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MR A ALLAN 

MTFS : PARAGRAPH 2.24 

SECRET 

From :DLCPeretz 
Date : 2 March 1989 

f 

cc Mr Scholar 
Mr Riley 
Mr S Davies 
Mr Grice 

 

Your minutes of the Chancellor's meeting on 28 February suggest 

that it was agreed to delete the words "in taking account of 

costs" at the beginning this paragraph. Neither Mr Grice nor I 

recall this being discussed at the meeting. 

It is in fact more than a drafting change. As paragraph 2.23 

explains, we take account of a variety of factors in adjusting the 

structure of Government debt : improving the quality, smoothing 

the profile of redemptions, as well as costs. 	The words "In 

taking account of costs" at the beginning of paragraph 2.24 

indicate that this paragraph is only discussing how account is 

taken of the cost factor, and is not therefore a complete 

description of how the Government chooses which maturity of debt 

to purchase. 	If it were, the reverse auction (dealt with in 

paragraph 2.23) would look rather odd. 

So I would much rather leave the words in, or something like 

them. 
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t°1 
I attach a copy of the proofs of Chapter 2 of the FSBR amended to 

take on board your comments on the previous draft and changes 

agreed at the meeting with the Bank of England. 

2. 

an 

is 

Provisional decisions on the short term forecast for 1989 mean 

upward revision to real growth in financial year 1989-90; this 

now 21/2% rather than 2%. As a result of this, money GDP growth 

in 1989-90 has been revised up to 8%. The money and real GDP 

growth paths are thus now: 

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

Money GDP 103/4  8 6 6 

Real GDP 4 21/2  2 23/4 

6 I /7._ 4 

1992-93  

51/2  

23/4  

Are you content with this? 	
1 
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111 3. In accordance with the timetable, I would be grateful for 

comments by noon on Friday 3 March. 
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The Medium Term Financial 
Strategy 

Development of the MTFS 
2.01 This is the tenth occasion on which the Government has set out its 
Medium Term Financial Strategy (MTFS). 

2.02 Since its inception in 1980 the MTFS has provided a nominal 
framework within which the Government pursues its objective of bringing 
down the rate of inflation. The MTFS has been complemented by policies 
designed to improve the working of markets and the supply performance of 
the economy. The objectives of the MTFS and the central role of monetary 
policy in reducing inflation have remained unchanged throughout the 1980s; 
but the precise form in which the nominal framework has been expressed 
and the indicators used in the assessment of monetary conditions have 
changed as the economy has itself evolved. 

2.03 The original version of the MTFS specified the nominal framework in 
terms of broad money—the aggregate known at the time as kM3 and now 
simply as M3—which had shown a stable relationship with money GDP in 
the second half of the 1970s. M3 initially had two roles: it was used to 
describe the Government's strategic objective for growth of nominal 
magnitudes in the medium term; and to act as a target in the short term, and 
thus as a guide to setting interest rates. However, following the abolition of 
exchange controls and other measures of financial liberalisation the earlier 
relationship between broad money and money GDP changed. It became 
necessary to give more attention to money GDP itself and to take account of 
other monetary indicators in setting interest rates. 

2.04 The nominal framework has been expressed in essentially its present 
form for the past six years. A medium term path for money GDP has been 
shown in all versions of the MTFS since 1982. MO was introduced as a target 
aggregate in 1984, initially alongside M3, and since 1987 has been the only 
monetary aggregate for which a target range is given. The importance of the 
exchange rate in the assessment of monetary conditions was discussed in the 
1982 MTFS, and restated regularly in subsequent versions. 

2.05 Since the introduction of the MTFS, objectives for fiscal policy have 
been described in terms of the public sector borrowing requirement (which 
has now become a public sector debt repayment). With the PSBR at almost 
5 per cent of GDP in 1979-80, a major reduction in the deficit was an 
essential component of the strategy in the early years of the MTFS. Since 
then, the public finances have been transformed and are now in substantial 
surplus; this has allowed the Government to move from a medium term 
objective of deficit reduction' to a long term objective of a balanced budget. 

8 
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Economic performance since 1980 
2.06 As a result of 	sound financial policies coupled with supply 
side reforms, substantial economic progress has been made during the 1980s. 
Inflation in recent years has been brought back to levels not experienced 
since the 1960s. The increase in the RPI excluding mortgage interest 
payments is likely to have averaged about 5 per cent in 1988-89, compared 
with over 15 per cent in the first year of the MTFS. The growth of GDP has 
averaged around 3 per cent a year since 1980-81, while productivity 
performance has improved sharply compared both with the UK's record in 
the second half of the 1970s and with the performance of other industrial 
countries. Latest figures put the workforce in employment [almost 700 000] 
above its 1980-81 level and at an all time high. Industrial profitability has 
recovered to levels not seen for?ir years. The UK has acquired one of the 
largest stocks of net overseas assets in the world. 

25 
	 Chart 2.1 Money, output and inflation 
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2.07 The early years of the MTFS saw a sharp decline in money GDP 
growth. Output fell in the first year but started to recover in 1981; as output 
accelerated money GDP growth settled down between about 7 and 9-4 per 
cent a year. Since 1986, the growth of money GDP has risen somewhat, 
with higher output growth matched by an upward movement in inflation. 

2.08 As in other industrial countries, recent growth of demand in the UK 
has been much stronger than expected; here this has occurred in the face of 
high real interest rates and a substantial tightening of fiscal policy. Private 
sector investment has surged—growing by perhaps 25 per cent over the past 
two years. And several years of rising asset prices and increased consumer 
borrowing have helped to stimulate household expenditure. The collapse of 
stock market prices in October 1987 did not dampen demand in the way 
that had been widely expected. 
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Objective for money GDP 

2.09 
The Government's intention remains to bring down inflation further 

over a period of years and ultimately to achieve price stability. To this end, 
it plans to reduce the rate of growth of money GDP over the medium term; 
monetary policy will be directed to achieving this. Money GDP growth in 
1988-89 is estimated to have overshot the path published in last year's MTFS 
by se+n4 3X percentage points; but current prospects, discussed in Chapter 3, 
are for a substantial slowdown in demand in 1989 and the first half of 1990, 
in part the result of the tightening of policy during 1988. Money GDP 
growth in 1989-90 is forecast to be about 	ercentage point higher than envisaged in last year's MTFS. 

2.10 It is the Government's policy not to accommodate inflationary 
impulses. To the extent that faster money GDP growth reflects supply side 
improvements it is sensible to raise the money GDP objective to 
accommodate the faster potential growth; but to the extent that faster 
growth of money GDP reflects only higher demand with no supply side 
improvement, the Government will take action designed to return to its 
planned path for money GDP growth over the medium term. 

2.11 
As compared with last year the Government has revised its view of the 

likely real growth rate over the medium term, taking account of a slower 
projected decline in oil output. The medium term trend in output growth 
consistent with declining inflation is now put at 2i per cent, compared with 
21 per cent assumed last year; the medium term trend in non-North Sea 
output growth consistent with declining inflation is put at 3 per cent. 

2.12 Table 2.1 sets out the Government's revise objectives for money 
GDP. The aim is to get back by 1991-92 onto he path implied by last year's 
money GDP objectives, after allowing for th higher trend output growth 
now assumed. The new path is intended to b consistent with reducing 
inflation to 3 per cent b 1991-92, as 	in last year's MTFS. There 
will inevitably be some fluctuation around 	money GDP isextii. For 	any Moreover paz.t4.ei:}1.tti,..,yeaT, the preei3e split between output and inflation impli 

subject tquncertainty; illustrative assumptions are shown in t4piCcre. 	_T-,JAhl 2  '  
— 

Following two years of rapid growth, output is likely to grow somewhat 
less than trend in the next two years. 

ae 	 ed by lrieverttet able-2:1 is 44+os4e&hiiL- 

Table 2.1 Money GDP growth, output  and inflation' 

Money GDP 
Real GDP: non-North Sea 

total 
Inflation: GDP deflator 

medium term objectives for money GDP and consistent assumptions for 
are forecasts; the figures for subsequent years show the Government's 

Percentage changes on previous financial year. The figures for 1989-90 

10 	 BUDGET SECRET 

1991-92 
6 	 6 
2i 	 3 
2 	 2i 
4 	 3 

output and inflation. The projections in the table make no allowance for 
any effect of the replacement of local authority rates by the Community 
Charge on recorded growth in money GDP or the GDP deflator. 

ErtiDG—ErthST  ONLY,  

1988-89 	1989-90 	1990-91 
10i 

5 
4 
6+ 

g 
2 V2. 
2 YL 
5+ 

1992-93 
5+ 
3 
2i 
2+ 
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Chart 2.2 Private and public sector borrowing 
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2.13 The flows of saving and investment in the economy over the medium 
term are also uncerfirra; sizu inherent uncertainties are compounded at present 
by the discrepancies in the macroeconomic statistics discussed more fully in 
Chapter 3. In recent years the private sector as a whole appears to have 
moved from large surplus into substantial deficit, and this has led to the 
balance of payments current account moving into deficit despite the public 
sector's move into surplus. It seems likely that these trends will reverse 
themselves over the medium term, and the private sector's financial position 
is likely to move closer to balance. In particular, the personal debt/income 
ratio, which has been rising fast, should tend to stabilise, as borrowers and 
lenders become more cautious about allowing further increases: this will 
imply higher net personal saving. 

estimate 

Monetary policy 
2.14 The task of exerting downward pressure on inflation falls to monetary 
policy, conducted within a sound fiscal framework. Experience in the UK 
and elsewhere has shown that direct quantitative controls, once thought to 
be a possible instrument of monetary control, are not only inefficient and 
distortionary, and so undesirable, but also ineffective in today's sophisticated 
financial markets. Even a decade ago, markets were learning quickly how to 
circumvent such controls; their proficiency in doing so would be much 
greater now. The further liberalisation announced today, including the 
abolition of the Control of Borrowing Order (see box), removes one of the 
last vestiges of post-war controls on capital markets. 

BUDG ET S EC R ET—Eft:MG ET LISTDAI 	 11 



Further Measures Liberalising the Financial Markets 

The removal of controls in financial markets since 1979  has 
contributed to greater competition and efficiency in/Ehe allocation of 
ca sital. Further liberalisation was announced in thciBudget. The  
Control o Borrowing Ord-el whic goes .ac to t e immediate 
post-War period, 	 ; 2 

Bank ef-fanviarte will no longer operate 
a new issues queue in the equity and bond maqcets The i:Fgrli atory 
regime for sterling commercial paper and sho -ter corporate 
bonds is also to be significantly liberalised, cr ting a single regime 
for sterling paper with an initial maturity of to 5 years. in addition, 
the restrictions preventing certain organisations, including foreign 
sovereigns and private companies, from making sterling issues in this 
maturity range will be removed. 
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2.15 Here, as in other countries, monetary policy is implemented by 
changing the level of short-term interest rates. The process of financial 
liberalisation has increased the power of interest rates as a policy instrument. 
They can now fulfil their function as the price of money and credit 
unhampered by quantitative controls. At the same time, the rise in 
borrowing and holdings of liquidity, which followed liberalisation, means 

16 
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10 

8 

6 

co c., 
, 

,Lcr.,,,, 1, I  that interrats now act on a wider base. 
3.w-1jt  

YChart 2.3: Interest ratesY 
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2.16 Decisions about interest rates are made on the basis of a comprehensive 
assessment of monetary conditions. The evidence of a range of indicators has 
to be appraised and balanced. But the assessment gives particular weight to 
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t.LA:11- 	Table 2.2 

the behaviour of narrow mo ey in relation to its target range and to the 
exchange rate. Attention is .lso paid to the behaviour of broad money alvei•-.,or 
liquidity. Short-term inte cst rates fell from 9 per cent in early 1988 to touch 
7+ per cent for a fortnigh in May. Thereafter, they were raised steadily to 
reach 13 per cent by the nd of November, where they have remained. 

-betvrreri-9-and 

2.1X8 Narrow money, as me ured by MO, has continued to have a reliable 
and predictable relationship w h money GDP. Reflecting the higher 
growth of money GDP, the 12 onth growth rate of MO has been above 
the target range throughout 1988-:! MO grew particularly rapidly between 

arch and September last year, but ha slowed sharply since the autumn in 
sponse to the higher interest rates in the econd half of 1988. Its sekkiiterteel----

nnualised growth over the last six months *s [under 3 per cent], the lowest 
since the middle of 1987. 

2.* For 1989-90, a target range for MO of 1-5 per cent has been set, the 
same as the illustrative range for that year in last year's MTFS. Measured by 
the 12 month growth rate, it is likely to begin the year above the target 
range. But as the deceleration over recent months continues, it will come 
back within it. The ranges given in Table 2.2 for later years are illustrative 
and show a steady fall consistent with the declining path for money GDP 
growth. 

Growth of MO' 
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1988-89 1989-90 1990-91 1991-92 1992-93 
7i 1 to 5 0 to 4 0 to 4 -1 to 3 

1 1988-89: forecast per cent change on previous financial year; 
1989-90: target range for 12 month growth rate; 1990-91 onwards: illustrative ranges. 

Chart 2.4 MO growth rate 
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2-W The exchange rate is a key influence upo and a key indicator of, 
monetary conditions. It has to be considered .gether with all the evidence 
of domestic indicators in making monetary olicy decisions. Monetary 
policy has the overriding task of defeating i flation: the Government is 
accordingly not prepared to accommodate Icreases in domestic costs by 
exchange rate depreciation. Sterling has rise against the deutschemark over 
the past year. The dollar has also risen against the deutschemark, though it 
has shown little change against the yen. 

2.21i Exchange rates are also important in international economic 
relationships. The improved co-operation between the G7 countries, who 
share a common counter-inflationary objective, has been clearly beneficial to 
the international community. 

Chart 2.5: Sterling exchange rates 
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2.21, In assessing monetary conditions, the interpretation of broad money, 
or liquidity, requires considerable judgment. There have been significant 
changes in the relationship between broad money and spending 
years. Because it is used as a store of value as well as for transactions 
purposes, what matters, so far as subsequent inflationary pressure is 
concerned, is not its growth rate alone but the extent to which people are 
prepared to hold interest-bearing money balances rather than to spend them. 
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Chart 2.6: Growth rates of money aggregates 
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2.21 The Government will continue to conduct its own financiaL  irs so as ) 
to have a broadly neutral impact on liquidity. That mbodied in the policy 
of funding the net total of maturing debt, the PSBR, and any underlying 
increase in the foreign exchange reserves, by sales of debt outside the 
banking and building society sectors. Should this total be negative, then 
unfunding ' will be required, that is, the authorities will make purchases of 

debt. Gilts bought in by the Bank of England are normally held in its Issue(  
A).> 'I L/repartment. The Government is taking powers, in this year's Finance Bill, to 

enable the National Loans Fund to acquire these gilts for cancellation. 

2.4 Now that the public sector is repaying vim debt, it is possible to devote 
more attention to the structure of the remaining debt, both to secure lower 
expected servicing costs and to improve the quality of debt by reducing 
reliance on borrowing in the form of liquid instruments. Attention will also 
be paid to smoothing the profile of redemptions. The reverse auction 
conducted in January 1989, the first of its kind, enabled the authorities to 

\ make substantial purchases of gilts maturing in 1989-90, a year when 
maturities will be particularly heavy.Ethe gilts which the aut 
purchased were also becoming increasingly liquid] 0 

[/ 

rities 

2.24 	 Government wil4-elceie what types and 
	iatunty olae-bi—to—rep-urchase or issue, depending on current relativities and 

expected future yields. In 1988-89, the Government took the view that, on 
this criterion, its longer term debt looked relatively expensivqt *erv.ice. 
Accordingly, much of the buying-in of conventional gilts required by the 
full fund policy was of longer maturity issues, so as to secure greater future 
debt interest savings. The fact that the Government has been a net 
repurchaser of long term debt and the emergence of a downward sloping 
yield curve have created favourable conditions for longer term borrowing 
by the private sector. The increasing volume of fixed rate sterling borrowing 
by companies has been a welcome development. 
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2.2k In cjytmstances when the Government believes it will reduce inflation 
in a wa that is not yet fullyin market yieldsvadex-linked borrowing 
becomes attractive to the Government as compared with conventional gilts. 

indexed debt has the advantage of reducing uncertainty, to both 
the Government and investors, about future real yields. Net  sales of indexed 
gilts continued in 1988-89, despite the reduction in total gilts outstanding, 

X 	X 	and about onleighth of ibs gi,re 	now its-index-Ed-form. 

Fiscal policy 

It is now expected that the net repayment of debt in 1988-89 will total 
about k[14] billion ([3] per cent of GDP), compared with a forecast in last 
year's Budget of k3 billion. Even allowing for the fact that privatisation 
proceeds are now expected to be some £2 billion higher than forecast a year 
ago, this means that the fiscal stance has been considerably tighter than 
planned, reflecting in large part the strength of economic activity which has 
both boosted tax revenues and depressed public expenditure. 
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Chart 2.7: Public sector borrowing requirement 
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2.24 The Gove ment intends to mov from the present surplus towards a 
balanced budget 	 over the medium term. The 
PSDR for 1989-90 has been set at £12 billion; this is equivalent to £7  
billion net of privatisation proceeds, the same as in 1988-89. The projected 
PSDR path thereafter is shown in/able 2.7. As usual, the PSDR to be set in 
future Budgets will be reviewed in the light of circumstances at the time; as 
tax rates are set on the basis of medium to longer term objectives the PSDR 
will tend to be increased by GDP growth above trend, and to be reduced by 
below trend GDP growth. 

ketkiC 

Public expenditure 
3 0 

2.29 The Government's ejective for expenditure is to maintain a 
downward trend over e medium term in the ratio of general go ernment 
expenditure to GDP. 	. 	the strength of economi activity 
the ratio of GGE excluding privatisation proceeds to GDP luc faUi by 7 
percentage points since 1982-83. This is the largest and most sustained fall 
since the immediate post-war period and it has brought the ratio back to 
levels not experienced since the 	1960s. The Government is determined to 
build on this achievement. 

Table 2.3: General government expenditure (excluding privatisation proceeds) 

198485 
/ 1985-86 

X - 

) 

1992-93 	38 

1 1988-89: latest estimate;  1989-90: forecast ; 1990-91 onwards: MTFS projections. 

—) 

2.$ Projections of government expenditure are shown in Table 2.4. For the 
period to 1991-92, they incorporate the public expenditure plans shown in 
the public expenditure White Paper (Cm 601-621); the projections of gross 
debt interest payments and other adjustments are consistent with the latest 
economic projections and assumptions. It is provisionally assumed that 
general government expenditure will grow by 1 per cent in real terms in 
1992-93. Decisions will be taken in the 1989 Survey. 
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\.) c-' as a percentage of  GDP1  

V p•r1 P  X 
) 	(t)- 	/- 

t3-61.± 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 

3( Y. 
36 
371 
38i 
421 
41 
401 
40i 
41 
41 

-ii 
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46 
461 
46i 

(--- 1974-75 
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1977-78 
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1981-82 
1982-83 
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I 	1988-89 
i 	1989-90 

	

1990-91 	39 

	

1991-92 	38i 

461 
44+ 
43i 
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Table 2.4 General government expenditure' 

L billion, cash 
1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 

	

145.7 	ISO ..PRZ.6 

	

17.8 	18.3 

	

8.3 	9.9 

167 
16.5 
10 

179 
15 
10.5 

192 
14.5 

9.5 

200 
14 

9.5 
171.4 7- 178.8 194 205 216 223 

5.2 TO 5 5 5 5 

177-0 185-8 199 210 221 228 

Public expenditure planning total 
Gross debt interest 
Other adjustments 
General government expenditure2  
Privatisation proceeds 
General government expenditure 
excluding privatisation proceeds 

For 1987-88 to 1991-92, the figures are taken from Table 5.1. 2  General overnment exmditure, and its components, are rounded to 
t e nearest Ll billion from 1989=90 onwTirqGeneral government 
expenditure is assumed to grow by 1% in rea terms in 1992-93. 

evenue 

2.31, The growth in government revenues over the medium term will depend 
on the growth of incomes, spending and prices, as well as on policy decisions. 
Government revenues from the North Sea are projected to decline relative to 
money GDP as oil output falls. After taking account of the tax reductions 
announced in the Budget, non-North Sea revenues are also projected to grow at 
a little under the rate of growth of non-oil money GDP. 

Table 2.5 General government receipts 
k billion, cash 
1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 

Taxes on incomes, expenditure and capital 
National insurance and other contributions 
Interest and dividends 
Other receipts 

General government receipts' 
of which 
North Sea tax2  

1  General government receipts, and its components, are rounded to the 
nearest £1 billion from 1988-89 onwards. 

2  Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea oil and gas production (before advance 
corporation tax set off). This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. 

2.6: Non-oil taxes and national insurance contributions as a percentage of 
non-oil money GDP' 
iCAL3 4'4 	2.(1 
1964-65 	29i 	104-75 	351 	1984-85 	371 
1965-66 	311 	1975-76 	361 	1985-86 	37 
1966-67 	3/ 	1976-77 	36 	1986-87 	371 
1967-68 	331 	1977-78 	35 	1987-88 	371 
1968-69 	351 	1978-79 	341 	1988-89 	37i 
1969-70 	361 	1979 	80 	35i 	1989-90 	[3711 
1970-71 	36/ 	1980-81 	361 	1990-91 	[361] 
1971-72 	341 	1981-82 	381 	1991-92 	[361] 
19 2-73 	321 	1982-83 	381 	1992-93 	[35+] 
1973-74 
1 1988-89: latest estimate; 1989-90: forecast; 1990-91 MTFS onwards: MTFS projections. 
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Public sector borrowing 
2.3 	The projections of government expenditure receipts are brought 
together in Table 2.7 to provide projections of the general government 
borrowing requirement (GGBR), the PSBR and the fiscal adjustment. 

2.3) Changes since the 1988 MTFS are discussed in the annex to this 
chapter. 

Table 2.7 Public sector debt repayment' 

J billion, cash 

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

General government expenditure 

General government receipts 

Fiscal adjustment from previous years2  

Annual fiscal adjustment2  

GGDR 

Public corporations' market and 
overseas debt repayment 

PSDR 

Money GDP at market prices 

PSDR as per cent of GDP 

I Rounded to the nearest Z.  1 billion from 1988-89 onwards. Further details 	 2  Means lower taxes or higher expenditure than assumed in 
for 1988-89 and 1989-90 are provided in Tables 1.2 and 6.9 	 lines 1 and 2. 

Conclusion 
2.34 This tenth issue of the MTFS has reviewed the greatly improved 
economic record of the 1980s. It has reaffirmed the Government's 
commitment to reducing inflation and to the policy of lower taxes and 
lower public spending as a share of GDP. The MTFS provides the financial 
framework within which the policies to achieve the Government's objectives 
are set. 
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Annex to Chapter 2 

Money GDP 

Changes since the 1988 MTFS 

2A.1 The growth rate of money GDP is expected to be higher in both 1988-89 
and 1989-90 than envisaged in last year's MTFS, with growth in the GDP deflator 
2X percentage points higher in 1988-89 and 11 points higher in 1989-90. Inflation is 
projected to get back to last year's path by 1991-92. The projected trend in output 
growth over the medium term in the whole economy is percentage point higher 
than in last year's MTFS, reflecting a slower decline in oil output. 

Table 2A.1 Money GDP growth 

Differences from 1988 MTFS projections, percentage points 
1988-89 1989-90 1990-91 1991-92 

+ 31 +1 0 + 

Monetary aggregates 2A.2 MO has moved above its target range during 1988-89 but it has been 
growing more slowly since the autumn. The target range for 1989-90 is the same as 
the illustrative range given last year. The illustrative ranges for subsequent years are 
also the same. 

Table 2A.2 The growth of MO 

Per cent changes on a year earlier 
1988-89 	1989-90 	1990-91 	1991-92 

1989 MTFS 
	

1-5 
	

0-4 
	

0-4 
1988 MTFS 	 1-5 	1-5 

	
0-4 
	

0-4 

Fiscal projections 2A.3 Table 2A.3 shows changes in the fiscal projections since the 1988 FSBR. 
Additional information on 1988-89 is given in Chapter 6. 

Expenditure 

Receipts 

utsw" ktr'c5''-
t•LesY 

2A.4 The undershoot on the planning total in 1988-89 is described in Chapter 5. 
The planning total for 1989-90 onwards is as in the public expenditure White Paper 
(Cm 601-621), which incorporates higher figures for 1990-91 and 1991-92 than 
assumed last year. The general government expenditure figures for the future have 
also been revised up since last year; but to a lesser extent in 1990-91 and 1991-92 
than the planning total, as the path for PSDR now assumed implies lower debt 
interest payments. 

2A.5 Revenues in 1988-89 have been much higher than forecast, in large part 
reflecting higher money GDP growth in both 1987-88 and 1988-89. Because of 
some lag between the accruals and payments of taxes, the buoyancy of the 
economy over the last year will still be contributing to the growth of revenues in 
1989-90. In spite of the effect of the Piper Alpha and other 	idents on oil outpue 
North Sea revenues in 1988-89 were almost exactly as forecast. The accidents are 
likeTy—t7i—fiave their major revenue impactin- •1989-90 and 	revenue forecast for 
1989-90 h.3 	L. 	cduLccl since last year 

Y X 
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Table 2A.3 Revenue and expenditure' 
Changes from 1989 MTFS projections, k  billion 

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

Expenditure 

'1 Planning total 

/ Other" 

3 General government 
expenditure 

Receipts3  

4 North Sea taxes 

5 Other taxes and contributions 

6 Other2  

7 General government receipts 

8 Implied cumulative fiscal 
adjustment4  

9 Public corporations' market and 
overseas debt repayments 

10 PSDR 

I  Rounded to the nearest Li billion. Classification changes since the 1988 FSBR are included but their effects on both 

expenditure and receipts is small. 

'Includes changes in debt interest and other items. 

3  The allocation of tax receipts between North Sea and other is affected by the treatment of advance corporation tax set off. 

' Line 8 = lines 9— 10 — 3 + 7. 

5  Public corporations market and overseas debt repayment is deducted from the planning total, and included in the PSDR, but 

not in general government expenditure. Changes in it are therefore added to line 2 and subtracted in line 9. 
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FSBR CHAPTER 4 

The Chancellor was grateful for your minute of 1 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 ( 

  

s 

 

 

  

Throughout the draft, you will need to take on board any 

changes that maybe made to the final packace. 

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 	
 

It 

(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 safeguards"; and amend 

the end of the third indent to read "....greater 

protection for the taxpayer". 

2 



sp 

(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...." 

AC S ALLAN 

3 
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PSDR ar 

minute to 

You asked for a note on why outside forecasts 

coalescing around a higher figure than our own (Mr Allan's 

me of 28 February). 

2. 	The table below compares our best forecast with five recent 

outside forecasts. Four of the five have higher pre-Budget PSDRs 

 

than our own, the exception being Hoare-Govett whose forecast is Eh 

billion lower than ours. 

E billion 

1988-89  

 

1989-90 

   

Pre-Budget 
PSDR 

15.5 

15.0 

17.1 

17.0 

19.2 

20.2 

Treasury* 	 14.5 	13.5 	 2.0 

Hoare-Govett 	 11.8 	 13.5 	 1.5 

IFS/Goldman Sachs 	12.4 	 15.5 	 1.5 

LBS 	 12.9 	 15.7 	 1.3 

NIESR 	 12.6 	 16.2 	 3.0 

Phillips & Drew 	14.1 	 18.2 	 2.0 

* Mowl to Chancellor 17 February ("PSDR in 1989-90 with 
NICs Reform") — 	

:A-4474+110- 

PSDR Post-Budget Fiscal 
PSDR 
	

Adjustment 

3. 	The IFS/Goldman Sachs and Hoare-Govett forecasts were completed 

before the January outturn for the PSDR was published. Although the 

LBS and NIESR forecasts were only published in the last week we 

believe that most of the detailed figuring also preceded the January 

figures. 	The Phillips and Drew forecast probably does take account 

of January. 
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It is always difficult to explain why our forecasts of the PSDR 

differ from those of outsiders because the outside forecasts 

typically report very little detail (in some cases this reflects the 

way they construct their forecasts). Of the forecasts in the table 

this is particularly true of Hoare-Govett and Phillips and Drew 

(P & D). The two model based forecasters, the LBS and NIESR, give a 

certain amount of detail along the lines of table 6.7 from last 

year's FSBR. 	The IFS/Goldman Sachs Green Budget is the most 

detailed, being in the form of FSBR table 1.2. Hoare-Govett has the 

least detail and is not discussed further in this minute. 

All the outside forecasts have higher money GDP growth than 

that underlying our PSDR forecast. 

1989-90 - % increase on previous year 

Treasury' IFS/GS LBS 	NIESR* 	P & D 

Money GDP 7.4 81/2  8.4 8.0 10.0 

GDP deflator 5.1 51/2  5.3 6.1 7.4 

Real GDP 2.2 3 3.1 1.8 2.6 

1 figures since revised 

* factor cost 

The composition, as well as the level, of money GDP affects the 

PSDR, particularly in the short run. But other things equal the 

higher the growth of money GDP the higher the PSDR. If the higher 

money GDP growth is the result of higher real growth, as appears to 

be the case with the LBS and the IFS, receipts would be higher and 

expenditure lower. 	If it is the result of higher inflation, as is 

the case with NIESR and P & D, receipts would be higher. 	There 

would however be upward pressure on expenditure, but if cash limits 

generally hold, as seems to be implicit in all the outside 

forecasts, cash expenditure might be largely unchanged. 

Our standard ready reckoner show that 1 per cent on money GDP 

from higher real growth increases the PSDR by £11/4  billion in the 

first year: the effect could be bigger. 	Thus differences in money 

GDP assumptions might explain a good deal of the difference between 

our PSDR forecast and those of the LBS and IFS. 
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We do not have any up to date inflation ready reckoners but the 

arguments above suggest that the effect on the PSDR of 1 per cent 

more money GDP from higher prices might be a little less than the 

effect of extra money GDP from higher real growth. It is possible 

therefore that the difference on money GDP might account for up to 

half of the difference between our PSDR forecast and that for P & D. 

The difference in money GDP explains very little of the difference 

between our PSDR forecast and that of NIESR. 	There are however 

other explanations in the case of NIESR (see paragraph 11 below). 

This sort of aggregate analysis can be no more than indicative. 

A given forecast of total money GDP may be consistent with a wide 

range of outcomes for the PSDR. The rest of this minute considers 

some of the specific differences between our forecast of the PSDR 

and those of the outsiders which provide supporting detail, namely 

the LBS, IFS/Goldman Sachs and NIESR. 

LBS 

The LBS's forecast for 1988-89 has not yet caught up with the 

latest privatisation proceeds figure. Taking this on board would 

bring their PSDR for this year up to about £14 billion. Their PSDR 

forecast for 1989-90 is £11/2  billion higher than ours. As already 

noted most of this may be due to a higher forecast of money GDP. 

The £11/2  billion PSDR difference is more than accounted for by higher 

taxes on income and expenditure in the LBS forecast. 	Much of the 

former is from higher taxes on companies. Although the LBS has 

smaller growth of corporate taxes in 1989-90 than in our forecast 

they are starting from a 1988-89 level which, latest information 

suggests, is much too high. 

There are some oddities on the expenditure side of the LBS 

forecast. 	They claim that their forecast is very close to the PEWP 

figures and indeed their quoted figures for the planning total and 

GGE are each only £1/2  billion different from the PEWP. But within 

GGE they have a debt interest forecast nearly £2 billion above, and 

other national accounts adjustments £234 billion below, the PEWP. 
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IFS/Goldman Sachs  

The IFS take the PEWP figures for public expenditure including 

the figure for debt interest. As the prospects are now for lower 

debt interest than in the PEWP the IFS have higher GGE than in our 

forecast. It follows therefore that their £11/2  billion higher PSDR 

is more than accounted for by higher receipts. Within receipts the 

main difference is on corporation tax where the IFS figures are 

£11/2  billion and £3 billion higher than ours in 1988-89 and 1989-90 

respectively. Clearly there is a lot of uncertainty about the 

outlook for CT especially when the profits and investment data for 

1988 are so fragile. But the IFS explicitly acknowledge that any 

"surprises" on CT receipts in January this year could alter their 

forecast for next year. 	They would therefore almost certainly 

revise their CT forecast for 1989-90 down in light of the latest 

information. 

NIESR  

The NIESR forecast is a most curious one. Despite higher money 

GDP than in our forecast their forecast of receipts is £2 billion 

lower than ours. Their higher PSDR is more than accounted for by a 

lower forecast of public expenditure, which, on a national accounts 

basis, is over £7 billion below ours. 	The difference is spread 

across the range of expenditure with lower current and capital 

spending and lower current grants (eg. social security). Their debt 

interest forecast however is £1 billion higher than ours. While of 

course it is possible that there will be another undershoot on 

expenditure, the size of NIESR's (implied) undershoot is very large 

given the economic background. 

Assessment and risks  

The margins of error in this area are large. A major area of 

difficulty is in assessing how much the recent strength of the 

public finances is due to the buoyancy of the economy, rather than 

the underlying strength of revenue and tight public expenditure 

control. The average error on Budget forecasts over the past then 

years is equivalent to £44 billion and recent errors have been 

larger than average. Much of the difference between our latest PSDR 

forecast and those of outsiders can be attributed to differences in 

economic assumptions. Some of the remaining difference can be 

explained by our earlier access to the latest information on the 
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• current year, particularly corporation tax receipts in January. For 
many components of the fiscal outlook outsiders tend to follow our 

view once it is published. 

14. There are risks and uncertainties, but in both directions: 

perhaps the main downside risk to the PSDR is the 

possibility of a sharper cyclical slowdown than currently 

forecast, coupled with a possible tendency to 

underestimate cyclical effects on the PSDR. 

one upside risk is the possibility of another undershoot 

on public expenditure. 	LA capital receipts and 

privatisation proceeds could again turn out considerably 

higher than planned. 	The underlying growth of social 

security expenditure might not pick-up as forecast. And 

the removal of grant penalties may not boost local 

authority current spending as much as the forecasts 

assume. 

another upside risk is that the buoyancy of revenues is 

more due to their underlying strength and less due to the 

buoyancy of activity than we have assumed. 

corporation tax is again a major uncertainty, but the 

risks here go in both directions. 

Our latest view  

15. As Mr Sedgwick's note on chapter 3 (to be circulated tomorrow 

morning) points out there are some changes to the economic prospects 

for 1989-90 that chapter 3 of the FSBR will describe. Money GDP 

growth is now 8-84 per cent compared with 71/2  per cent when we last 

put a PSDR forecast to you. We shall be reviewing the implications 

of this revised GDP forecast for the PSDR and reporting back to you 

next week. 	At that point we shall also have taken on board the 

revenue departments latest views and the CGBR outturn for February. 

But it would not be necessarily correct to anticipate a significant 

upward revision to our PSDR forecast for 1989-90 because much of the 

extra GDP is from higher profits which will only generate tax 

receipts from 1990-91 onwards. 

COLIN MOWL 



chex.ul/aa/2.28.2 
BUDGET CONFIDENTIAL 

• 
(3 -r- 6/3  

FROM: A C S ALLAN 
DATE: 28 FEBRUARY 1989 

MR NOWL cc 	Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Sedgwick 
Mr Riley 
Mr Gieve 
Mr Pickford 
Mrs Chaplin 

PSDR IN 1989-90 

The Chancellor has noted with concern the way that outside 

forecasters seem to be coalescing around a PSDR forecast for 

1989-90 of £17 billion or more. The LBS have a PSDR of this size 

"on unchanged policy" (and £15.7 billion after a lp cut in the 

basic rate); the National Institute have a PSDR of £161/4  billion 

after income tax cuts of about £3 billion; and Phillips and Drew 

have a PSDR of £18 billion after tax cuts of £2 billion.. 

2. 	Why are these figures so much higher than ours? Are they 

based on different assumptions? Or on different forecasts of GDP 

growth etc? Or do they not take on board latest information (eg 

on Corporation Tax)? The Chancellor would be grateful for a quick 

note on these and other forecasts. 

AC  C S ALLAN 
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PSDR IN 1989-90 WITH N 	ORM 

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

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

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

prospect on the assumption that NICs reform with a direct revenue 
cost in 1989-90 of El billion is add 	giving a package with a 

total cost of E2 billion. 

Best Estimates  

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

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

Mr McIntyre's minute of 16 February). 	aggregate tax burden, as 
0 conventionally defined, measures some major taxes such as income 

tax, VAT and NICs, on an accruals basis. We have assumed that the 
direct effect of the reform on NIC accruals is £1.3 billion in 

1989-90, more than the El billion direct receipt list because of 

PSDR excluding privatisation proceeds - f billion 
El billion package 
E2 billion package with NICs 

PSDR excluding privatisation proceeds - % of GDP 
El billion package 
E2 billion package with NICs 

Non-oil tax burden - %  
El billion package 
E2 billion package41 ith  wrs  
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The addition of the NIC package reduces the PSDR in 1989-90 by 

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

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

te the PSDR excluding privatisation proceeds in 1989-90 is 

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

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

packag 	non-oil tax burden falls marginally. 

Presentation in the FSBR 

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

Mr Sedgwick's m 

ublished PS 

published for 

a percentage of 

only El billion.  

te of 16 February would be lower for a given 

n the assumption that a PSDR of £14 billion were 

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

in 1988-89, there would be a safety margin of 

1988-89 1989-90 
PSDR (including privati 	proceeds) - £ billion  
Best estimate with £2 b'li. .ackage 	 14.5 	13.5 
Possible published figure 	 14.0 	12.5 
Safety margin 	 0.5 	1.0 

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

excluding privatisation proceeds needs to rise by £1/2  billion to keep 

it unchanged as a percentage of GDP 

COLIN HOWL 
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1982 FSBR : CHAPTER 2 

This note updates yesterday's 	submis ion on MTFS 	fiscal 

projections to take account of revisions/to the Budget package and 

a proposed PSDR path of 12.1/9/6/3. 

A. General government receipts  

2. The projection of Government revenues and the tax burden 

(tables 1 and 2) have been re.,iised upwards to reflect the new 

package. The "Budget-adjusted" tax burden (second row of table 2) 

is unchanged. 

1 



billion, cash 

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

156.3 165.0 173.2 182.4 

34.5 35.8 37.8 39.9 

6.9 6.7 6.3 5.6 

6.7 6.2 6.5 7.0 

204.4 213.6 223.8 234.9 

2.7 2.4 2.7 2.6 

Table 1: General government receipts 

Taxes on incomes, 
expenditure and 

1987-88 

£ 

1988-89 

capital 133.2 144.8 

National insurance 
and other 
contributions 25.0 32.8 

Interest and 
dividends 6.1 6.8 

Other receipts 5.7 6.5 

General government 
receipts 173.5 190.9 

Of which 
North Sea tax 4.7 3.2 
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Table 2: 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 37.2 37.0 36.9 

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

B. General government expenditure  

3. 	Table 3 shows our central projections of general government expenditure, 

given MTFS assumptions on output, inflation etc. This is virtually unchanged 

from yesterday. 

iititkee~0) 744"J 
WtWi. 4 	et•14,1  
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• 
Table 3: General government expenditure 

Public expenditure 

1987-88 

E 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 13.9 13.0 

Other adjustments 8.3 9.9 9.8 9.5 8.6 8.5 

General government 
expenditure 171.8 178.8 194.1 205.6 217.5 227.2 

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

General government 
expenditure 
excluding 
privatisation 
proceeds 177.0 185.8 199.1 210.6 222.5 232.2 

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

4. Table 4 compares the projections of GGE with those in the White Paper: 

Table 4: Comparison of paths for GGE excluding privatisation proceeds 

• 
• 

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

185.8 199.1 210.6 222.5 232.2 

186.9 198.7 210.0 221.0 

£ billion 

Projections as in 
table 3 

White Paper* 

per cent of GDP 

Projections as in 
table 3 	 39.4 

White Paper 	 393/4  

* rounded for 1990-91 onwards 

  

39.2 	39.0 	39.0 

394 	39 	383/4  

38.6 
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PSDR and fiscal adjustment 

considered in sections A and 

of the fiscal adjustment available in 

on the PSDR 	(12.1/9/6/3). 

of fiscal adjustment 

1990-91 	1991-92 	1992-93 

9 	 6 	 3 

1 13/4 	 1 	 1 

0 	 0 	 4 

0 	 0 	 4 

37.3 	 36.9 	 36.0 

Bringing together the fiscal projections 

B, table 5 shows a central estimate 

1990 and later years for the new assumption 

Table 5: PSDR path and central projection 

1989-90 
p-ftt,440,0,11 

PSDR (£ billion) 	 12 

PSDR 	(% of GDP) 	 21/2  
pxist.o..4 

Annual fiscal 
adjustment 

Cumulative fiscal 
adjustment 

Non-oil tax burden 
after fiscal adjustment 
(per cent) 

Assuming we publish cash GGE figures that are in line with the PEWP 

(and so marginally lower than our central projection of expenditure in 

1990-91 and 1991-92), we will need to make only very small adjustments to 

the revenue projections to get annual fiscal adjustments of £1 billion in 

both 1990-91 and 1991-92. But note that this would mean revising up the 

cumulative fiscal adjustment over the first two years by a total of £2 

billion relative to our central forecast. 

7. 	Assuming we want a cumulative fiscal adjustment by 1992-93 that is 

the same as our central projection, we would have to adjust revenues down 

in 	final year by around £4 billion (because the 1 per cent real GGE the 

growth assumption for 1992-93 is rather below our forecast). This would 

give the following path for the annual fiscal adjustment: 

Possible annual fiscal adjustment for publication (£ billion) 

1990-91 

1 

1991-92 	 1992-93 

1 	 2 

 

 

S J DAVIES 
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1987 and 1988, 

corporation tax 

notably profits 

model especially 

and investment, which our 
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MTFS FISCAL PROJECTIONS 

Stephen Davies's submission sets out where we have got to on the 

fiscal projections for the MTFS. I have to say that at this stage 

the numbers are more than usually provisional, and may be subject 

to 	 when we get revised projections back from 

the 	 The uncertainty arises primarily because 

changes to the national accounts data for 

substantial change 

Revenue departments. 

we have just made major 

Further changes are likely at the end of the week when we get new 

figures from the CSO. 

1 
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• 2. 	However, despite the uncertainty, it is possible to discern 
the essential message coming out of the projections for the years 

1990-91 onwards. 

( 1) 
	

In the two years 1988-89 and 1989-90, we estimate that 

the non-oil tax burden would have risen considerably 

as a consequence of real fiscal drag had it not been 

for tax cuts in the 1988 and 1989 Budgets. But there 

are good reasons for thinking that, at given tax 

rates, we may see the tax burden flattening off - 

perhaps even falling - in the early 1990s. 

( ii) 	The pre-Budget rise in the tax burden in 1989-90 is 

due largely to the lagged effect of buoyant profits in 

1988 on CT receipts. By contrast, profits are 

projected to fall as a share of GDP in 1989, while at 

the same time investment allowances build up rapidly. 

With output and spending still growing below trend in 

1990-91, we would not expect any underlying rise in 

the tax burden. And with the effect of the 1984 CT 

reform building up in the later years, a 

decline in the effective rate of CT is 

 

offset broadly the real fiscal drag in the 

tax system. 

progressive 

likely to 

rest of the 

(iii) Meanwhile, the revenue effects of the 1988 and 1989 

budgets continue to build up. 	In 1990-91 we have 

independent taxation coming in, the abolition of stamp 

duty, and the full year effect of the NICs package. 

Budget effects reduce the tax burden in that year by 

about £31/2  billion - 0.6% of GDP. 

With GGE falling only very slightly as a share of GDP, 

no underlying increase in the tax burden due to real 

fiscal drag, and a small fall in other receipts, it 

therefore seems likely that the PSDR will have to come 

down quite sharply - from £12 billion in 1989-90 to 

perhaps £8 billion in 1990-91 - in order to avoid 

having to raise taxes. With some further build up in 

budget effects, the situation also looks very tight in 

1991-92. 
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(v) 	In 1992-93, however, the projections show the 

situation considerably improved. With GDP now growing 

on trend, 	a moderate fiscal adjustment (El billion) 

would appear to be available even with no reduction in 

the PSDR. 

( vi) 	All this suggests going for a PSDR path which shows a 

fairly rapid return to budget balance, given the 

present package. 	Unadjusted numbers might look as 

follows: 

£ billion 	 1989-90 	1990-91 	1991-92 	1992-93  

PSDR 	 12 	 8 	 4 	 0 

Annual fiscal 
adjustment 	 - 	 0 	 1 	 5 

(vii) But we would want to adjust the figures for 

publication. 	The cash figures for GGE can be brought 

down to those given in the PEWP, with 1% real growth 

in 1992-93, without doing undue violence to the 

projection of debt interest; the differences are 

fairly small until the last year. 	Smoothing the 

profile of taxes in a not implausible way might then 

leave the path of the fiscal adjustment as follows: 

1990-91 	 1991-92 	 1992-93  

1 	 1 	 4 

3. 	As I have already said, there is a good deal of uncertainty 

surrounding these numbers. But I have no reason to believe that 

when we get more considered projections from the Revenue 

departments, this will dramatically change the picture. 	If the 

economy develops broadly as we have assumed, and on a reasonably 

conservative assessment of the extent to which recent revenue 

buoyancy is cyclical, the position in the next year or two could 

S 
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be very tight given the present package. Of course it is possible _ 	_ 
that we are continuing to understate the underlying strength of 

revenues. But our record if anything suggests that this is a 

cyclical phenomenon; we have typically underestimated the 

responsiveness of the fiscal position to the cycle, and if this 

pattern is repeated the errors could begin to go the other way 

over the next two years. 

In terms of presentation, the prospect as we now see it has 

both advantages and disadvantages. The main advantage is that, to 

the extent that we show substantial reductions in the PSDR in 

1990-91 and 1991-92 while at the same time showing little scope 

for fiscal adjustment, this is likely to reduce the pressures on 

public expenditure. 	The perception of a large pot of money 

available is shown to be mistaken. On the other hand, to the 

extent that it is necessary to bring back the PSDR rapidly towards 

zero because the money has already been given away in the form of 

tax cuts, this makes it more difficult to present the present 

Budget package as prudent and cautious. 

There is, of course, some scope for further adjusting the 

figures. 	I doubt that the projections would be seriously 

questioned if we chose to show some continuing rise in the 

underlying tax burden in the medium term, a lower path for GGE, 

and a slower decline in the PSDR, while at the same time some 

remaining scope for fiscal adjustment. But there are obviously 

greater risks with this approach. It would reduce the chances 

that you will be able to do better in the event than the published 

projections imply, as you have done in recent years. And it is by 

no means impossible that the situation could turn out tighter even 

than our central projection suggests. 

We will advise you further on all this next week, after we 

have taken on board the latest projections from the Revenue 

departments and further revisions to the national accounts. 

C J RILEY 
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FSBR CHAPTER 6 

The Chancellor was most grateful for your minute of 1 March. 	He 

had only a few comments: 

(i) 	He was content with the formulation of the comments on 

the stock of Government debt in paragraph 6.04. 



He prefers the first version of chart 6.4, which makes 

it easier to see the overall income tax/expenditure tax 

switch. He felt the setting of "capital taxes" in the 

chart of receipts was clumsy. It would be better to 

widen the band slightly (so long as it remains narrower 

than the 3 per cent band for interest and dividends): 

the figures tell the story. 

As he indicated on the earlier draft, he would be 

grateful for confirmation that company profits in 1987 

have been revised down from the figures available at the 

time of the last Budget. 

iv 	He noted that the figures for the non-oil tax burden in 

1988/89 and 1989/90 Tl(ere not consistent with those in 

Mr Davies' note of 1 March on MTFS fiscal projections. 

(v) 	He thought the new version of chart 6.3, showing debt 

interest payment as a percentage of GDP, was much 

improved. 

(vi 
	

The beginning of paragraph 6.24 should be redrafted to 

read "Local authority receipts consist primarily of rate 

income (and, in Scotland, community charge income) plus 

grants from central Government. The forecast increase 

in income (net of rebates)....". 

AC S ALLAN 
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Mrs Lomax 
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Mrs Butler 
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Miss Simpson 
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Mrs Chaplin 
Mr Tyrie 
Mr Call 

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

r Unwin 	 ) 
r Jefferson Smith 	) C&E 
Mr Allen 	 ) 

I attach amended proofs of Chapter 1, which takes on board your 

comments and those of Sir Peter Middleton on the draft I 

circulated last week. It also reflects the latest decisions on 

the package; table 1.1 is in line with the Sco ,.ard circulated 

today. The figures in table 1.2 will need amen  ' 	the light 

of the changes to the package and further inf4è on  from the 

Revenue departments. 

2. I would be grateful if comments could reach me 

Monday. 

2.11. 

on 
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Table 1.1 The Budget measures1 

k million 
1989-90 

yield( + )/cost(-) 
1990-91 

-98% 0 

National Insurance 

4-.--.-employee contri 

Changes from 
a non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

-,•=rst- 

-75 

•• • 
- 2:338' d4c 	- E945 

q 
2  Public expenditure cost of Z.  kid million 
1990-91 will be met from the Reserve. Se 

— N;( 

-35 

+* 25 

4:449 

22444 i l lion in 

BUDGET SECRET—BUDGET LIST ONLY 	 0369  

St 

- 1 465 
+ tat t 0 

—110 

15 

-20 

Income Tax 

personal allowances and basic rat 	exed 
car benefit scales increased 

tws,,,sc4cssess.t..u.:%+ 31-v 
Excise duties 

petrol, dery etc 

duty on unleaded petrol reduced, duty increased 
for 2 and 3 star petrol 
vehicle excise duty 
tobacco 
alcohol 

Value Added Tax 

non-domestic construction etc 
13=1:6-Lz-. rf-telittsatiert-rttles-ete 

Other tax changes 

Pensioners' earnings limit abolished2  
Total 

I These measuresind the basis of the costings shown, are described in de il  
in Chapter 4. 

IsigtslitAk 

+isa /60 	+ tsa .300s 
_gc • 	C.• 	 - Lc, 

-545 	 -580 

-04 /00 

-150 - 170 
-235 -250 
-255 - 280 

+315 + 540 

-20 +45 

-Siduatts=e6sts 

Life assurance iitasimmor tax regime reformed 

Corporation Tax 
	 AvicV 

small companies' rate hreshold increased 

IA  6 
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The economy 

V\ 
Tax and 20ational 

insurance measures 

Ctrts-Lui.)-E 

udget surplus in both 
budget is projected o 
expenditure declining 
policies designed to imp 
performance of the econo 
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Gt10   
1.01 The objective of the Government's economic policy is to defeat 
inflation and to maintain a vi orous and enterprising economy, with 
sustained growth of output an employment. 

1.02 The Financial Statement and Budget Report (FSBR) supplements the 
ancellor's Budget Statement. It presents the Medium Term Financial 
tegy (MTFS); describes developments in the economy over the past 

rovis es orecasts to mid-1990; sets out the tax/proposals in the 
summarises the Government's spending plans; and gives forecasts 

blic finances for the year ahead. 

Public expenditure 

1.0  9 	2 describes the MTFS, which provides the framework for the 
Gove 	conomic policy. The objectives of the MTFS and the central 
role of 	policy have remained unchanged throughout the 1980s, a 
period of 	stantial economic progress. Monetary policy is designed to 
reduce money GDP growth and thus inflation over the medium term, with 
the ultimate objective of achieving stable prices; in this year's MTFS 
money GDP growth falls to around 51 per cent over the next four years. 
Monetary solicy is buttressed b a sound fiscal solic , with a substantial 

89 and 1989-90; gradual 	a balanced 
edium term, with both taxes-ind public 

of GDP. The MTFS is complemented by 
e working of markets and the supply 

1.04 Chapter 3 describes the m 	lopments in the economy in 1988 
and the prospect until mid-1990. 	cent years economic trends have 
become increasingly difficult to interpret because of inconsistencies within 
the national and sectoral accounts; adjusted figures that reduce (but do not 
eliminate) these inconsistencies are used throughout the FSBR. The 
economy grew strongly again in 1988, with the largest fall in 
unemployment since the war. GDP is forecast to row by a further 24 per 
cent in 1989, on the basis of growth through t 	lower than this. 
Inflation is forecast to be on a downward tren 	econd half of 1989. 

1.05 Chapter 4 sets out the tax and eationalfnsu 	sosals ill the 
Budgety include reform and reduction of em 	ationalifrnsurance 
contributions, indexation of the main income tax 
aiworiaitttlftes.claa&es, improvements to personal equity 
share schemes, reform of the taxation of life assurance, pe 
trusts, measures to promote unleaded petrol, and abolition 
rule for pensioners. The measures are summarised in Table 1. 

1.06 Chapter 5 summarises the Government's spending plans, as set out in 
the public expenditure White Paper. This chapter also provides the latest 
estimate of the outturn for the public expenditure planning total in 1988-89. 

T ONLY 
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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 [k14 billion] in 1988-89. 
A further debt repayment of [£12 billion] is forecast for 1989- 90, equivalent 
to £7 billion net of privatisation nroceeds, the same as in 1988-89. The 
forecast takes account of the ipeasures in the Budget which are expected to 
reduce taxation and>rationallinsurance contributions by £1.9 billion, after 
adjusting for the net cost of indexing direct and indirect tax rates and 
allowances. Table 1.2 shows the main components of general government 
receipts and expenditures. 
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billion  
1988-89 	1989-90 

1988 	Latest 	Forecast 
Budgets estimate 

k billion 

1988-8, 	1989-00 
1988 	Latest 	Forecast 
Budgets estimate 

EXPENDITURE 
Department 
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 

government gross 
d  •  interest 

Oth <3cij 	nts 

	

42.1 	43-5 	47.1 

	

19.8 	18.8 	22.0 

	

1.2 	1.3 	1.3 

	

2.0 	2.4 	2.1 

	

1.1 	1.1 

	

2.3 	2.6 

	

69.4 	76.1 

1 The Budget 
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Table 1.2 The finances of the public sectorl 

RECEIPTS 
Inland Revenue: 

Income tax 

Corporation tax2  

Petroleum revenue tax 

Capital gains tax 

Inheritance tax 

Stamp duties 

Total Inland Revenue 
S 

Customknd Excise: 

Value added tax 2 
Petrol, dery duties etc. 8.4 
Tobacco duties 5.0 
Alcohol duties 

Betting and gaming duties 

Car tax 1.3 1.4 
S Custoraduties 1.6 1.7 

Agricultural levies 0-1 0.2 
Total Customs and Excise 47.9 49.9 
Vehicle excise duties 2.8 2.8 
Oil royalties 0.6 0.6 
Gas levy 0-4 0-4 
Local authority rates3  19.0 18-9 
Other taxes and royalties 2.5 2•7 
Total taxes and royalties 141.2 144.8 
National insurance and other 
contributions 31.6 32.8 
Interest and dividends 5.6 6.6 
Gross trading surpluses and rent 3.5 3.3 
Other receipts 2.9 3.3 

General government 
receipts 184.9 190-8 

General government 
2038. 	expenditure 

48.5 47.4 51.0 
20.7 21-8 23.2 
19.2 19.0 20.1 
18-0 18.4 19.6 

7.0 7.2 8.0 

5.1 4-8 5.4 

8.5 8.7 9.0 

3.5 3.6 3.8 
5.1 5.6 5.5 

22-8 21.7 23.1 

-5.0 -7•0 -5.0 

3.5 3.5 

156.9 151.1 1671 

17-5 18.2 16.6 
8.6 9.2 9.5 

183.0 178.5 1932. 

29.8 

8.7 

5.1 

1.4 

1.8 

0.1 

52.5 
2.9 

0.6 

0.4 

20.4 

2-8 

155.7 

34.6 

6.7 

3.5 

3.4 

Receipts, expenditure and debt repayment 
k billion 

1988-89 

1988 Budget 	Latest estimate 
General government receipts 	 184.9 
General government expenditure 	 183.0 
General government debt repayment 

Public corporations' market and overseas debt repayment 
Public sector debt repayment 

2  ncludes advance corporation tax (net of repayments): 	 5.3 

I In this and other tables constituent items may not add up to totals because of rounding. 

n this and other tables communi 	  C 	 trs Starr  urs urc  intim/ tl with /u 

: 
BUD :11,111 _ 9 

111  • • mi 	AII611 Nur 

..,:orfkirelriMENCiarkSwaaatal 

2-0 

1.2 

3.2 

190.8 

178.5  

12.3 

1.7  

14.0 

6.0 6.4 
te5. 
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further information from the Revenue departments. 
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Table 1.1 The Budget measures1 

million 	 yield( +)/cost(-) 
1989-90 	 1990-91 

Corporation Tax 
small companies' rate threshold increased 

Other tax changes -75 

-35 

+40 

Pensioners' earnings limit abolished2  
Total 	 - 2:243" 41 4%.  

1qC 
I 	These measuresind the basis of the costings shown, are described in detail 
in Chapter 4. 	

2  Public expenditure cost of Z.  kla m i 
1990-91 will be met from the Reserve. 

- 
and 22111-million in 
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Changes from 	Changes from 	Changes from 
a non-indexed 	an indexed 	an indexed 
base 	 base 	 base 

National Insurance 

.1:cfcann-employee contri 	 -985 	 -985 	 -2 785 

X 

Income Tax 

personal allowances and basic ra 1 	exed 	- 1 465 
car benefit scales increased +155 

-30 

+40 

Excise duties 

petrol, dery etc 

duty on unleaded petrol reduced, duty increased 
for 2 and 3 star petrol 

vehicle excise duty 

tobacco 

alcohol 

Value Added Tax 

non-domestic construction etc 

-1=6:EdstattattciFFeferrrreff=ftimtratiett-reles-e.te  

-.6t±tellmthorf=e4e-s+rareseel 

Life assurance businesses' tax regime reformed  

	

+155 	 +185 

	

-545 	 -580 

	

-30 	 -75 

	

-150 	 -170 

235 	 -250 

255 	 -280 

	

+315 
	

+ 540 

-20 	 +45 
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1.01 The objective of the Government's economic policy is to defeat 

(toe; 	 / 
inflation and to maintain a vigorous and enterprising economy, with 
sustaineu growth of output andemployment.  

.02 The Financial Statement and Budget Report (FSBR) supplements the 
ancellor's Budget Statement. It presents the Medium Term Financial 

t 	tegy (MTFS); describes developments in the economy over the past 

	

a 	rovides forecasts to mid-1990; sets out the taxAproposals in the 
summarises the Government's spending plans; and gives forecasts 

blic finances for the year ahead. 

	

The Medium Term 1.0 	2 describes the MTFS, which provides the framework for the 
Financial Strategy Gove 	conomic policy. The objectives of the MTFS and the central 

role of m9t 	policy have remained unchanged throughout the 1980s, a 
period ofYubstantial economic progress. Monetary policy is designed to 
reduce money GDP growth and thus inflation over the medium term, with 
the ultimate objective of achieving stable prices; in this year's MTFS 
money GDP growth falls to around 5-1- per cent over the next four years. 
Monetary policy is buttr ssed b_y_a  sound fiscal policy, with a substantial 

fv‘Gt H.:A:Lk 1 	t 	A 4f budget surplus in bot  ti-89 and 1989-90; k  gradual 41anitii-t.o a balanced 
budget is projected o 417medium term, with both taxes and public 
expenditure declining . sh of GDP. The MTFS is complemented by 
policies designed to imp 	e working of markets and the supply 
performance of the econo 

The economy 1.04 Chapter 3 describes the 	elopments in the economy in 1988 
and the prospect until mid-1991.  .  ecent years economic trends have 
become increasingly difficult to inthpret because of inconsistencies within 
the national and sectoral accounts; adjusted figures that reduce (but do not 
eliminate) these inconsistencies are used throughout the FSBR. The 
economy grew strongly again in 1988, with the largest fall in 
unemployment since the war. GDP is forecast to •,row by a further 2-1- per 
cent in 1989, on the basis of growth through 	.r lower than this. 

econd half of 1989. 
WN 	 h 	i 

c 	Tax and national 1.05 Chapter 4 sets out the tax and I)tationalfns ,r, 
insurance measures Bud. et. The include reform and reduction of em 4- II  •  lab  ' 

contributions, ins exation of the main income-7a -- 

(-- 
it.rtS 1-• uc)-g ‘\ israwap.keeedia..thaaeg, improvements to personal equ7 

share schemes, reform of the taxation of life assurance 

- 74pootrik  
,,,  .71P 

trusts, measures to promote unleaded petrol, and abolitio 
rule for pensioners. The measures are summarised in Table 

Public expenditure 1.06 Chapter 5 summarises the Government's spending plans, as set out in 
the public expenditure White Paper. This chapter also provides the latest 
estimate of the outturn for the public expenditure planning total in 1988-89. 

B U   §Dtfiftafttsltul961Ef L  
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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 [L14 billion] in 1988-89. 
A further debt repayment of [L12 billion] is forecast for 1989-90, equivalent 
to k7 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>Tationatinsurance contributions by k1.9 billion, after 
adjusting for the net cost of indexing direct and indirect tax rates and 
allowances. Table 1.2 shows the main components of general government 
receipts and expenditures. 
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Table 1.2 The finances of the public sectorl 
k billion 

	
k billion 

1988-89 	1989-90 
	

1988-89 	1989-90 
1988 	Latest 	Forecast 

	
1988 	Latest 	Forecast 

Budgets estimate 
	

Budget% estimate 

183-0 178-5 193-2 receipts 
	

184-9 190-8 203-8 expenditure 
General government 	 General government 

Receipts, expenditure and debt repayment 

k billion 

1988-89 

1988 Budget 	Latest estimate 

General government receipts 	 184.9 
	

190.8 

General government expenditure 
	

183-0 	178.5 

General government debt repayment 
	

2.0 
	

12-3 

Public corporations' market and overseas debt repayment 
	

1.2 
	

1.7 

Public sector debt repayment 
	

3-2 
	

14-0 

9-90 

ast   

4  

60 
	

6.4 

rates.  NOT TO BE COPIED 
ST ONLY,__ 

r, • 	Ct*NeiXY-Ct.11 	- • 

'In this and other tables constituent items may not add up to totals because of rounding. 2 
 c 
 ncludes advance corporation tax (net of repayments): v4 	 5.3 

n this and other tables commtonty  chaguntrtr  arstaitatauthont 

kif  

BUDG 

RECEIPTS 	 EXPENDITURE 
Inland Revenue: 	 Department 

Income tax 	 42i 	43-5 	47.1 	Social security 	 48.5 	47-4 	51.0 
Corporation tax2 	 19-8 	18.8 	22.0 	Health 	 20.7 	21.8 	23.2 
Petroleum revenue tax 	 1.2 	1.3 	1.3 	Defence 	 19.2 	19.0 	20.1 
Capital gains tax 	 2.0 	2.4 	2.1 	Education and science 	 18.0 	18.4 	19.6 
Inheritance tax 	 S 	1.1 	1-1 	Home office and legal departments 	7-0 	7.2 	8.0 
Stamp duties 	 2.3 	2.6 	Transport 	 51 	4-8 	5.4 

Total Inland Revenue 	 0 	69-4 	76-1 	Scotland 	 8.5 	8.7 	9.0 
5 

< 	Customknd Excise: 	 Wales 	 3-5 	3.6 	3.8 
Value added tax 	 2 	 29.8 	Northern Ireland 	 5.1 	5.6 	5-5 
Petrol, dery duties etc. 	 8.4 	 8.7 	Other departments 	 22.8 	21.7 	231 
Tobacco duties 	 5.0 	 5.1 	Privatisation proceeds 	 -50 	-70 	-50 
Alcohol duties 	 4.5 	4.6 	.7 	Reserve 	 3.5 	 3.5 
Betting and gaming duties 	0.9 	0 	0.9 	Public expenditure planning 
Car tax 	 1.3 	1.4 	1.4 	total 	 1569 	1511 	167-1 

S 
Custorriduties 	 1.6 	1-7 	1.8 

Agricultural levies 	 0.1 	0.2 	0.1 

Total Customs and Excise 	47-9 	49-9 	52-5 

Vehicle excise duties 	 1.8 	2.8 	2-9 

Oil royalties 	 0.6 	0.6 	0.6 

Gas levy 	 0.4 	0.4 	0-4 

Local authority rates3 	 19.0 	18-9 	20-4 

Other taxes and royalties 	 2.5 	2.7 	2.8 

Total taxes and royalties 	141-2 	144-8 	155-7 

National insurance and other 
contributions 	 31.6 	32.8 	34.6 

Interest and dividends 	 5.6 	6.6 	6.7 

Gross trading surpluses and rent 	3.5 	3-3 	3.5 

Other receipts 	 2.9 	3.3 	3.4 

   

 

al government gross 

 

 

interest 

	

17.5 	18.2 	16.6 

	

8.6 	9.2 	9.5 
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1980-81 1988-89 1986-87 1987-88 1984-85 1983-84 1985-86 1982-83 1981-82 1979-80 
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Economic performance since 1980 
2.06 As a result ofEtmliokbeigsound financial policies coupled with supply 
side reforms, substantial economic progress has been made during the 1980s. 
Inflation in recent years has been brought back to levels not experienced 
since the 1960s. The increase in the RPI excluding mortgage interest 
payments is likely to have averaged about 5 per cent in 1988-89, compared 
with over 15 per cent in the first year of the MTFS. The growth of GDP has 
averaged around 3 per cent a year since 1980-81, while productivity 
performance has improved sharply compared both with the UK's record in 
the second half of the 1970s and with the performance of other industrial 
countries. Latest figures put the workforce in employment [almost 700 0001 
above its 1980-81 level and at an all time high. Industrial profitability has 
recovered to levels not seen forilfr years. The UK has acquired one of the 
largest stocks of net overseas assets in the world. 

Chart 2.1 Money, output and inflation 

estimate 

2.07 The early years of the MTFS saw a sharp decline in money GDP 
growth. Output fell in the first year but started to recover in 1981; as output 
accelerated money GDP growth settled down between about 7 and 91- per 
cent a year. Since 1986, the growth of money GDP has risen somewhat, 
with higher output growth matched by an upward movement in inflation. 

2.08 As in other industrial countries, recent growth of demand in the UK 
has been much stronger than expected; here this has occurred in the face of 
high real interest rates and a substantial tightening of fiscal policy. Private 
sector investment has surged—growing by perhaps 25 per cent over the past 
two years. And several years of rising asset prices and increased consumer 
borrowing have helped to stimulate household expenditure. The collapse of 
stock market prices in October 1987 did not dampen demand in the way 
that had been widely expected. 
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Objective for money GDP 
2.09 The Government's intention remains to bring down inflation further 
over a period of years and ultimately to achieve price stability. To this end, 
it plans to reduce the rate of growth of money GDP over the medium term; 
monetary policy will be directed to achieving this. Money GDP growth in 
1988-89 is estimated to have overshot the path published in last year's MTFS 
by N4+144  3X percentage points; but current prospects, discussed in Chapter 3, 
are for a substantial slowdown in demand in 1989 and the first half of 1990, 
in part the result of the tightening of policy during 1988. Money GDP 
growth in 1989-90 is forecast to be about Apercentage point higher than 
envisaged in last year's MTFS. 

'etc! -41 2- 	0 
-): P A) 

fl$  E2 

I Ct. 	fYI-r-S  

2.10 It is the Government's policy not to accommodate inflationary 
impulses. To the extent that faster money GDP growth reflects supply side 
improvements it is sensible to raise the money GDP objective to 
accommodate the faster potential growth; but to the extent that faster 
growth of money GDP reflects only higher demand with no supply side 
improvement, the Government will take action designed to return to its 
planned path for money GDP growth over the medium term. 

 

2.11 As compared with last year the Government has revised its view of the 
likely real growth rate over the medium term, taking account of a slower 
projected decline in oil output. The medium term trend in output growth 
consistent with declining inflation is now put at 2i per cent, compared with 
21 per cent assumed last year; the medium term trend in non-North Sea 
output growth consistent with declining inflation is 	t 3 er cent. 

2.12 Table 2.1 sets out the Government's revis d objectives for money 
GDP. The aim is to get back by 1991-92 ont the path implied by last year's 
money GDP objectives, after allowing for t r e higher trend output growth 
now assumed. The new path is intended t e consistent with reducing 
inflation to 3 ser cent by 1991-92, asC, 	n last year's MTFS. There 
wi inevitably be some fluctuation around 	money GDP TratIT. For 	any Moreover- 
-part,ietthris-yea.r, the -pr-eeise split between output and inflation implied by 
aehieventertt-ef-tney-CDP-path shown in Table 2.1 is 
su ject totuncertainty; illustrative assumptions are shown nitt+ft 	 
Following two years of rapid growth, output is likely to grow somewhat 
less than trend in the next two years. 

Table  2.1 Money GDP growth, output and inflation'  

TgLIAa 

1988-89 

Real GDP: non-North Sea 
Money GDP 	 101 

5 
total 	 4 

Inflation: GDP deflator 	6+ 

Percentage changes on previous financial year. The figures for 1989-90 
are forecasts; the figures for subsequent years show the Government's 
medium term objectives for money GDP and consistent assumptions for 

10 BUDGET SECRET 

5+ 
3 
21 
2+ 

output and inflation. The projections in the table make no allowance for 
any effect of the replacement of local authority rates by the Community 
Charge on recorded growth in money GDP or the GDP deflator. 

ItrfaTti-ST9  N LY 

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

2 
2  VL 
5+ 

6 

2 
4 

6 
3 
21 
3 
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2.15 Here, as in other countries, monetary policy is implemented by 
changing the level of short-term interest rates. The process of financial 
liberalisation has increased the power of interest rates as a policy instrument. 
They can now fulfil their function as the price of money and credit 
unhampered by quantitative controls. At the same time, the rise in 
borrowing and holdings of liquidity, which followed liberalisation, means 
that irtteres rates now act on _a wider base. 

, 	 er-tszIa 
Interest ratesY 

Per cent 

 

I t  
I • 
I 3 month interbank 

-- 

 

 

t % 	 I \ 
— •  

\ - — 	-, 'I 

/ ‘1  

1 

20 year gilts 
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Further Measures Liberalising the Financial Markets 

The removal of controls in financial markets since 1979 has 
contributed to greater competition and efficiency in the allocation of 
ca ital. Further liberalisation was announced in the Budget. The 	 

post-War penod, will-rrow-frprly-ettr 
Control ofTICificiwirig Ot—de whic goe-s-biac to the immediate 

nyeaffs-that--from- todayi-the Bank Gc•Eitgl2r14 will no longer operate 
a new issues queue in the equity and bond markets.LThe regulatory 
regime for sterling commercial paper and short-tern\ corporate 
bonds is also to be significantly liberalised, creating a single regime 
for sterling paper with an initial maturity o jo 5 years. In addition, 
the restrictions preventing certain organisatio , including foreign 
sovereigns and private companies, from makin sterlin issues in this 
maturity range will be removed. 

1980 
	

1981 
	

1982 
	

1983 
	

1984 
	

1985 
	

1986 
	

1987 
	

1988 

2.16 Decisions about interest rates are made on the basis of a comprehensive 
assessment of monetary conditions. The evidence of a range of indicators has 
to be appraised and balanced. But the assessment gives particular weight to 
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the behaviour of narrow money in relation to its target range and to the 
exchange rate. Attention is also paid to the behaviour of broad money mivel-or 
liquidity. Short-term interest rates fell from 9 per cent in early 1988 to touch 
7+ per cent for a fortnight in May. Thereafter, they were raised steadily to 
reach 13 per cent by the end of November, where they have remained. 

ring---- 

---juat-eiter-9--per cent, 

2.1XS Narrow money, as measured by MO, has continued to have a reliable 
and predictable relationship with money GDP. Reflecting the higher 
growth of money GDP, the 12 month growth rate of MO has been above 
the target range throughout 1988-89. MO grew particularly rapidly between 
March and September last year, but has slowed sharply since the autumn in 
response to the higher interest rates in the second half of 1988. It etima 

annualised growth over the last six month jiunder 3 er centl, t e lowes 
since the middle of 1987. 

446 	 
24 For 1989-90, a target range for MO of F5 per cent Fiasbeen set, the 
same as the illustrative range for that year in last year's MTFS. Measured by 
the 12 month growth rate, it is likely to begin the year above the target 
range. But as the deceleration over recent months continues, it will come 
back within it. The ranges given in Table 2.2 for later years are illustrative 
and show a steady fall consistent with the declining path for money GDP 
growth. 

Growth of MO1  
1988-89 1989-90 1990-91 1991-92 1992-93 

71 1 to 5 0 to 4 0 to 4 - 1 to 3 
11988-89: forecast per cent change on previous financial year; 
1989-90: target range for 12 month growth rate; 1990-91 onwards: illustrative ranges. 

Chart 2.4 MO growth rate 
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2.19 The exchange rate is a key influence upon, d a key indicator of, 
monetary conditions. It has to be considered tog ther with all the evidence 
of domestic indicators in making monetary poi y decisions. Monetary 
policy has the overriding task of defeating infl ion: the Government is 
accordingly not prepared to accommodate in eases in domestic costs by 
exchange rate depreciation. Sterling has rise against the deutschemark over 
the past year. The dollar has also risen against he deutschemark, though it 
has shown little change against the yen. 

2.2 	Exchange rates are also important in international economic 
relationships. The improved co-operation between the G7 countries, who 
share a common counter-inflationary objective, has been clearly beneficial to 
the international community. 

Chart 2.5: Sterling exchange rates 
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A. 
2.21\ In assessing monetary conditions, the interpretation of broad money, 
or liquidity, requires considerable judgment. There have been significant 
changes in the relationship between broad money and spending :.x 
years. Because it is used as a store of value as well as for transactions 
purposes, what matters, so far as subsequent inflationary pressure is 
concerned, is not its growth rate alone but the extent to which people are 
prepared to hold interest-bearing money balances rather than to spend them. 

BUDGET SECRET-BM.-D-GETETSTOIVLY-- 

mt.( 



— 20 

Brow! money (M4) 
,• "•., , 

•- • 

• 

Percentage changes on a year earlier 
25 

Narrow money (MO) Target ranges for MO 
— 10 

r • .• • •• • 
*s° 	• 

• — 15 

PP-X )  E 3)  

aitLcLtiJ 4;),4 

buovii 

.e#6)aAtv 
144te 

SilovU 

664+1 Iv  ( 6titpf:)  
AblAd 

2 The Medium TernPlYtagifirSURFyl  

 

 

Chart 2.6: Growth rates of money aggregates 

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

\ 
2.22 The Government will continue to conduct its own financial affairs so as) 
to have a broadly neutral impact on liquidity. Thatmbodied in the policy 
of funding the net total of maturing debt, the PSBR, and any underlying 
increase in the foreign exchange reserves, by sales of debt outside the 
banking and building society sectors. Should this total be negative, then 
' unfunding ' will be required, that is, the authorities will make purchases of 
debt. Gilts bought in by the Bank of England are normally held in its Issue(  

"1  (Apartment. The Government is taking powers, in this year's Finance Bill, to 
enable the National Loans Fund to acquire these gilts for cancellation. 

't 
2.4 Now that the public sector is repaying  vise  debt, it is possible to devote 
more attention to the structure of the remaining debt, both to secure lower 
expected servicing costs and to improve the quality of debt by reducing 
reliance on borrowing in the form of liquid instruments. Attention will also 
be paid to smoothing the profile of redemptions. The reverse auction 
conducted in January 1989, the first of its kind, enabled the authorities to 

1 make substantial purchases of gilts maturing in 1989-90, a year when 
maturities will be particularly heavyLhe gilts which the authorities 
purchased were also becoming increasingly liquid. 

.) 
2.4 In-taking account ofeosxe Covcrniictit will deQidc hat types and 
maturity of debt to repurchase or issue, depending on current relativities and 
expected future yields. In 1988-89, the Government took the view that, on 
t is criterion, its longer term debt 10-61ced relatively expensive)to &entice. 
Accordingly, much of the buying-in of conventional gilts reqUired by the 
full fund policy was of longer maturity issues, so as to secure greater future 
debt interest savings. The fact that the Government has been a net 
repurchaser of long term debt and the emergence of a downward sloping 
yield curve have created favourable conditions for longer term borrowing 
by the private sector. The increasing volume of fixed rate sterling borrowing 
by companies has been a welcome development. 
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PSBR excluding privatisation proceeds 
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egative values indicate a public sector debt repayment. 

2.2t The long term objective of fis policy remains a lanced budget. 
This helps to ensure that the 	e is making no claim-6n the flow of the 
nation's saving or on fl s from overseas. It  •  uces the burden of debt 
servicing, makin 	om for lower tax nd higher public expenditure on 
priority ser es, and it also hel 
financ stability of the eco my. 

secure confidence in sterling and in the 
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• 
2.2k In ci umstances when the Government believes it will reduce inflation 
in a way at is not yet fully in market yields,Pex-linked borrowing 
becomes attractive to the Government as compared with conventional gilts. 

54-afildifient dexed debt has the advantage of reducing uncertainty, to both 
the Government and investors, about future real yields. Net  sales of indexed 
gilts continued in 1988-89, despite the reduction in total gilts outstanding, 
and about oneXeighth of  tie=  gilts are now in indexed form. 

cub!. 

611W-14i, 
Fiscal policy 

It is now expected that the net repayment of debt in 1988-89 will total 
about k[14] billion ([3] per cent of GDP), compared with a forecast in last 
year's Budget of £3 billion. Even allowing for the fact that privatisation 
proceeds are now expected to be some £2 billion higher than forecast a year 
ago, this means that the fiscal stance has been considerably tighter than 
planned, reflecting in large part the strength of economic activity which has 
both boosted tax revenues and depressed public expenditure. 

Chart 2.7: Public sector borrowing requirement 
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• 
2.2X The Government intends to mov rom the present surplus towards a 
balanced budget 	 over the medium term. The 
PSDR for 1989-90 has been set at 12 billion; this is equivalent to L7 
billion net of privatisation proceeds, the same as in 1988-89. The projected 
PSDR path thereafter is shown in/able 2.7. As usual, the PSDR to be set in 
future Budgets will be reviewed in the light of circumstances at the time; as 
tax rates are set on the basis of medium to longer term objectives the PSDR 
will tend to be increased by GDP growth above trend, and to be reduced by 
below trend GDP growth. 

Public expenditure 
3 

2.39 The Government's objective for expen ture is to maintain a 
downward trend over the medium term• the ratio of general government 

 	expenditure to GDP. 	 e strength of economic activity)  
the ratio of GGE exc uding privatisation proceeds to GDP 	 7 
percentage points since 1982-83. This is the largest and most sustaine fall 
since the immediate post-war period and it has brought the ratio back to 

y 	levels not experienced since the4Eat1960s. The Government is determined to 
build on this achievement. 

Table 2.3: General government expenditure (excluding privatisation proceeds) 
as a percentage of GDP1  
t(kk.3  Git 	36 Ym. 
1964-65 	36 
1965-66 	37+ 
1966-67 	381 
1967-68 	42+ 
1968-69 	41 
1969-70 	40+ 
1970-71 	401 
1971-72 	41 
1972-73 	41 
973-74 

1974-75 48+ 1984-85 
1975-76 481 1985-86 
1976-77 46 1986-87 
1977-78 421 1987-88 
1978-79 43+ 1988-89 
1979-80 431 1989-90 
1980-81 46 1990-91 
1981-82 461 1991-92 
1982-83 461 1992-93 
€13.1.784 —751 IT)  

1988-89: latest estimate; 1989-90: forecast; 1990-91 onwards: MTFS projections. 

ts -ntr-RE 
scof E 

2.31 Projections of government expenditure are shown in Table 2.4. For thel UP 
period to 1991-92, they incorporate the public expenditure plans shown in 	 
the public expenditure White Paper (Cm 601-621); the projections of gross 
debt interest payments and other adjustments are consistent with the latest 
economic projections and assumptions. It is provisionally assumed that 
general government expenditure will grow by 1 per cent in real terms in 
1992-93. Decisions will be taken in the 1989 Survey. 
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'General government receipts, and its components, are rounded to the 
nearest jJ1 billion from 1988-89 onwards. 

2  Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea oil and gas production (before advance 
corporation tax set oft). This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. 

Table 2.6: contributions as a percentage of Non-oil taxes and national insurance 
non-oil money GDP' 

• 
Table 2.4 	General government expenditure' 

J billion, cash 
1987-88 	1988-89 1989-90 1990-91 1991-92 1992-93 

Public expenditure planning total 
Gross debt interest 
Other adjustments 

145-7 6-0  Act6 

	

17.8 	18.3 

	

8-3 	9.9 

167 
16.5 
10 

179 
15 
10-5 

192 
14.5 

9.5 

200 
14 

9.5 
General government expenditure2  171.4 7-- 	178.8 194 205 216 223 
Privatisation proceeds 5-2 	7.0 5 5 5 5 
General government expenditure 
excluding privatisation proceeds 177.0 	185.8 199 210 221 228 
1  For 1987-88 to 1991-92, the figures are taken from  Table 5.1. 

3  ibico24,4- 	&AA 	tp.A.4 	 "") 
2  General 	and its components, are rounded to 
th-e-tarest£1billion frOM1.50ivar s General government 
expenditure is assumed to grow by I% in real terms in 1992-93. 

tte_ 	 d o 
evenue 

2.31 The growth in government revenues over the medium term will depend 
on the growth of incomes, spending and prices, as well as on policy decisions. 
Government revenues from the North Sea are projected to decline relative to 
money GDP as oil output falls. After taking account of the tax reductions 
announced in the Budget, non-North Sea revenues are also projected to grow at 
a little under the rate of growth of non-oil money GDP. 

Table 2.5 General government receipts 
k billion, cash 
1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 

Taxes on incomes, expenditure and capital 
National insurance and other contributions 
Interest and dividends 
Other receipts 
General government receiptsi 
of which 
North Sea tax2  

06.5 -4  if 2- cl --fr 
1964-65 294 1974-75 351 1984-85 371 
1965-66 311 1975-76 36/ 1985-86 37 
1966-67 32 1976-77 36 1986-87 374- 
1967-68 331 1977-78 35 1987-88 371 
1968-69 351 1978-79 341 1988-89 374 
1969-70 361 1979-80 354 1989-90 [3741 
1970-71 361 1980-81 361 1990-91 [364] 
1971-72 341 1981-82 381 1991-92 [364] 
19Z2-73 324 1982-83 381 1992-93 [3541 
0-973-74  37 

1 1988-89: latest estimate;1989-90: forecast; 1990-91 MTFS onwards: MTFS projections. 
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CONFIDENTIAL 

FROM: C J RILEY 
DATE: 3 March 1989 

CHANCELLOR cc Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson/ 
Mr Wicks 
Mr Scholar 
Mr Culpin 
Mrs Lomax 
Mr Peretz 
Mr Sedgwick 
Mr S Davies 
Mr Gieve 
Mr Pickford 
Miss Simpson 
Miss Wallace 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

TAX POLICY AND THE MTFS 

Reading through the latest version of the MTFS, I was struck by 

the asymmetry between the sections on public expenditure and 

revenue. The expenditure section has a ringing paragraph about 

objectives and achievements (2.30), followed by a boring paragraph 

describing where the projections come from (2.31). 	The revenue 

section has only a boring paragraph (2.32); and there is no 

reference to the tax burden figures given in table 2.6. 

2. In consultation with Robert Culpin I have cooked up the 

following which could, if you agree, go at the beginning of the 

revenue section, followed by table 2.6: 



CONFIDENTIAL 

The Government's objectives for taxation are to reduce tax 

rates and bring down the tax burden. Much progress has been 

made in reducing/rates and reforming the structure of the tax 

system; and the tax burden has fallen from the peak of 

1981-82. -RallcIrje Government's success in bringing down the 

share of public expenditure has so far been reflected mainly 

in the emergence of a budget surplus./Alpving back towards a 

balanced budget over the medium term should,enable continued 

public expenditure restraint to be reflected in a gradual 

fall in the tax burden." 

3. 	Would you be prepared to consider inserting something along 

these lines? 

C J RILEY 

2 



mp.pc/Riley/087 

t•Y 

CHANCELLOR V 

4 ')/7 

CONFIDENTIAL 

FROM: C J RILEY 
DATE: 3 March 1989 

cc Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 

te)  

Sir T Burns 
Mr Anson 
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Mr Wicks 

\

Mr Scholar 
Mr Culpin 
Mrs Lomax 
Mr Peretz 
Mr Sedgwick 
Mr S Davies 
Mr Gieve 
Mr Pickford 
Miss Simpson 
Miss Wallace 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

TAX POLICY AND THE MTFS 	 obt 

Reading through the latest version of the MTFS, I was struck by 

the asymmetry between the sections on public expenditure and 

revenue. The expenditure section has a ringing paragraph about 

objectives and achievements (2.30), followed by a boring paragraph 

describing where the projections come from (2.31). 	The revenue 

section has only a boring paragraph (2.32); and there is no 

reference to the tax burden figures given in table 2.6. 

2. In consultation with Robert Culpin I have cooked up the 

following which could, if you agree, go at the beginning of the 

revenue section, followed by table 2.6: 

1 



• 
CONFIDENTIAL 

"The Government's objectives for taxation are to reduce tax 

rates and bring down the tax burden. Much progress has been 

made in reducing rates and reforming the structure of the tax 

system; and the tax burden has fallen from the peak of 

1981-82. But the Government's success in bringing down the 

share of public expenditure has so far been reflected mainly 

in the emergence of a budget surplus. Moving back towards a 

balanced budget over the medium term should enable continued 

public expenditure restraint to be reflected in a gradual 

fall in the tax burden." 

3. 	Would you be prepared to consider inserting something along 

these lines? 

, 

C J RILEY 

2 
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CONFIDENTIAL 

FROM: A C S ALINN 

DATE: 3 March 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 Monck 
Mr Scholar 
Mrs Lomax 
Mr Peretz 
Mr Riley 
Mr Sedgwick 
Mr Gieve 
Mr Grice 
Miss O'Mara 
Mr Pickford 
Mr Barrie 
Mr Savage 
Miss Simpsor 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

MR S J DAVIES 

FSBR: CHAPTER 2 

The Chancellor was grateful for your note of 2 March about the 

1982 FSBR! 	He was content with the annual fiscal adjustment path 

in your final paragraph. 	And the PSDR path is clearly an 

improvement on the previous ones. But equally clearly we cannot 

yet take a final decision, as the figures are still noving around. 

When we do, we will also need to keep a close Eye on the tax 

burden in 1989-90 compared with 1988-89, and also or the public 

expenditure ratio path. 

ACS ALLAN 



MR MOilL 
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COPY NO. 

FROM: A C S ALLAN 

DATE: 3 March 1989 

cc Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Riley 
Mr Sedgwick 
Mr S J Davies 
Mr Gieve 
Mr Pickford 
Mr Patterson 
Mrs Chaplin 

OF 

PSDR IN 1989-90 

The Chancellor was grateful for your minute of 2 March. He awaits 

the further submission promised next week. But he 

increasingly as if it might be sensible to show the 

1989-90 as the estimated outturn for 1988-89, 

feels it looks 

same PSDR in 

despite lower 

privatisation proceeds. (This still provides some flexibility, of 

course, since we have some flexibility over what we estimate for 

1988-89 outtur9.  

cA=P 
ACSALLAN 
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FROM: A C S MAAR 
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• 
MR S J DAVIES 

cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Wicks 
Kr Monck 
Mr Scholar 
Mrs Lomax 
Mr Peretz 

1989 FSBR: CHAPTER 2 

Mr Riley 
Mr Sedp.ick 
Mr Gieve 
Mr Grice 
Miss Wiyara 
Mr Pickford 
Mr Barry 
Mr Savase 
Miss Sinpson 
Mrs Charlin 
Mr Call 
Mr Tyrie 

The Chancellor was grateful for your minute of 2 March. 

He very much agreed with the addition on tax policy suggested 

by Mr Riley in his minute of 3 March, and would Le grateful if 

this could be included. 

He has redrafted paragraph 2.28, on fiscal policy, to read: 

"The long term objective of fiscal policy remairs a balanced 

budget. 	This provides a clear and simple rule, with a good 

historical pedigree. It constitutes a firm buttress for 

monetary policy in the struggle against inflation, while 

enabling the burden of public debt, and with it debt 

interest, steadily to diminish as a proportion cf the economy 

as a whole. And it means that as public expenditure declines 

as a share of GDP, so too can the burden of taxation." 

I attach a copy of the relevant pages with his ether comments 

marked. 

ACS ALLAN 
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Economic performance since 1980 

2.06 As a result ofEmiotrigsound financial policies coupled with supply 
side reforms, substantial economic progress has been made during the 1980s. 
Inflation in recent years has been brought.  back to levels not experienced 
since the 1960s. The increase in the R.PI excluding mortgage interest 
payments is likely to have averaged about 5 per cent in 1988-89, compared 
with over 15 per cent in the first year of the MTFS. The growth of GDP has 
averaged around 3 per cent a year since 1980-81, while productivity 
performance has improved sharply compared both with the UK's record in 
the second half of the 1970s and with the performance of other industrial 
countries. Latest figures put the workforce in employment [almost 7000001 
above its 1980-81 level and at an all time high. Industrial profitability has 
recovered to levels not seen forislcryears. The UK has acquired one of the 
largest stocks of net overseas assets in the world. 

Chart 2.1 Money, output and inflation 
Percentage changes on a year earlier 
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2.07 The early years of the MTFS saw a sharp decline in money GDP 
growth. Output fell in the first year but started to recover in 1981; as output 
accelerated money GDP growth settled down between about 7 and 91 per 
cent a year. Since 1986, the growth of money GDP has risen somewhat, 
with higher output growth matched by an upward movement in inflation. 

2.08 As in other industrial countries, recent growth of demand in the UK 
has been much stronger than expected; here this has occurred in the face of 
high real interest rates and a substantial tightening of fiscal policy. Private 
sector investment has surged—growing by perhaps 25 per cent over the past 
two years. And several years of rising asset prices and increased consumer 
borrowing have helped to stimulate household expenditure. The collapse of 
stock market prices in October 1987 did not dampen demand in the way 
that had been widely expected. 
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2.12 Table 2.1 sets out the Government's revis.d objectives for money 
GDP. The aim is to get back by 1991-92 onto the path implied by last year's 
money GDP objectives, after allowing for t e higher trend output growth 
now assumed. The new path is intended t• .e consistent with reducing 

tcr`4 	inflation to 3 per cent by 1991-92, a 	 last year's MTFS. There 
Will inevitably be some fluctuation around money GDP rztii. For any 

t
patticultir y, the pc-eeise split between output and inflation implied by 
a  

h-CtlAc k..-2•:t is if+evita-144— 
su ject to ncertainty; illustrative assumptions are shown ini,thtst_. 	Tam.,.1 2 , 1 J 	- 

— 

Following two years of rapid growth, output is likely to grow somewhat 
less than trend in the next two years. 

1988-89 	1989-90 
101 

5 
4 
6i 

g 
2 V2, 

2 Y2. 
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• 
Objective for money GDP 
2.09 

The Government's intention remains to bring down inflation further 
over a period of years and ultimately to achieve price stability. To this end, 
it plans to reduce the rate of growth of money GDP over the medium term; 
monetary policy will be directed to achieving this. Money GDP growth in 
1988-89 is estimated to have overshot the path published in last year's MTFS 
by 50443,4 3Xpercentage points; but current prospects, discussed in Chapter 3, 
are for a substantial slowdown in demand in 1989 and the first half of 1990, 
in part the result of the tightening of policy during 1988. Money GDP 
growth in 1989-90 is forecast to be about 	ercentage point higher than envisaged in last year's MTFS. 

LokAi )  

Acit -12- 
0

fYTFS 
1 tut4111-  *si- 	L'ttc, 

ot 

2.10 
It is the Government's policy not to accommodate inflationary 

impulses. To the extent that faster money GDP growth reflects supply side 
improvements it is sensible to raise the money GDP objective to 
accommodate the faster potential growth; but to the extent that faster 
growth of money GDP reflects only higher demand with no supply side 
improvement, the Government will take action designed to return to its 
planned path for money GDP growth over the medium term. 

c4 

2.11 
As compared with last year the Government has revised its view of the 

likely real growth rate over the medium term, taking account of a slower 
projected decline in oil output. The medium term trend in output growth 
consistent with declining inflation is now put at 21 per cent, compared with 
24 per cent assumed last year; the medium term trend in non-North Sea 
output growth consistent with declining inflation is 	t 3 •er cent. 

Table 2.1 Money GDP growth, output and inflation' 

Money GDP 
Real GDP: non-North Sea 

total 
Inflation: 	GDP deflator 

are forecasts; the figures for subsequent years show the Government's 

medium term objectives for money GDP and consistent assumptions for 

Percentage changes on previous financial year. The figures for 1989-90 

10 	 RI nnFT SFr:RFT 

1990-91 	1991-92 

2+ 
output and inflation. The projections in the table make no allowance for 
any effect of the replacement of local authority rates by the Community 
Charge on recorded growth in money GDP or the GDP deflator 
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Further Measures Liberalising the Financial Markets 

The removal of controls in financial markets since 1979 has 
contributed to greater competition and efficiency in the allocation of 
caital. Further liberalisation was announced in the Budget. The  
Contro o Borrowffig 	whic goe-s-Back to the immediate 
post-War period, 

Bank ef-rneglarse will no longer operate 
a new issues queue in the equity and bond markets TheTeTilatory 
regime for sterling commercial paper and short-ter corporate 
bonds is also to be significantly liberalised, creating a single regime 
for sterling paper with an initial maturity o 	o 5 years. In addition, 
the restrictions preventing certain organisatio 	including foreign 
sovereigns and private companies, from makin sterlin issues in this 
maturity range will be removed. 

means 

2.15 Here, as in other countries, monetary policy is implemented by 
changing the level of short-term interest rates. The process of financial 
liberalisation has increased the power of interest rates as a policy instrument. 
They can now fulfil their function as the price of money and credit 
unhampered by quantitative controls. At the same time, the rise in 
borrowing and holdings of liquidity, which followed liberalisation, 
that interest rates now act on a  wider base.  

tr,IL 	Gt.r.ree•-rt.-41— 0,41 (+Iry k:A-1  

s' 	TChart 2.3: Interest ratesV 
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2.16 Decisions about interest rates are made on the basis of a comprehensive 
assessment of monetary conditions. The evidence of a range of indicators has 
to be appraised and balanced. But the assessment gives particular weight to 
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Table 2.2 

Per cent 

6 month growth rate 

/ 	 \ 
/ 	 \ 

/ 	 12 month gr o wth rate 	\ 
/ 	 \ 

       

       

   

— 
12 month growth target range 
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the behaviour of narrow money in relation to its target range and to the 
exchange rate. Attention is also paid to the behaviour of broad money appel-,cr 
liquidity. Short-term interest rates fell from 9 per cent in early 1988 to touch 
7i per cent for a fortnight in May. Thereafter, they were raised steadily to 
reach 13 per cent by the end of November, where they have remained. 

--iest--e-stef-9-per -c-ent,--- 

2.171 Narrow money, as measured by MO, has continued to have a reliable 
and predictable relationship with money GDP. Reflecting the higher 
growth of money GDP, the 12 month growth rate of MO has been above 
the target range throughout 1988-89. MO grew particularly rapidly between 
March and September last year, but has slowed sharply since the autumn in x 
response to the higher interest rates in the second half of 1988. It 
annualised growth over the last six month i under 3 er centLt e lowes 
since the middle of 1987. 

Growth of 1V101  

1988-89 1989-90 1990-91 1991-92 1992-93 
7i 1 to 5 0 to 4 0 to 4 -1 to 3 

	°lb 
2.1kiri  For 1989-90, a target range for MO of --D per cent as en set, t e 
same as the illustrative range for that year in last year's MTFS. Measured by 
the 12 month growth rate, it is likely to begin the year above the target 
range. But as the deceleration over recent months continues, it will come 
back within it. The ranges given in Table 2.2 for later years are illustrative 
and show a steady fall consistent with the declining path for money GDP 
growth. 

1 1988-89: forecast per cent change on previous financial year; 

1989-90: target range for 12 month growth rate; 1990-91 onwards illustrative ranges. 

Chart 2.4 MO growth rate 
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1.0 
249 The exchange rate is a key influence upon, d a key indicator of, 
monetary conditions. It has to be considered tog ther with all the evidence 
of domestic indicators in making monetary pol y decisions. Monetary 
policy has the overriding task of defeating infl ion: the Government is 
accordingly not prepared to accommodate in eases in domestic costs by 
exchange rate depreciation. Sterling has rise against the deutschemark over 
the past year. The dollar has also risen against he deutschemark, though it 
has shown little change against the yen. 

IA Exchange rates are also important in international economic 
relationships. The improved co-operation between the G7 countries, who 
share a common counter-inflationary objective, has been clearly beneficial to 
the international community. 

Chart 2.5: Sterling exchange rates 
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2.21., In assessing monetary conditions, the interpretation of broad money, 
or liquidity, requires considerable judgment. There have been significant 
changes in the relationship between broad money and spendingen.peoffrr 
years. Because it is used as a store of value as well as for transactions 

Otte% purposes, what matters, so far as subsequent inflationary pressure is 
concerned, is not its growth rate alone but the extent to which people are 
prepared to hold interest-bearing money balances rather than to spend them. 
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Chart 2.6: Growth rates of money aggregates 

Percentage changes on ayeir earl.= 

20 

ge-X) C3 ) 

0-411441 JAI 

tituro 
1" bti 

c4:-/irem 

Siw14) rie 

&LA-42-41 	
Gtttgri) 

Funding policy 2.21 The Government will continue to conduct its own fina 
to have a broadly neutral impact on liquidity. That mbodied in the policy 
of funding the net total of maturing debt, the PSBR, and any underlying 
increase in the foreign exchange reserves, by sales of debt outside the 
banking and building society sectors. Should this total be negative, then 
unfunding will be required, that is, the authorities will make purchases of 

debt. Gilts bought in by the Bank of England are normally held in its Issue 
'1(•,grepartment. The Government is taking powers, in this year's Finance Bill, to 

enable the National Loans Fund to acquire these gilts for cancellation. 

2.21 Now that the public sector is repaying vim debt, it is possible to devote 
more attention to the structure of the remaining debt, both to secure lower 
expected servicing costs and to improve the quality of debt by reducing 
reliance on borrowing in the form of liquid instruments. Attention will also 
be paid to smoothing the profile of redemptions. The reverse auction 
conducted in January 1989, the first of its kind, enabled the authorities to 
make substantial purchases of gilts maturing in 1989-90, a year when 
maturities will be particularly heavyLrhe gilts which the authorities 
purchased were also becoming increasingly liqui 

2.4 
maturity of debt to repurchase or issue, depending on current 
expected future yields. In 1988-89, the Government took the view that, on 
this criterion, its longer term debt looked relatively expensive2te s•er-viice. 
Accordingly, much of the buying-in of conventional gilts required by the 
full fund policy was of longer maturity issues, so as to secure greater future 
debt interest savings. The fact that the Government has been a net 
repurchaser of long term debt and the emergence of a downward sloping 
yield curve have created favourable conditions for longer term borrowing 
by the private sector. The increasing volume of fixed rate sterling borrowing 
by companies has been a welcome development. 

irs so as ) 

vhat types and 
ela tivities and 
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Chart 2.7: Public sector borrowing requirement 
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egative values aidicate a public- sector debt repayment. 
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2.2k In ci umstances when the Government believes it will reduce inflation 
in a way at is not yet fullyLin market yields,/ndex-linked borrowing 
become attractive to the Government as compared with conventional gilts. 

dexed debt has the advantage of reducing uncertainty, to both 
The Government and investors, about future real yields. Net  sales of indexed 
gilts continued in 1988-89, despite the reduction in total gilts outstanding, 
and about onegeighth of vise. gilt are now in indexed form. 

cat 

Fiscal policy 

It is now expected that the net repayment of debt in 1988-89 will total 
about k[14] billion ([3] per cent of GDP), compared with a forecast in last 
year's Budget of k3 billion. Even allowing for the fact that privatisation 
proceeds are now expected to be some £2 billion higher than forecast a year 
ago, this means that the fiscal stance has been considerably tighter than 
planned, reflecting in large part the strength of economic activity which has 
both boosted tax revenues and depressed public expenditure. 

Rerve-r-le niter 
4 fii"t kit 
sc-Akevao 

 

 

X X 

   

tC  
urvtr - 441(4  

2.2t The long term objective of fis 	policy remains a lanced budget. 
This helps to ensure that the 	e is making no clajnron the flow of the 
nation's saving or on fl• •s from overseas.12-cifuces the burden of debt 
servicing, making om for lower tax -Slid higher public expenditure on 
priority se 	, and it also hel 	secure confidence in sterling and in the 
financ stability of the ec 	my. 
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• 
2.24 The Government intends to mov rom the present surplus towards a 
balanced budget 	 over the medium term. The 
PSDR for 1989-90 has been set at £12 billion; this is equivalent to ,C7 
billion net of privatisation proceeds, the same as in 1988-89. The projected 
PSDR. path thereafter is shown in/able 2.7. As usual, the PSDR to be set in 
future Budgets will be reviewed in the light of circumstances at the time; as 
tax races are set on the basis of medium to longer term objectives the PSDR 
will tend to be increased by GDP growth above trend, and to be reduced by 
below trend GDP growth. 

tki 

Table 

s flue Ito 

uyt,tNtirabi 
r1.2 

fvdikAt fr  bt' 
r4141 (ed 

1.4,i4A4) 

the ratio of GGE exc uding privatisation proceeds to GDP 
percentage points since 1982-83. This is the largest and most sustaine fall 
since the immediate post-war period and it has brought the ratio back to 

y 

	

	levels not experienced since the leir..1960s. The Government is determined to 
build on this achievement. 

Public expenditure 
30 

2.29 The Government's objective for expen ture is to maintain a 
downward trend over the medium term i the ratio of general government 
expenditure to GDP 	 •  e strength of economic activity)  

V 7 

2.3: General government expenditure (excluding privatisation proceeds) 
as a percentage of GDP'  
1 3-4.tt 	3i. A

)' . 
	7 

1964-6D 	36 	*-- 1974-75 	481 	1984-85' 
1965-66 	371 	1975-76 	481 	1985-86 
1966-67 	381 

	

i1976-77 	46 	1986-87 
1967-68 	421 	1977-78 	421 	1987-88 
1968-69 	41 	1978-79 	431 	1988-89 
1969-70 	401 1 	1979-80 	431 	1989-90 
1970-71 	401 I 	1980-81 	46 	1990-91 	39 
1971-72 	41 	1981-82 	461 	1991-92 	381 
1972-73 	41 I 	1982-83 	461 	1992-93 	38 
073-74 	42.1 	2.£3..1-84  

' 1988-89 latest estimate, 1989-90 forecast, 1990-91 onwards 2147TS projections. 

S Dtr--RE 
St4sf E cj 

2.$ Projections of government expenditure are shown in Table 2.4. For the UP 
period to 1991-92, they incorporate the public expenditure plans shown in 
the public expenditure White Paper (Cm 601-621); the projections of gross 
debt interest payments and other adjustments are consistent with the latest 
economic projections and assumptions. It is provisionally assumed that 
general government expenditure will grow by 1 per cent in real terms in 
1992-93. Decisions will be taken in the 1989 Survey. 

BUDGET SECRET—B.U-aCETTTST-014-1 

461 
441 
431 
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Table 2.4 	General government expenditurel 

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

Public expenditure planning total 
Gross debt interest 
Other adjustments 

145-7 ISO .ARZ-6 

	

17-8 	18-3 

	

8-3 	9-9 

167 
16-5 
10 

179 
15 
10-5 

192 
14-5 
9-5 

200 
14 
9.5 

General government expenditure= 171.4 7- 1781 194 205 216 223 
Privatisation proceeds 5.2 7-0 5 5 5 5 
General government expenditure 
excluding privatisation proceeds 177-0 185.8 199 210 221 228 

For 1987-88 to 1991-92, the figures are taken from Table 5.1. 

jg 	 

evenue 

 

2  Ge,sevaI ovemmensexpenditiitr. .md its components, are rounded to 
t 	ig- earestZ1bil: 9T-lion on 1 	inwar General government 
expenditure is assumed to grow by 1% in rea terms in 1992-93. 

 

2.31, The growth in government revenues over the medium term will depend 
on the growth of incomes, spending and prices, as well as on policy decisions. 
Government revenues from the North Sea are projected to decline relative to 
money GDP as oil output falls. After taking account of the tax reductions 
announced in the Budget, non-North Sea revenues are also projected to grow at 
a little under the rate of growth of non-oil money GDP. 

   

    

Table 2.5 General government receipts 

k billion, cash 

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 
Taxes on incomes, expenditure and capital 
National insurance and other contributions 
Interest and dividends 
Other receipts 

General government receipts 

of which 
North Sea tax2  

'General government receipts, and its components, are rounded to the 
nearest £1 billion from 1988-89 onwards. 

2  Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea oil and gas production (before advance 
corporation tax set of)). This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. 

Non-oil taxes and national insurance contributions as a percentage of 
non-oil money GDP'  
(46344 	2.41 
1964-65 	291- 
1965-66 	311 
1966-67 	32 
1967-68 	331 
1968-69 	351 
1969-70 	361 
1970-71 	361 
1971-72 	341 
19 2-73 	321 
1973-74 

1988-89: latest estimate; 1989-90: forecast; 1990-91 MTFS onwards: MTFS projections. 

1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 

351 	1984-85 	371 
361 	1985-86 	37 
36 	1986-87 	371 
35 	1987-88 	371 
341 	1988-89 	371 
35f 	1989-90 	[371] 
361 	1990-91 	[36f] 
381 	1991-92 	[36f] 
381 	1992-93 	[351] 
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Du),r Cf4A-c 

FSBR CHAPTER 1 

I mentioned to you last week that, in our view, showing the 
receipts basis for Schedule E as a separate item in table 1.1 
was giving it undue prominence in a table designed to present 
the main Budget measures. The proposal is important for the 
Revenue in terms of our staffing needs, but affects a 
relatively small proportion of the tax-paying population. 
Another awkwardness is that the measure has a long-term yield 
but appears in table 1.1 with a significant cost in 1989-90 
and 1990-91. This point iS, of course, covered in Chapter 4, 
but cannot be signalled in table 1.1 without an additional 
footnote. For these reasons we suggest that the item should 
be included in 'other tax changes' where the cost figures 

would become: -155, -120, -35. 

If, however, the Chancellor wishes to show the item 
separately in table 1.1, it would be preferable to give it the 

heading: 

- basis of assessment for Schedule E simplified. 

A  
J R A DER 

cc 	PS/Chancellor (// 
PS/Financial Secretary 
Mr Culpin 

Mr Painter 
Mr Lewis (o/r) 
Mr I Fraser 
Mr McManus 
Mr Eason 
Mr Ko 
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chex.ps/aa/39 

APPROXIMATE COSTS(*) 

Freeze excise duties 

VAT: Non domestic construction 
etc 

1989-90 

E billion 

1990-91 

-1.2 

+0.3 

-1.3 

+0.5 

VAT: bad debts, registration -0.1 -0.3 

Increase car scales by 
20 per cent +0.1 +0.1 

Abolish stamp duty on 
shares from 1/4/90 -0.8 

Other changes (Th21) 

-0.1 

duty-en -- char/--ges-r—reducing 
unleaded pct-re-l—a-nd----au-re-
2- -0.1 star) 

TOTAL -1.0 -1.9 

* Net of indexation/revaloristion 



chex.ps/aa/39 

COA,/ AQA e....k1 141S)  

dfr, (444„1,4 

AIDE MEMOIRE ON BUDGET 

CL 

ofr 	/446- 

60,014va forv^ 

04-k tiv 

61,0 rye-  ) 
Income tax and NICs 

V (1),( 	trryrINI) 

For the purposes of the figuring in the attached table, 

it has been assumed that personal allowances and the 

basic rate limit are indexed; that there is no change in 

the basic rate; and that there are no changes to NICs.) 
A1A, 	141.4. 

Excise duties 
A /ICs 144-)A- 644-s"/ A 4•13i.. 

    

No change in any of the main excise duties. The 

duty on unleaded petrol reduced to produce a pump price 
AT 1,0)f 	 P A  /10 ) j 

differential of 2p a 1 re wi 	4  --g"fri—legaed  petrol; a 

surcharge on 2 star leaded petrol to bring it up to the 

same price as 4 star. 	Increased VED for coaches and 

rigid heavy goods vehicles (agreed with DTp). 

VAT 

Implement the changes resulting from the European 

Court of Justice decision, as already announced; the 

bulk of the additional yield comes from the public 

sector (the impact of this on public expenditure was 

taken into account in the Autumn Statement). 	No other 

changes in VAT coverage. 



Company cars 

Car scales (which determine amount of taxable 

benefit from company cars) to be increased by 20 per 

cent. 	 _  

war..e—r-odeet-i-em.—ift-4*eeme—tem-ri 

Corporation tax 

Thresholds for the small companies' rate increased 

by 50 per cent; rate itself assumed to remain at 25p. 

Stamp duty on shares  

Abolish stamp duty on share transactio s rom 

1 April 1990. Announcement and legislation needed now 

to enable the Stock Exchange's new paperless 

transactions system ('TAURUS') to be planned and 

implemented on this basis. 

Life assurance 

Maintain the existing structure of taxation. 

Reduce the tax rates on policyholder's income and gains 

to 25 per cent (from 35 per cent and 30 per cent 

• 

2 



respectively). Ring-fence life offices' pension 

business, so that expenses there cannot be set off 

against income on life business. Abolish life assurance 

premium duty. (Life offices will also gain about 

£100 million a year from the abolition of stamp duty on 
41Ait) tr. 

shares Included in the costings of that measure). 

Allow selling expenses to be deducted from taxable 

income and gains only over seven years, instead of being 
clAJ 	i 

offset in full against income In the first year; phase 

this change over four years. 

Unit trusts 

Reduce the Corporation Tax rate on unf ranked 

income (principally dividends on gilts) from 35 per cent 

to 25 per cent from January 1990. 

Pensions 

For final salary schemes, place a limit on tax 

privileged pensions. Deregulate, so that the Revenue no 

longer 
	Dfswv•1 how much pension someone can be paid, 

but only how much tax-privileged pension. Pensions will 

be payable from tax privileged funds on earnings of up 

to £60,000 a year. 	This translates into limits of 
a 

£40,000 on he total pension and £90,000 on the tax-free 

• 

3 



lump sum. These limits will apply only to new pension 

scheme members, and will be indexed to prices. 

Employers will be free to pay additional amounts without 

tax privilege. 

For personal pensions, increase the percentage of 

earnings which may be contributed with tax relief, 

subject to a cash limit. 

PEPs  

The limit on the total annual investment to be 

raised from £3,000 to £4,800; 	and within that the 

limits on investments in unit and investment trusts from 
1446$, 

£750 to £2,400. Rule simplified. 

Employee share schemes and ESOPs 

Various increases in the limits for employee share 

schemes. And to enable the development of ESOPs, 

Corporation Tax relief on company contributions. 

CGT 

Abolition of the tax deferral on gifts (but not to 

charities, or on business assets, or between husband 

4 



and wives). This was introduced in [1980] to avoid the 

double charge to CGT and CTT on lifetime gifts, but the 

CTT charge has since been abolished. 	The exemption 

limit for CGT to be frozen 
-144tZ41-'` HT' "AA#%rij  (5V) 	 1\")(1)-'3 

f\e„ 	1"). it t' 	ea-,  • 
Deregulation/Simplification 

A number of measures of deregulation and 

simplification: additional VAT bad debt relief; 

simplification of VAT registration rules; changing 

Schedule E to be charged on a receipts basis; a radical 

simplification the rules on close investment companies: 

unincorporated businesses to be allowed to set capital 

gains against trading losses; the Control of Borrowing 

Order to be abolished. 

Other proposals 

Other proposals include: 

(i) converting the higher age allowance for the 

over-80s to one that covers all those over 75; 

and reducing the marginal withdrawal rate for 

age allowances to below 40 per cent; 

• 

5 



increasing the PRP limits to E[X], and other 

simplifications to the PRP rules; 

increasing the Payroll Giving limit from X to 

Y; 

implementing the tax relief for private health 

insurance for the elderlyt 

6 
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Mr Scholar 
Mr Culpin 
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Mr Gilhooly 
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Mr Macpherson 
Miss Simpson 
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Mrs Chaplin 
Mr Tyrie 
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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 
Mr P R H Allen - C&E 

FSBR CHAPTER 1 

The Chancellor was grateful for your minute of 3 March. 	He had 

the following comments: 

(i) On NICs, table 1.1 should say "employee contributions 

reformed and reduced". 

ii) The new basis of assessment for Schedule E should be 

included in "other tax changes" rather than shown 

separately in table 1. 



• 

a 

(iii) Is "small companies' rate threshold" the correct 

terminology? 

( iv) He would prefer the table to include "..." rather 
than "-" against the abolition of the pensioners 

earnings rules. 

In paragraph 1.01 he would not want the addition of 

the word "higher", as shown in manuscript. 

He prefers the original text on the balanced Budget 

(ie "a gradual return to a balanced Budget ..."). 

2 
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1 cktecs, 
FSBR CHAPTER 1 

This is to confirm that we are content for table 1.1 to say: 

small companies' 

\lc) LAI" t \fel 

J R 

cc 	PS/Chancellor 
Mr Gilhooly 
Mr S J Flanagan 
Mr Isaac 
Mr McGivern 
Mr J H Reed 
Mr Fitzpatrick 
Mr Ko 

profits limits increased. 
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Mrs Lomax 
Mr Peretz 
Mr Riley 
Mr Sedgwick 
Mr Gieve 
Mr Grice 
Miss O'Mara 
Mr Pickford 
Mr Barrie 
Mr Savage 
Miss J C Simpson 
Mr Call 
Mrs Chaplin 
Mr Tyrie 

MTFS FISCAL PROJECTIONS 

This note reports revised medium term fiscal projections, taking 

account of changes to the data for the recent past and of further 

work by the Revenue Departments, and considers the medium term 

path for the PSDR. It is consistent with the latest version of 

the forecast, reported in Colin Mowl's minute of today. 

2. 	The position reported in my submission of 2 March on the MTFS 

fiscal prospect was that on the basis of the PSDR path: 

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

12 	9 
	

6 	3 

our "central projection" would be for an annual fiscal adjustment 

path of: 

1990-91 1991-92 1992-93 

0 
	

0 	 4 

CHANCELLOR 

s\44/ 
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I suggested that we might aim to publish a path showing the 

same cumulative fiscal adjustment by 1992-93 as our "central 

projection", but with a smoother annual path, viz: 

1990-91 1991-92 1992-93 

1 
	

1 	2 

Revised projections 

There have been substantial changes in the last few days, 

with considerable revisions to the national accounts data for 1987 

and 1988. We now have a slightly higher level of tax revenue in 

1990-91 and the later years, though the profile is otherwise very 

similar. Our best view about medium term fiscal prospects now is 

that a PSDR path of 12/9/6/3 would give the following path for the 

fiscal adjustment 

	

Annual fiscal adjustment 	 Cumulative fiscal 
adjustment by 1992-93 

1990-91 
	

1991-92 	1992-93 

0+ 	 2- 	 4 	 6 

Our central projection for general government expenditure (on 

MTFS economic assumptions) puts it by 1992-93 about £31/2  billion 

above the path that we have agreed to publish (the published path 

will be in line with the PEWP up to 1991-92, with 1 per cent real 

growth in 1992-93). The central projection for general government  

revenues is for a small decline in the underlying tax burden 

(before the effects of 1988 and 1989 Budget changes and before any 

future fiscal adjustments) after 1990-91. 

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

Non-oil tax 
burden before 
future fiscal 
adjustments: 	 _----, 

.-- '-' 
Projected 	37.4 

	

1-37.2 	37.5 	37.3 	37.1 	37.0 

Before 1988 	

\ 

and 1989 
Budget changes 37.4 	

______ 	 

	

38.1 	39.1 	39.3 	39.3 	39.2 
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6. 	As you know, the £12 billion PSDR assumed here for 1989-90 is 

not our best forecast for that year, and includes a £11/2  billion 

"safety margin". 	This safety margin has been carried through to 

later years in the fiscal adjustment paths considered above, and 

so does not affect the fiscal adjustment. If we were to start 

from a higher PSDR figure in 1989-90 (say £131/2  billion), but to 

have a faster annual decline in the PSDR (eg 131/2/10/6/3) this 

would leave us with a higher cumulative fiscal adjustment by the 

end of the period. 	If we were to leave the rate of decline 

virtually the same as in this note - eg a 131/2/11/8/5 path, ending 

with a zero PSDR after privatisation proceeds in 1992-93 - then 

the annual and cumulative fiscal adjustments would be virtually 

the same as in this note. 

Fiscal adjustment for publication 

Starting from the "central projections" of the fiscal 

adjustment shown earlier, the two things that will determine the 

fiscal adjustment that we will actually show are: 

the decision to publish GGE figures which are different 

from (ie lower than) our central forecast on MTFS 

economic assumptions: this raises the fiscal adjustment 

path relative to our "central projections". 

the extent to which we adjust revenues to offset the 

lower expenditure and so get back towards our central 

fiscal adjustment path (we may also want anyway to 

smooth revenues to even out the fiscal adjustment 

profile). 

For a given PSDR path, bringing GGE down to PEWP levels will 

raise the fiscal adjustment, so we would want to bring down the 

revenue figures from our "central projection" to avoid overstating 

the available fiscal adjustment. By 1992-93 the amount involved 

is some E3h billion, about 0.6 per cent of GDP. 	The danger is 

that, in adjusting down expenditure, we will show a implausible 

fall in the tax burden before fiscal adjustment. (The tax burden 
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410 after fiscal adjustment - which will be shown in FSBR Table 2.5 - 

is not, of course, affected by any smoothing of pre-fiscal 

adjustment revenue). 

9. 	We consider below 3 possible fiscal adjustment paths for 

publication, all based on a 12/9/6/3 PSDR path. 	We show the 

underlying tax burden and increases in non-oil revenues that would 

be consistent with the different fiscal adjustment paths. 	(It 

will not be possible to deduce these figures precisely from the 

published projections, because of the rounding - to the nearest El 

billion - of the published figures.) 

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

Option 1 

Annual fiscal adjustment 

Cumulative fiscal adjustment 

Non-oil tax burden 

1 

1 

1 

2 

4 

6 

:post fiscal adjustment 37.5 37.0 36.5 35.5 

:pre fiscal adjustment 37.5 37.2 36.9 36.5 

:pre fiscal adjustment 
and before effects of 
1988 and 1989 Budgets 39.1 39.2 39.1 38.7 

Annual growth in non-oil 
taxes pre fiscal adjustment 9.1 5.2 4.7 3.5 

Option 2 

Annual fiscal adjustment 1 2 4 

Cumulative fiscal adjustment 1 3 7 

Non-oil tax burden 
:post fiscal adjustment 37.5 37.0 36.5 35.5 

:pre fiscal adjustment 37.5 37.2 37.0 36.7 

:pre fiscal adjustment 
and before effects of 
1988 and 1989 Budgets 39.1 39.2 39.2 38.9 

Annual growth in non-oil 
taxes pre fiscal adjustment 9.1 5.2 5.2 3.6 
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• 1989-90 1990-91 1991-92 1992-93 

1 

1 

2 

3 

3 

6 

37.5 37.0 36.5 35.5 

37.5 37.2 37.0 36.5 

39.1 39.2 39.2 38.7 

9.1 5.2 5.2 2.9 

Option 3 

Annual fiscal adjustment 

Cumulative fiscal adjustment 

Non-oil tax burden 
:post fiscal adjustment 

:pre fiscal adjustment 

:pre fiscal adjustment 
and before effects of 
1988 and 1989 Budgets 

Annual growth in non-oil 
taxes pre fiscal adjustment 

Options 1 and 3 have the advantages of showing a final 

cumulative fiscal adjustment that is the same as our "central 

projection" - £6 billion by 1992-93. At the same time they show a 

larger fall in the underlying tax burden than Option 2. 

The biggest problem is with 1992-93. Partly because of the 

decision to publish only a 1 per cent real rise in GGE in 1992-93, 

we are bound to show a large annual fiscal adjustment in that 

year. 	Getting the annual fiscal adjustment down as low as £3 

billion in 1992-93 would require a 0.5 point fall in the non-oil 

tax burden between 1991-92 and 1992-93, with only about a 3 per 

cent rise in non-oil revenues. This will be difficult to justify. 

Even showing a £4 billion fiscal adjustment in the final year will 

imply only a 31/2  per cent increase in non-oil revenue in that year. 

All of these options may arouse some scepticism over the 

implied fall in the tax burden. We will have to deal with any 

queries about this as best as we can, drawing attention to the 

build up of the effects of the 1988 and 1989 Budgets and to the 

implications of the current high rates of investment for capital 

allowances. 	We certainly do not want to show an unduly 
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410 over-optimistic set of fiscal adjustments, which we would be doing 

if we showed a flat or rising tax burden. We think the best 

option to go for is Option 1, in spite of the uneven annual fiscal 

adjustment. 

S J DAVIES 
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I attach amended proofs of Chapter 1, takIng on board your earlier 

comments. 

2. 	There are some small changes to the numbers 

addition, Mr Culpin has suggested a neater and 

the section on excise duties, amalgamating 

duties into one line and specifying which VED 

changed. Which version do you prefer? 

ra 

table 1.1. In 

version of 

e unchanged 

re being 
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must go back to the printers by noon tomorrow 

uld be grateful for comments by 11 am. 

4. The p 

(Thursday), 
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Table 1.2 does not take account of the latest revisions to the 

cast, and will anyway have to be amended in the light of your 

ons on the PSDR. I wiil show yoi- the revision numbers as 

possible. Not-,  that I have reinserted footnote 2 which 

you K,had>  earlier deleted; classification changes have changed the 

GGE figures by more than a £100 million in 1988-89, and so we 

would prefer to retain this standard footnote. 

C J RILEY 
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1 465 

+160 

—40 

+40 

	

+160 	 +200 

545 	 —580 

	

—40 	 —100 

	

—150 	 —170 

235 	 —250 

255 	 —280 

	

+315 	 549.  !)S- 

	

-20 	 +45 

—35 

	

—1/25 	 —55 1/60 

—2150 	 —18 

2  Public expenditure cost of L190 mi 

1990-91 will be met from the Reserv 

— = Nil. 

—3490 

90 and L375 mIllion in 

5. 

0?. 

BUDGET SECRET—BUDGET LIST ONLY 	 0993 

BUDGET SECR-ET 
	

NOT TO BE COPIFD 
BUDGET LIST ONLY 

Table 1.1 The Bildget measures' 

L million 	 yield( + )/cost( —) 
1989-90 	 1990-91 
Changes from 	Changes from 	Changes from 
a non-indexed 	an indexed 	an indexed 
base 	 base 	 base 

National insurance 

employee contributions refo reduced —980 	 —980 	 —2 80l 0 

Income tax 

personal allowances and basic rate ii 

car- benefit scales increased 

Excise duties 

petrol, dery etc 

duty on unleaded petrol reduced, duty increased 
for 2 and 3 star petrol 

vehicle excise duty 

tobacco 

alcohol 

Value lidded lax 

X 	non-domestic construction etc 

Life assurance tax regime reformed 

Corporation tax 
small companies' profits limits increased 

Other tax changes 

Pensioners' earnings limit abolished2  

Total 

1  These measures, and the basis of the costings )hown are described in 
detail in Chapter 4. 

* = 
- - - 	Not- 0....p.pir,Lst 
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Table 1.1 The Budget measures' 

million 	 yield( + )/cost( — )  
1989-90 	 1990-91 
Changes from 	Changes from 	Changes from 
a non-indexed 	an indexed 	an indexed 
base 	 base 	 base 

National insurance 

employee contributions refo 	reduced 

Income tax 

personal allowances and basic rate 	ed 
car benefit scales increased 

Excise duties 

duty on unleaded petrol reduced, duty 
for 2 and 3 star petrol 

\le-1,z 6.4QXt 	dL ,4 role.% cer k:EL$ 	‘11,4•UL% 
0,,e14 	konriszu \ c-#42.0.1.a4 

— 980 — 980 — 2 801 0 

— 1 465 

+160 + 160 + 200 

—(22.5  

— 40 — 40 — 	11 II I 

W +40 zt 0 

a 	6- 
Value idded lax 

non-domestic construction etc 

Life assurance tax regime reformed 

Corporation tax 
small companies' profits limits increased 

X 	Other tax changes — 1/60 

+315 ±5 	3 

—20 +45 

— 35 

1/25 —55 

Pensioners' earnings limit abolished2  

Total 

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

- - - 	ot'  

—2150 	 —1 

2  Public expenditure cost of L  190; 
1990-91 will be met from the Reser 

— = Nil. 

— 3 490 

90 Jriti 

r 
tn 

increased 
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1 	e Budget 

io#,%'t.The Financial Statement and Budget Report (FSBR) supplements the (p 
llor's Budget Statement. It presents the Medium Term Financial 

ye  e  ; p  %  ides forecasts to mid-1990; sets out the tax and national insurance 
,4  r .  -:  )(MTFS); describes developments in the economy over the past r 

pr...i.). 	the Budget; summarises the Government's spending plans; and 
gives 	for the public finances for the year ahead. 

The Medium Term 1.03 Ch te 	scribes the MTFS, which provides the framework for the 
Financial Strategy Governme s 	mic policy. The objectives of the MTFS and the central 

role of mone 	po icy have remained unchanged throughout the 1980s, a 
period of substantial economic progress. Monetary policy is designed to 
reduce money GDP growth and thus inflation over the medium term, with 
the ultimate objective of achieving stable prices; in this year's MTFS 
money GDP growth falls to around 51 per cent over the next four years. 
Monetary policy is buttres 	y a sound fiscalpolicy, with a substantial 
budget surplus in both 1 	nd 1989-90;Lgradual return to a balanced 
budget is projected over t 	'edi9i term, with both taxes and public 
expenditure declining as a sl6r 	DP. The MTFS is complemented by 
policies designed to improve t working of markets and the supply 
performance of the economy. 

The economy 1.04 Chapter 3 describes the main 	i.ments in the economy in 1988 
and the prospect until mid-1990. 4teriro.mtip-iykaar-&-ec-oftemis4r-effels-irtree- 

1.01 The objective of the Government's economic policy is to defeat 
inflation and to maintain a vigorous and enterprising economy, with 

stained growth of output and employment. 

I. 

geittettmett.)..these=miceastatezteatio-er-e.ascd=thatoutitega . The 
economy grew strongly again in 1988, 
unemployment since the war. GDP is forecast to 
cent in 1989, 
Inflation is forecast to be on a downward trend in 

2  — 	Ce,tAt ")) 
ith the largest fall in 

y a further 2i per 

half of 1989. 

Tax and national 1.05 Chapter 4 sets out the tax and national insurance 
insurance measures Budget. They include reform and reduction of employe 

contributions, indexation of the main income tax threshol 
to personal equity plans and employee share schemes, reform 
of life assurance, pensions, and unit trusts, measures to promot 
petrol, and abolition of the earnings rule for pensioners. The me 
summarised in Table 1.1. 

in the 
insurance 
vements 

xation 

Public expenditure 1.06 Chapter 5 summarises the Government's spending plans, as set out in 
the public expenditure White Paper. This chapter also provides the latest 
esti 	  r  BFIJDuclu&Ari  expinditintiart6tcatindtpit  D  
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tor finances 1.07 Chapter 6 presents the complete financial picture for the public sector. 
The public sector debt repayment is forecast to be [k14 billion] in 1988-89. 
A further debt repayment of [k12 billion] is forecast for 1989-90, equivalent 
to k7 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 k1.9 billion, after 
adjusting for the net cost of indexing direct and indirect tax rates and 
allowances. Table 1.2 shows the main components of general government 
receipts and expenditures. 
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EXPENDITURE 
Department 
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 

Gen •l government gross 
interest 

her adjustments 

General government 
expenditure 

Forecast 

6.4 

v. 

1 The Budget 

Table 1.2 The finances of the public sectorl 
k billion 

	
k billion 

1988-89 	1989-90 
	

1988-89 	1989-90 
1988 	Latest 	Forecast 	 1988 	Latest 	Forecast 
Budget2  estimate 	 Budget2  estimate 

RECEIP 
Inland Revenue: 

Income tax 
Corporation tax3  
Petroleum revenue tax 
Capital gains tax 
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 
Local authority rates4  
Other taxes and royalties 
Total taxes and royalties 
National insurance and other 
contributions 
Interest and dividends 
Gross trading surpluses and rent 
Other receipts 

General government 
receipts 

42.1 43.5 47.1 
19.8 18.8 22.0 
1.2 1.3 1.3 
2.0 2.4 2.1 
1.0 1.1 1.1 
.0 1.3 2.6 

69-4 761 

27.5 29.8 
4 .7 8.7 

n• 51 
4.5 4.7 
0.9 0.9 
1.3 1.4 1.4 
1.6 1.7 1.8 
0.1 0.2 0.1 

47.9 49.9 52.5 
2.8 2.8 2.9 
0.6 0.6 0.6 
0.4 0.4 0.4 

19.0 18.9 20.4 
25 2.7 2.8 

141.2 144.8 155.7 

31.6 318 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 

48.5 47.4 51.0 
20•7 21.8 23.2 
19.2 19.0 20.1 
18.0 18.4 19-6 
7.0 7.2 8.0 
5.1 4.8 5.4 
8.5 8.7 9.0 
3.5 3.6 3.8 
5.1 5.6 5.5 

218 21.7 23.1 
-5.0 -7•0 -50 

3.5 3.5 

156.9 1511 167.1 

17.5 18-2 16•6 
8.6 9.2 9.5 

183.0 178.5 1932. 

Ic 

Receipts, expenditure and debt repayment 

L billion 
1988-89 1989-90 

 

Latest estim 
1908. 

178.5  
12.3 

1.7 
14.0 

1988 Budge?' 
General government receipts 	 184.9 
General government expenditure 	 183.0 
General government debt repayment 	 2.0 
Public corporations' market and overseas debt repayment 	12 
Public sector debt repayment 	 3.2 
'In this and other tables constituent items may not add up to totals because of rounding. 
2  On current definitions. 

i Includes advance corporation tax (net of repayments): 	 5.3 	 6.0 
- also includes North Sea Corporation tax after ACT set off and corporation tax on gains. 

4 1n this and other tables  comm..'")' - h-..-r,  ----.p" - C''"1^.4 	;"'" I 	" .""* 1^-.1  ""'"  ty rates. i  

BUDGET SECRET 	NOT TO BE COPIED 

	

B U D Eg 6 ErGitrTu§kt RRET.41 	T ONLY 	 7 



mg.ee/d1cp/8.3-aa  
BUDGET SECRET 

41411 	 COPY NO. / OF 

From :DLCPeretz 
Date : 8 March 1989 

MR A ALLAN 

FSBR : PARAGRAPHS 2.24 AND 2.25 

We spoke about this. I would like to suggest the small further 

drafting changes marked on the attached copy. 

V .  
lel 	le- 

D L C PERETZ 



Funding policy 

Pe-X )  E 3). 
a- &Liu; 

karte 

Chart 2.6: Growth rates of money aggregates 

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

1 
2.21 The Government will continue to conduct its own fina 
to have a broadly neutral impact on liquidity. That mbodied in the policy 
of funding the net total of maturing debt, the PSBR, and any underlying 
increase in the foreign exchange reserves, by sales of debt outside the 
banking and building society sectors. Should this total be negative, then 
unfunding ' will be required, that is, the authorities will make purchases of 

debt. Gilts bought in by the Bank of England are normally held in its Issue,(  
("Apartment. The Government is taking powers, in this year's Finance Bill, to 

enable the National Loans Fund to acquire these gilts for cancellation. 

2.231  Now that the public sector is repaying oil= debt, it is possible to devote 
more attention to the structure of the remaining debt, both to secure lower 
expected servicing costs and to improve the quality of debt by reducing 
reliance on borrowing in the form of liquid instruments. Attention will also 
be paid to smoothing the profile of redemptions. The reverse auction 
conducted in January 1989, kie firx of its kind, enabled the authorities to 
make substantial purchases oTtrilts maturing in 1989-90, a year when 
maturities will be particular1)7heavy 

2.2 	 •  • .L. hat types and 
maturity of debt to repurchase or issue, depending on current elativities and 
expected future yields. In 1988-89, the Government took the view that, on 
this criterion, its longer term de t oo e re ative y expensive t-e-sof..4e. 
Accordingly, much of the buying-in of conventional gilts required by the 
full fund policy was of longer maturity issues, so as to secure greater future 
debt interest savings. The fact that the Government has been a net 
repurchaser of long term debt and the emergence of a downward sloping 
yield curve have created favourable conditions for longer term borrowing 
by the private sector. The increasing volume of fixed rate sterling borrowing 
by companies has been a welcome development. 
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This minute, written in consultation with Mr Scholar and Mr 

Sedgwick, summarises our latest forecasts of the PSDR in 1988-89 and 

1989-90 and makes recommendations abo t what figures to publish in 

the FSBR. 	We need decisions n 	complete the figuring for the 

Budget speech and briefing, and fo 	ap ers 1, 2, 5 and 6 of the 

FSBR. 	Your decision for 1988-89 	have to be reviewed tomorrow 

however if there is a major surprise he we receive the first 

estimate of the PSDR in February. 	resent we only have an 

estimate of the central government elemen 

Best estimates  

(a) 1988-89 

2. 	Our central forecast for 1988-89 has barely c 

a PSDR of £14.4 billion, compared with a pre 

£14.5 billion. The February outturn on central 

account was a £0.3 billion higher repayment than 

month, but we have increased our forecast of central 

expenditure in March a little, and - for what it is w 

newly available local authority borrowing intentions surve 

to a higher level of LA borrowing than previously forecast. 

tdPSDR IN 1988-89 AND 1989-9 

It is now 

orecast of 

ent own 

t last 

rnment 

the 

ts 
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This forecast 

50.4 billion, 

0.6 billion 

BUDGET SECRET 
BUDGETIVSTwON ypl 

NOT TO BE COPIED 
nning total outturn of 

latest estimate of 

the Chief Secretary of 

cash outlays in March 

a little below GEP's 

(Mr Richardson's minute to 

h 6). It implies that central government 

10.1 per cent of the annual total, compared with in 

nt figure for March last year of 10.2 per cent. 

(b) 
4. 	Our current forecasts for activity and inflation show growth of 

money GDP in 1989-90 of 71/2  per cent, the same as underlying our last 
PSDR forecast. Taking account of the final Budget package, our 

central forecast for 1989-90 is a PSDR of £13.4 billion, much the 

same as our pr 	forecast of £13.5 billion. There are a number 

of large, offse 	hanges however. The main ones are: 

an upwar 

mainly fro 

assessment 

level of tax 

in 1988; 

ion to tax and NIC receipts of £11/2  billion, 

corporation tax reflecting a revised 

land Revenue and ourselves of the likely 

en profits etc and also higher profits 

(v 14/te) 

a downward revision of £1/2  billion to the forecast of the 

planning total, largely due to a lower forecast of local 

authority current spendi 	following receipt of early 

information on LA budge 	overspend of £111 billion now 

forecast); 

an upward revision of £11/2 	to the forecast of net 

debt interest payments followi 	ore detailed review of 

the prospects in light of the atest assumptions on the 

composition and timing of funding and debt repayment; 

The forecast planning total outturn in 1989-90 is now 

£1/2  billion below the level provided for in the 1989 
	

P. 

The forecast has a small rise in the (post-Bud 	on-oil tax 

burden in 1989-90. 
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13.2 
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Non-ol taxes and NICs as % of non-oil GDP 

1987-88 	1988-89 	1989-90 

37.4 	37.2 	 37.5 

NOT TO BE COPIED 

10 7.4's 

ding privatisation proceeds the forecast is for the PSDR 

to r 	El billion between 1988-89 and 1989-90. The 1988 and 

1989 B gets reduce receipts by about £4 billion in 1989-90 relative 

to 1988-89. Excluding both privatisation proceeds and Budget 

effects the PSDR is therefore forecast to rise by £5 billion in 

1989-90. While 

both direction 	ked at in these terms our forecast seems less 

cautious, espe 	in the context of the forecast cyclical 

slowdown in acti t 	some of the effect of the slowdown, on 

11! corporation tax fo ex  
C 

 le, comes through in later years). 

Figures for the FSBR 

On the basis o\'"c  ral forecasts largely the same as 

now - £141/2  billion in 19 	and £131/2  billion in 1989-90 - you 

provisionally decided to publish.' PSDR figures of £14 billion and 

£12 billion in 1988-89 and 1989-90 respectively ie. no change 

between years in the PSDR excluding privatisation proceeds. 

(a) 1988-89 

Outsiders will probably judg 	h 	lausibility of our 1988-89 

forecast by comparing the implied Feb ary/March total (and once the 

February outturn is published two days '%f 	the Budget, the implied 

March figure) with the corresponding pet 	of last year. 	This 

suggests that, on the basis of present In rmation, the very lowest 

PSDR that could be published is one which assumes the same PSDR 

(excluding privatisation proceeds) as in February and March last 

year, ie. £13.2 billion, derived as follows: 

this is our best forecast and there are risks in 

April to January outturn 

Privatisation proceeds to come 

PSDR excluding privatisation 
proceeds in February and March 
last year 
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14.0 ) . 

(b) 1989-90 
We assume that you still wish to publish 

below our best estimate so that there is some safety 

wish to show an unchanged non-oil tax burden we nee 

receipts by about £11/2  billion compared with our b 

There should be little difficulty in making furth 

adjustments to the PSDR (from higher debt interest paymen 

lower non-tax receipts) if these are required. 

for 1989-90 

n. If you 

duce tax 

timate. 

nward 

/or 

t is well known ho 
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year above the level ot the previous (excluding privatisation 

ceeds by £0.8 billion a month on average) and it would look very 

our forecast for the year as a whole did not imply that this 

continued, at least to some extent. (And we already know 

CG own account repayment in February was £0.2 billion above 

's level.) 

10. T ere would be no reason however to publish a forecast for the 

year which implied a February/March PSDR more than £1.6 billion 

above last year (ie. the rate at which it has been above last year 

in the first 10 months) ie. a PSDR of £14.8 billion. 

11. On the a 

best estimate, 

£13.2 billion to 

this range, say £13 

good deal of sceptic 

on that we would not publish a figure above our 

igure published should be in the range 

billion. 	A forecast towards the bottom of 

ion or below, could well be treated with a 

On the other hand a figure at the top of 

the range would provide.S 'ety margin. (On present GDP estimates 

a PSDR of at least £ 3 	llion is needed to exceed the 1969-70 

 

privatisation proceeds as a per cent of GDP.) surplus excluding 

If we were to publish a figure below our best estimate we would 

have to reduce our forecast of re ipts but not to quite the same 

extent because we could push ou 

little. Our best estimate of 

below the figure recommended by GEP 

always scope for edging up debt intere 

need to liaise with GEP on the GGE ratio 

comes down to two alternatives a PS 

£131/2  billion (say 13.6 unrounded) or to 

ures for expenditure up a 

nning total is £0.2 billion 

publication and there is 

he margin (but we would 

The choice therefore 

which rounds either to 

billion (say 13.9 or 
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1988-89 1989-90 
PSDR 

14.4 

Safety 
margin 

PSDR 

13.4 

Safety 
margin 

13.6 0.8 13.4 0.0 

13.6 0.8 12.0 1.4 

13.6 0.8 11.5 1.9 

13.9 0.5 12.4 1.0 

13.9 0.5 12.0 1.4 

15. Option (i) 	change in the PSDR between years but is not 

really acceptable 	as no 1989-90 safety margin. 

timates 

or FSBR 

16. Options (iii) and 

of the PSDR excludin 

round terms, the one you 

ow no change between years in the level 

tisation proceeds. (Option (v) is, in 

d d upon provisionally.) 

Options (ii) and (iv) show no change in the PSDR excluding 

privatisation proceeds as a percentage of money GDP. 

All the options will show th 	ic expenditure planning total 

in 1989-90 as in the PEWP. 	We ha/0- 	ot yet gone through the 

detailed GGE arithmetic with GEP t we think there should be no 

major problems in reconciling any 0 	PSDR options with 

acceptable paths for GGE. 

Conclusion  
On the basis of our latest forecasts there is no need to depart 

from your earlier decision ie. option (v). 	However, depending on 

how you wish to present the fiscal stance, optio 	), (iii) and 

(iv) are all perfectly feasible. 

We should be grateful for your decisions by 9. 	tomorrow 

morning (Thursday)  so that we can carry through the imtons to 

the FSBR, Budget brief; etc. 
IrNts,0,1 

COLIN MOWL 
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Mr P R H Allen - C&E 

FSBR CHAPTER 1 

The Chancellor was grateful for your minute of 8 March. 	He had 

the following comments. 

(i) On excise duties, he would prefer the order in 

Table 1.1 to be 

Duty on unleaded petrol 00 • 

Vehicle Excise Duty rates . .. 

Other duties unchanged. 

He accepts that this will mean an increase in the 



) (ii 

a 
BUDGET SECRET 

a 

I 

 

  

 

• 
figures for the cost of the unleaded petrol changes 

measured from an indexed base, and a reduction in the 

figure for the yield from the VED changes. 

Given that the "other tax changes" had got as large 

as -E160 million in 1989-90, he wondered whether we 

ought to disaggregate Schedule E after all; but after 

further advice he accepted that the existing 

treatment can stand. 

(iii) Amend paragraph 1.05 to read "...improvements to 

personal equity plans and employee share schemes, 

reform of the taxation of life assurance, changes to 

the taxation of pensions and unit trusts...". 

AC S ALLAN 
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FSBR CHAPTER 4 

The Chancellor was grateful for your minute of 8 March. 	He had 

the following points: 

(i) He would move up Schedule E to the income tax part of 

the narrative section. 

ii) Should the penultimate indent of paragraph 4.02 refer 

to "age allowances" rather than "age allowance"? mw 

(iii) In the text on Schedule E, why do we need the 

addition of "in practice" ("not already in practice 

taxed on a receipts basis"). 
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• 
( iv) The beginning of paragraph 4.12 should be amended to 

read: "A number of changes will be made to the 

taxation of pensions. 	In the case of occupational 

pensions:". 

Chart 4.1 is much too big, and should be reduced to 

half its present size. 

The Chancellor feels it might be worth changing the 

second grouping in table 4.1 	to 	"income 	tax, 

corporation tax and stamp duty", so that the 

abolition of life assurance policy duty can be 

brought together with the other two lines on life 

assurance companies. But this is not essential if it 

causes great problems. 

The Chancellor would prefer to have a line at the end 

of table 4.1 showing "total Budget changes", as in 

table 1.1. 

Why do we need the addition of the words "level of" 

in the notes to lines 1-5? 

Amend the new note to line 22 to read 	"...in 

particular, to spread over 7 years the relief for the 

costs of acquiring new business (other than pension 

and general annuity business), subject to 

transitional arrangements in the first 4 years; and 

to reduce the corporation tax rate ..." 

A C S ALLAN 

2 
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FROM: A C S ALLAN 

DATE: 9 March 1989 

MR PERETZ 

FSBR: PARAGRAPHS 2.24 AND 2.25 

I showed the Chancellor your minute of 8 March. 	But he decided 

not to take your addition on board: he felt that "in general" was 

adequate. 

ACSALLAN 
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Mr A C S Allan 
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Mr Unwin 

FSBR CHAPTER 4 

I attach the latest proof of Chap-0e 

2. 	Now that relocation costs has bè 

case for moving Schedule E to the 

pped, there is a 

me tax part of the 

narrative section perhaps after "charitable giving", since it 

sits rather oddly between PEPs and pensions. 	However, I 

have assumed you do not want to give it the front page 

treatment. 

3. 	I have added a sentence to paragraph 4. 	way of 

explanation. This brings it more into line with 

Speech.
Odget 
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. 	The main changes are to the Annex. There are new notes 

n life assurance, which take on board your comments. 

VAT: input supplies" (note 55) and "duty reliefs: diplomats" 

e 69) have been included for the first time; this is 

e they are covered by the Budigt Resolutions. I have 
anged the VA'.2 ECJ notes slightly. 

5. 	I would be grateful for comments by midday tomorrow. 

AlW Ce.  

N I MACPHERSON 
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Inc° 4.02 The main income tax thresholds will be increased in line with the 0tatutory indexation provisions (based on the increase of 6.8 per cent in the 
PI in the year to December 1988); the higher level of age allowance 

ently given to those aged 80 and over will be extended to those aged 75 c
an. I C  ver. This will mean that: 

gle person's and wife's earned income allowances will rise from 
to £2 785; 

d allowance will rise from £4095 to £4375; 
the 	d.t. 	1 personal allowance and widow's bereavement allowance 
will r 	£1 490 to £1 590; 

the age allowance for those aged 65 to 74 will rise from £3 180 to £3  400 
(single) and from £5 035 to k5 385 (married); 

the age allowance for those aged 75 and over will rise from £3  180 (for 
single people aged und r 80) and from £3310 (for single people aged 80 
and over) to £3 54P 	from £5  035 (for married couples aged under 
80) and from £5 	married couples aged 80 and over) to £5 565. 

the income limit for4wance will rise from £10600 to £11 400; 

the basic rate limit wil se from £19 300 to £20700 of taxable income. 

BUDGET SECRET—BUDGET LIST ONLY 	 0820 
NOT 	TO BE-e-e-RIE-D- 

he Budget tax and national 
ance proposals 

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. 

Benefits in kind 

4.03 The age allowance wit'i? 
allowance for each £3 of inc 
income above the income limit o 

1989. 

ate will be reduced from £2 of 
£1 of allowance/ for each £2 of 

11 400 	 t\-cor 

k•-••• 	
• 	 • 

4.04 Ca ben it scale c rges ill be increased y one third from 6 April 
tra 	x.‘ ,z-^r. 	54 1-3/ c="- (6'1 	 'LAC 	 o'stc,.. • ••• 	••-••1, 	 +1- 

90 on private medical Private medical 
insurance 

Charitable giving 

Employee share 
ownership plans (ESOPs) 

Approved employee 
share schemes 

4.05 Income tax relief will be given from April 
insurance premiums for those aged 60 anto 

4.06 The limit on charitable donations qualify 
payroll giving scheme will be doubled from £ 
April 1989. 

4.07 Tax relief will be given for payments by compa 
ESOP trusts. 

x relief under the 
0 a year from 6 

alifying 

ployee 
f pay 

me limit will 

4.08 The annual limit for individual participation in the 1 
share scheme will be increased to £2 000 or—if greater-10 
up to a maximum of £6 000. The 1980 SAYE share option sc 
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 

(3uB 	g-ce cegt SR ET 
BUDG ETWEDGErF-LOSMOINTLIVS 
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rofit-related pay 4.09 The cash ceiling on the amount of profit-related pay attracting tax 
relief will be increased to £4000. A number of other changes will simplify 
and improve the PRP rules. 

s na quity plans 4.10 The annual limit on investment in P...rsonal Equity Plans will be 
increased from £3  000 to L4 800. The annual limit on investment in unit 
and investment trusts will be increased to k2 400, irrespective of other, ....., 	4,,,r ..k-on 	i n 	. 	 L•a•kk V a ,- < Ark Vt.d to -1-y-v...e holdings, an.:4-- Ff.e&treWIC44.. 0 unit and investment trusts/Alai invest mainly in 

<pc 

UK equities. The PEP rules will be greatly simplified. 

Schedule E assessment 4.11 The basis of assessment for Schedule t(remuneration of employees 

0  and directors) will be changed from Gat31Haiis to receipts. Bringing the 
systems of assessment and collection (PAYE) into line will simplify the 

xation of the half million directors and employees not already
/\  taxed on the 

ipts basis. 

Relopation expenses 

X 7- 	Pensions 
schemes 

n empI9,yer makes towajds the addiiiTáI housi 	osts 
ee transferped to a more e, pisive loc on will n onge. e 
m tax., 

egime for pensions will be ameni4.4. For occupational 
in 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 £60000 a year. This is consistent with a privileged pension 
of up to £40000 a 	r maximum tax free lump suiri of up to 
£90000. The lim t<4ie indexed to prices; 

the rules for tax app 
early retirement, will 

nsions, particularly affecting those who take 
mplified and improved. 

These changes will apply t 	h 	set up on or after Budget day and to 
new members joining existing s4 	s on or after rat date. 

15 
4,14 New simplified rules will beAntroduced for monitoring additional 
voluntary contributions. Any surpTus contributions made will be returned to 
employees, subject to a special tax charge. 

4-:15 Annual contribution limits for personal pension schemes will be 
increased as a percentage of earnings, subject to 	verall cash limit based 
on the £60000 earnings limit for occupation 	es. 

t6 The tax regime for life assurance compani 	reformed. The 
main changes,to be introduced from 1 January 1 

pension and general annuity business expenses wi 	ctible only 
from pension or general annuity business profits; 

relief for expenses of acquiring new life assurance busi 	r than 
pension or general annuity business) will be spread over v 	rs: this 
change will be phased in gradually over four years; 

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

libd llbe  
NOT TO BE COPIED 
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w- 
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Life assurance 
ç K 
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Unit trusts 447 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. i he 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 11 

4,18 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. 
Lt U 

K" 	Business tax 	4,-19 The profits limit for the small companies' corporation tax rate of 25 
er cent for financial year 1989 will be raised from £100000 to £150 000 

the limit for marginal relief will be raised from £500000 to L754)000. 

The main rate of corporation tax for the financial year 1989 will be 35 

portionment rules for close companies will be abolished. Special 
prov 	luding a corporation tax rate equal to the higher rate of 
incom ax 	ser cent) will be introduced for close investment companies 
which di 	less than a specified percentage of their profits. 

.4:12 The capital gains tax annual exempt amount will remain at k54400 in 
the case of individuals and £2500 in the case of most trusts. 

11. 
4v13 The disposal value limit below which chattels are exempt from charges 
on capital gains will be 	led from £3000 to £6000. 

424 Capital gains ta 	rral on lifetime gifts will be restricted co ,crtain 
?s' 	types of gift—in particut4jWs of busineNknya heritage assets, gifts on 

which there is an immedi 	charge to inheritance tax, and gifts to ..harity. 
i cosci 

Inheritance tax From Pottclgotiltryi the 	or inheritance tax will be increased in 
line with the statutory indexati 	isions from L110 000 to L11s1400. 
4.2.0 

VAT and car tax 4,26 From 15 March 1989 the VAi.  registration limiswill be raised to 
L23 600 a year., 

2-6  
427 To comply with the European Court judgment of 21 June 1'004 Lertain 
previously zero rated goods and services will be s •ect to VAT at the 
standard rate. As announced on 6 February, t 	e will aim to minimise 
the tax and compliance burden. 
LI-  LT 
4,-28 Non-residential construction and property 	enc %sill be liable 
to VAT from 1 April 1989 with transitional relief  •  'rio -ontra‘cual 
commitments. Landlords will be given the option to 	of non- 
residential ,b,uil,dir2pfrom 1.August 1989. VAT will also 	lied from 1 
April 1989e proteCtiv'eTho'ots and helmets supplied to e 
13,pAIS4erat-ICeS; and from 1 July 1990 it will be applied to fu 	er 
supplied to businesses, and to water and sewerage services su 
industry. 
(4  

4.19 VAT relief for charities will be extended to charity fund-raising events, 
certain types of advertising and medical sterilising equipment. Cars leased to 

BUDG 
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Chart 4.1 Reform of employees natfo Hi urance contributions 

N1Cs (£ per week) 

.••• 

.••• 
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Excise duty 

Tax administration 

t- 	National insurance 

L• 

,4110 The duty on unleaded petrol will be reduced by the equivalent of just 
under lp a litre (nearly 4p a gallon) including VAT. A higher rate of duty 
will be introduced on 2 and 3 star leaded petrol. This will add nearly lp a 
litre (4p a gallon) including VAT to the tax charged on these grades. 

4,31 From 1 January 1990, the additional payments made by ITV 
programme contractors will be assessed on a mixture of net advertising 
revenue and profits. 
4.S1 

gperi In light of recommendations by the Keith Committee, measures are 
proposed to: 

us-simplify and update the system of interest and monetary penalties for 
tax offences; 

icrnie  the Inland Revenue's powers Afrrinformation about a 

4. 52. 
4,33 Cri mal 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. 
4-31 	5 
4...24 From itif October, the structure of employees'ational insurance 
contributions will be ref 	ed. Employees will pay Class 1 contributions 

x- 	
ITV levy 

1)( 	Tax confidentiality 

taxpayer under enquiry, to allow questions to be put to the taxpayer 

AP d'rovide the taxpayer with greater safeguards;  
nd the Inland Revenue's search powers to provide greater 

tion for the taxpayer; 

compliance by employers in filing end of year returns of 
NIC deductions. 

equal to 2 per cent o 
1989-90) and 9 per c 
upper earnings limit 
lower earnings limit wil 

s up to the lower earnings limit (k43 a week in 
arnings above the lower earnings limit, up to the 

ek in 1989-90). Those earning below the 
tinue to pay no Class 1 contributions. 

46 
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4.16 The 	ss 3 vo 	ry contr 
12.8..14' wee f 	2 0 ob 	989. 

ti s will uced om kj-15 to 

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

trt
ment.  
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Lt • Ste 
p3s From_gf October the rule whereby state retirement pensioners earning 
more than k75 a week have their pensions reduced, and those earning over 
L120 a week have their pension abated entirely, will be abolished. The 
public expenditure cost of abolition will be about L190 million in 1989-90 
and .L.-3-7Cimillion 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, kigl million in 
1989-90 and Z9(1 million in 1990-91.) 
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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 

 

1990-91 

   

   

Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

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

Income tax, corporation tax and capital gains tax  
28 Keith committee—administrative changes  

29 Deep discounted bonds—taxation of uplift as income 	 + 15 
30 Tax charge on switching investments in offshore funds  

Corporation tax  
31 Increase in profits limits for small companies rate and marginal relief 	 -35 
32 Reduction in tax rate for certain unit trusts  
33 Relief for payments to ESOP trusts  
34 Advance corporation tax amendments 
35 Sale of subsidiaries  
Capital gains tax  
36 No change in annual exempt amount 	 +10 
37 Restriction of gifts relief 	 ±25 
38 Change in the rules for Lloyd's underwriters 	 Mf•  

48 BUDG 
BU E1G EVSEC REIM  

ETEM nErri-IPVP 	S 

NOT TO BE COPIED 
ONLY 

>r 

>r 

INLAND REVENUE 
Income tax 

1 Increasakn single allowance(of Z180 nozkarried allowance  •  f £280 id% -1130 

-10 
2 Increas in additional personal alfowance and widow's bereave 

allowan 	o L100 
3 Increase in age allowance 	ith statutory indexation —100 
4 Extension of higher age a 	those aged 80 and over to 

those aged 75 and over -10 -10 -15 
5 Increasgfn income limit for a 	 f £800 -15 
6 Reduction in a e allowance w 	al -5 -5 -5 
7 Increas 	basic rate limi 	1 -210 
8 Fringe benefits—one thir 	increase in 	scales + 160 +160 +200 

,A-41.4LecrfotriHreffie-stastitcr,rciancession- ilontiriretirsts-N.- +30  
,18Tax relief for private medical insurance fo to 	60 or over -40 
If Pension schemes—amendments to tax rules 
yz Payroll giving to charities—increase in donation 	480 a year 

i2. )5 Membership covenants to heritage charities -5 -5 -10 
14 Liberalisation of profit-related pay legislation -10 -10 -15 

IL(  1.5 Increase in approved employee share limits 
ig..k6 Employee priority in public offer of shares 

.117 Changes in material interest tests - 5 
4%18 Abolition of tax relief on new loans to buy Business Expansion S 

shares +5 
>9 Schedule E—change to receipts basis of assessment -80 -80 -60 
,115 Changes in settlements provisions where settlor or spouse can benefl  

ic .21"  Tax deductible from tax credit payments to US companies  
Income tax and corporation tax 

lot v.:F 	22L,,Taxanktri.-4-incomek_ig irQjka,!_id pfats-sf-lifea.ssprauccuataaviet-^-,- 
23 Abolition of close company apportionment  

24 Capital allowances—safety at sports grounds and miscellaneous 
amendments 

  

  

-4125- 
* 

25 Extension of relief for pre-trading expenditure 

26 Subcontractor tax scheme—reduction  in paperwork requirements 

Income tax and capital gains tax 
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Table 4.1 Direct effects of changes in taxation—continued 
k million 

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 
39 UK branches of foreign businesses—changes affecting capital gains * * * 
40 Technical changes associated with rebasing of capital gains * * * 
41 Increase in capital gains chattels exemption to A,,irCl60 	t 6 ccc * * * 
42 Exemption of certain bonds 	charges on capital gains * * * 

yx 

Capital gains tax and inhe 
43 Gifts to housing associations 

Inheritance tax 
44 Increase of £8 000 in threshold 
45 Changes in rules for varying disposi 

Stamp duty 
46 Abolition of life assurance policy duty 

<-10c TOTAL INLAND REVENUE 

CUSTOMS AND EXCISE 
Value added tax 
47 Increase in registration limit 
48 Revised tax regime for construction, buildings and land 
49 Change in liability of news services 
50 Change in liability of certain protective boots and helmets 
51 Change in liability of certain supplies of fuel and power 

52 Change in liability of certain water and sewerage services 
53 Reliefs for charities 

‘ 	Relief for research and development cars 

Car tax 
' „Sr Relief for vehicles leased to disabled 

Excise duties 
3-1 .50 No change in rate of spirits duty  
74 .57 No change in rate of beer duty  

pit No change in rate of duty on cider and perry 
.59 No change in rate of duty on wine and made-wine 
.60 No change in rate of duty on 4 star petrol etc. 

E.,4. .61 No change in rate of duty on dery 

,82 No change in rate of duty on minor oils 
64 83 No change in rates of tobacco products duties 

(,.44  Restriction on blending of duty-paid made-wine 

Itie Increase in duty on 2 star and 3 star petrol 
Y 

Y TOTAL CUSTOMS AND EXCISE 

-35 
+5 +5 +15 

-20 -20 -80 
-14 1-c 1- 1 c +,130 

+310 +310 +440 
+5 +5 +5 

+)45- 4- (1C 

-5 -5 -5 
- 5 

10 -10 -11) 

-65 -70 

-140 -155 

- 5 
- 50 

- 465 
- 105 

- 10 

- 250 

-35 

- 5 

+ 260 

(.6 68 Determination of original gravity of beer 

iet 66 Reduction in duty on unleaded petrol  

Vehicle excise duty 
,6(1 No change in VED on cars, light vans and main lorry rates 

Ii .89 Increase in VED rates for taxis, buses and coaches 	 + 20 
'1-2,70 Increase in  clunteiLwatiqur VED rates At 	• 	 z 	; +20  

TOTAL VED 	 +40 

-190 A.10 

	

+20 	 4- 20 

	

+20 	 + 10 

	

-150 	 -170 

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

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 

Other 
74-1 .7.-r ITV levy re-basing 

744 72 ' Sale o "*re`gi rtiation numbers 	2  

.15,75 Unauthorised disclosure of confidential information 

TOTAL OTHER 

{
lir.74 *efonnEmployee contributi 

TOTAL CHANGES IN 
National insurance contribu 

TOTAL CHANGES TO NATIO 
CONTRIBUTIONS 

= Negligible 	— = Nil 

+45 

+10 

(+ 55) 13c4a 

-bcie 

—980 	 — 980 

— 980 	 —980 	 -21cc 

BUDGET SECRET NOT TO BE COPIED 
50 	 BU DG ETE(th§atTr-LIiittpONTLysT ON LY 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

0 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET—BUDGET LIST ONLY 
	

0828 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

ex 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 0 million. "Negligible" means less than £3 million. 

he direct effect of a tax change is the difference the between the yield of tax which 
uld arise on the basis of the rates of tax, allowances, etc prevailing before the 

et (the pre-Budget regime) and the yield after the changes proposed in the 
(the post-Budget regime). The difference in yield is generally calculated by 

the pre- and post-Budget regimes to the same tax base. This base is the 
et base—that is, the levels of income, consumption, profits, etc forecast 

for 	ars on the assumption that all the measures proposed in the Budget 

take 

Tax chan 	cause changes in taxpayers' behaviour, which in turn can alter the 
tax base a d 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 leve  e  prices or other macro-economic variables which may 

result from the propo 	hange. But other behavioural effects are taken into 

account where it is the 	at they will have a significant effect on the yield. 

For Customs and Excise 	d duties, all the estimates of yield incorporate the 

effects of the tax changes o 	lative prices and associated changes in the pattern of 

consumers' expenditure. Ag 	ome and consumers' expenditure at factor 

cost are assumed not to change. 	slight modification of previous practice in 

which nominal consumers' expe  s 	at market prices, rather than at factor cost, 
was held constant. Examples where ehavioural effects are taken into account for 
Inland Revenue taxes include 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 sho 	t effect of the Budget 

proposals on receipts in 1989-90. Budget proposal eared with a non- 

indexed base—that is, with the pre-Budget regime  S 	thresholds and 

rates of duty at 1988-89 levels. 

The figures in the second column show the direct effect o 	get proposals on 

receipts in 1989-90, measured against an indexed base. The inease for 
1989-90 is obtained by increasing 1988-89 allowances, thresh 	ates of duty 

by 6.8 per cent, the increase in the RPI over the year to Dece 

The figures in the third column show the direct effect on receipts 	1, 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 
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1 0 -kr The amendments to the tax r pension schemes will mean that: 
CyC 

for tax-approved schemes, earninfOover £60 000 will be ignored for the purpose of 
A 

calculating benefits (consistent with a maximum pension of k40 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 	on or after 14 March 1989 
and to new members joining existing schemes 

employers will be able to set up top-up sche 
without tax privileges such as tax-free investm 

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

changes will be made to the personal pensions tax rules to 
the age related contribution limits. The increased limit will be s 
£60000 earnings cap. And the rules for calculating tax-free lu 
simplified. 

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

o limits on benefits, but 
up; 

etumed to the 
me. The voluntary 

up the tax 
a further 

m 1988-89 
the 

sums will be 
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Annex to Chapter 4 BUDGET SECRET P NOT TO BE COFIA 

BUDGET LIST ONLY 

Income'tx 

124-c 1k ct 

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 
inforrlation 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 main income tax 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 ruprs and over. (-T-Ite-ee0A-of 

• 

6 The age allowance withdrawal rate will be reduced from £2 of allowance/ for 
ach £3  of income to £1 of allowance/ for each £2 of income above the income 
mit of £11 400. 

e increase in the basic rate limit is in line with the statutory indexation 

OnQ- 
9-90 the scales for taxing car benefits will be increased by 20-p et from 

9 levels. The estimated yield takes account of behavioural effects. 

9 	r atutory co  •  ession concerndT with certain imbursements by 
empl 	did°. housing costs • curred by the.  employees who ha 	ad to 

move 1t1c their  t  .s to more ex 	sive locations)wffl be withdrawn fr9fi 6 April 

1989, subject 	transitional arfigements. A s utory relief will bejrfroduced to 
replace th xtra-statutory oncession whi5Whas exempted emplo ees from tax on 
the co of removal expenses paid by erfioyers. The tax yield ,,4f these measures 

w 	eventually be the order of 410'0 million after transitional arrangements have 
ceased to take effect. 

Tax relief will b 	e (with basic rate relief given at source) for eligible 
premiums paid in 19 	and ubsequent years for priv,:e medical insurance for 
those aged 60 ,Adiefs and ''e 	e cost for 1990-91 assumes an increase in take-up 
in the region of 10 per ce 	s a result of the new relief. Eventual costs will depend, 
among other things, on the tent which medical insurance for the over-60s is 
promoted and taken up. 

ons. 
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it 	Al 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. 

if II Al 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. 

11-.1 
13 Alli\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 
already registered; and 

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

will depend on take-up. 

lit ,13. 4  • 	al limit on the value of shares which may be given to an employee 
und 	ved all-employee profit-sharing share scheme will be increased, with 
effect 	ril 1989, from £1 250 (or 10 per cent of pay up to a maximum of 
£5000) 	2 110 (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 emp yee share scheme will be extende*kny member of a 
consortium owning 5  • 

46. 
 or more of the company's ordinarshare capital in 

place of the previous 	nt limit. 

„1-6 There will be relaxati 	te conditions under which income tax relief is 
given to employees who b fit by virtue of their employmenctrom priority in 
applying for a public offer o 	are 

11. 1-7 Changes will be made in the 	interest tests relating to an employee's 
eligibility to participate in an appr 	employee share scheme or a registered 
profit-related pay scheme, and an intOvidual'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. 

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

k 	1.9" From 6 April 1989 Schedule E emoluments 	 sed for the year in 
which they are received instead of the year for whi 	e earned. There will be 
a transitional cost, but from 1992-93 when the trans' njsplete, there will be 
an annual yield of about £50 million. 

2fr A change will be made to the provisions which treat ce 	ement income 
as the settlor's for higher rate tax purposes to ensure that inco 	outright gifts 
between husband and wife will be treated under Independent 	s the 
income of the recipient of the gift. For certain other settlements 
provisions will be extended to the basic rate/ producing a small rev n 

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 

°t  atUblterigEtR ET 
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!ncq1 ic and corporation 
tax 

25 The period for wh 
before a trade begins wi 
proposal will take some ye 
pounds. 

may be available for business expenditure incurred 
inc 	sed from three to five years. The cost of this 

uild up and could amount to tens of millions of 

c, 
26 Subject to consultation, the re 
the construction industry will Pe 
pa..yments_aata-a-singte-Yekteiter. 

nts of the scheme for subcontractors in 
11 
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122 From 1 January 1990, the rules for taxing life assurance_cc(Mpanies will be 
changed. The main changes are: 

to allow relief for the expenses of pension, gevAal annuity and other life 
assurance busine-  s only against their respective profits; 

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

to reduce the corpor on tax rate on income and capital gains attributable to 
policyholders to 	per cent. 

"1:1 

ck. 

Income tax and capital 
gains tax 

Income tax, corporation 
tax and capital gains tax 

54 

The yield in 1 
	

91 and the immediately following years is reduced by the 
iroposed 
	

nsitional arrangements, and by the carry-forward of unrelieved 
s from past years. The yield in all years depends on developments in the 

try, particularly in the level of new business, and is therefore highly uncertain 

difisi 
pportionment rules for close companies will be abolished. A higher rate of 
&n tax equal to the higher rate of income tax of 40 per cent will be  

in ro 	or close investment companies which distribute less than a specified 
per 	their profits. A close investment company will no longer get tax 
relief 	t payments, annual payments or management expenses unless these 
would ye 	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 ad nce of the consolidation of that legislation. 

27 The main changes are: 

an increase in the overall annual limit on investment in a Personal Equity Plan to 
800; 

within that an increase in the limit for investm 	thorised unit trusts and 
investment trusts to £2 400, coupled with a n 	ment 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 

The costs assume take-up in the region of 400 000 in the firssir The cost is 
likely to reach ,L,30 million after five years. 

28 In the light of recommendations of the Keith Committee, ad 
changes will be made: 

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

rn inrrnciiire A iiniform rime limit of 2  years for recovery of tax lost through ir  
d(BIUDGET SECRET 	NOT TO BE COPIED 
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From 1 January 1990, life assurance companies will be 

allowed to set relief for the expenses of pension, 

general annuity Lnd other life assurance business only 

against their respective profits. There will be other 

measures to align the tax treatment of pension profits 

income more closely with industry accounting practice. 

The yield in 1990-91 and the immediately following years 

is educed by the carry-forward of unrelieved expenses 

st years. The long term yield is expected to be 

0 million. 

will be made from 1 January 1990 to the 

ing life assurance companies: in 

spread the relief for the costs of 

ess (other than pension and general 

over seven years, subject to 

transitional arrangements in the first four years to 

Para 22 Other 

rules fo 

particular 

acquiring new 

annuity business) 

phase out the present 

the corporation tax rat 

attributable to pol 

impact of these measur 

is affected by the pro 

The long-run effect is 

revenue-neutral. 

immediate relief; and to reduce 

income and capital gains 

olders to 25 per cent. The 

1990-91 and subsequent years 

ed transitional arrangements. 

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

t'evi:.e. 
to rlyaclafrrrse the Inland Revenue's powers to obtain information about a 
taxpayer under enquiry, to allow question c 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 
eriod of years, leading to the introduction of automatic penalties for all late 

si.  ing (but not before 1995). 

the 	ect on revenue in subsequent years is expected to be small. 

udget day the existing corporate deep discount legislation in Schedule 4 
I 	will be widened to include non-variable deep discounted securities 
issu 	--corporate borrowers. On a sale or redemption the accrued discount 
will b a  s 	income. Any excess or shortfall will be taxed as a capital gain or 
loss unl 	rity is exempt from capital gains tax as a qualifying corporate 
bond. W 	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. 

BUDGET LIST ONLY 
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30 A tax charge will

1 	
ed on UK investors on gains when they switch 

41.P holdings within an off 	d. 
C 	Corporation tax 31 The profits limit for 	mal ompanies' corporation tax rate of 25 per cent for 

financial year 1989 will be'c.. 	rom £100000 to £150000 and the limit for 
marginal relief will be raise om £500000 to £750000. 

32 From 1 January 1990 all uniOr 	• t are UCITS (Undertakings for 
Collective Investment in Transfer 	rities) under the relevant European 
Communities legislation will be su 	o corporation tax on their income at a rate 
of 25 per cent. The cost will rise to abOut £20 million from 1991-92 onwards. 

33 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 
ensuring the listribution of shares in the company to all of its employees, on similar 
terms, within reasonable time. 

A 

34 Various minor changes will be made to the ad 	rporation tax (ACT) 
rules concerning a company which is part of a gro ortium. 

35 Measures will be introduced to counter avoidanc -  .  f  'e  .  disposals of 
subsidiaries in ways which could cause a substantial los 

Capital gains tax 
(.1 	

36 The capital gains tax annual exempt amount will rem 	14 00  in the case of 
individuals and £2500 in the case of most trusts. 

37 Capital gains tax gifts relief (which allows deferral on gifts)  v  .  .̂  tLstricted to 

and gifts on which there is an immediate charge to inheritance tax. he .4,07  ue 

4col‘  
certain types of gift, the main categories being gifts of business,  .  h.. te.le assets 

yield in 1991-92 is estimated at £40 million. The change will not AT,  •  ift to 
charities or between spouses. 

38 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 fatillptGlEllidSeellitermake rs*  NOT TO BE COPIED 
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ital 9ains 'fax and 39 Changes will be made to the rules for the taxation of capital gains of foreign 
eorporationtax businesses with UK branches or agencies or with operations on the UK continental 

shelf. The main effect will be to counter possible developments which cc-Ad lead to 
a significant loss of tax. 

40 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. 

41 Chattels with a disposal value of less than £3 000 are exempt from charges on 
capital gains. The limit will be doubled to £6 000. 

42 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 
ys which could cause a significant loss of tax. 

Capital gains tax an 	3 	rtain gifts to registered housing associations will qualify for capital gains tax 
(nheritance Tax 	- fe1k.nd inheritance tax exemption. 

Inheritance 'tax 4vw g ted full year cost of indexation attributable to taxable estates in 1989- 
90 i 	on. 

45 The aci 	r varying the disposition of a deceased person's assets with effect 
for inheri ce tax will be limited to those variations making adequate provision for 
his or her dependants. 

Stamp duty 46 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. 

Value Added tax  47 From 15 March 198 t gistration limitswill become £23 600 a year 
rN 	tit 

48 From 1 April 1989, 
and sale of new non-reside t 	ildings. 

rt ,.,..s ,..,c.k. • w f,  0  - - - .., t).-- , I  a i '‘. "d able to opt to charge tax on 	ir non-residential 	 and 
VAT at the standard rate will  ',ea..  r . in limited circumstances to building land (ki 

41' where this is necessary to ensure f 	0 .etition. Tenants whose landlords opt to 
\ 	tax existing leases will pay tax on  ..ejaaj..lf  of the rent in the first year.  The hasing 
1 	in period  will be five years where thwant is a ctarity.cTransitional relief wil 1 , 
i 	allow zero rating to continue for certain developments where legal commitments 

had been entered into before 21 June 1988. r 	 ____--/ 
49 From 1 April 1989, VAT will be applied at the standard rate to news services 
(but not newspapers). 

50 From 1 April 1989, VAT will be applied at th 
and helmets supplied to employers. 

52 From 1 July 1990, VAT will be applied at the standard ra e 
sewerage services supplied to industry. 

53 From 1 April 1989, VAT relief for charities will be extended to hatjçd 
certain other fund-raising events, medical sterilising equipment and 	ified and 
certain other types of advertising. 

 1 August 1989, landlords will be ,. 'From 
e appli d at the standard rate to the construction 

its)  .  rate to protective boots 

51 From 1 July 1990, VAT will be applied at the stancte fuel and power 
supplied to businesses. 

and 

54 From 1 August 1989, all cars used by manufacturers for research and 
VATNOT TO BE COPIED 
ONLY 
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Car -tax .5.3" From 1 April vehicles leased to the disabled will be relieved of car tax. 
g )-- rpti 	fk 

Excise duties 5.6-63 There will be no change in the rates of duty on alcoholic drinks, tobacco 
products and most hydrocarbon oils. 

65-  _Apr The duty arrangements for made-wine will be brought into line witi, those 
applicable to wine of fresh grapes by prohibiting duty-paid blending. 

'€, .65 The rules for determining the original gravity of beer for duty purposes will be 
clarified. 

‘.4- ,66 The duty on unleaded petrol will be reduced by the equivalent of 0.8p a litre 
(3.6p a gallon) including VAT. 

0  67" A higher rate of duty will be introduced on two and three star leaded petrol. 
his will add 0.9p a litre (4.1p a gallon) including VAT to the tax charged on these 

des. Despite the increase in duty, the revenue effect of this change is negative as a 
of expected switching from two and three star to unleaded petrol. 

e will be no change in the duties on cars, light vans, motor cycles and most 

.71 ,69 F 	arch 1989, the number of duty rates forAkkily. coaches and loniws 
will 

. from over sixty tq five and rates will be 

3-L-71.-Fro 15 	h 1989, the rates of duty on certain rigid lorries will be increased 
to bring t 	m re 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 £3  100. 

Other 7-r From 1 January 1990, the additional payments made by ITV programme 
contractors will be assessed on a mixture of net advertising revenue and profits. 

72.  A pilot scheme maki 	inwegistration ramobets available for sale to the 
public will begin in Deei 	989. 

c.ki-turbNA 

Vehicle excise duties 

.13 71 Criminal sanctions wil 
relating to a taxpayer by em 
and Customs and Excise. 

ded against unlawful disclosure of information 
ees or former employees of the Inland Revenue 

	

National InsuranceTit_.74 FromiOctober 1989, employ 	ay Class 1 contributions equal to 2 per 

	

contributions cent of earnings up to the lower ea 	imit (L43 a week in 1989-90) and 9 per 
cent of earnings above the lower earmus limit, up to the upper earnings limit 
(Z325 a week in 1989-90). Those earning below the lower earnings limit will 
continue to pay no Class 1 contributions. 

75/From 	cto/b7-19894-11 a sOrCi i rtt5it-il)rrn""al..4?e-rwktt-etkfjs 
we k £265 a 
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ara 55 From Royal Assent, Customs and Excise will be given the 

power to determine the correct attribution of input tax 

in respect of self-supplies of goods and services. 

Pa a Statutory provision will be made for a number of duty 

and tax reliefs currently granted to diplomats, members 

of international organisations and visiting forces by 

means of extra-statutory class concessions. A power to 

impo e sanctions for breaching the conditions of the 

r 	will be introduced. 
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FSBR CHAPTER 6 

I attach the latest proof of chapte 	It incorporates all your 

suggestions on the previous version. 

The only additional change we 	made is to amend the 

reference to debt (paragraph 6.03) to "1ow95 than at any point since 

the First World War" from "lower than at any point since before the 

First World War". Further work on the likely level of debt at 

end-1988-89 suggests it may not be lower, relative to GDP, than in 

1915. 

None of the figures have been changed, pending s 	esponse to 

my separate submission today on the PSDR in 1988-89 a./'_90. 

You asked us to confirm the reference in parag 07 to 

 

profits in 1987 being lower than recorded at the time of 	988 

Budget. The relevant figures are as follows: 
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Non North Sea ICCs  

Profits Fixed Investment 

 

8 FSBR 	Latest 	1988 FSBR 	Latest  

crease £bn increase £bn increase £bn increase 

1987 62.0 	5.7 	56.0 24.3 	26.4 13.3 	28.8 20.2 

AA.o 4vt 1 
The itst estimates áre subject to further revision by the CSO 

before publicatio . 

Lb 
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Table 6.1 Public sector debt repa ent 

	

14.0 	12-1 

	

3 	21 

7.0 
14 
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e public sector's finances 

Debt repaymen 

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 year's forecast. 

The latest estimate is for a public sector debt repayment (PSDR) of 
on in 1988-89, equivalent to 3 per cent of GDP, or £7 billion 

rivatisation proceeds. Even this last figure represents a larger net 
rep 	s a proportion of GDP than in any year since the beginning of 
the 1 	earliest date for which comparable figures are available. Both 
the pus c se 	financial balance and the general government financial 
balance a 	so estimated 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 pr atisation proceeds the PSDR is forecast to be 
about the same in 19 	in 1988-89. 

£ 	 per cent of GDP 

1987-88 	1988-89 
	

1989-90  

Outtum 	1988 
	

Latest 	Forecast 
Budget 	estimate 

Public sector debt repayment 
billion 

as per cent of GDP 

PSDR excluding privatisation proceeds 
billion 	 • 	— 1.6 	— 1.8 

as per cent of GDP 

3.5 	3.2 

6.04. The stock of net public sector debt has fallen from 	er cent of 
money GDP in 1979 to 381 per cent (k171 billion) at the 	7-88. It 
is forecast to be about k[157] billion, or [311] per cent of G 	end of 
1988-89. Relative to GDP the stock of government debt is no ower than 
at any point since the First World War. There should be a further large fall 
in net public sector debt in 1989-90, in both nominal terms and as a 
percentage of GDP  

13 	 <Aefil 
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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 	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 
corporations. 

RMICIFT SECRET 

Table 	nges to receipts, expenditure and debt repayment since 1988 
eti  

billion 

1987-88 	1988-89 

Recei 
Taxe 	and national insurance contributions 
Other 	ei ts 

Expenditure 
Privatisation proceeds 
Other general government 
Public corporations' market and overseas finance 

Total expenditure 

PSDR 

+0-8 +4-8 
—O•7 +1.1 

+ 0.2 +5.9 

—0•1 — 2-0 
+ 0.2 — 2-4 
—04 — 0-6 

—03 —5.0 

+0-5 +10.8 

Total rece 

+ higher receipts, higher expen 	or hi er debt repayment; 

— lower receipts or lower expendi 

6.06. The main contributors ta 	t  her than expected receipts are income 

tax (14. billion), national insu 	ntributions (k11 billion), VAT (11 

billion) and interest receipts (L1 	on). The first two largely reflect higher 
total wages and salaries. Higher V/OT receipts 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. 

6.07. Corporation tax receipts again rose strong 	1988-89 but not by as 
,.. much as forecast. Within the total, advance  cl,  .2 . .  on tax (ACT) receipts 

were higher than forecast, reflecting high divil  :, .r,:t  ents in 1988, but 

other corporation tax receipts rose much less th 
 r 	

ed. The latter is 

likely to be mainly the result of lower profits an.  k, !  -  -  'vestment in 1987 

than shown by the recorded figures available at the 	e  .4)t  e last Budget. 

6.08. Privatisation proceeds were £2 billion higher tha 	d at the 

time of the last Budget. Expenditure excluding privatisati 	ds was 

lower than forecast, largely as a result of lower social securi 	iture 

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 EttermaEruslEctfEr naly es mR  

idesaiL- rui TO BE COPIED 
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7-88 	1988-89 	 1989-90 

	

urn 	1988 	Latest 	Forecast 
Budget 	estimate  

4°1(0  

0-7 

	

1.5 
	

1.3 
	

0.8 

	

1.2 
	

1.3 
	

1.3 

	

0.6 
	

0.6 
	

0.6 

3.3 	3.2 	2.7 

0-8 	 0-8 	 0-5 
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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 94- to 10 
per cent in 1988-89, just below the growth of money GDP. They are 
forecast to rise by 64- te47 per cent in 1989-90, a little less than the forecast 

6ti  growth of money GDP. 

<1(k;•,12.  Within general government receipts North Sea revenues fell sharply in 
:8-89, as forecast. They are forecast to fall by a further 15 per cent in 

90, mainly the delayed effect on corporation tax of falling profits in 
ears. Oil production is expected to be lower in 1989 than in 1988, 
ly to the continued effect of the Piper Alpha disaster and accidents 

in t 	ar and Brent fields. The forecast assumes that North Sea oil 
pri 	main close to recent levels. PRT receipts are forecast to be the 
same 	8V0 as in 1988-89 despite the projected fall in production 
because t 

 1 4  
OM  -re repayments of advance PRT in 1988-89 and none are 

-0 .  '  forecast  •  r 1989-90. 

Table 6.3 North Sea revenues 

k billion 

BUDGET SECRET—BUDGET LIST ONLY 
6 The public sector's financt. 	 

North Sea corporation tax' 
Petroleum revenue tax' 
Oil royalties 

Total North Sea revenues 

Before ACT set off of: 
2  Includes advance petroleum revenue tax 

6.13. Excluding North Sea revenues general government receipts rose by 
over 101 per cent in 1988-89 and are forecast to rise by about 7 per cent in 
1989-90. Within the overall increase forecast 	9-90 there is: 

an 8 per cent increase in income tax recei 

an 18 per cent increase in non-oil corporatiot 	çilth ACT growing 
more slowly than the rest; 

an 8 per cent increase in VAT receipts, a little les 	increase in 
consumers' expenditure, reflecting relatively slow g 	f spending 

subject to VAT; 

little change in receipts from the excise duties on petro  ço1c  and 

alcohol; 
an 8 per cent increase in local authorities' net receipts of rat 	and 
community charge in Scotland); 

a 54- per cent increase in national insurance contributions, after allowing 

bdtrgreiktar 	 tribufcctideargittb 
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a share of GDP 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 
variable relationship between changes in the tax base and changes in money 

The forecast is for non-oil taxes and NICs to be the same as a 
tage of non-oil GDP in 1989-90 as in 1988-89. In other words, the 

in the Budget merely offset real fiscal drag—the tendency for 
x rates to rise in a progressive tax system indexed to price changes. 

ojected fall in North Sea revenues in 1989-90, total taxes and 
NIC 	cast to fall slightly as a percentage of GDP. 

Table 6.4 Taxes an 	al insurance contributions as a percentage of GDP 

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

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

Chart 6.1 Taxes and national insurance contributions 
40 	  

	

38.5 	39.1 

	

37.7 	37.8 

Per cent of GDP 

••• 

To 

Non - oil taxes and NICs 
as a percentage of non - oil GD 

39 

38 

37 

35 

33 i 	 I 	 I 	 I 	 I 	 _I 	 I 	 1 	 I 	 I 	 I 	33 
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 
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Chart 6.2 General gover 	nt expenditure 
48 

46 

44 

42 

ao 

38 

36 

\ 
Including privatisation proceeds' ‘ 

1988-89 

48 

46 

44 

42 

ao 

38 

36 
1989-90 

Forecast 
1978-79 1979-80 1980-81 	1981-82 1982-83 1983-84 1984-85 0,19 	1986-87 1987-88 

0 
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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. 

6.17. Within GGE, gross debt interest paym 
1988-89 partly because of higher interest rate 
cost of servicing indexed debt). Net debt repay 
payments, other things being equal, but not imm 
rise in the foreign exchange reserves and other short 
and early 1988-89 some of the effect has come throu 
interest receipts. Interest and dividend receipts rose by 
despite a fall in the dividend element following the sale of 
remaining shareholding in BP. 

6.18. Debt interest payments are forecast to fall substantially in 1989-90, 

6 The public sector's finances 

in cash terms in 
tion (which raises the 

ces interest 
d because of the 
sets in 1987-88 

as higher 
in 1988-89, 

rnment's 
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General government debt interest payments 

Gross debt interest 
4.5 

4 

pts and expenditure Chart 6.4 The structure of general governinv 
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Per cent of GDP 

5 

•••• 

••• 	 ••• 
••• _ 

Net debt interest •••• 
•••• 

•••, 

3.5 

2.5 

5.5 

4.5 

3.5 

3 

2.5 

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

Forecast 

6.19. Chart 6.4 shows th changes in the structure of general government 
receipts and expendit 	'di have taken place since 1978-79. 

Receipts 	 1978-79 	1989-90 

Income tax 

Corporation tax* 
Capital taxes 

Local authority rates 

VAT and other 
expenditure taxes 

National insurance 
contributions 

Interest and dividends 

Other receipts 

28% 23% 

12% 
7% 

—1% 

9% 10% 

26% 
29% 

16% 
17% 

5% 

9% 
3% 
5% 

* including PRT and oil royalties 

1978-79 Expei14 ure* 

22% ecurity 

Health 

Defence 

Education and science 

Scotland, Wales and 
Northern Ireland 

Other departments** 

Debt interest 

25% 

10% 
12% 

10% 

26% 

Other adjustments —29 

* by department 
** including privatisation proceeds and Reserve 

1989-90 
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Public corporations 

Local authorities 
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£ billion 

10 

Repayment 

Borrowing 
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II Central government own account 

1984-85 
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Public sector's finances: analysis by sector 
6.20. Table 6.5 shows net debt repayment in 1987-88 and 1988-89 by 
central government, local authorities and public corporations. 

able  6.5 Public sector debt repayment 

billion 

1 Central government deb repayment on own account 
2 Local authority debt ji  ent 

v 3 	of which to: central  1  k. 1. .  Wr .  t 

4 	 market an.  •  - s-4, 
5 Public corporations' deb e 
6 	of which to: central gover 
7 	 market and ove 

mient 

8 Public sector debt repayment 

Central government debt repaymen 
(lines 1+ 3 + 6) 

1987-88 
Outturn 

1988-89 
Latest estimate 

3.2 
—1.2 

13.2 
— 0.6 

—4i —5.5 
2.9 4.9 

1.5 1.4 
0.0 —O8 
1.5 2.2 

3.5 14.0 

—O9 6.9 

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 	ut k1 billion due in March and the well 
established pattern of 	rowing in March, the forecast for 1988-89 as a 
whole is a public sector  •  .eb epayment of kl4 billion. 

Chart 6.5 Public sector debt repayment by sector 

-10 
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overnment transactions 

Receipts 
Taxes and royalties 
National insurance and other contributions 
Other 

Total receipts 

Table 6.6 
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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 

oTable 6.7 and 6.8. The forecast large rise in 1989-90 in net lending etc is 
mainly the result of a lower level of privatisation proceeds and higher capital 

nts to local authorities. 

billion 

Expenditure 
Current expenditure on 	nd services 
Current grants and subsidi 
Interest 
Net lending2, capital expendi e, and  cash 
expenditure on company securitOs 

Total expenditure 
Consolidated Fund revenues 	 123-0 

	
135-5 	141-2 

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

Local authorities 6.24. Local authority receipts consist primanlincome (and, in 
Scotland, community charge income) plus gra a  central government. 
The forecast increase in income (net of fete rebat  it,:  i t s  4-  en 1988-89 and 
1989-90 takes account of available information ab t,i4r,:ilcisions by local 
authorities, additions to rateable value, and the anno Iced 	els of 
community charge in Scotland. The forecast of expenoki, 	989-90 is 
lower than it would otherwise have been because of the 	f 
polytechnics from the local authority to the private sector. 

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 
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1987-88 
Outturn 

1988-89 
Latest 
estimate 

1989-90 
Forecast' 

115.8 
29.0 
10-4 

125-4 
32-9 
11.5 

135.8 
33.9 
13.5 

155.1 169.7 183.2 

52.5 56.8 61.4 
80.5 801 86-2 
17.2 47-7 17.8 

1.6 2-0 6.2 

151.8 156.5 171.6 
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J billion 

1987-88 1988-89 1989-90 
Outt 	Latest 	Forecast' 

estimate 

Receipts 

Gross trading surplus (including subsidies) 	6 

Other 	 2.4 

Total receipts 	 9.2 

Expenditure 

Interest, dividends and taxes on income 	3.1 

Net lending and capital expenditure 
	

4.5 

Total expenditure 
	

7.6 

7.6 

.5 

8.1 

2.8 

11.0 

3.8 

5.8 

9.6 
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Table 6.7 Local authority transactions 

billion 

1987-88 1988-89 1989-90 
Outturn 	Latest 	Forecast' 

estimate 

Receipts 

Rates and community charge2 	 17.0 	18.9 	20.4 

Rate and revenue support grant 	 12.5 	12.7 	13.0 

Other grants from central government 	12.0 	12.3 	14.3 

0 Other 	 5.4 	5.8 	6.3 

tal receipts 46.9 	49.7 	541 

(

. • diture 

lurr i t expenditure on goods and services 

p o  tlim  	,rants  and subsidies 

-re 

end 

< A  u 

Total 

In 

Net d capital expenditure 

re 

34.6 

5.5 

4-4 

3.6 

36.4 

6.0 

4.7 

3.3 

36-9 

6.8 

4-7 

3.1 

481 	50.4 	5F4 

'Excluding at 6tlocation front the Reserve. 
2  Net of rate rebates: 	 1.9 	 1.6 	1-6 

Public corporations 6.26. Table 6.8 shows public corporations' transactions. The public 
corporations' receipts i 	e subsidies and capital grants from central and 
local government. C 	public corporations' income and expenditure 
from one year to anor 	re ftected by privatisations which involve re- 
classifying privatised indQ 	rom the public to the private sector in the 
national accounts. For exahle the 12 per cent increase in gross trading 
surplus in 1988-89 would ha b 	rger had British Steel not been 
excluded, following its privatis 

Table 6.8 Public corporations' transactions 

  

Public corporations' contribution to planning total: 
nationalised industries' external finance 
other public corporations 

	

0.3 	 04 	0.0 

	

0.5 	 06 	0-9 
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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. 

8. The unallocated Reserve is assumed to be on current spending items 
hysical capital formation ie in transactions that fall above the financial 

line. In practice allocations from the Reserve can affect financial 
ons (lines 25 to 29). 
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Table 6.9 Public sector transactions by sub-sector and economic category 

8 4 :I 

12. 

- 0.7 

0.4 

1.0 

14-0 

NOT TO BE COPIED 
ST ONLY 

BUDGET SECRET 
G Efilfil5g4tITrtgl3  WITYLI 

k billion 

1988-89 Latest estimate 

Public 	Public 
corpora- 	sector 
tions 

Central 	Local 
	

Total 
govern- 	authori- 

Line' 	ment 	ties 

General government 

Current and capital receipts 
Taxes on income, and oil royalties 

Taxes on expenditure 

Taxes on capital 

National insurance and other c 

Gross trading surplus 

Rent and miscellaneous current tran 

Interest and dividends from private se 

Interest and dividends within public sector 

Imputed charge for non-trading capital con 

Capital transfers from private sector 

Total receipts 

	

/ 	62.3 	- 	62-3 	-0-2 	62.1  

	

2 	57.9 	18-9 	76.8 	- 	76-8 

	

3 	5-2 	 5.2 	 5-2 

	

4 	32.9 	 32.9 	- 	32.9 

	

5 	-05 	0-4 	-O.1 	7.6 	7.6 

	

6 	0.4 	3.1 	3-5 	0.5 	4.1 

	

7 	3.5 	1.2 	4.7 	0.7 	5.3 

	

8 	6-0 	-4-0 	2-1 	-2-1 	- 

	

9 	1-3 	1.6 	2.9 	 2.9 

	

/0 	 - 	0.2 	0.2 

	

1/ 	1694 	21-2 	1903. 	6-6 	196-9 

Current and capital expenditure 
Current expenditure on goods and services 

Subsidies 

Current grants to personal sector 

Current grants paid abroad 	 15 

Current grants within public sector 	 16 

Debt interest 	 17 

Gross domestic fixed capital formation 	 18 	0 

Increase in stocks 	 19 

Capital grants to private sector 	 20 

Capital grants within public sector 	 21 

Total expenditure 	 22 
	

1634 

12 

13 

14 

56.8 

4-1 

49-1 

2-9 

.9 

17- 

0-4 

	

36-4 	93.2 	 93-2 

	

1.0 	5-1 	- 	5.1 

	

5-0 	54-1 	 54-1 

	

2.9 	- 	2.9 

	

-23-9 	- 	- 

	

0-6 	18.3 	0-6 	18.9 

	

2.8 	6-7 	5-0 	11.7 

	

-0-4 	0-3 

	

0-7 	3-8 	0-1 	3-9 

	

- 1.0 	0.8 	-0-8 

	

21.5 	184-6 	5.2 	189-8 

Unallocated Reserve 	 23 

Financial surplus 24 	6-0 	-0.3 	5-7 	1.4 	7.1 

Financial transactions 
Net lending to private sector and abroad 	 25 	0-5 	-0-3 

Cash expenditure on company securities 
(including privatisation proceeds) 	 26 	-7.1 	01  

Transactions concerning certain public sector 
pension schemes 	 27 	-  0.7 

Accruals adjustments 	 28 	-0-2 	-0-2 

Miscellaneous financial transactions 	 29 	0.2 	0-8 

Debt repayment 	 30 	13.2 	-0.6 

0.3 0-3 

 

7-1 

  

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

2  including community c 	n . 
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Total Local 
authori-
ties 

Central 
govern- 

Linel ment 

68.7 69.2 - 0.6 

2.3 2 	61.8 	20.4 

13. 	ross domestic fixed capital formation  18 	5.1 	2.5 	7-6 	5.6 

-0'l 	Increase in stocks 19 	-0,3 	 -O'3 	0-2 

3.3 20 	2-4 	0.8 	3.2 	0.1 

23 3.5 	Unallocated Reserve 

24 6.9 	Financial surplus 

26 	-50 
Cash expenditure o c 	y securities 

- 5.0 	 -5.0 	(including privatisa 	ds)  

30 	 121 	Debt repayment 
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Public 	Public 
corpora- 	sector 
tions 

3 	5-2 

	

4 	33-9 

	

5 	-0•5 	0.5 

	

6 	0.4 	3.3 

	

7 	3.3 	1.4 

	

8 	6-7 	-42 

	

9 	1.4 	1.7 

10  

	

// 	181.0 	23.1 	2041. 

12 	61.4 	36.9 	98.3 

13 	4.5 	0.9 	5.4 

14 	52.9 	5.8 	58.8 

15 	4.0 	- . 	4.0 

16 	24.7 	-24'7 

17 	16.7 	0.4 	17.0 	0.5 

Current and capital receipts 
Taxes on income, and oil royalties 

Taxes on expenditure2  

Taxes on capital 

National insurance and other contributions  

Gross trading surplus 

Rent and miscellaneous current transfers 

Interest and dividends from private sector  and abroad 
Interest and dividends within public sector  

Imputed charge for non-trading capital consumption 

Capital transfers from private sector 

Total receipts 

Current and capital expenditure 
Current expenditure on goods and services 

Subsidies 

Current grants to personal sector  

Current grants  paid abroad 

Current grants within public sector  

t interest 

68.1  

82.3 

5.2 

33.9 

8.1 

4-4 

5.2 

3.1 

0.2 

210.6 

8.1 

0.7 

0.6 

.5 

21 	3.6 	-2•5 	1.1 	-11 

22 	175.1 	20.0 	1951 	5.2 	200-3 	TotaT xpenditure 

Financial transactions 
25 	0.4 	- 0.2 	0.2 	 0.2 	Net lending to private sector and  abroad  

98.3 

5.4 

58.8 

2.5 

3.1 

)nts to private sector 

nts within public sector 

Transactions concern 	ublic sector 
27 	-0'2 	 -02 	 -02 	pension schemes  
28 	-0'9 	-02 	-1.1 	 -11 	Accruals adjustments 
29 	0.2 	0.8 	1.0 	-0'l 	1.0 	Miscellaneous financial trans'ations 
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FROM: N I MACPHERSON 
DATE: 8 March 1989 

-16,-> cot 

Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Mr Anson 
Sir T Burns 
Mr Scholar 
Mr Culpin 
Mr Riley 
Mr Sedgwick 
Mr A C S Allan 
Mr Gieve 
Mr Matthews 
Miss Simpson 
Miss Wallace 

Sir A Battishill)IR  
Mr Calder 

Mr P R H Allen ) )C&E  

CC: 

-e•c% 

Mr Unwin 

FSBR CHAPTER 4 

I attach the latest proof of Chapa 

Now that relocation costs has  	pped, there is a 

case for moving Schedule E to the 	me tax part of the 

narrative section perhaps after "charitable giving", since it 

sits rather oddly between PEPs and pensions. 	However, I 

have assumed you do not want to give it the front page 

treatment. limAJAvArtki-11 
I have added a sentence to paragraph 4. 	way of 

explanation. This brings it more into line with dget 

Speech. 	

O 
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. 	The main changes are to the Annex. There are new notes 

n life assurance, which take on board your comments. 

VAT: input supplies" (note 55) and "duty reliefs: diplomats" 

e 69) have been included for the first time; this is 

e they are covered by the Budget Resolutions. I havc1 

anged the VAT ECJ notes slightly. 

5. 	I would be grateful for comments by midday tomorrow. 

Mc (L. rissi)  

N I MACPHERSON 
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• 
4 The Budget tax and national 
insurance proposals 

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. 

Income tax 4.02 The main income tax thresholds will be increased in line with the 
statutory indexation provisions (based on the increase of 6.8 per cent in the 
R.PI in the year to December 1988); the higher level of age allowance 
currently given to those 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 £4095 to £437 ; 
the additional personal allowance and widow's bereavement allowance 
will rise from £1 490 to £1 590; 
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); 
the age allowance for those aged 75 and over will rise from £3  180 (for 
single people aged under 80) and from £3 310 (for single people aged 80 
and over) to £3 540; and from £5 035 (for married couples aged under 
80) and from £5 205 (for married couples aged 80 and over) to £5 565. 

the income limit for age allowanceA 
 will rise from £10600 to £11 400; 

the basic rate limit will rise from £19300 to £20700 of taxable income. 

4.03 The age allowance withdrawal rate will be reduced from £2 of 
allowancel for each £3 of income to £1 of allowancei for each £2 of 
income above the income limit of £11 400. "\-1̂  
vvvp_coci ^o.L\ 	v-CAC 	 (t,  N.XCOVI.e. 	 C47•Aet V. Cr CKVC) 	U'••••• 

‘41:04- LICalPten"Ntfitv'sc:i:cC(thirgeLs Itet;eiri.creaselfblyt'Ot'Ird from 6 April 
1989. 

Private medical 
insurance 

Charitable giving 

Employee share 
ownership plans (ESOPs) 

Approved employee 
share schemes 

4.05 Income tax relief will be given from April1990 on private medical 
insurance premiums for those aged 60 anc(kover. 

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. 

4.08 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. 

X 
V 

ste avr,  

Benefits in kind 
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Profit-related pay 

Personal equity plans 

Schedule E assessment 

OW- 

zoert

Rel ion expanses 

i 

?, Pensions 

01- 

+46"64:1; 

DCC`Its  rA3r\''i  •  

4.09 The cash ceiling on the amount of profit-related pay attracting tax 
relief will be increased to £4 000. A number of other changes will simplify 
and improve the PRP rules. 

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 4003  irres!ctive of oltheiv.  . 	 tei 4A-LA  4-4,  holdings. an-*cesicKted.4! .o unit and investment trustst,w ich invest mainly in 
UK equities. The PEP rules will be greatly simplified. 

4.11 The basis of assessment for Sch&leI(remuneration of employees 
and directors) will be changed from ettaitlitg to receipts. Bringing the 
systems of assessment and collection (PAYE) into line will simplify the 
taxation of the half million directors and employees not alreadvaxed on the 
receipts basis. 

Fri-mryrra• 	will 	be aziaztvget. For occupafterral 
sokemes-the-iiteirrfetrettres-vrit-br— 

employers will be able to set up "top up" schemes for their employees, 
with no limits on benefits, but without special tax reliefs; 

a limit will be placed on pensions paid from tax-approved schemes, based 
on earnings of £60 000 a year. This is consistent with aApnvileged pension 
of up to £40000 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. 

4.12 Payme 	n emplo makes towar s the a 
an empjp51e transfer 	to a more e nsive loc 
exerudt from tax. 

ddit. 	1 hous. 	sts 
n willn,ø4nger e 

tdtty Own 
ytif 	4 

44 

)1* 

These changes will apply to schemes set up on or after Budget day and to 
)s. 	 new members joining existing schemes on or after  that  date. 	kkgq. 

-  IS 
4.44  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. 

14 
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. 

If 

Life assurance 4a-6 The tax regime for life assurance companies will be reformed. The 
main changesito be introduced from 1 January 19901  are: 

pension and general annuity business expenses will be deductible only 
from pension or general annuity business 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 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. 
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4.16 
Unit trusts 4•47 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). 
Li •r+ 

COBO and deep 4448 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. (3 

Business taxation 4449 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. 
4.Ict 

.4120/  The main rate of corporation tax for the financial year 1989 will be 35 
per cent. 
Li••20 
4.21 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. 
4: II 

Capital gains tax Ad2 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. 
441  

x". 	4.23 The disposal value limit below which chattels are exempt from charges 
on capital gains will be doubled from £3  000 to £6 000. 
4-1.1 

41.:24 Capital gains tax deferral on lifetimefifts will be restricted to certain 
earl types of gift—in particular, gifts of busine %knot heritage assets, gifts on 

which there is an immediate charge to inheritance tax, and gifts to charity. 
L-1-A 	11? Al tqq 

Inheritance tax 425 From Etddgmtitelp the threshold for inheritance tax will be increased in 
line with the statutory indexation provisions from £110000 to £118000. 
4-2•C 

VAT and car tax 4,26 From 15 March 1989 the VAT registration limitswill be raised to 
£23 600 a year* 	€ 2, Geo  c  
4-14 
427 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. As announced on 6 February, the regime will aim to minimise 
the tax and compliance burden. 
(4-23 
4,-28 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 

4"0 
April 1989ho protective

Se•CYILLA 
 boots and helmets supplied to employers aittl 

upAzs•ser-vices; 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. 
4 2.9 

4.--29 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. 
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.,4,61) The duty on unleaded petrol will be reduced by the equivalent of just 
under 1p a litre (nearly 4p a gallon) including VAT. A higher rate of duty 
will be introduced on 2 and 3 star leaded petrol. This will add nearly 1p a 
litre (4p a gallon) including VAT to the tax charged on these grades. 
4.31) 

ITV levy 4e31 From 1 January 1990, the additional payments made by ITV 
programme contractors will be assessed on a mixture of net advertising 
revenue and profits. 
4 1 
441 In light of recommendations by the Keith Committee, measures are 
proposed to: 

4o-simplify and update the system of interest and monetary penalties for 
tax offences; o\ok-c:in, re4  -6,4444se  

the Inland Revenue's powers lert4nformation about a 
taxpayer under enquiry/ to allow questions to be put to the taxpayer 
aneA

grovide the taxpayer with greater safeguards; 
440-amend the Inland Revenue's search powers to provide greater 

protection for the taxpayer; 
tpAimprove compliance by employers in filing end of year returns of 

PAYE and NIC deductions. 

Excise duty 

Tax administration 

k- 	National insurance 

Chart 4.1 

4. IL 
4,33 Criminal sanctions will be provided against unlawful disclosure of 
information relating to a taxpayer by employees or former employees of the 
Inland R 	ue and Customs and Excise. 
4-31 	5  - 4,4 FrOnr October, the structure of employeesgtional insurance 
contributions will be reformed. Employees will pay Class 1 contributions 
equal to 2 per cent of earnings up to 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 continue to pay no Class 1 contributions. 

Reform of employees national insurance contributions  

1)( 
	

Tax confidentiality 
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4 The Budget tax and national insurance proposals 

ipfrillsYtAMA 

,k3S From*EfOctober the rule whereby state retirement pensioners earning 
more than 75 a week have their pensions reduced, and those earning over 
k120 a week have their pension abated entirely, will be abolished. The 
public expenditure cost of abolition will be about J  190 million in 1989-90 
and .L.--3-7timillion 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, LA41 million in 
1989-90 and L90 million in 1990-91.) 

4.3k The 	ss 3 vo 	ry contr 
2. 	week f 	20.ob 	989. 

ti s will uced om 4.15 to 

)(- 	 4K31 These changes to national insurance contributions and the pensioners' 
earnings rule will be included in the Social Security Bill now before 
Parliament. 
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't9  _20 Changes in settlements provisions where settlor or spouse can benefit 
2.0 .21*  Tax deductible from tax credit payments to US companies 

414e rr, cram,' c'elry 
tfi 

LI41-1) mdre  en-j-ra. Income tax and corporation tax 
221-,Tascation..4.istcoans and 
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1-14, 
2.2.  

Lcvls.vtie (AtbUtO.l  €4-Sokr< 

Le". TCOA Col 	Ct"Vi  WO" LCaS 
1-10AV rta.%., CHG.% 

Table 4.1 Direct effects of changes in taxation and national insurance 
k million 
Estimated effect on receipts in: 

>r 

>r 
)e- 

See Annex 4 1989-90 1990-91 
C paragraph numbers Changes from a 

non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

INLAND REVENUE 
Income tax 
1 Increas*m single allowanatf  k180mnc i allowance f £280 im  - 1 130 
2 Increas in additional personaTillowance and widow's bereavelrlenr 

allowan -10 
3 Increase in age allowances in line with statutory indexation -100 
4 Extension of higher age allowance for those aged 80 and over to 

those a• ed 75 and over -10 -10 -15 
5 Increas 	n income limit for age allowance 	f £800 -15 
6 Reduction in ace allowance w 	rawal rate -5 -5 -5 
7 Increas 	n basic rate limi 	o £20 700 -210 
8 Fringe benefits—one thir 	increase in car benefit scales +160 + 160 + 200 

0 	a 	 P 	•  9 	- • "I 	I 

ditrTax relief for private medical insurance for those aged 60 or over -40 
10  X  Pension schemes—amendments to tax rules 

)Z  Payroll giving to charities—increase in donation limit to £480 a year 
)3  Membership covenants to heritage charities -5 -5 -10 

s ,144 Liberalisation of profit-related pay legislation -10 -10 -15 
14 )5 Increase in approved employee share limits 
lr.46  Employee priority in public offer of shares 
16 IT  Changes in material interest tests -5 

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

it )9 Schedule E—change to receipts basis of assessment -80 -80 -60 

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 paperwork requirements 
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 
28 Keith committee—administrative changes 
29 Deep discounted bonds—taxation of uplift as income + 15 
30 Tax charge on switching investments in offshore funds 
Corporation tax 
31 Increase in profits limits for small companies rate and marginal relief -35 
32 Reduction in tax rate for certain unit trusts 
33 Relief for payments to ESOP trusts 
34 Advance corporation tax amendments 
35 Sale of subsidiaries 
Capital gains tax 
36 No change in annual exempt amount +10 
37 Restriction of gifts relief + 25 
38 Change in the rules for Lloyd's underwriters - 	S-Foclt 

* = Negligible 	— = Nil 

48 
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Table 4.1 Direct effects of changes in taxation—continued 
k million 

See Annex 
C paragraph numbers 

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 
39 UK branches of foreign businesses—changes affecting capital gains 
40 Technical changes associated with rebasing of capital gains  
41 Increase in capital gains chattels exemption to „‘,.&1160  k  6 ow 
42 Exemption of certain bonds from charges on capital gains 

Capital gains tax and inheritance tax 
43 Gifts to housing associations 

Inheritance tax 
(7 	44 Increase of £8 000 in threshold 	 -35  

L 	
45 Changes in rules for varying dispositions on death 	 + 5 	 + 5 	 + 15  

Stamp duty  
46 Abolition of life assurance  policy duty 	 -20 	 -20 	 -80  

K"' kit  TOTAL INLAND REVENUE 	 -1.465 -1440 	+AS +30  

CUSTOMS AND EXCISE 
Value added tax 
47 Increase in registration limit 
48 Revised tax regime for construction, buildings and land 	 + 310 	 + 310 	 + 440  
49 Change in liability of news services 	 +5 	 +5 	 +5  
50 Change in liability of certain protective boots and helmets 	 * 	 * 	 *  

te 	51 Change in liability of certain supplies of fuel and power 	 -.0C+9  0 
52 Change in liability of certain water and sewerage services 	 * 

\Relief for research and development cars 	 -; 

Car tax 
Relief for vehicles leased to disabled 	 -10 	 -10 	 -10 

Excise duties 
.54  .50  No change in rate of spirits duty 	 -65 	 -70 

-)e- 	54  5.7 No change in rate of beer duty 	 -140 	 -155  
tr- 	SCI  gt No change in rate of duty on cider and perry 	 -5 	 -5  
?e 	(ID  59 No change in rate of duty on wine and made-wine 	 -45 	 -50  

.60 No change in rate of duty on 4 star petrol etc. 	 -440 	 -465  
),- 	CZ,  .It No change in rate of duty on dery 	 -95 	 -105  

A No change in rate of duty on minor oils 	 - 10 	 -10  
-sr 	64  „63 No change in rates of tobacco products duties 	 — 	 - 235 	 - 250  
K 	E,5  " Restriction on blending of duty-paid made-wine 	 * 	 * 	 *  

‘,6  0 Determination of original gravity of beer 	 * 	 * 	 * 
V 	1, ,46+.66  Reduction in duty on unleaded petrol 	 -35 	 - 35 	 -90  
Y  ‘A,Ce""  Akilof  Increase  in duty on 2 star and 3 star petrol 	 - 5 	 -5 	 -10 
, 	)(  TOTAL CUSTOMS AND EXCISE 	 +260 	 -775 	 -f15Z .- Vt.5..  

Vehicle excise duty 
.6$ No change in VED on cars, light vans and main lorry rates 	 - 190 	 -210  
.69 Increase in VED rates for taxis, buses and coaches 	 +20 	 +20 	 +20  

k 	-1-2,20  Increase  in cbaltitic...ianirer  VED rates 	ri 	t.or'its 0,4 0e, .petwicies  +20 	 +20 	 +20  
TOTAL VED 	 + 40 	 -150 	 -170;  

* = Negligible 	— = Nil 
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TOTAL CHANGES TO NATIONAL INSURANCE 
CONTRIBUTIONS 980 	 —980 ;..-.211115  —23oo 

rerat.  1.) 
* = Negligible 	— = Nil 

4e)-0 69irt- 
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• 
Table 4.1 Direct effects of changes in taxation—continued 

k million 

See Annex 4<-7  
paragraph numbers 

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 

Other 
.34' ITV leq re-basing +45 

+10 -34 ..72 Sale 	okegistration numbers 	rk 5 
)‹. 	45,75  UnautVorised disclosure of confidential information 

TOTAL OTHER Es_)  t3oick 

TOTAL CHANGES IN TAXATION 	 n-c 	 -7470' —69  o 
National insurance contributions 

44.714 theifottsnEmployee contributions re.(!rocw‘a. ot,& rt  d.g.4 te 	 —980 	 —980 	—2800  
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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 £3 million. 

The direct effect of a tax change is the difference the between the yield of tax which 
would arise on the basis of the rates 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 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 3.13). 
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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. 

Income ax 1 to 5 The increases in the main income tax allowances are in line with the 
statutory indexation provisions (based on the increase of 6.8 per cent in the RPI in 

x- 	1/241_1. 	the year to December 1988). The highewge allowance currently given to those 

X 	 aged 80 and over will be extended to those aged 75  rows  and over. (-T-Iteeeet-ef 
rir for ,ate41-1,etwe 

6 The age allowance withdrawal rate will be reduced from £2 of allowance/for 
each £3 of income to £1 of allowance, for each £2 of income above the income 
limit of £11 400. 

7 The increase in the basic rate limit is in line with the statutory indexation 
provisions. 	 Ono_ 
8 For 1989-90 the scales for taxing car benefits will be increased by 20-per-efftt from 
their 1988-89 levels. The estimated yield takes account of behavioural effects. 

9 The extra-statutory caeession concern with certain3eimbursements by 
employers of additio housing costs curred by the' employees who haylhad to 
move with their s to more exs sive locationswill be withdrawn fryth 6 April 
1989, subject)6transitional ar gements. A s utory relief will bejsfroduced to 
replace th xtra-statutory sncession whih1ias exempted empl ees from tax on 
the co of removal ex  s  ses paid by e loyers. The tax yield /f these measures 

wjlYventually be  •  he order of £10 million after transitiofial arrangements have 

eased to take effect. 

,ify 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 5obar.s,  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. 

0 .14 Therainendments to the tax rules for pension schemes will mean that: 
O. vto-e• 

for tax-approved schemes, earnings over £60 000 will be ignored for the purpose of 
calculating benefits (consistent with a maximum pension of k40 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 

I and to new members joining existing schemes on or afte541aetudiote; ciAck  

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 
£60000 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. 
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Al The limit on charitable donations qualifying for relief under payroll deduction 
schemes will be increased from k240 to £480 from April 1989. The cost will 
depend on take-up. 

1 	Al 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. 

'nut 
)1 Alf 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 
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. 

The cost will depend on take-up. 

14-  ,16 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 

000) to £2000 (or 10 per cent of pay up to 	000). 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 

ci.ka,Q 	gto,re5 	shares in an approved employee share scheme will be extendeny 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. 

)5  ,14 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. 

14 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. 

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

SI, 15/ From 6 April 1989 Schedule E emoluments will be assessed for the year in 
which they are received instead of the year for which they are earned. There will be 
a transitional cost, but from 1992-93 when the transition is complete, there will be 
an annual yield of about £50 million. 

.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 
provisions will be extended to the basic rate/ producing a small revenue yield. 

2-e 2i 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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Annex to Chapter 4 

Income tax and corporation 
tax 

v‘ se 
a.v..d. 

1-2-2 From 1 January 1990, the rules for taxing life assurance,ce‘panies will be 
changed. The main changes are: 

to allow relief for the expenses of pension, gee-dannuity and other life 
assurance business only against their respec iVe profits; 

to spread the relief for the costs of acqIiring new business (other than pension 
and general annuity business) o •r seven years, subject to transitional 
arrangements in the first fo years to phase out the present immediate relief; and 

to reduce the corpor on tax rate on income and capital gains attributable to 
policyholders to 	per cent. 

The yield in 1°  I  91 and the immediately following years is reduced by the 
proposed nsitional arrangements, and by the carry-forward of unrelieved 
expe s from past years. The yield in all years depends on developments in the 

stry, 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 to tens of millions of 
pounds. 

26 Subject to consultation, the requirements of the scheme for subcontractors in 
the construction industry will e reduced, for cxample y aggregaieof-s~ll 
jaa4unents-ante-a-gingle-vetteiter. 

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. 

Income tax, corporation 28 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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Para 21 From 1 January 1990, life assurance companies will be 

allowed to set relief for the expenses of pension, 

general annuity and other life assurance business only 

against their respective profits. There will be other 

measures to align the tax treatment of pension profits 

income more closely with industry accounting practice. 

The yield in 1990-91 and the immediately following years 

is reduced by the carry-forward of unrelieved expenses 

from past years. The long term yield is expected to be 

about £250 million. 

Para 22 Other changes will be made from 1 January 1990 to the 

rules for taxing lift .5egurmge companies: in 

particular, to sprea 	 for the costs of 

acquiring new business (other than pension and general 

annuity business),  evev-an---yeeTs„.  subject to 
transitional arrangements in the first four years'Eip,  

p.---i-se--eia-t----t-he_pregent—immed-i-tate-rclief..]and to reduce 
the corporation tax rate on income and capital gains 

attributable to policy holders to 25 per cent. The 

impact of these measures in 1990-91 and subsequent years 

is affected by the proposed transitional arrangements. 

The long-run effect is expected to be broadly 

revenue-neutral. 

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

te.ri se. 
to illiacitaerrrse 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 NIG 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. 

29 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. 

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

Corporation tax  31 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. 

32 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. 

33 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 
ensuring the aistribution of shares in the company to all of its employees, on similar 
terms, within reasonable time. 

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

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

ax 	36 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. 

37 Capital gains tax gifts relief (which allows deferral on gifts) will be restricted to 
certain types of gift, the main categories being gifts of businessdknd 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. 

38 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 
,C.orporationtax 

39 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. 

40 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. 

41 Chattels with a disposal value of less than £3 000 are exempt from charges on 
capital gains. The limit will be doubled to £6 000. 

42 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. 

43 Certain gifts to registered housing associations will qualify for capital gains tax 
deferral and inheritance tax exemption. 

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

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

46 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. 

g coo 47 From 15 March 1989, the registration limitswill become 23 600 a year 

48 From 1 April 1989, VAT will be appl' d at the standard rate to the construction 
and sale of new non-residential buildings! From 1. August 1989 Jan lords will be , re 	„ak 	kes • ,-.,...2,1, 
able to opt to charge tax on their non-residential 	

tok,
an
ft.s

d
d 
 

VAT at the standard rate will be applied in limited circumstances to building land 
where this is necessary to ensure fair competition. Tenants whose landlords opt to 
tax existing leases will pay tax on only half of the rent in the first year.  The hasing 
in period will be five years where the tenant is a charity.cTransitional relief wi 
allow zero rating to continue for certain developments where legal commitments 
had been entered into before 21 June 1988;,r 

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

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

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

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

53 From 1 April 1989, 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. 

Capital gains tax and 
tnheritance Tax 

)( 	 Inheritance tax 

54 From 1 August 1989, all cars used by manufacturers for research and 
development purposes will be relieved of VAT. 
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Car-tax .,55' From 1 April vehicles leased to the disabled will be relieved of car tax. 
g 4-64 

Excise duties 5.6-65 There will be no change in the rates of duty on alcoholic drinks, tobacco 
products and most hydrocarbon oils. 

65-  for  The duty arrangements for made-wine will be brought into line with those 
applicable to wine of fresh grapes by prohibiting duty-paid blending. 

tr' 6,65 The rules for determining the original gravity of beer for duty purposes will be 
clarified. 

(74.66 The duty on unleaded petrol will be reduced by the equivalent of 0.8p a litre 
(3.6p a gallon) including VAT. 

A higher rate of duty will be introduced on two and three star leaded petrol. 
This will add 0.9p a litre (41p a gallon) including VAT to the tax charged on these 
grades. Despite the increase in duty, the revenue effect of this change is negative as a 
result of expected switching from two and three star to unleaded petrol. 

Vehicle excise duties1o6ti There will be no change in the duties on cars, light vans, motor cycles and most 
lorries. 

41,69  From 15 March 1989, the number of duty rates forA1611%. coaches and loopios tovise 
will be reduced from over sixty to five and rates will be aiijostrio4L-;-,re•-•-t-ck; is'sv15- ro..4-er ‘4;lf. aA41:0 	't^crta.act. 	•or-•+%-xis • 

q2.7fr-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 3 100. 

11 Other 74 From 1 January 1990, the additional payments made by ITV programme 
contractors will be assessed on a mixture of net advertising revenue and profits. 

x K- 	 vv.m.clez 
1-4  72.  A pilot scheme making certauwegistration  ri1wia4sess  available for sale to the 

public will begin in December 1989. 

1-525  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. 

National Insurancelf1,74 FromeOctober 1989, employees will pay Class 1 contributions equal to 2 per 
Contributions cent of earnings up to 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 
continue to pay no Class 1 contributions. 

 

K.  

or 

cOLVA.ciN.A. 
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Para 55 From Royal Assent, Customs and Excise will be given the 

power to determine the correct attribution of input tax 

in respect of self-supplies of goods and services. 

Para 69 Statutory provision will be made for a number of duty 

and tax reliefs currently granted to diplomats, members 

of international organisations and visiting forces by 

means of extra-statutory class concessions. A power to 

impose sanctions for breaching the conditions of the 

reliefs will be introduced. 
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