will be 

- payments onto a- single_ voucher 

ear. The cost is 

Income tax, corporation 
tax and capital gains tax 

aefaulBUDGET SECRET 
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Income tax and capital 27 The main changes are: 
gains tax 

an increase in the overall annual limit 14):1 investment in a Personal Equity Plan to 
£4800; 

within that an increase in the limit for investment in authorised unit trusts and 
investment trusts to £2 400, coupled with a new requirement that the trust must 
invest mostly in UK equities; 

significant simplifications for plan managers; and 

the facility for new share issues to be brought with 

The costs assume take-up in the region of 400 000 in the 
likely to reach £30 million after five years. 

28 After 5 Asipil 1989, if a nincorporated trael'er makes a lo 
against othr income o 	e same and/or t following year, h 
any 	used loss a 	st his capital gai . he estimated full ear co 
199-90 and 19 	91 are £50 million and £75 million espectivel 

29 In the light of recommendations of the Keith Committee, administ tiv 
changes will be made: 

to update the system of monetary penalties for tax offences in line with inflation 
and remove obsolete penalties; 

t 	introduce u n i r ycv4 

n b set off 
to set 
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ICTA 	be widened to include non-variable deep discounted securities 
issued b 	orate borrowers. On a sale or redemption the accrued discount 
will be ta 	me. Any excess or shortfall will be taxed as a capital gain or 
loss unless t sec 	is exempt from capital gains tax as a qualifying corporate 
bond. Where 	di counted securities have variable features so that the precise 
accrued discount at any particular time cannot be determined in advance (including 
certain index linked bonds), the whole of the uplift between cost price and sale or 
redemption price will be taxed as income. The eventual yield is uncertain but is 
estimated at around £50 million. 

31 A tax charge will be impos 
holdings within an offshore 

Corporation Tax 32 The profits limit for the s 
financial year 1989 will be raise 
marginal relief will be raised fro 

to allow taxpayers further time to claim reliefs where an Inspector discovers that 
further tax is due; 

to modernise the Inland Revenue's powers to obtain information about a 
taxpayer under enquiry, to allow questions to be put to the taxpayer, provide 
greater safeguards for the taxpayer 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; 

Qp.
to change the filing date for returns of PAYE and NIC deductions by employers 
rom 19 April to 19 May, tighten up the penalties for late filing gradually over a 

'od of years, leading to the introduction of automatic penalties for all late 
(but not before 1995). 

Osn revenue in subsequent years is expected to be small. 

30 	 et day the existing corporate deep discount legislation in Schedule 4 

co 	nies' corporation tax rate of 25 per cent for 
£100000 to £150000 and the limit for 

500 000 to £750000. 

UK investors on gains when they switch 

33 From 1 January 1990 all unit trus*Q 
Collective Investment in Transferable 
Communities legislation will be subject 
of 25 per cent. The cost will rise to about 

UCITS (Undertakings for 
s) under the relevant European 

rporation tax on their income at a rate 
0 million from 1991-92 onwards. 

Capital Gains Tax 

34 Payments made by a company to an ESOP trust will be deductible in 
calculating itso,T.,„-vg.tion tax liability where the trust meets conditions aimed at 
ensuring the acrst-eiefi---Of shares in the company 	its employees, —3,-- 

c 35 Various minor changes will be made to the advance . ,. .ation tax (ACT) 
rules concerning a company which is part of a group o 	um. 

36 Measures will be introduced to counter avoidance oft. osals of 
subsidiaries in ways which could cause a substantial loss oft 

37 The capital gains tax annual exempt amount will remain at 	the case of 
individuals and £2500 in the case of most trusts. 

38 Capital gains tax gifts relief (which allows deferral on gifts) will 	ed to 
certain types of gift, the main categories being gifts of business and h 	ts 
and gifts on which there is an immediate charge to inheritance tax. The 
yield in 1991-92 is estimated at £40 million. The change will not affect gif 
charities or between spouses. 

39 The capital gains tax rules and rules about the transfer of securities applying to 
assets held by Lloyd's underwriters in their premiums trust funds will be amended 
to fact 
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0p
1 Gains Tax and 

, oration Tax 

i\  

Capital gains tax an 
Inheritance Tax 

Inheritance Tax 

40 Changes will be made to the rules for the taxation of capital gains of foreign 
businesses with UK branches or agencies or with operations on the UK continental 
shelf. The main effect will be to counter possible developments which could lead to 
a significant loss of tax. 

41 Technical changes will be made 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 of less than k3 000 are exempt from charges on 
capital gains. The limit will be,Faised to 14000. 

0 
 3 Certain sterling bonds will be exempted from capital gains tax and corporation 
x on gains. The main effect will be to counter use of the indexation allowance in 

s which could cause a significant loss of tax. 
, 	4.• L.,-411 /4. 
(giftsAto registered housing associations will qualify for capital gains tax 

nd inheritance tax exemption. 

4 	 ated full year cost of indexation attributable to taxable estates in 1989- 
90i 	jjk ion. 

46 Th 
limited t 

r varying the disposition of a deceased person's assets will be 
iations making adequate provision for his or her dependants. 

g s amp duties will be abolished from 1 April 1990: 

the 	per cent ad valorem duty on the transfer of UK registered securities; 

stamp duty reserve tax; 

the 1+ per cent duties on the conversion of UK shares into depository receipts or 
their transfer into clearance services; ' 

associated charges on be 	ares and unit trusts units; and 

certain fixed duties on 	nsfers. 

Announcement of the ab 	these duties is expected to lead to some rise in 
the value of share transactio 	hat will mean an increased yield from stamp 
duty and value added tax in 	9-90 nd from some other taxes, eg capital gains 
tax in later years. The figures irOr 	take account of these additional yields. _ 

48 Life assurance policy duty will b 	ed from 1 January 1990. The cost in 
1990-91 takes account of the conseque4,I change in corporation tax liability. 

49 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 
anticipated turnover will still apply, in modified form, to large businesses and short 
term events. 

47 The foll 

BUDGE  SLUNG•EitutTos@wiritT  ONLY 
-kCf- 

50 From 15 March 1989, the registration limit will r. it 	23 600 a year. 

51 A comprehensive system of VAT relief on all deb 	e more than 18 
months old and which have been written off in the tra 	s 	nts will be 
introduced. Repayment of the relief, or part of it, will be 	rj here the debt 
is subsequently paid in whole or in part. 

52 The maximum rate of default surcharge will be reduced fr 
per cent for all appropriate VAT returns due on or after 31 Marc 

53 The right of taxpayers to recover overpaid VAT, excise duty [a 
be confirmed—subject to certain conditions—and procedures establis d 
will enable VAT accounting errors to be corrected. 

54 From 1 April 1989, VAT will be applied at the standard rate to the construction 
and sale of new non-residential buildings. From 1 August 1989, landlords will be 
ab ir  e to T at ol t to char a. . tax on their non rcsid tial To ertv and land transactions and 
V UDIGEItSsEIGRAId in ""Ge:r4-k.Z 	TnIflegtEbCDPILEDLem bi i 
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,a ce tt-i- ttv. 
14 --cvc.AVT  

if  Tenants whose landlords opt to tax existing leases will pay tax on only half of the 
rent in the first year. In-tlae-case-42d-charitielfhe phasing in period will be five years. 
Transitional relief will allow zero rating to continue for certain developments 
where 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 
(but not newspapers). 

56 From 1 April 1989, VAT will be applied at the standard rate to protective boots 
and helmets supplied to employers. 

57 From 1 July 1990, VAT will be applied at the standard rate to fuel and power 

0  supplied to businesses. 

From 1 July 1990, VAT will be applied at the standard rate to water and 
rage services supplied to industry. 
I 	t tt VA ) 

T relief for charities will be extended to charity and certain other fund- 
ents, medical sterilising equipment and classified and certain other types of 

60 FrjD 	1989, all cars used by manufacturers for research and development 
purpo 	relieved of VAT. 

61 From 	 , vehicles leased to the disabled will be relieved of car tax. 

62-69 The will be no change in the rates of duty on alcoholic drinks, tobacco 
products and most hydrocarbon oils. 

70 The duty arrangements for made-wine will be brought into line with those 
applicable to wine Sof fresh grapest by prohibiting duty-paid blending. 

71 The rules for determini 	e original gravity of beer for duty purposes will be 
clarified. 

72 The duty on unleaded 
(32.p a gallon) including V 
1 e 

c.% e 
be reduced by the equivalent offYip a litre 

Car Tax 

Excise duties 

Vehicle excise duties 

73 A higher rate of duty will lintroduced on two and three star leaded petrol. 
This will add „1„,-15p a litre (f)64  tb 	ding VAT to the tax charged on these 
grades. 	 e-xceecls-yield-frout_twastar-in 
r999t. 	tt-e 	 du. 

‘,1 

74 There will be no change in the duties on cars, light vans, motor cycles and most 
lorries. 

75 From 15 March 1989, the number of duty rates for taxis, coaches and lorries 
will be reduced from over sixty to five and rates will be adjusted. 

.1„ CA— 	 rs,1.4„ I 

r-btk, 

76 From 15 March 1989, the rates of duty on certa 
to bring them more into line with rates for articula 
weight. The rate of duty for special types capable of c 
heavy loads will be increased to k3 100. 

Other 77 From 1 January 1990, the additional payments made b 
contractors will be assessed on a mixture of net advertising 

orries will be increased 
s of similar gross 

ry long, wide or 

TV ramme 
d profits. 

National Insurance 
Contributions 

cns. 2
rc 

j  

t\-4: S.. \A. 	 u. 

"tx 

1S" A. 	 Vc, 	, 
BUDG 

78 Criminal sanctions will be provided against unlawful disclosu 	ormation 
relating to #identilialtaxpayer by employees or former emp 

, 
depar-t-ment5,. 	kcsk 	 IsA t 

79 From 2, October 1989, employees will pay Class 1 contributions eq 	o per 
cent of earnings below the lower earnings limit (k43 a week in 1989-90) and 9 per 
cent of earnings above the lower earnings limit, up to the upper earnings limit 
(k325 a week in 1989-90). Those earning below the lower earnings limit will 

bdtceattcfettrans. N1 TO 	opiE 9, 	c 
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/I 	 DATE: 1 March 1989 
Cica.v-b-F91. LAXis 

OOLY 	 Chief Secretary 
Financial Secretary 

t- ttA k  CWe& 	 Paymaster General 
Economic Secretary 
Sir Peter Middleton 

. 	Sir Terence Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Riley 
Mr A C S Allan 
Mr Matthews 
Miss Simpson 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Sir Anthony Battishill)Tio  
Mr Calder 

Mr Unwin 
)C&E Mr P R H Allen) 

FSBR CHAPTER 4 kt.) 
n'tf` 

Attached is a redraft of Chapter 4. a 	d be very helpful 

if we could have comments during the co 	of tomorrow. 

2. 	Regarding the questions you raised on the last draft: 

(i) 
	

the chattels exemption does apply to companies 

as well; 
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the Revenue do not feel sufficiently confident 

about the 'mature' yield from the life 

assurance package to want to publish an 

estimate in the FSBR. There is therefore no 
of h.. Mn.. 

reference to the long-term yield in note 22. 

there is no NIC flow back from earnings rule 

abolition, because no behavioural response has 

been assumed. 	The £5 million benefit flow 

back in the second year has been netted out of 

y public expenditure estimate. 

3. 	You may w 	consider the following redraft to the 

second age all 	indent in para. 4.02, since the current 

draft is unclear 

6v- 

"the 	owance for those aged 75 and over 

will r 	om £3180 (for single people aged 

under 80) nd from £3310 (for single people 

aged 80 and over) 

(for married couples 

£5205 (for married 

to £5565." 

to £3540; and from £5035 

aged under 80) and from 

couples aged 80 and over) 

ptettf 	fr-e-;.#4.9.&1-7) 
(4. 
now that Schedule  E  assessment has 

I have moved relocation expensip 

dropeed_it would have 

thp'first page since 
7 

4 T 	sat rather oddly between PEPs and Pendl 1L1 	 The Revenue want 
64-A,  i*A-5 an estimate of the long term yiel 	om abolishing the 
tk " additional housing costs ESC 

amended note 9 

draw attention 

£100 million. 

to this, 

in the Annex .0 I have therefore 

accordingly. However, you may not want to 

given the high figure of 

Rule 

r a 

Ing 

5. 	have not inserted a Pensioner's Ea 

side-heading by para. 4.40, since it is debatable 

public expenditure measure should be in Chapter 4. 

it as a national insurance measure, which strictly 

it is, allows us to get off the hook. 
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The Economic Secretary has now redrafted the ECJ section 

the Financial Secretary the Keith section. 

N I MACPHERSON 

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 



Income tax 

sek 
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4. it 	Private medical 

insurance 

Charitable giving 

Employee share 
ownership plans (ESOPs) 

Approved employee 
share schemes 
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• 
4 The Budget Tax and National 
Insurance Proposals in Detail 

4.01 The main tax and national insurance changes proposed in the Budget 
are summarised below. A full list of changes is given in Table 4.1. 

4.02 The 411frffilq 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 1yei.1 to December 1988); the higher level of age allowance 
current1)91erAose aged 80 and over will be extended to those aged 75 and 
over. This will mean that: 

the single person's and wife's earned income allowances will rise from 
£2605 to £2785; 

the married allowance will rise from £4  095 to £4  375; 

the additional personal allowance and widow's bereavement allowance 
will rise from £1 490 to Ll 590; 

the age allowance for those aged 65 to 74 will rise from £3  180 to £3  400 
(single) and from £5  035 to £5  385 (married); 

.31go 
the age allowance for those aged 75.and over will rise from L3-4-515 for 
those under 80 and from £3  310 for those aged 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 £10600 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 kll 400. 

ev,e 
4.04 Car benefit scale charges will be increased by 219-per-Gaut from 6 April 
1989. 

4.06 
4,05 Income tax relief will be given from April 1990 on private medical 
insurance premiums for those 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 
April 1989. 

4,07 Tax relief will be given for payments by companies to qualifying 
ESOP trusts. 

4-04 4,08 The annual limit for individual participation in the 1978 all-employee 
share scheme will be increased to £2 000 or—if greater-10 per cent of pay 
up to a maximum of £6 000. The 1980 SAYE share option/ scheme limit 
will be increased from £100 to £150 per month. The maximum discount 
from the share price at which options may be granted under these schemes 
will be doubled to 20 per cent. 
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1-1  

4-10  
Profit-related pay 4,89 Theweiling 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. 

Lt. II 
Personal equity plans 4.40 The annual limit on investment in Personal Equity Plans will be 

increased from £3  000 to £4  800. The annual limit on investment in unit 
and investment trusts will be increased to £2 400, irrespective of other 
holdings, and restricted to unit and investment trusts which invest mainly in 
UK equities. The PEP rules will be greatly simplified. 

Sehedule E-assess-nrent---4.1 	 ees 

/ 

Relocation expenses 4.12 Payments an employer makes towards the additional housing costs of 1 
an employee transferred to a more expensive location will no longer be 

4.12 

ro A. ft) 0- %t -  4 , ay 7, 	exempt from tax. 
Li. 42. 

Pensions 4441 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 cpnsistent with a privileged pension 
of up to £40 000 a year or maximum tax free lump sum of up to 
£90000. The limit will be indexed to prices; 

the rules for tax approved pensions, particularly affecting those who take 
early retirement, will be simplified and improved. 

These changes will apply to schemes set up on or after Budget day and to 
*inew members joining existing schemes on or after that date. 
4-11 
MI New simplified rules will be introduced for monitoring additional 
voluntary contributions. Any surplus contributions made will be returned to 
employees, subject to a special tax charge. 
4-14 
4,41 Annual contribution limits for personal pension schemes will be 
increased as a percentage of earnings, subject to an overall cash limit based 
on the £60 000 earnings limit for occupational schemes. 
4-15 

Life assurance 4,-16 The tax regime for life assurance companies will be reformed. The 
main change)to be introduced from 1 January 1990 are: 

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: this 
change will be phased in gradually over We 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. 

2 
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Stamp,Duties--- 444--Stamp-cluties_eluliamtzansactions-will-he- 
4.11- 

Unit trusts 4,11; A new tax regime will be introduced from 1 January 1990 for unit 
trusts investing 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 to a rate equal to 
the basic rate of income tax (25 per cent). 
Lt 

COBO and deep 4A9 The new issues queue will be abolished by a general consent under the 
discounted bonds Control of Borrowing Order and the regime for deep discounted bonds, 

including certain index-linked bonds, will be amended with effect from 
Budget day. 
4-14 

Business taxation 420 The profits limit for the small companies' corporation tax rate of 25 
per cent for financial year 1989 will be raised from £100 000 to £150 000 
and the limit for marginal relief will be raised from £500 000 to £750 000. 
4.2.0 
4:21. The main rate of corporation tax for the financial year 1989 will be 35 
per cent. 
4.2.1 
422 The apportionment rules for close companies will be abolished. Special 
provisions including a corporation tax rate equal to the higher rate of 
income tax (40 per cent) will be introduced for close investment companies 
which distribute less than a specified percentage of their profits. 

et 
off against their other income will be-able-tcrsertiff-affy unused -balarrc-e of 

a 
Capital gains tax 424 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. 
4-2.1 

4-.15 The disposal value limit below which chattels are exempt from charges 
on capital gains will be iiteir-eascd"- °̀" from £3000 to L-5-000, +6 000 . 

4.2-4 
426 Capital gains tax deferral on lifetime gifts will be restricted to certain 
types of gift—in particular, gifts of business and heritage assets, gifts on 
which there is an immediate charge to inheritance tax, and gifts to charity. 

Inheritance tax 4,-27 From Budget day the threshold for inheritance tax will be increased in 
line with the statutory indexation provisions from £110000 to £118000. 

4.28 The present turnover requirements for VAT registration will be 
replaced for most businesses by a single limit based on turnover in the 
previous twelve months. 

429 From 15 March 1989 the VAT registration limit will be raised to 
£23 600 a year. 

4,30 Changes will be introduced to make relief from VAT on bad debts I 

F 

widely available. 

431 The default surcharge regime will be eased by reducing the maximum 
rate of penalty from 30 per cent to 20 per cent. 
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4 The Budget Tax and National Insurance Proposals in Detail 

02 To comply with the European Court judgement of 21 June 1988 
certain previously zero rated goods and services will be subject to VAT at 
the standard rate. As announced on 6 February, the regime will aim to 
minimise the tax and compliance burden. 

4.31 
4.4-33 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 appliec4.  

Tfrom 1 April 1989 tof 	protective boots and helmets supplied to 
employers; a,sol 

(-news services. A41  . . 
a 	 - 

from   1 July 1990 tO4 
tria 

fuel and power supplied to businesses; 	_ 
A 

C-water and sewerage services supplied to 
industry. 

454 VAT relief for charities will be extended to charity fund-raising events, 
certain types of advertising and medical sterilising equipment. Cars leased to 
the disabled will be relieved of car tax. 

4.13 
Excise duty 4.35 The duty orrl€1.1 lieaded petrol will be reduced by the equivalent of just 

under 1p a litre ( 	a gallon) including VAT. A higher rate of duty will 
be introduced on 2 and 3 star leaded petrol. This will add ji+st-iicRa 1p a litre 
(4ea gallon) including VAT to the tax charged on these grades. 'the...61... 

tk -.1k4 
ITV levy 06 From 1 January 1990, the additional payments made by ITV 

programme contractors will be assessed on a mixture of net advertising 
revenue and profits. 

LI • IC 
Tax administration 4..3/ In the light of recommendations by the Keith 

be made: 
mittee, changes will 

g-erlact 
ccdall- 

to update the system of m 	ry penalties for tax offences; 

to modern's 	powers of the Inland Revenue to obtain information; 

improve compliance by employers. 

4.36 
Tax confidentiality 4,38 Criminal sanctions will be provided against unlawful disclosure of 

information relating to a taxpayer by employees or former employees of the 
Inland Revenue and Customs and Excise 

431, 	filoT41) 

4 

National Insurance 09 From [1] October, 	 -the structure oF ational 

EveU 4( eC41 *6;  ' 
insurance contributionst ....._-_ 	 oyees will pay Class 1 contributions equal to 2 

--- 	/ 	
_ per cent of earnings . , the lower earnings limit (L43 a week in 1989-90) 

and 9 per cent of earnings above the lower earnings limit, up to the upper 

k 

	

	earnings limit (L325 a week in 1289-90). Those earning below the lower 
earnings limit will continue to pay4Class 1 contributions. 
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rb--) 

4.40 From [1] October the rule whereby state retirement pensioners earning 
more than £75 a week have their pensions reduced, and those earning over 
£120 a week have their pension abated entirely, will'bt1 abolished. The 
public expenditure cost of abolition will be abollt £125 million in 1989-90 
and £255 million in 1990-91. This cost will be met from the Reserve, and is 
therefore not included in Table 4.1. (Nor does Table 4.1 include the 
increased tax revenue that will flow from the changes, k25 million in 1989-
90 and £65 million in 1990-91.) 

_ 
4.41 These changes to national insurance contributio-n—s and the pensioners' 
earnings rule will be included in the Social Security Bill now before 
Parliament. 
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• 
Table 4.1 Direct effects of changes in taxation and national insurance 

k million 
Estimated effect on receipts in: 

See Annex 4 	 1989-90 	1990-91 

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

Changes from 
an indexed 
base 

INLAND REVENUE 
Income tax 

1 Increase in single allowance of £180 and married allowance of £280 -1130 

2 Increase in additional personal allowance and widow's bereavement 
allowance of £100 -10 

3 Increase in age allowances in line with statutory indexation -100 

4 Extend higher age allowances for those aged 80 and over to 
those aged 75 and over -10 -10 -15 

5 Increase in income limit for age allowance of £800 - 15 

6 Reduction in age allowance withdrawal rate - 5 -5 - 5 

7 Increase in basic rate limit of Zl 400 to £20700 -210 

8 Fringe benefits--20-pec-Genu's""tittincrease in car benefit scales .±..-90.  4,  lbo -1..-.4413 6+1bo -la. o 0 

9 Removal of extra-statutory concession on additional housing costs +5 +5 +30 

10 Tax relief for private medical insurance for those aged 60 or over — -40 

11 Pension schemes—amendments to tax rules * * * 

12 Payroll giving to charities—increase in donation limit to £480 a year 
13 Membership covenants to heritage charities -5 -5 -10 

14 Liberalisation of profit-related pay legislation -10 -10 -15 

15 Increase in approved employee share limits 
16 Employee priority in public offer of shares 
17 Changes in material interest tests 1* -5 

18 Abolition of tax relief on new loans to buy Business Expansion Scheme 
shares +5 

20 Changes in settlements provisions where settlor or spouse can benefit 
21 Tax deductible from tax credit payments to US companies 
Income tax and corporation tax 
22 Taxation of income, gains and profits of life assurance companies +125 

23 Abolition of close company apportionment 
24 Capital allowances—safety at sports grounds and miscellaneous 

amendments 
25 Extension of relief for pre-tradingexpenda: 	• 
26 Subcontractor tax scheme—reduction in( 	reqthrements 
Income tax and capital gains tax 
27 Personal Equity Plans—increase in limits etc. -5 -5 -10 

Income tax, corporation tax and capital gains tax 
29 Keith committee—administrative changes 
30 Deep discounted bonds—taxation of uplift as income +15 

31 Tax charge on switching investments in offshore funds 
Corporation tax 
32 Increase in profits limits for small companies rate and marginal relief -35 

33 Reduction in tax rate for certain unit trusts 
34 Relief for payments to ESOP trusts 
35 Advance corporation tax amendments 

136 Sale of subsidiaries 
Capital gains tax 
37 No change in annual exempt amount +10 

38 Restriction of gifts relief +25 

39 Change in the rules for Lloyd's underwriters 
* = Negligible 	— = Nil 
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Table 4.1 	Direct effects of changes in taxation—continued 

See Annex 4 
paragraph numbers 

4 million 
Estimated effect on receipts in: 
1989-90 1990-91 
Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

Capital gains tax and corporation tax 

40 UK branches of foreign businesses—changes affecting capital gains 
41 Technical changes associated with rebasing of capital gains 
42 Increase in capital gains chattels exemption to £5 000 
43 Exemption of certain bonds from charges on capital gains 
Capital gains tax and inheritance tax 
44 Gifts to housing associations 
Inheritance tax 
45 Increase of £8 000 in threshold -35 
46 Changes in rules for varying dispositions on death +5 +5 +15 

Stamp duties 
47 Abolition of duties on shares +10 +10 -1000 

48 Abolition of life assurance policy duty -20 -20 -80 
TOTAL INLAND REVENUE 7,4403 - 1146-  . 13-4-12.5-  7.48S -4q_o 

CUSTOMS AND EXCISE 
Value added tax 
49 Revised registration rules -35 -35 -100 

50 Increase in registration limit 
51 Bad debt relief -50 -50 -150 
52 Keith—review of default surcharge -20 -20 -20 

54 Revised tax regime for construction, buildings and land + 310 + 310 +440 

55 Change in liability of news services +5 +5 +5 

56 Change in liability of certain protective boots and helmets 
57 Change in liability of certain supplies of fuel and power + 95 

58 Change in liability of certain water and sewerage services 
59 Reliefs for charities -5 -5 -5 
60 Relief for research and development cars -5 
Car tax 
61 Relief for vehicles leased to disabled 0 -10 
Excise duties 
62 No change in rate of spirits duty -65 -70 
63 No change in rate of beer duty - 140 -155 
64 No change in rate of duty on cider and perry — - 5 - 5 
65 No change in rate of duty on wine and made-wine -45 -50 
66 No change in rate of duty on 4 star petrol etc. -440 -465 
67 No change in rate of duty on dery - 95 -105 
68 No change in rate of duty on minor oils - 10 -10 
69 No change in rates of tobacco products duties -235 - 250 
70 Restriction on blending of duty-paid made-wine * * * 
71 Determination of original gravity of beer * * * 

72 Reduction in duty on unleaded petrol ..A15.-0e/ -3 -3U -35-  ...-66 --A0 

73 Increase in duty on 2 star and 3 star petrol ...*" _g gel_s- -745"--1 0 

TOTAL CUSTOMS AND EXCISE .4155.-i-l“..  ->" -LLO --....9.35--q‘p 
Vehicle excise duty 
74 No change in VED on cars, light vans and main lorry rates — -190 -210 

75 Increase in VED rates for taxis, buses and coaches +20 +20 +20 

76 Increase in certain other VED rates + 20 + 20 + 20 

TOTAL VED +40 -150 -170 
* = Negligible 	— = Nil 
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Table 4.1 	Direct effects of changes in taxation—continued 

See Annex 4 
paragraph numbers 

k million 
Estimated effect on receipts in: 
1989-90 1990-91 
Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

Other 
77 ITV levy re-basing + 50 
78 Unauthorised disclosure of confidential information 
TOTAL OTHER + 50 

TOTAL CHANGES IN TAXATION -3Ae5--qac _..2-8411-C2l140 
National insurance contributions 
79 Restructure employee contributions - 985 -985 -2785 
TOTAL CHANGES TO NATIONAL INSURANCE  
CONTRIBUTIONS 7483 7.985 

—2A35 

* = Negligible 	— = Nil 

lO R.tLu. (t.s 2.to,WA,tio..) 
% este--,ut (—Lac 	Cc .-kriloscicio.% 
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Annex to Chapter 4 

Explanatory notes to Table 4.1 
Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 
the nearest k5 million. " Negligible " means less than k3 million. 

The direct effect of a tax change is the difference between the yield of the tax which 
would arise on the basis of the rate of tax, allowances, etc prevailing before the 
Budget (the pre-Budget regime) and the yield after the changes proposed in the 
Budget (the post-Budget regime). The difference in yield is generally 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 
for future years on the assumption that all the measures proposed in the Budget 
take effect. 

Tax changes may cause changes in taxpayers' behaviour, which in turn can alter the 
tax base and hence revenue. The direct effects are estimated subject to the constraint 
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 disposable incomes. Nor do 
they include the effects of changes in the tax base arising from changes in pre-tax 
incomes, the general level of prices or other macro-economic variables which may 
result from the proposed tax change. But other behavioural effects are taken into 
account where it is thought that they will have a significant effect on the yield. 

For Customs and Excise taxes and duties, all the estimates of yield incorporate the 
effects of the tax changes on relative prices and associated changes in the pattern of 
consumers' expenditure. Aggregate income and consumers' expenditure at factor 
cost are assumed not to change. This is a slight modification of previous practice in 
which nominal consumers' expenditure 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 a new or modified relief. 

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 not just the direct effects 
included in Table 4.1. 

The figures in the first column of Table 4.1 show the direct effect of the Budget 
proposals on receipts in 1989-90. 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 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, thresholds and rates of duty by 6-8 
per cent, the increase in the RPI 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 indexed base. For this comparison, both the Budget 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). 
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The remainder of this annex provides a commentary on the Budget proposals in 
Table 4.1; the paragraph numbers refer to the lines in this table. Additional 
information is provided for those proposals where the effect on tax liabilities in the 
first complete year to which the change applies (full year effect) is substantially 
different from the effect on receipts in either 1989-90 or 1990-91; or where the 
impact of the proposal is expected to build up over a period of years. 

1 to 5 The increases in the niatfr-peFs.enal allowances are 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 age allowance currently given to those aged 80 and 
over will be extended to those aged 75 yes and over. The cost of indexation for 
those aged between 75 and 79 is included in line 3. 

6 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. 

7 The increase in the basic rate limit is in line with the statutory indexation 
provisions. 	

cv,e +nirck 
8 For 1989-90 the scales for taxing car benefits will be increased by 20-per-eefit 
from their 1988-89 levels. 

4-04% bo• Aleke 

ilAnft0 	
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9 The extra-statutory concession which has 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 from 6 April 1989, subject to transitional arrangements. A statutory 
relief will be introduced to replace the extra-statutory concession which has . 	. 
exempted 	. 	- 	. 	.'. 	- 	 ,ncome-ta-x,

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 1990-91 assumes an increase in take-up 
in the region of 10 per cent as a result of the new relief. Eventual costs will depend, 
among other things, on the extent to which medical insurance for the over-60s is 
promoted and taken up. 

11 The amendments to the tax rules for pension schemes will mean that: 

for tax approved schemes, earnings over £60 000 will be ignored for the purpose 
of calculating benefits (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, to allow a two-thirds final salary pension on 
retirement after 20 years' service between ages 50 and 70 and to simplify 
calculation of tax-free lump sums. These changes apply to new schemes set up on 
or after 14 March 1989 and to new members 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; 

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 build-up. There will be a further 
liability on higher rate taxpayers; 

changes will be made to the personal pensions tax rules to increase from 1988-89 
the age related contribution limits. The increased limit will be subject to the 
£60 000 earnings cap. And the rules for calculating tax-free lump sums will be 
simplified. 

These measures are expected to have a broadly neutral revenue effect in the early 
years. 

2 
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12 The limit on charitable donations qualifying for relief under payroll deduction 
schemes will be increased from £240 to k480 from April 1989. The cost will 
depend on take-up. 

13 The conditions for relief for charitable 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. 

14 Amendments to the profit related pay (PRP) legislation will: 

abolish the "5 per ce 	t " on a PRP scheme's eligibility for registration; 
aS1A. 

increase to £4  000 eAli it on the amount of PRP attracting tax relief; 

allow scheme employers to alter, subject to conditions, the rules of PRP schemes 
already registered; and 

enable PRP schemes to be registered for certain employment units using the 
profits of the whole business rather than of the employment unit itself. 

15 The annual limit on the value of shares which may be given to an employee 
under an approved all-employee profit-sharing share scheme will be increased, with 
effect from 6 April 1989, from £1 250 (or 10 per cent of pay up to a maximum of 
J5000) to £2000 (or 10 per cent of pay up to £6000). The limit on monthly 
savings made by an employee under an approved savings-related share option 
scheme will be increased, 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 use of consortium 
shares in an approved employee share scheme will be extended to any member of a 
consortium owning 5 per cent or more of the company's ordinary share capital in 
place of the previous 15 per cent limit. 

16 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. 

17 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 scheme, and an individual's entitlement to close company interest 
relief. Subject to certain conditions, shares held by a trust of which the employee is 
a beneficiary will be disregarded when reckoning whether he has material interest. 

18 Relief for interest on loans to acquire Business Expansion Scheme shares on or 
after 14 March 1989 will be abolished. 

r19 From 6 April 1989 Schedule E emoluments wil 	sessed for the year in 
which they are received instead o  •  —year or which they are earned. There will be 
a transitional cos 	992-93 when the transition is complete, there will be 

a yield of about £50 millionA 

20 A change will be made to the provisions which treat certain settlement income 
as the settlor's for higher rate tax purposes to ensure that income from outright gifts 
between husband and wife will be treated under Independent Taxation as the 
income of the recipient of the gift. For certain other settlements the present rule 
will be extended to the basic rate producing a small revenue yield. 

21 Legislation will be introduced to make clear the amount of UK tax that is 
deductible from UK tax credits to which non-residents may be entitled under a 
double taxation convention. This measure will prevent a potential Exchequer loss 
of about £15 million a year. 
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Income tax and corporation 22 From 1 January 1990, the rules for taxing life assurance companies will be 
tax changed: 

to allow relief for the expenses of pension, general annuity and other life 
assurance business only against their respective profits; 
to spread the relief for the costs of acquiring new business (other than pension 
and general annuity business) over seven years, subject to transitional 
arrangements in the first four years to phase out the present immediate relief; and 
to reduce the corporation tax rate on income and capital gains alkavziTie 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 years. The yield in all years depends on developments in the 
industry, particularly in the level of new business, and is therefore highly uncertain. 

23 The apportionment rules for close companies will be abolished. A higher rate of 
corporation tax equal to the higher rate of income tax of 40 per cent will be 
introduced for close investment companies which distribute less than a specified 
percentage of their profits. A close investment company will no longer get tax 
relief for interest payments, annual payments or management expenses unless these 
would have been deductible if paid by an individual. 

24 The legislation relating to capital allowances for safety expenditure at sports 
grounds will be amended from 1 January 1989 to take account of the extension of 
safety certificate requirements to regulated stands at undesignated sports grounds. 
Minor amendments will be made to the capital allowances legislation to correct 
defects and anomalies in advance of the consolidation of that legislation. 

25 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. 

far 
26 Subject to consultation, theArequirements of the scheme for subcontractors in 
the construction industry will be reduced. f 	 all 
	vottc-her,-- 

Income tax and capital 27 The main changes are: 
gains tax 	an increase in the overall annual limit on investment in a Personal Equity Plan to 

£4800; 

within that an increase in the limit for investment in authorised unit trusts and 
investment trusts to £2 400, coupled with a new requirement that the trust must 
invest mostly in UK equities; 
significant simplifications for plan managers; and 
the facility for new share 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 five years. 

28 After 5 A 	1989, if atinincorporated tr r makes a loss wjikfi can b et off 
against o r income o 	e same and/or t 	ollowing year, h 	ill be a e to set 
any 	used loss a 	st his capital ga 	he estimated ful ear costs ccrued in 
1 	9-90 and 199J-91 are £50 million and £75 million rspectivel 

Income tax, corporation 29 In the light of recommendations of the Keith Committee, administrative 
tax and capital gains tax changes will be made: 

to update the system of monetary penalties for tax offences in line with inflation 
and remove obsolete penalties; 

to introduce a uniform time limit of 20 years for recovery of tax lost through 
default; 
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• 
to allow taxpayers further time to claim reliefs where an Inspector discovers that 
further tax is due; 
to modernise the Inland Revenue's powers to obtain information about a 
taxpayer under enquiry, to allow questions to be put to the taxpayer, provide 
greater safeguards for the taxpayer 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 PAYE and NIC deductions by employers 
from 19 April to 19 May, tighten up the penalties for late filing gradually over a 
period of years, leading to the introduction of automatic penalties for all late 
filing (but not before 1995). 

The effect on revenue in subsequent years is expected to be small. 

30 From Budget day the existing corporate deep discount legislation in Schedule 4 
ICTA 1988 will be widened to include non-variable deep discounted securities 
issued by non-corporate borrowers. On a sale or 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 exempt from capital gains tax as a qualifying corporate 
bond. Where deep discounted securities have variable features so that the precise 
accrued discount at any particular time cannot be determined in advance (including 
certain index linked bonds), the whole of the uplift between cost price and sale or 
redemption price will be taxed as income. The eventual yield is uncertain but is 
estimated at around 50 million. 

31 A tax charge will be imposed on UK investors on gains when they switch 
holdings within an offshore fund. 

Corporation Tax 32 The profits limit for the small companies' corporation tax rate of 25 per cent for 
financial year 1989 will be raised from £100000 to £150000 and the limit for 
marginal relief will be raised from £500000 to £750000. 

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. The cost will rise to about £20 million from 1991-92 onwards. 

34 Payments made by a company to an ESOP trust will be deductible in 
calculating its corporation tax liability where the trust meets conditions aimed at L‘...& 

	

- 	, ensuring the asquEs+t-ler"v\* 	of shares in the company Iaat its employees, 	4c-r 	3 

35 Various minor changes will be made to the advance corporation tax (ACT) 
rules concerning a company which is part of a group or consortium. 

36 Measures will be introduced to counter avoidance of tax on disposals of 
subsidiaries in ways which could cause a substantial loss of tax. 

Capital Gains Tax 37 The capital gains tax annual exempt amount will remain at £5  000 in the case of 
individuals and £2500 in the case of most trusts. 

38 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. 

39 The capital gains tax rules and rules about the transfer of securities applying to 
assets held by Lloyd's underwriters in their premiums trust funds will be amended 
to facilitate stock lending to market makers. 
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Capital Gains Tax and 
Corporation Tax 

Capital gains tax and 
Inheritance Tax 

Inheritance Tax 

Stamp Duty 

40 Changes will be made to the rules for the taxation of capital gains of foreign 
businesses with UK branches or agencies or with operations on the UK continental 
shelf. The main effect will be to counter possible developments which could lead to 
a significant loss of tax. 

41 Technical changes will be made 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 of less than £3 000 are exempt from charges on 
capital gains. The limit will be,paised to L4000. 

ock.vvect 
43 Certain sterling bonds will be exempted from 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. 

44 Cvassain(giftst,to registered housing associations will qualify for capital gains tax 
deferral and inheritance tax exemption. 

45 The estimated full year cost of indexation attributable to taxable estates in 1989-
90 is £80 million. 

46 The facility for varying the disposition of a deceased person's assets will be 
limited to those variations making adequate provision for his or her dependants. 

47 The foll wing stamp duties will be abolished from 1 April 1990: 

the 1 per c t ad valore 4uty on the transfer of UK registered securities; 

stamp duty res7ve ta 
the 11 per cent d'uties, on the conversion of UK shares into depository receipts or 
their transfer into asrance services; 
associated charges on ‘;eit, er shares and unit trusts units; and 
certain fixed duties on1jatç transfers. 
Announcement of the a 61146n of these duties is expected to lead to some rise in 
the value of share transaCtions': hat will mean an increased yield from stamp 
duty and value added tax in 	90 and from some other taxes, eg capital gains 
tax in later years. The figures in Tie 4.1 take account of these additional yields. j• 

6 

48 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 liability. 

1 49 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 

anticipated turnover will still apply, in modified form, to large businesses and short 
term events.7 

50 From 15 March 1989, the registration limit will become £23 600 a year. 

51 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. 

7-- 
, 52 The maximum rate of default surcharge will be reduced from 30 per,ccnt to 20 

per cent for all appropriate VAT returns due on or after 31 March 1989:1 

53 The right of taxpayers to recover overpaid VAT, excise duty [and car tax] will 
be confirmed—subject to certain conditions—and procedures established which 
will enable VAT accounting errors to be corrected. 

54 From 1 April 1989, VAT will be applied at the standard rate to the construction 
and sale of new non-residential buildings. From 1 August 1989, landlords will be 
able to opt to charge tax on their non-residential property and land transactions and 
VAT at the standard rate will be applied, in 160/4411;1'w'l-E4kcircumstancest to building land.i.....CLere. 

sTo.oi_ko 4-WD-kct 
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National Insurance 

75 From 15 March 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 1989, the rates of duty on certain rigid 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 long, wide or 
heavy loads will be increased to Z3 100. 

Other 77 From 1 January 1990, the additional payments made by ITV programme 
contractors will be assessed on a mixture of net advertising revenue and profits. 

78 Criminal sanctions will be provided against unlawful disclosure of information 
relating to 44-miantifia41. 	e`taxpayer by employees or former employees of revenue 
departments. o 	V-Evi....{ &NA 

79 From 2,0ctober 1989, employees will pay Class 1 contributions equal to 2 per 
Contributions cent of earnings below the lower earnings limit (L43 a week in 1989-90) and 9 per 

cent of earnings above the lower earnings limit, up to the upper earnings limit 
(L325 a week in 1989-90). Those earning below the lower earnings limit will 
continue to pay no Class 1 contributions. 

utuLk 
.44)) 	ftbv.• 	O1C tkVil 	 )oe 
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If  Tenants whose landlords opt to tax existing leases will pay tax on only half of the 
rent in the first year. IR-the.-Gastwaf-charitieighe phasing in period will be five years. 
Transitional relief will allow zero rating to continue for certain developments 
where 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 
(but not newspapers). 

56 From 1 April 1989, VAT will be applied at the standard rate to protective boots 
and helmets supplied to employers. 

57 From 1 July 1990, VAT will be applied at the standard rate to fuel and power 
supplied to businesses. 

58 From 1 July 1990, VAT will be applied at the standard rate to water and 
sewerage services supplied to industry. 

iqt.q, 
591‘VAT relief for charities will be extended to charity and certain other fund-
raising events, medical sterilising equipment and classified and certain other types of 
advertising. 

-A- 
60 From 1 May 1989, all cars used by manufacturers for research and development 
purposes will be relieved of VAT. 

i Avit. 
Car Tax 61 From 12.43tal-Assent, vehicles leased to the disabled will be relieved of car tax. 

Excise duties 62-69 There will be no change in the rates of duty on alcoholic drinks, tobacco 
products and most hydrocarbon oils. 

70 The duty arrangements for made-wine will be brought into line with those 
applicable to wine fof fresh grapest.by  prohibiting duty-paid blending. 

71 The rules for determining the original gravity of beer for duty purposes will be 
clarified. 

72 The duty on unleaded petrol will be reduced by the equivalent of.(Yip a litre 
(3.2.p a gallon) including VAT. 

1-6 f 
73 A higher rate of duty will be introduced on two and three star leaded petrol. 
This will add j.--rp a litre (44d+.1  011on) including VAT to the tax charged on these 
grades. 

P4-4114t. 	i" LA-ease ‘, 	t1-4_ 	eir 	 I S' 
wz.is-corz,z, as a re,,, 	 r Ire 	 teknk, 

Vehicle excise duties 74 There will be no change in the duties on cars, light vans, motor cycles and most 
lorries. 

• • •11 
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MTFS FISCAL PROJECTIONS 

This submission sets out provisional fiscal projections for the 

MTFS period. 	It shows projections of government revenue - after 

allowing for the effects of the Budget as in Mr Culpin's revised 

scorecard of 24 February - and projections of government 

expenditure. It then sets out projections of the fiscal 

adjustment for two alternative PSDR paths. Finally it considers 

presentational issues that these projections raise. 

A. 	General government receipts 

2. 	Table 1 shows our projections of revenues before any fiscal 

adjustment but after allowing for the Budget package in the latest 

scorecard. They are consistent with a constant underlying tax 

burden after 1989-90, ie with a tax burden that would be constant 



Taxes on incomes, 
expenditure and 
capital 	 133.2 	144.8 	156.3 

National insurance 
and other 
contributions 	25.0 	32.8 	34.5 

Interest and 
dividends 
	

6.1 	6.8 
	

6.9 

Other receipts 

General government 
receipts 

Of which 
North Sea tax 

	

5.7 	6.5 

	

173.5 	190.9 

	

4.7 	3.2 

6.7 

204.4 

2.7 
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411 if the effects of the 1988 and 1989 Budgets were taken out of the 

figures. 	These projections are extremely provisional: recent 

castings from the revenue departments have, in fact, been pointing 

to rather lower tax receipts than assumed in this submission. 

There is a risk of quite substantial further changes to the 

projections by the end of this week. 

Table 1: General government receipts 

£ billion, cash 

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 

163.5 172.0 181.2 

35.8 37.8 39.9 

6.7 6.3 5.6 

6.2 6.5 7.0 

212.2 222.6 233.8 

2.4 2.7 2.6 

3. 	The build up of the effects of the 1988 and 1989 Budgets 

causes a reduction in the tax burden over the period to 1991-92 

(see table 2). 	The introduction of independent taxation is now 

estimated to be worth about 14 percentage point off the tax burden 

by 1991-92. The build up of the 1989 Budget package accounts for 

a 1/2  point 	reduction in the tax burden between 1989-90 and 

1990-91. 
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Tablik: Non-oil tax burden before post 1989 fiscal adjustments 

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 

Projected 
	

37.7 	37.5 
	

37.6 	37.0 
	

36.7 	36.7 

Before 1988 and 
1989 Budget 
changes 	 37.7 	38.4 	39.2 	39.2 	39.2 	39.2 

The flat "Budget-adjusted" or "underlying" tax burden after 

1989-90 shown in the second row of table 2 appears at variance 

with our estimate that real fiscal drag normally tends to add 

about 0.2 percentage points a year to the tax burden. 	The 

projections allow for a large fall in the effective tax rate on 

corporate profits, the result primarily of the build up of capital 

allowances following the 1984 corporate tax reform against the 

background of little growth in ICCs profits. The latest detailed 

set of tax projections that we have from Inland Revenue shows 

capital allowances used by non-oil ICCs and financial companies 

rising from about £16 billion in 1987 (affecting tax payments in 

1988-89) to over £30 billion in 1991 (affecting tax payments in 

1992-93). 	This on its own would account for a 0.5 percentage 

point fall in the total non-oil tax burden between 1988-89 and 

1992-93, and offsets the positive real fiscal drag arising in 

other parts of the tax system. 

It goes without saying that the corporation tax projections 

are extremely uncertain. Even if we knew past and future 

aggregate profits and investment with certainty there would still 

be a substantial margin of error around the projections, and the 

scope for error is greatly increased by the problems with the 

national accounts data for 1987 and 1988. Other things being 

equal, the projections for tax payments would obviously be higher 

if we used the published data for the recent level of investment 

rather than our own higher estimates. 

B. 	General government expenditure 

Table 3 shows our central projections of general government 

expenditure, given the MTFS assumptions on output, inflation etc. 

The public expenditure planning total is projected about 
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Tablik General government expenditure 

Public expenditure 

1987-88 

£ billion, cash 

1988-89 	1989-90 1990-91 1991-92 1992-93 

planning total 145.7 150.6 167.2 180.9 195.0 205.7 

Gross debt interest 17.7 18.3 17.0 15.2 14.0 13.1 

Other adjustments 8.3 9.9 9.8 9.5 8.6 8.5 

General government 
expenditure 171.8 178.8 194.1 205.7 217.5 227.3 

Privatisation 
proceeds -5.2 -7.0 -5.0 -5.0 -5.0 -5.0 

General government 
expenditure 
excluding 
privatisation 
proceeds 177.0 185.8 199.1 210.7 222.5 232.3 

GGE excluding 
privatisation proceeds 
(per cent of GDP) 	41.6 39.4 39.2 39.1 39.0 38.6 

1112-  

9. 	The projected levels of general government expenditure are 

slightly above 

the projected 

the same as in 

Table 4: Comparison 

the path published in the Autumn Statement, while 

ratios of GGE to money GDP for 1989-90 onwards are 

in the Autumn Statement. 

k 
	

s/t4  

of paths for GGE excluding privatisation proceeds 

billion 

1988-89 1989-90 1990-91 1991-92 1992-93 

Projections as in 
table 3 185.8 199.1 210.7 222.5 232.3 

White Paper* 

per cent of GDP 

186.9 198.7 210.0 221.0 

Projections as in 
table 3 39.4 39.2 39.1 39.0 

White Paper 

* rounded for 1990-91 

391i 

onwards 

394 39 3834 

38.6 
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10. Bringing together the fiscal projections considered in 

sections A and B, table 5 shows our central estimate of the fiscal 

adjustment available in 1990 and later years for two different 

assumptions about the path of the PSDR. (We have not shown a case 

with a PSDR path starting with more than £8 billion in 1990-91, 

because of the initial increase in taxes that such a path would 

imply.) 

Table 5: Alternative paths for the PSDR 

1989-90 	1990-91 

Case 1 

1991-92 1992-93 

PSDR (£ billion) 12 8 6 4 

PSDR (% of GDP) 21/2  11/2  1 

Annual fiscal adjustment 
(£ billion) -1 3 

Cumulative fiscal 
adjustment (£ billion) 0 -1 2 

Non oil tax burden 
after fiscal 
adjustment (per cent) 

Case 2 

37.6 37.1 37.0 36.1 

PSDR (£ billion) 12 8 4 0 

PSDR (% of GDP) 21/2  11/2  4 0 

Annual fiscal adjustment 
(£ billion) 0 1 5 

Cumulative fiscal 
adjustment (£ billion) 0 1 6 

Non oil tax burden 
after fiscal 
adjustment (per cent) 37.6 37.1 36.6 35.4 

11. These projections suggest that a large fall in the PSDR will 

be required over the next two year if any further tax reductions 

are to be made in the 1990 and 1991 Budgets. This is because of 
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the build up of the effects of the 1988 and 1989 Budgets 

(especially in 1990-91), the growing importance of capital 

allowances discussed earlier, and two years of below trend growth 

in output*. 

D. 	Presentational issues 

(i) Expenditure 

The expenditure figures published in the MTFS - which will, 

of course, be rounded - will include the public expenditure White 

Paper planning total path up to 1991-92. The normal convention is 

to stay with the planning total figures shown in the PEWP, hut to 

allow changes in economic assumptions to come through in debt 

interest and "other adjustments". (In practice, however, figures 

for total GGE have not differed materially from those shown in the 

PEWP, at least in the last 2 years). Our current projections 

point to a lower debt interest path than shown in the White Paper, 

which assumed a £10 billion PSDR in 1988-89 and 1989-90 and zero 

PSDR thereafter. By contrast, the path of "other adjustments" 

that GEP are proposing for publication in the FSBR involves upward 

revisions since the White Paper. If we adopted the PEWP planning 

total and the current central projections for debt interest, we 

would end up showing GGE at virtually the same level as in the 

PEWP in 1989-90 and 1990-91, but El billion below the PEWP path in 

1991-92. 

As usual, GEP are anxious not to show any change from the 

figures for the planning total shown in the PEWP. This year, 

however, the 1989 Survey will be held on the basis of the new 

planning total, and this means that the main benchmark will have 

to be the GGE figures (both for departments and for outside 

commentators). The cash figures for GGE in the FSBR will 

therefore be of more than normal significance. 	The lower are the 

* Our standard ready reckoner of the effects of variations in 
economic growth on the PSDR would suggest a reduction in the PSDR 
of 0.2 per cent of GDP in 1989-90, a further reduction of 0.3 per 
cent of GDP in 1990-91, and a further 0.1 per cent in 1991-92, as 
a result of the period of below trend growth in output. 
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figures published in the FSBR the more demanding the starting 

point against which the outcome of the Survey will be judged at 

the time of the 1989 Autumn Statement. And a reduction now in the 

figures for GGE might suggest to Departments that there was extra 

room within the total for programme increases. It would therefore 

be helpful to retain the PEWP GGE cash figures. 

14. We can achieve this by relatively minor changes to the debt 

interest figures: the largest change would be for 1991-92 where we 

would need to raise debt interest by about £1 billion compared 

with our central projection. 	The scope for changing the debt 

interest projections is, of course, constrained by the requirement 

that the published path should be defensible in relation to the 

projection of the PSDR; but even with this adjustment to the 1991-

92 debt interest figure we would be showing almost a £4 billion 

fall in debt interest payments between 1988-89 and 1991-92 

compared with just over a £2 billion fall in the PEWP. 

Commentators would probably think we had taken adequate account of 

the prospective repayment of debt. 

Gross debt interest payments 	 Ebillion 

1988-89 1989-90 1990-91 1991-92 

PEWP 17.7 17 16 15.5 

Path now needed 
to achieve PEWP 
GGE numbers 18.3 16.5 15 14.5 

Assuming we do keep the rounded PEWP numbers for GGE, we will 

continue to show a declining ratio of GGE excluding privatisation 

proceeds to GDP, with (for 1989-90 through to 1991-92) ratios at 

the same level as in the PEWP. 

For 1992-93, it has been agreed that the MTFS will show 

1 per cent growth in real GGE; our central projection is for more 

like 2 per cent real GGE growth. The consequence of showing just 

1 per cent real growth in GGE will be to increase the projected 
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• annual fiscal adjustment in 1992-93 by some £2 billion (to 
£5 billion in case 1 and £6 billion in case 2), unless we make 

some offsetting adjustments to the projections of revenue. 

17. In the MTFS table which sets out the details of expenditure 

(table 2.3 in the most recent draft), we propose to show figures 

for the old planning total and "other adjustments" for 1992-93, 

even though figures on this basis will not be promulgated again. 

There is an argument for not doing so, but, on balance, it seems 

better not to arouse unnecessary suspicions by departing from 

normal practice at this stage. Table 6 shows the figures for 

expenditure that might appear in the MTFS. (Following the 

convention adopted in the 1988 Autumn Statement, debt interest and 

other adjustments are rounded to the nearest £0.5 billion, not, as 

previously, to the nearest £1 billion.) 

Table 6: General government expenditure (rounded as for MTFS table 2.3) 

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 

145.7 150.6 167 179 192 200 

17.7 18.3 16.5 15 14.5 14 

8.3 9.9 10 10.5 9.5 9.5 

171.8 178.8 194 205 216 223 

-5.2 -7.0 -5 -5 -5 -5 

177.0 185.8 199 210 221 228 

411/2  391/2  394 39 383/4  38 

Public expenditure 
planning total 

Gross debt interest 

Other adjustments 

General government 
expenditure 

Privatisation 
proceeds 

General government 
expenditure 
excluding 
privatisation 
proceeds 

(Memo: ratio 
of GGE ex pp 
to GDP) 
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(ii) Tax and the fiscal adjustment 

The two sets of PSDR/fiscal adjustment profiles shown earlier 

indicate that it is difficult to obtain a reasonably stylised PSDR 

path which yields a smooth series for the fiscal adjustment. Both 

the PSDR options shown in table 5 show low or negative fiscal 

adjustments in 1990-91 and 1991-92, followed by a large positive 

figure in 1992-93. This is largely unavoidable given the build up 

of Budget effects on taxes; and it would be consistent with what 

we say in the latest draft of the MTFS about the cycle and the 

PSDR* to have a bigger fall in the PSDR in 1990-91 and 1991-92 

than in 1992-93. 

We do of course have some latitude to change the tax 

projections to increase the cumulative fiscal adjustment over the 

whole period, and/or to smooth out the yearly pattern. But we 

have to be careful: there is some merit on tactical/public 

expenditure grounds for relatively low fiscal adjustments in the 

next year or so; and it would be risky to pretend that the last 

two Budgets had not pre-empted some of the fiscal adjustment which 

would otherwise have been available over the next years or so. 

And if we now set too ambitious a target for the 1990-91 PSDR and 

the projections in this note turn out to be correct, we could at 

the time of the 1990 Budget face the choice of either raising 

taxes or reducing the PSDR compared with the path established in 

the 1989 MTFS. 

The net effect of the presentational adjustments to 

expenditure - which will involve publishing lower GGE figures than 

our central projections - together with some smoothing of taxes 

might get us to a publishable fiscal adjustment path using the 

"Case 2" PSDR path as considered earlier. 

* "The PSDR will tend to be increased by GDP growth above trend, 
and to be reduced by below trend GDP growth." 
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• Possible annual fiscal adjustment path for publication 
(£billion) 

1990-91 	1991-92 	1992-93 

PSDR Case 2 
	

1 	 1 	 4 

To obtain this path of the fiscal adjustment we would have to 

adjust our forecast path of revenues by some £1/2  to £3/4  billion in 

1990-91 and 1991-92 and make a rather larger downward adjustment 

to revenue growth (around £31/2  billion) in the final year. 	Rather 

larger adjustments would be needed to obtain a publishable fiscal 

adjustment path if the "Case 1" PSDR path were adopted and this is 

probably not very attractive. 

E. Decisions 

The main decisions to be taken are: 

- 	what PSDR path to adopt 

- 	the extent to which we should smooth our projections of 

revenues to even out the path of the fiscal adjustment, 

and possibly increase the cumulative fiscal adjustment 

over the whole MTFS period 

- 	should we aim to show cash GGE figures up to 1991-92 

unchanged from the White Paper 

S J DAVIES 
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1989 FSBR: CHAPTER 5 

I attach a copy of the amended proofs of Chapter 5 of the FSBR 

which takes on board the comments made by you and the Chief 

Secretary last week. 

A paragraph on Budget measures (5.04) has been added and the 

figures for 1988-89 have been amended to take out the £483 million 

Electricity Council tax payment which is not now expected this 

year. 	The text of paragraph 5.06 has been modified accordingly. 

However, the figures for 1988-89 estimated outturn for the 

planning total are still being updated and will be cleared with 

the Chief Secretary early next week. The figures for GGE, GDP and 

the GDP deflator have also yet to be settled. The final figures 

will be incorporated next week. 

The proofs have to be returned to the printers on Friday so I 

would be grateful for any further comments you may have by noon 

tomorrow. 

MRS R J BUTLER 
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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 

Ib41111 	

expenditure White Paper (Cm 601-621). They are summarised in Table 5.1. 

t  nge-ter-thele-14"3'.  

Changes since previous 5.02. The planning total for 1989-90 remains unchanged from the level 

Budget shown in the last FSBR; the planning total for 1990-91 has been increased 
by £3.3 billion. In both years, 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. 

X 	 Table 5.1 Publieexpenditure 
k billion  

1987-88 
Outtum 

1988-89 
Estimated 
outturn 

1989-90 
Plans 

1990-91 
Plans 

1991-92 
Plans 

Department A 

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 19.0 201 21-2 22.1 

Education and science 171 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 91 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 21.72 231 23.7 25.2 

Privatisation proceeds -54 -70 -50 -50 -5.0 

Reserve 3.5 7.0 10-5 

Public expenditure planning total 145.7 is•trr'150 ' L 1674 179-4 191-6 

General government gross debt interestl 17.7 18.3 16.5 151 415 ILI 1/.2.. 
9  

Other adjustmentsl  8.3 9.,( e  ) 9 .it 9 i42.  s10  o I/2.  

General government expenditure 1717 178 .8 1931 5 205 216 

General government expenditure 
excluding privatisation proceeds: 

in real terms (base year 1987-88)2  177.0 1736 1781 181.9 185.8 

as a percentage of GDP2  41i 39 //2 39t4 -30 3') 381- 

1 1990-91 and 1991-92 figures rounded to nearest Ll billion. 

2  Using GDP deflator and money GDP on the same basis as in Table 2.1. 

BUDGET SECRET--41U1)6E-fligladEbil0 86 7(3 	 1 
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5 Public expenditure 

0  " 9  iya 

Public spending trends 5.03. General government spending, excluding privatisation proceeds, has 
fallen from 46i per cent of GDP in 1982-83 to [39] per cent in 1988-89. The 
expenditure plans to 1991-92 are consistent with the Government's policy of 
reducing the share of national income taken by total government spending. 
The move to Budget surplus has reduced the burden of debt interest, and the 
fall 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. 

Budget consequences 

N4r 	o 
MAllte- 110 

qc1 -(4 	, 

5.04. The public expenditure cost of abolishing the earnings rule for state 
retirement pensionerOvill be charged to the Reserve, and will not add to 
planning totals. The public expenditure cost of extending VAT to non-
residential construction and property development was incorporated in the 
plans set out in the 1988 public expenditure White Paper. 

./2 

1988-89 outturn 

" X 

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 
L[151.1] billion, L[5.8] billion below the plans shown in the 1988 public 
expenditure White Paper and th5. 1.288(Budget (of which £2 billion 
represents increased privatisation proceeds) and L[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 k billion 

Plansl Estimated 
outturn 

Outturn 
minus 
plans 

Central government2  114.3 114.3 

Local authority2  
of which: 

42.6 42.9 +O•3 

relevant expenditure 33.2 34-5 +12 
other current 5.4 5.3 —0•1 
capital 4-0 3.1 — 0.9 

Nationalised industries and 
other public corporations 1.4 _, , Q 

Privatisation proceeds —5O —7O — 2.0 

Reserve 3.5 —3.5 

Public expenditure planning total 156.9 --1.511) • to 3 
I  Plans from The Government's Expenditure Plans 1988-89 to 1990-91 (Cm 288), adjusted for classification 
changes. 

2Excluding finance for nationalised industries and other public corporations. 
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 5.06. The major changes in 1988-89 between programme plans in the 1988 
White Paper and the estimated outturn are: 

ir central governmentgincreases arising from NHS pay settlements (k0.9 
billionj, a capital grant of k0.4 billion associated with the sale of Rover 
to BAe)and finance for the recapitalisation of Shorts Brothers prior to 
privatisation (L0-4 billion), are offset by reductions in social security 
expenditure (k1.0 billion) due mainly to the fall in unemployment; lower 
payments by the Intervention Board for Agricultural Produce (L0.4 
billion) and lower expenditure on employment programmes (L0.4 
billion); 

local authorities: an overspend of k1-2 billion on planned current 
expenditure and a net underspend of k0.9 billion on capital expenditure, 
reflecting higher gross spending (k1.2 billion) offset by higher receipts 
(k2.1 billion); 

"441'3'"4 	i• o 
nationalised industries and other public corporations: an impreventent of kel= 	• 
billion mainly reflecting4higher profitability of British Steel prior to 
privatisation (L0-3 billion) and British Rail (L0.3 billion). 

Table 5.3 Public expenditure by spending authority 

J billion 

1987-88 
Outturn 

1988-89 
Estimated 
outturn 

1989-90 
Plans 

1990-91 
Plans 

1991-92 
Plans 

Central government' 
of which: 

109.4 114-3 123.7 1312 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 authorities' 
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 11,0 - 0.4 1.02  
Other public corporations 0.5 0.5 0.9 1.0 1.1 
Privatisation proceeds -51 -70 -50 -50 -50 
Reserve 3.5 7.0 10.5 
Public expenditure planning total 145.7 -1411r;50 . 1674 179.4 1916. 
'Excluding finance for nationalised industries and other public corporations. 

2  The increase in 1991-92 refleacts the disappearance from the public expenditure figures, following privatisation, of the substantial negative external finance of 
the electricity industry. 

Public expenditure by 5.07. Central government spending makes up about three quarters of the 
spending authority 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. 

BUDGET SECRETiAB-IMSEX-UST-laNleNt 0 )/3 	 3 



5 Public expenditure 
BUDGET SECR ET-1741311.6tEfts(tapniitz-- 	0154 

Supply Estimates 5.08. 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 J/) which summarises the Estimates 
and explains how they relate to the public expenditure planning total. It also 
describes the Supply procedure. 

5.09. Of the k [116.0] billion included in the Supply Estimates, k[90.2] 
billion is direct public expenditure. The remaining k [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 
,C billion 

1987-88 1988-89 	1989-90 

  

Expected outturn 	Final 	Expected 	Provision 
in 1987 Budget 	outturn 	outturn 

Main Supply Estimates 104.5 104.5 108.3 116.0 

Supplementaries and net underspending 0.9 0 1.0 2./Mr  

Total Supply expenditure 105.3 105-5 110.5 
Public expenditure element 79.5 79-6  
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FROM: J. ANSON 
1st March, 1989. 

CHANCELLOR 

)cti 
ire tY4(- 

K 	. 
J1,4  7  I,  Ire  

c.c. PS/CST 
PS/FST 
PS/PMG 
PS/EST 
Sir P. Middleton 
Sir T. Burns 
Mr. Scholar 
Mr. Culpin 
Mr. Riley 
Mr. Sedgwick 
Mrs. Lomax 
Mrs. R. J. Butler 
Mr. McIntyre 
Mr. S. Davies 
Miss Simpson 

1989 FSBR: CHAPTER 5 

There are two small changes which I think we should make 

in the draft submitted to you today by Mrs. Butler: 

Delete the last sentence of paragraph 5.01. 	This 

is no longer true of the detailed plans. 	(It is 

still true of the overall total, but that is already 

made clear in the first line of paragraph 5.02.) 

The first sentence of paragraph 5.04 should include 

figures for the public expenditure cost, both next 

year and in a full year. 	You have already asked 

for these to be included in a footnote to Table 1.1, 

but they ought to appear here also. 

A 
J. ANSON 
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FROM: AC S ALLIN 

DATE: 2 March 1589 

MR MACPHERSON cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Riley 
Mr Gilhooly 
Mr Matthews 
Miss Simpsor. 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Sir A Battishill IR 
Mr Calder IF 

Mr Unwin C&F 
Mr P R H Allen C&E 

FSBR CHAPTER 4 

The Chancellor was grateful for your minute of I March. 	He had 

the following comments on your covering note and on the redraft of 

chapter 4. 

(i) 
	

He does not understand why we cannot publish a "mature" 

yield from the life assurance package: surely the 

detailed work done on the costings provides a reliable 

basis? He would be grateful for further advice from FP 

and the Revenue on this. 

(ii) 	He was content with your redraft of the second age 

allowance indent in paragraph 4.02. 



) (vi 

• 
Throughout the draft, you will need to take on board any 

changes that maybe made to the final package. 

He was content with your neat solution of including the 

pensioners earnings rule as a Natioral Insurance 

measure. 

He would prefer the final sentence of paracraph 4.31, on 

VAT on non-domestic construction, to be jcined together 

so that it reads "VAT will also be applied from 1 April 

1989 to protective boots and helmets supplied to 

employers, and to news services; and from 1 July 1990 it 

will be applied to fuel and power supplied to 

businesses, and to water and sewerage services supplied 

to industry. 

The first two sentences of paragraph 4.37, on NICs, 

should be redrafted to read "From 2 October, the 

structure of employees' National Insurance contributions 

will be reformed. Employees will pEy Class 1 

contributions equal to 2 per cent of earnings up to the 

lower earnings limit 	
 

II 

(vii) 	He was content with the Financial Secretary's redraft of 

paragraph 4.35, on Keith, subject to two small changes: 

amend the end of the first indent to read "...and 

provide the taxpayer with greater safeguarCs"; and amend 

the end of the third indent to read "....greater 

protection for the taxpayer". 

2 



I • 
(viii) 	Amend the manuscript addition to paracraph 9 of the 

annex to read "Tax yield of these measures will 

eventually be of the order of £100 million...." 

ACSALLAN 
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COPY NO: OF 30 COPIES 

FROM: COLIN MOWL 
DATE: 1 March 1989 

cc 	Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Wicks 
Mr Scholar 
Mr Sedgwick 
Mr Riley 
Mr Culpin 
Mrs Lomax 
Mr S J Davies 
Mr Hibberd 
Mrs R Butler 
Mr Pickford 
Mr Gieve 
Mr Patterson 
Mrs Wright 
Mrs Todd 
Miss Simpson 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Mr Calder - IR 
Mr Vernon - C&E 

I attach a first proof of chapter O<6V  It incorporates all the 

comments you made on the draft I cir ated last week. None of the 

figures have changed - we will take on 	evisions to the PSDR 

components next week. 

2. 	In addition to any further comments you might have on the 

chapter there are two outstanding issues, debt and chart 6.4. 

Debt  

3. 	You suggested that we should say in paragraph 

stock of net public sector debt at the end of 1988-

figure for x years. The problem is that this series 

1975. 	But we are fairly certain that were the series av, 

earlier years the end-1988-89 figure would 

that the 

lowest 

rts in 

le for 

the 
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7. 	We are also offering you an alternative versi 

which disaggregates expenditure taxes into VAT, 

risen sharply since 1978-79, and other expenditure 

the excise duties) whose share has fallen. 

the chart 

share has 

(largely 

(-)1, tit Lai 
blcer.) 

lowest (relative 

opose therefore is that the remark should be couched in terms of 

stock of government debt", without making it clear which 

icular definition of debt is being referred to. We would base 

mark on the figures for the National Debt which is the only 

e long series. (As far as we know net general government 
res go back no further than 1972, but we are still 

7) 

National Debt is, is, as you know, a gross central government 

measure of debt. The historical figures are attached. We have not 

yet worked out a nd-1988-89 figure but we are fairly confident 

lowest, relative to GDP, since before the First 

dvise against inclusion of an end-1988-89 

bt in the FSBR because it would detract from 

ich we have said (eg. in the EPR in 1982) 

measure of debt, mainly because it is the 

he PSBR/PSDR. We are proposing however 

De 	imate in the Budget brief. 

Chart 6.4  

You asked 

   

year's chart 6.2 on the us to re-instate 

 

last 

   

BUDGET SECRET 
toBuppuoiu UmQ 	i 

NOT TO BE COPIED 
derable time. What we 

a 

deb 

checki 

that it will 

World War. I 

figure for Nati 

net public sector 

is the most appro 

closest stock equivale 

to include a National 

It will be chart 6.4 this 

ation of table 1.2. There 

the chart reflecting this 

revenues are not shown 

d with corporation 

structure of receipts and expenditure. 

year. 

6. 	The chart is a graphical repp 

are therefore some slight changes t 

year's changes to the table. Nort13;. 

separately - PRT and royalties are i 

tax - and the definitions of income ta. and capital taxes are 

different. The former is now on a receipts not an accruals basis 

and the latter omits corporation tax on gains (now included in a 

wider measure of CT). 
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self, as in previous years, or whether to draw attention in the 

t to its main features, namely, 

NOT TO BE COPIED 
let the chart speak for 

BUDGET SECRET 
You 	might al 50BLAPA.531.1-1 11t9eNIA0 

a fall in the share of income tax; 

a rise in the share of corporation tax (including certain 

"1 taxes); 

a rise in the share of social security expenditure; 

a fal 	the share of other departments (mainly due to 

DOE 	g); 

and, if the 

and fall 

ative version is used, a rising share of VAT 

re of excise duties. 

(You might note that o 	uter graphics package cannot handle 

more than eight categor 	receipts or expenditure.) 

Conclusion 

9. 	We should be grateful for any further comments on the chapter, 

and your views on the proposed treatment of debt (paragraph 6.04) 

and presentation of chart 6.4 by lu -time on Thursday  (2 March) so 

that we can give the printers a r version on Friday. 

g9LIN MOWL 
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per cent 	 per cent 

fbillion 	of GDP(1) 	 fbillion 	of GDP(1) 

NATIONAL DEBT 
per cent 

Lion 	of GDP(1) 

NOT TO BE COPIED 
ationaL debt and Net public sect 

NET NET PUBLIC SECTOR DEB 
per cent 

fbiLlion 	of GDP(1) 

1855 
1860 
1865 
1870 

1875 
1880 
1885 
1890 

1895 
1900 

8 

e 

O. 
0.6 

0.4 

105.0 
98.7 
81.4 
71.5 

f 	59.0 
58.0 
7.2 

1905 0.8 V  36.7 
1910 0.7 31.9 

1911 0.7 29.6 
1912 0.7 28.4 

1913 0.7 26.3 
1914 0.7 25.5 

1915 1.1 35.3 
1916 2.1 59.7 

1917 4.0 88.4 

1918 5.9 112.0 
1919 7.4 133.1 
1920 7.8 130.9 

1921 7.6 147.5 
1922 7.7 167.2 

1923 7.7 176.6 
1924 7.6 172.9 

1925 7.6 163.6 
1926 7.6 172.0 

1927 7.6 163.8 
1928 7.5 161.6 

1929 7.5 158.7 

1930 7.5 159.4 

1931 7.4 170.1 
1932 7.4 173.9 

1933 7.6 179.5 
1934 7.8 173.3 

1935 7.8 165.2 

1936 7.8 158.9 

1937 7.8 147.4 

1938 8.0 144.0 

1939 8.2 138.0 
1940 8.9 118.7 

1941 11.4 129.1 
1942 14.1 146.7 

1943 16.9 165.1 

1944 19.6 190.8 

1945 22.4 227.8 
1946 24.7 247.7 

1947 25.6 240.6 

1948 25.6 218.5 

1949 25.2 203.2 
1950 25.8 199.5 

1951 25.9 179.8 

1952 25.9 165.6 

1953 26.1 154.7 
1954 26.6 149.7 

1955 26.9 141.0 

1956 27.0 130.9 

1957 27.0 123.6 
1958 27.2 119.7 

1959 27.4 113.8 

1960 27.7 107.1 

1961 28.3 103.0 
1962 28.7 99.4 

1963 29.8 98.7 
1964 30.2 91.4 

1965 30.4 85.0 

1966 31.3 82.0 

1967 32.0 79.4 
1968 34.2 79.3 
1969 34.0 72.8 
1970 33.1 65.2 

1971 33.4 59.3 
1972 35.8 57.0 

1973 37.2 51.5 
1974 40.5 50.3 

1975 46.4 46.5 

1976 56.6 47.2 71.8 60.0 

1977 66.9 47.6 81.3 57.9 

1978 79.2 48.8 87.9 54.2 

1979 86.9 46.1 95.3 50.6 

1980 95.6 42.7 102.1 45.6 

1981 113.3 45.6 116.5 46.9 

1982 118.6 43.5 127.2 46.7 

1983 128.2 43.3 135.0 45.5 

1984 143.1 45.0 147.3 46.2 

1985 158.3 45.7 160.7 46.4 

1986 171.6 46.0 166.8 44.8 

1987 185.7 45.9 171.1 42.3 

1988 197.3 44.3 171.3 38.6 

1989 [157] [31.1-] 

GDP centered on 31 March for 1959 to 1988, and calender 

year GDP used prior to 1959. 

Sources 
GDP:- 1946 to 1988 CSO series EBAA 

GDP:- 1855 to 1945 Feinstein 
National Debt and Net Public Sector Debt:- Bank of England 

Quarterly Bulletin 

59.5 	59.6 
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he public sector's finances 

The scope of 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 

imated outturn in 1988-89 and last year's forecast. 0t 

Debt repayment i  IP  te latest estimate is for a public sector debt repayment (PSDR) of 
k , b  T.  in 1988-89, equivalent to 3 per cent of GDP, or £7 billion 
ex  tirt4  ivatisation proceeds. Even this last figure represents a larger net 
repa  nklis.  . proportion of GDP than in any year since the beginning of ic\i\  
the 19  17-0"  ,  :  -arliest date for which comparable figures are available. Both 
the pubh 	nancial balance and the general government financial 
balance ar als çst ated to be in substantial surplus in 1988-89. 

6.03. The forecast is for a further substantial PSDR of around £12 billion 
in 1989-90. Excluding privatisation prOceeds the PSDR is forecast to be,he 
same in 1989-90 as in 1988- 

Table 6.1 Public sector debt repay 

L billio 	r cent of GDP 

1987-88 	8-89 
	

1989-90 

Outtum 988 	Latest 
udget 	estimate 

Forecast 

Public sector debt repayment 
billion 

as per cent of  GDP  

PSDR excluding privatisation proceeds 
billion 

General government borrowing requirement 
as per cent of GDP 

3.5 3.2 14.0 
3 

12-1 

—1-6 	—1-8 

(o  
7.1 

6.04. The stock of net public sector debt has fallen from ove 	ent of 
money GDP in 1979 to 381 per cent (k171 billion) at the end e 	8. It 
is forecast to be about k[157] billion, or [3141 per cent of GDP, 	of 

'7 	1988-89. Relative to GDP the stock of government debt is now 1 	r tan 

C? 	

at any point since before the First World War. There should be a further 

q--. '\1‘.1  . t  -) 	
large fall in net public sector debt in 1989-90, in both nominal terms and as a 
percentage of GDP.   

. 	 NLOT TO BE COPIED 
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Total 

Recei 
Taxes, r 
Other rec ts 

national insurance contributions 
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Changes since last Budget 
6.05. The PSDR in 1988-89 is now estimated to be nearly k11 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, including k2 billion additional privatisation proceeds (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 has 
also contributed to the lower than forecast expenditure, primarily through 
lower spending on social security and improved finances of public 

rporations. 

Table 6. es to receipts, expenditure and debt repayment since 1988 

  

Expenditure 
Privatisation proceeds 
Other general government 
Public corporations' market and overseas finance 

I + higher receipts, higher expenditure 	gher d t repayment; 

— lower receipts or lower expenditure. 

1987-88 1988-89 

+O8 +48 
—07 +11 
+0.2 +5.9 

—0•1 — 2.0 
+O2 — 2.4 
—O4 — 0.6 
—O3 —5.0 
+ 0.5 +10.8 

Total 
PSDR 

k billion 

6.06. The main contributors to t 	than expected receipts are income 
tax (k1.1 billion), national insuranc 	butions (k1 billion), VAT (kg 
billion) and interest receipts (k1 bil 	The first two largely reflect higher 
total wages and salaries. Higher VAT iQceipts are the result of faster growth 
of consumer spending in total and a change in its composition towards those 
goods and services which are subject to VAT. 

2 

6.07. Corporation tax receipts again rose strongly in 
much as forecast. Within the total, advance corpo 
were higher than forecast, reflecting high dividen 
other corporation tax receipts rose much less than ex 
likely to be mainly the result of1oWelE911nd hig 
than shown by the recorded figures available at the time 

6.08. Privatisation proceeds were £2 billion higher than proje 	the 
time of the last Budget. Expenditure excluding privatisation p 
lower than forecast, largely as a result of lower social security ex 
and higher local authority capital receipts. 

6.09. The public 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 haparlyemilesstre RiOses inicleta4\10T TO BE COPIED 

BU DG ETIeffit-EffT-8141?C&I WTI ONLY 

8-89 but not by as 
x (ACT) receipts 

s in 1988, but 
he latter is 

ent in 1987 
t Budget. 
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Public sector's finances: analysis by type or activity 
6.10. Table 1.2 analyses the public sector's finances by type or activity. The 
main receipts 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. 

Receipts 6.11. General government receipts are estimated to have risen by 9+ to 10 
per cent in 1988-89, just below the growth of money GDP. They are 
orecast to rise by 6+ to 7 per cent in 1989-90, a little less than the forecast 

di Wrowth  of one  GDP.   
ni/.  Arekli j,i/  s<-%-\\-c\Ne,co  '.... v‘e c_ V C \ 104 CV 0, ,a...t.C, r t• . -k-  k,,o_ 

4.V 	orth ea revenues are forecast to fall by 5 per cent in 1989-90, 
C * 	the delayed effect on corporation tax o falling profits in earlier years. 

0 ction is expected to be lower in 1989 than in 1988, due mainly to i 
th 	ed effect of the Piper Alpha disaster and accidents in the Fulmar 
and r 	ds. The forecast assumes that North Sea oil prices will remain 
close 	evels. PRT receipts are forecast to be the same in 1989-90 as 
in 1988 	s, e the projected fall in production because there were 
repaymen s  • .11 jr  nce PRT in 1988-89 and none are forecast for 1989-90. 

Table 6.3 North Sea revenues 

L billion 

BUDG 

1987,88 1988-89 1989-90 

Forecast 1988 
Budget 

Latest 
estimate 

Q. 1.5 1.3 0.8 
2 1.2 1.3 1.3 
1-0 0.6 0.6 0.6 
4.7 3.3 3.2 2.7 

0- 7 0-8 08 05 

6.13. Excluding North Sea revenues general government receipts rose by 
over 10+ per cent in 1988-89 and are forecast to rise by about 7 per cent in 
1989-90. Within the overall increase forecast for 1' :o.90 there is: 

an 8 per cent increase in income tax receipts; 

an 18 per cent increase in non-oil corporation ta 	CT growing 
more slowly than the rest; 

an 8 per cent increase in VAT receipts, a little less th 
consumers' expenditure, reflecting relatively slow gro 
subject to VAT; 

little change in receipts from the excise duties on petrol, to 
alcohol; 

an 8 per cent increase in local authorities' net receipts of rates (and 
community charge in Scotland); 

a 5+ per cent increase in national insurance contributions, after allowing 

ETER§B trETrigY9 brhilYST 
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North Sea corporation tax' 
Petroleum revenue 
Oil royalties 
Total North Sea revenues 

'before ACT set off of 
2 includes advance petroleum revenue tax 

rease in 
ending 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE C041ED 

  

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



1989-90 
Forecast 

1988-89 
Latest 
estimate 

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

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

38.5 39-1 38.1 37.9 

37.7 37-8 37-6 37.7 

- — _ 
37.2 

k 
37.3 

Chart 6.1 Taxes and national insurance contributions 40 Percent of GDP 

Non - oil taxes and NICs 
as a percentage of non - oil GDP 

\ 

e 

I 	 33 
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6.14. Table 6.4 shows total taxes and national insurance contributions 
(NICs) as a percentage of GDP. Both the total and non-oil percentages are 
estimated to have fallen in 1988-89, by about half a percentage point in each 
case, compared with a forecast of no change in last year's Budget. Given the 
payments lags in the tax system a fall in the percentage is likely when there is 
a pick-up in the growth of money GDP. Some taxes, such as mainstream 
corporation tax, are paid some time after the period for which the liability is 
incurred. For over 20 per cent of total tax receipts the payments lags are one 
year or longer; receipts of these taxes are therefore unaffected by changes in 
GDP in the same year. With other taxes, stamp duty for example, there is a 

riable relationship between changes in the tax base and changes in money 

aver 
With t 
NICs a 

he forecast is for non-oil taxes and NICs to be the same as a 
e of Waii4 	GDP in 1989-90 as in 1988-89. In other words, the 

he Budget rwar-Ly/Aoffset real fiscal drag—the tendency for 
ates to rise in a progressive tax system indexed to price changes. 

ted fall in North Sea revenues in 1989-90, total taxes and 
to fall slightly as a percentage of GDP. 

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

4 
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t expenditure Chart 6.2 General gove 
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Expenditure 6.16. General government expenditure (GGE) excluding privatisation 
proceeds is now estimated to have increased by under 5 per cent in 1988-89, 
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 is therefore expected to fall in both years, as 
illustrated in chart 6.2. 

BUDGET SECRET 

6.17. Within GGE, gross debt interest payment 
89 partly because of higher interest rates and in 
of servicing indexed debt). Net debt repayment 
other things being equal, but not immediately; an 
foreign exchange reserves and other short-term asset 
1988-89 some of the effect has come through initially 
receipts. Interest and dividend receipts rose by Li billio 
a fall in the dividend element following the sale of the Gov 
remaining shareholding in BP. 

6.18. Debt interest payments are forecast to fall substantially in 1989-90, 
against a background of no change in interest and dividend receipts. 
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hich raises the cost 

terest payments, 
of the rise in the 

88 and early 
interest 
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Chart 6.4 The structure of general govern ceipts and expenditure 

BUDGET SECRET 
0232 

NOT TO— BE COPIED 
BUDGET SECRET-BUDGET LIST ONLY 

6 The public sector's finances 

BUDGET LIST ONLY 

6.3 General government  debt interest paymi,  

pha 

1.5 
1978-79 1979-80 1980-81 1981-82 19 83 

1.5 
3-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 

forecast 
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6.19. Chart 6.4 shows the 
receipts and expenditure 

nges in the structure of general government 
have taken place since 1978-79. 

Receipts 1978-79 1988-89 

Income tax 28% 23% 

'------------- 12% 
Corporation tax* 7% 
.:., capital taxes —1% 2% 

I410-21 authority rates 9% 10% 

VAT and other 26% expenditure taxes 29% 

National insurance 
contributions 

16% 

17% 

Interest and dividends 5% ----------,_ 
ooz, ----------...._ 3% % 

Other receipts '"' 5% 

* including PRT and oil royalties 

BUD 

nditure* 	1978-79 1988-89 

security 22% 26% 

Health 10% --------------- 
12% 

10% Defence 

10% 
Education and science 

Scotland, Wales and 10% 

Northern Ireland 
10% 

4() 
Other departments** 25% 

Debt interest 10% 

Other adjustments — 2% 5% 

* by department 
** including privatisation proceeds and Reserve 
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Chart 6.4 The structure of general government receipts and expenditure 

Receipts 	 a  12). 1989-90 
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Public sector's finances: analysis by sector 
6.20. Table 6.5 shows net ber-r443.3,11rig in 1987-88 and 1988-89 by central 
government, local authorities and public corporations. 

Able 6.5 Public sector debt repayment 

1 Central government debt re .ayment on own account 
2 Local authority debt re :ak 	t 
3 	of which to: central go( ii-  •  . 
4 	 market and 
5 Public corporations' debt  
6 	of which to: central govern e 
7 	 market and overs 
8 Public sector debt repayment 

Central government debt repayment 
(lines 1 + 3 + 6) 

L billion 
1987-88 
Outturn 

1988-89 
Latest estimate 

3.2 
— 1-2 

13.7 
—06 

—41 —4.5 
2.9 3.9 

1.5 1.0 
0-0 —O8 
1.5 1.7 

3.5 14.0 

—09 8.5 

6.21. The PSDR in the first ten months of 1988-89 was k15.5 billion, 
substantially higher than in the same period of 1987-88, both including and 
excluding privatisation proceeds. The greater part of the increase was on 
central government own account. Taking into account both further 
privatisation proceeds of a 	k1 billion due in March and the well 
established pattern of h. 	wing in March, the forecast for 1988-89 as a 
whole is a public sector n 	t r payment of £14 billion. 

15 
Chart 6.5 Public sector debt repayment by sector 

Repayment 

Borrowing 

Public cotporations 

Local authorities 

111 Central government own account 

£ billion 

1  
1988-89 
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Table 6.6 	• ntr 	overnment transactions 

Receipts 
Taxes and royalties 
National insurance and other contributions 
Other 
Total receipts 
Expenditure 

Current expenditure on g 
Current grants and subsidie 
Interest 	 0 
Net lending', capital expendit 
expenditure on company securitie 
Total expenditure 
	-> Consolidated Fund revenues \r, \ 	te3  

k ‘t- 

services 

and cash 

1  i_Excluding lending to local authorities and  public corporations. 
' •zExcluding any allocation from the Reser9 

risingBirfOeEiTtsS  ECRET NOT TO BE COPIED 
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6.25. From information available about the first ten months it looks as if the 
local authority borrowing requirement will turn out to be rather lower in 
1988-89 than in 1987-88, partly due to lower net capital spending as a result 
of 
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6.22. Tables 6.6 to 6.8 show estimated outturns and forecasts of receipts and 
expenditure in 1988-89 and 1989-90 for each of the three sectors. 
Expenditure in 1989-90 does not include an allocation of the Reserve, 
although the forecast of the PSDR assumes that the Reserve is fully spent. 

Central government 6.23. 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 

(- able 6.7 and 6.8. The forecast large rise in 1989-90 in net lending etc is 
ainly the result of a lower level of privatisation proceeds. 

L billion 
1987-88 
Outturn 

1988-89 
Latest 
estimate 

1989-90 
Forecastil'  

115.8 
29.0 
10.4 

125.9 
32.8 
11.4 

135.3 
34.6 
10.8 

1551 170.1 180-6 

52.5 56.8 61.5 
80.5 80.0 86.2 
17.2 17.6 16.2 

1.6 2.0 4.8 
151.8 156.4 168-7X 
123.0 135.5 141-2 

8 

c 0 t 
Local authorities 6.24. Local authority receipts consist primarily  .  

	-.14,  .., A ,..ir 	_______ 

4,17,1 	iiis grants 
from central government. The forecast increase  ,_..  i; itme (net of k 	=to 
rebates) between 1988-89 and 1989-90 takes accou  t  NT: able 
information about rate decisions by local authorities,...- "Lons to rateable 
value) 	 the ann. nc-41  vels of 
community charge in Scotland. The forecast of expendit 	9-90 is 
lower than it would otherwise have been because of the tra 
polytechnics from the local authority to the private sector. 
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Receipts 
Rates and community charge 
Rate and revenue support grant 
Other grants from central government 

her 

receipts 
tture 

penditure on goods and services 
ts and subsidies 

Inter 
Net len 

Total ex 
apital expenditure 

Net of rate rebate 
77-Excluding any aIIation from the Reserls) 

k billion 
1987-88 
Outturn 

1988-89 
Latest 
estimate 

1989-90 
Forecast 

3.1 

4.5 

7.6 
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Table 6.7 Local authority transactions 
k billion 

1987-88 
Outturn 

1988-89 
Latest 
estimate 

1989-90 
Forecast&  

17.0 18.9 20.4 
12.5 12-7 13.0 
12.0 12.2 12.9 

5.4 5.9 7.0 

46.9 49.7 53.3 

34.6 36.4 37.0 
5-5 6.0 6-8 
4.4 4.7 4.8 
3.6 3.3 2.5 

481 50.4 51.02  

1.9 	 1.6 	 1.6 

Public corporations 6.26. Table 6.8 shows public corporatiOns' transactions. The public 
ubsidies and capital grants from central and 

ublic corporations' income and expenditure 
ec ed by privatisations which involve re-

the public to the private sector in the 
the 12 per cent increase in gross trading 

er had British Steel not been 

corporations' receipts inclu 
local government. Cha 
from one year to another. 
classifying privatised industdes 
national accounts. For exam 
surplus in 1988-89 would have 
excluded, following its privatisati 

Table 6.8 Public corporations' transactions 

Receipts 

Gross trading surplus (including subsidies) 

Other 

Total receipts 

Expenditure 

Interest, dividends and taxes on income 

Net lending and capital expenditure 

Total expenditure 

Public corporations' contribution to planning total: 
nationalised industries' external finance 
o her public corporations 

Ex ludingBuDeEoTthSEOR ET 

03 	 04 	 00 

05 	 06 	 09 
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Public sector's finances: analysis by economic category 
6.27. The full analysis of receipts and expenditure by economic category is 
shown in Table 6.9, with a breakdown between central government, local 
authorities and public corporations. This analysis, which distinguishes 
between current and capital transactions (and within the latter between 
physical and financial investment), shows the derivation of the public sector 
financial surplus. The financial surplus, unlike the PSDR, is not wholly a 
measure 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. 

The unallocated Reserve is assumed to be on current spending items 
sical capital formation ie in transactions that fall above the financial 

the. In practice allocations from the Reserve can affect financial 
sac ns (lines 25 to 29). 
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93.2 
4.9 

54.2 

2.9 

	

56.8 
	

36.4 

	

4.0 
	

1.0 

	

49.2- 
	

5.0 

	

.0 	-239  

	

17.6 	0.6 	18.2 

	

2.9 	6.9 
-0•3 

	

0.6 	3.6 

	

1•8 	1.0 	0.8 

	

163.0 	21.5 	184.5 
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Table 6.9 Public sector transactions by sub-sector and economic category 
k billion 
1988-89 Latest estimate 
General government Public 	Public 

corpora- 	sector 
tions 

 

Central 	Local 
	

Total 
govern- 	authori- 

Linel 	ment 	ties 

NOT TO BE  C°C;PIL  

Current and capital receipts 
Taxes on income, and oil royalties 
Taxes on expenditure- 
Taxes on capital 

National  insurance and other con 
Gross  trading surplus 

Rent and  miscellaneous  current  transfkr  

Intc rest and dividends from private secto 

Interest  and dividends within public sector 

Imputed charge for non-trading  capital cons 

Capital transfers from private sector 

Total receipts 

/ 	62.8 	 62.8 	-02 	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 	-05 	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 	-40 	2-0 	-20 

9 	1.3 	1.6 	2.9 	- 	2.9 Ao  
, 	169.4 	21.2 	1905. 	

0.2 	0.2 

	

6.7 	1973. 

Current and capital expenditure 
Current expenditure on goods  and services 	 12 

Subsidies 	 13 

Current grants to personal sector 	 14 

Current grants paid abroad 	 15 

Current  grants  within public sector 	 16 

Debt interest 	 17 

Gross domestic fixed capital formation 	 18 

Increase in  stocks 	 19 

Capital grants to private sector 	 20 

Capital grants within public sector 	 21 

Total expenditure 	 22 

Unallocated Reserve 	 23 

93-2 
4-9 

54.2  
2.9 

	

0.6 	18.8 

	

5.0 	11.9 

	

0.3 	0.1 

	

0.1 	3.7 
-08 

	

5.2 	189.8 

Financial surplus 24 	6-3 	- 0.4 6-0 	1.5 	7-5 

25 	0.5 	-03 	0.3 	 0.3 

26 	-7.1 	0.1 

 

27 	-07  

28 	-01 	-02 

29 	0.1 	0-7 

30 	13.7 	-06 

 

 

1 Financial surplus (line 24) = receipts (line 11) - expenditure (line 22) - Reserve (line 23). 	2  Imetmmunty charge., 

Debt repayment (line 30) = financial surplus (line 24) - financial transactions (lines 25 to 29). 
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Financial transactions 
Net lending to private sector  and abroad  

Cash expenditure on company securities 
(including privatisation proceeds)  
Transactions concerning certain public sector 
pension schemes 
Accruals adjustments 
Miscellaneous financial transactions 

Debt repayment 

- 7.1 

 

- 0.7 
- 0.3 

1.4 
14.0 

 

1  
134 
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Central 
	

Local 
	

Total 
govern- 	authori- 

Line' 	ment 	ties 

Current and capital receipts 
69.2 
	

69.2 
	

- 0.6 	68.5 	Taxes on income, and oil royalties 

	

2 	60.8 	20.4 

	

3 	5.3 

	

4 	34-6  

	

5 	-05 	0.8 

	

6 	0.3 	3.0 

	

7 	3.2 	1.4 

	

8 	6.5 	-42 

	

9 	1-4 	1.7 

10 

	

11 	180.8 	23-0 	2038. 

	

81.2 	Taxes on expenditure2  

	

5.3 	Taxes on capital 

	

34.6 	National insurance and other contributions 

	

8.1 	8.4 	Gross trading surplus  

	

0.7 	4.0 	Rent and miscellaneous current transfers 

	

0.6 	5.1 	Interest and dividends from private sector and abroad 

Interest and dividends within public sector 

	

3.1 	Imputed charge for non-trading capital consumption  

	

0.2 	Capital transfers from private sector 

210.5 	Total receipts 

2-3 

3.1 

12 	61.5 	37.0 	98-5 

13 	4-4 	0.9 	5.3 

14 	52-9 	5.8 	58.8 

Current and capital expenditure 

	

98.5 	Current expenditure on goods and services 

	

5-4 	Subsidies 

	

58.8 
	

Current grants to personal sector 

23 
	

3.5 	Unallocated Reserve 

24 
	

7.5 	Financial surplus 

Financial transactions 
25 	0.4 	- 0.2 	0-2 	 0.2 	Net lending to private sector and abroad 

Cash expenditure on o 	securities 
-5-0 	 - 5.0 	(including privatisati 26 	-50 

Transactions concemi 
27 	-03 	 -0-3 	 -03 	pension schemes  

28 	-0-6 	-02 	-0-8 	 -08 	Accruals adjustments  

ublic sector 

15 	4.0 	 4.0 

16 	24.8 	-248 

17 	16.2 	0.4 	16.6 

18 	5.0 	1-9 	6.9 

19 	-02 	 -0-1 

20 	2-4 	0.7 	3.1 

21 	2.2 	-1-1 	1.1 

22 	173-3 	21.0 	1943. 

4. 

0-5 1  W 

5.6 12.50  

0-2 -0-1 

0.1 3-2 

-1-1 

5.2 1995. 

Current grants paid abroad 

urrent grants within public sector 

Deht interest 

oss domestic fixed capital formation 

crease in stocks 

ts to private sector 

Ca i al g  ts within public sector 

Tota e penditure 
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Public 	Public 
corpora- 	sector 
tions 

29 	1.0 	0.2 	1.2 	0.1 	1.3 	Miscellaneous financial transa 

30 	 12.0 	Debt repayment 
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