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PART |

THE ECONOMIC BACKGROUND TO THE BUDGET

REVIEW OF THE PAST YEAR

World Economic Developments

Economic growth in the iIndustrialised countries
continued to be modest in 19/8. GNP growth iIn the
OECD countries as a whole was probably slightly less
than 4 per cent. Unemployment remained high by
post-war standards for most countries. Inflation
continued to be a constraint on domestic policies for
many. World trade In manufactures appears to have
grow-n by slightly more than 3 per cent, compared with
a historical trend of about 9 per cent.

The 1978 Budget and fiscal policy

2. The Budget proposals introduced by the previous
Administration In April 1978 amounted to a net
reduction in taxation of £2” billion in a full year. This
stimulus consisted almost entirely of reductions In
personal income taxation. Amendments to the Finance
Bill during its passage through Parliament included a
reduction In the standard rate of income tax from 34
per cent to 33 per cent. The then Government
Introduced a new clause to offset the effect on tax
revenues by raising the National Insurance Surcharge
(on employers’ contributions) from 2 per cent to 3" per
cent. The Budget proposals were estimated at the
time to be consistent with a Public Sector Borrowing
Requirement for 1978-79 of £8” billion. The provi-
sional estimate of the outturn for the year IS now
£91 biUion.

Monetary policy in 1978-79

3. The then Chancellor also announced in his Budget
speech a target rate of increase In sterling M3 of 8-12
per cent for the year to mid-April 1979. This target
was rolled forward Iin November by six months.
Short-term interest rates rose sharply in the spring of
last year mainly reflecting increased public and private
demand for credit. MLR was up to 9 per cent by
mid-May. In the autumn It was raised again to 12*
per cent partly In response to rising Interest rates
abroad. It was further increased to 14 per cent this
February, largely In response to market fears about
domestic inflation. Large gilt sales and inflows into
sterling were accompanied by a reduction in MLR to
12 per cent by April. In the year to mid-April, sterling
M3 I1s now estimated to have risen by 11” per cent
seasonally adjusted. The increase In the latest six
months to mid-April at an annual rate was 12" per cent.
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The Economy in 1978-79

4, Domestic output rose relatively rapidly in the
early part of 1978 but there were signs of a slowdown
In the latter part of the year. GDP for the year as a
whole was 3 per cent higher in 1978 than in 1977. The
most rapid growth was around mid-year, GDP in the
fourth quarter, however, showed a slight fall. The
preliminary output-based estimate for the first quarter
of 1979 shows a further fall reflecting largely the effects
of both industrial disputes and the abnormally severe
weather.

Real iIncomes and domestic demand

5. Real incomes increased very substantially last year,
with gross earnings rising faster than prices, further
boosted by Income tax reductions. Real personal
disposable income (RPDI) was 71 per cent higher in
the second half of 1978 than In the second half of 1977
as a result, and consumer spending  per cent up over
the same period. The high rate of spending in the
second half of 1978 was maintained In the first quarter
of 1979. The ratio of savings to disposable income In



Review of the Past Year—continued

1978 remained high by historical standards at 14" per
cent. Recent movements in RPDI, consumer spending
and the savings ratio are illustrated In Fig. 1

6. Total fixed investment was around 2~ per cent
higher In 1978 as a whole than in 1977, but there was a
1 per cent fall between the first and second halves of the
year—malinly reflecting a fall in investment in dwellings
In the fourth quarter, and erratically low shipping
Investment. Investment by manufacturing Industry
was almost 8 per cent higher in 1978 than in 1977
following a rise of per cent In the previous year,
bringing 1t back to the level last reached in 1974.
Total investment for use by manufacturing industry,
Including capital expenditure by non-manufacturing
companies on assets for leasing to manufacturers,
orobably rose by about 9 per cent last year. Stock-
ouilding was high in the first three quarters of last year,
out lower in the fourth quarter.

/. General Government final consumption has been
on a slow upward trend, and was 1" per cent higher
In 1978 than In 1977. Altogether, public expenditure
on goods and services, transfers and lending, as defined
In the Government’s expenditure plans, was probably
around 6 per cent higher in the financial year 1978-79
than In 1977-78.

8. The slower growth of demand after the middle of
1978 reflected a lower level of stockbuilding in the
second half of the year and a fall in total investment.
Consumer spending continued to grow between the
two halves of the year.

Table 1.

Wages and salaries

Total personal income

Personal disposable income ...

Consumers’ expenditure deflator

Real personal disposable income at 1975 prices
Personal saving at 1975 pricesO

Consumers’ expenditure at 1975 prices

Trade volumes and GDP

9. Growth In exports was slower last year than In
1977. For the year as a whole, the volume of exports
of goods increased by 3 per cent, as compared with
8 per cent in 1977. Within this total, exports of fuels
Increased by 261 per cent—reflecting growing North Sea
oil production. Exports of manufactures increased by
2 per cent. At the same time, much of the sharp
Increase in domestic demand was met by higher imports.
Imports of goods were 5 per cent higher in volume
than In 1977. There was a particularly large increase

In imports of manufactures, which were 13" per cent
higher In 1978 than in 1977.

10. The faster increase In imports than In exports In
1978 meant that the rise in domestic demand was not
fully matched by growth in output. All the malin
sectors of the economy registered some increase In
output, but the rise in manufacturing output was less
than 1 per cent. The level for the year as a whole
was 4 per cent below its 1973 level. Higher home
demand for manufactures Iin 1978 appears to have
been met primarily from imports. There was a modest
Improvement in manufacturing productivity, however,
partly achieved by a reduction in employment. The
Increase In output per head between the second halves
of 1977 and 1978 was around 2 per cent. Productivity
growth last year, however, was still well below the
1960s average. Changes in output per head In manu-
facturing are shown in Fig. 2.

Estimated Changes in Personal Income, Consumer Prices and Consumers’ Expenditure

2nd half 1977 to

m 1 to 1978 2nd half 1978
Seasonally adjusted
£ million Per cent £ million Per cent
9,800 13-4 5,430 14-5
17,200 13-8 9,340 14-6
15,000 15-5 8,100 16-2
8-0
4,640 2,790
1,200 21-6 960 28-5
3,440 1,830

(*) Saving as a percentage of RPDI was 13-6 per cent in the second half of 1977 and 15-0 per cent in the second half of 1978.
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The labour market

11. Unemployment fell slowly but steadily during the
course of 1978. In December, United Kingdom un-
employment (excluding school leavers under 18) was
about 100,000 below the peak level of September 1977.
Unemployment increased in the early months of 1979,
but the rise seems to have been due to a combination
of severe winter weather and iIndustrial disruptions.
By May, unemployment had fallen back to a level
about 10,000 lower than in December.

12. In the 12 months to December 1978, United
Kingdom employment increased by around 190,000,
a rise of just over | per cent. The Increase was more
than accounted for by higher employment in the
distribution and service industries (excluding public
administration, where employment remained virtually
flat). Employment in manufacturing in Great Britain
fell by 65,000 to about 600,000 below its 1974 level.
The “ working population ” which includes employees
In employment, Her Majesty’s Forces, the registered
unemployed and the self-employed, Is estimated to
have increased by about 60,000 in the course of 1978.
This 1s a smaller increase than in the previous two
years, when It rose by an average 150,000 a year.

Prices and costs

13. Fig. 3 shows the course of price changes over
recent years. The rate of price inflation fell to 7” per
cent by mid-1978, but began rising again before the
end of the year, reaching 10-1 per cent by April 1979.
The annualised rate In the six months to April was
12.3 per cent. A higher exchange rate, lower interest
rates, weak commodity prices and a relatively small

Increase In average earnings over the 1976-77 pay
round against a background of monetary stringency
were all factors in reducing iInflation Iin 1978. The
exchange rate has remained firm, but Interest rates had
to be increased sharply during 1978, and have remained
nigh in the first five months of this year. Commodity
orices have risen in the first few months of 1979,
particularly for crude oil and some metals.

14.  Average earnings increased by 14 per cent in the
1977-78 pay round, compared with 8 per cent In the
previous round. Therise in earnings in manufacturing
was rather faster, and with only a modest improvement
In productivity normal unit labour costs In manu-
facturing were 12 per cent higher by the fourth quarter
of 1978 than a year earlier. This was a largerrise than
In any of the other major industrialised countries,
where Increases expressed In domestic currencies
ranged from 77 per cent In France to only 2 per cent
In West Germany. After adjusting for exchange rate
changes, the United Kingdom’ normal unit labour
costs rose more than 4 per cent faster than the weighted
average of other countries during 1978. Movements
In the United Kingdom'’s relative normal unit labour

costs (not seasonally adjusted) over recent years are
Illustrated in Fig. 4.

15. The combination of a stable exchange rate and a
relatively high increase in labour costs over the past
year has meant a deterioration in United Kingdom
competitiveness from the favourable levels attained In
late 1976 and early 1977. Fig. 4 also Iillustrates
movements In relative export prices—another indicator
of competitiveness. The United Kingdom’s export
prices rose 1 per cent faster than those of competitors
between the fourth quarters of 1977 and 197/8.
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The balance of payments

16. Although 1mports rose faster than exports In
volume terms, a further improvement in the terms of
trade meant that the current account remained in small
surplus in 1978. For the year as a whole, there was a
surplus of £400 million—Ilittle different from 1977. In
the first four months of 1979, the current account was
In deficit by £1 billion. The figures, however, were
distorted by industrial disputes and were erratically bad.
North Sea oil continued to make a rising contribution
to the current account last year. The deficit on trade
In petroleum and petrolum products was reduced by
nearly £800 million in 1978, to around £2 billion.
The surplus on non-oil goods was a little lower than iIn
the previous year around £850 million.

17. The surplus on invisible earnings deteriorated
significantly last year. For the year as a whole, there
was a surplus of £1-6 billion, as compared with £2*1
billion In 1977. The major factor behind the deterior-
ation was an increase in Government transfers abroad,
mainly due to higher EEC contributions. The deficit
on Government transfers rose from £1-1 billion to
£1°7 billion. There was also some deterioration In
the balances on shipping services and on travel abroad,
but this was offset by higher net earnings from other
services.

18. The capital account of the balance of payments
(including the unidentified “ balancing item ”) showec
a deficit of £1-6 billion in 1978, following a record
£7 billion surplus in 1977. Taking the current anc
capital accounts together, there was a deficit of £1*1
billion for official financing but, because of debt
repayment, the reduction In the reserves over the year
was considerably greater than this.

19. Sterling came under pressure for a short period In
March and April of 1978, with the effective rate
(December 1971 = 100) falling by 7 per cent, from
around 66 In January and February to 61" at end-
April. This left the effective rate approximately
where it had been In the previous summer, although the
pound was significantly higher against the US dollar
than it had then been. After April, sterling was more
stable, but with the effective rate rising slightly. For
the most part, this reflected the weakness of the dollar;
the last week of October saw a particularly sharp fall
In the dollar’s external value with the dollar/sterling
rate going to $2-10 on 30 October.

20. Sterling’s effective rate rose slightly in the early
weeks of 1979, and then appreciated quite sharply
during March and early April, to reach a peak of 68-0
on 10 April—an appreciation of over 5 per cent In just
over a month. The main factors behind this rise
appear to have been relatively high United Kingdom
Interest rates, and a recognition that, because of North
Sea oll, the United Kingdom was better placed than
other industrialised countries to cope with a substantial
Increase In oil prices during 1979. In May sterling’s
effective rate was around 67 and the dollar/sterling rate
around $2-05.

21. The official reserves fell in 1978 by about $5
billion from the record levels at the beginning of the
year. During the course of the year, the United
Kingdom Government and public sector repaid
$4*6 billion of overseas debt ($3-6 billion ahead of
schedule, including $2 billion to the IMF), as against
new borrowing of $1 *8 billion.

22. At end-March 1979, the reserves were officially
revalued; the revaluation, which will now take place
annually, brings the published value of the reserves
more closely into line with their market value by
valuing the non-dollar reserves on a market-related
basis. The effect of the revaluation was to increase
the dollar value of the reserves by $44 billion, bringing
the end-March figure to $22 billion. At end-May, the
reserves stood at $217 billion. Net repayment of
United Kingdom Government and other public sector
debt over the first five months of 1979 totalled over
$1 billion.

The impact of North Sea oill

23. North Sea oil continues to become of Increasing
Importance to the United Kingdom economy. Out-
put In 1978 was 54 million tonnes, around 16 million
tonnes higher than 1977. By the fourth quarter of
1978, North Sea oil and gas production was accounting
for 6 per cent of industrial production (at 1975 prices),
as compared with 4 per cent a year earlier.
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Table 2. Balance of Payments
£ million
1977 1978
1976 1977 1978
1st half 2nd half 1st half 2nd half
Current Account Seasonally adjusted
Visible trade: O il............ -3,973 -2,791 -2,015 ~-1,542 -1,249 -1,034 -981
Other goods + 372 +1,047 +840  -183 + 1,230  +265 +575
Invisibles +2,529 +2,115 + 1618 + 1071 + 1,044 +608 + 1,010
Current balance -1,072 +371 +443 -654 + 1,025 -161 + 604
Not seasonally adjusted
Current balance  ............. -1,072  +371  +443  -868 +1239 -370  +813
Capital transfers —.............
Investment and capital flows:
Official long-term capital _ _ -154  -287  -315 -44  -243 -35  -280
Overseas Investment in United Kingdom
public sector.............. +203 +2,182 + 1,419  +763 -18 -6 3
Private investment (net) .. _ -93 1 +929 1 +468  +461 +340 -1,063
Overseas currency borrowing or lending (net)
by United Kingdom banks —............. -106  +384  -519  -285  +669 -840 + 321
Changes in external sterling liabilities .............. ml152 + 1,462 + 182 + 341 + 1121 -285 +467
Trade credit and other short-term flows.............. 1619 -205 -914 -67 -138  -780  -134
Balancing item  .............. + 364 +2 525 +801 + 1,857 +668 +667 + 134
Balance for official financing -3,629 +7,361 -1,126 +2,821 +4,540 -1,321 + 195
Financed as follows:
Drawings on IM F ... N + 1,018 1+1,113 1-1,016 +899 + 214 -505 511
Drawings on other monetary authoriti -34
~oreign currency borrowing:
By Her Majesty’s Government  ..........., t +871  +191  +584  +287  + 191
By United Kingdom public sector under the
_exchange cover scheme ... e, +1,792  +243  -378 +51  + 192  -437 +59
Drawings on (+)/additions to (—) official reserves  +853 9,588 +2,329 -4,355 -5,233 +2,072 +257

24. In 1978, the net direct and identifiable contribution
of the North Sea programme to the current account
of the balance of payments is estimated to have been
some £31 Dbillion, as compared with just under
£3 billion In 1977. These estimates are obtained by
valuing oil and gas production at equivalent import
value, and then deducting Imports of goods and
services for the North Sea programme and Iinterest,

profits and dividends associated with the programme
due overseas.

25. The first receipts from Petroleum Revenue Tax
(PRT) arrived In 1978, and payments in the financial
year 1978-79 amounted to £180 million. No PRT
had been paid in earlier years, because of the structure
of the tax system for North Sea oil production, which
allows companies to recover their heavy capital costs
early in the productive life of the oil fields. Much
larger receipts are expected for future years, as oil

production rises. Since offshore oil was first produced
In 1975, royalties have risen steadily to £290 million
In 1978-79. It Is estimated that Corporation Tax
receipts of about £50 million are attributable to North
Sea oil and gas, giving total government revenue from
the North Sea in 1978-79 of about £520 million.

Forecast and outturn

26. The forecasts of expenditure, imports and GDP
presented in Table 5 of the 1978-79 FSBR were on
the basis of constant 1970 prices. The CSO’s 1978
Blue Book on National Income and Expenditure, and
later publications, presented estimates at 1975 prices,
and In addition incorporated substantial revisions to
the data. Thus It Is not easy to make precise com-
parisons between the forecasts made last year and the
provisional outturn. Furthermore the level of GDP
In the second half of 1977 and the first half of 1978
was understated at the time of the 1978-79 FSBR,
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27. Last year’s forecast for GDP was for a growth
of 3 per cent at 1970 prices between the second halves

of 1977 and 1978. At 1975 prices the forecast would
have been 3” per cent, a little more than the provisional

outturn. The revisions to data and to the price basis
make It difficult to compare components of expenditure,
but 1t 1s clear that the amount of stockbuilding was
significantly under-estimated while the rise iIn the
volume of general government expenditure on goods
and services was significantly over-estimated.

28. The table below sets out the main elements of last
year’s forecast, together with the provisional outturn.

Forecast Outturn

GDP growth between second
halves of 1977 and 1978 (per

cent):
1975 prices.......ccceeeeccnnnnnnn,
1970 PriCES....cvvvvvrirrrieeeeeeenen.

Forecast Qutturn

Current account of the balance
of payments £bn 1978 +1

Retall price index: percentage

Increase between fourth quar-
ters of 1977 and 1978 7 g

PSBR: £bn 1978-79 . 0i

29. The forecasts covered the period to mid-1979 but
comparisons can only be made for forecast periods up
to the end of 1978. In all cases the forecasts and out-
turns were close, well within the usual margins of
error—examples of which were set out in the November
1978 Industry Act forecasts published in the November
Economic Progress Report Supplement. The current
balance in 1978 Is now estimated to have been in small
surplus, a slightly better outturn than estimated in the
November Industry Act forecast, but a little worse than
In the 1978 Budget forecast mainly because of the big
fall in Invisible earnings. The forecasts of retail prices
and the PSBR were also reasonably close to outturn.

ECONOMIC OUTLOOK TO 1930

Introduction and summary

The prospect I1s for economic activity to decline
slightly over the next year or so. Retalil price inflation
Increases during 1979 and falls again during 1980.
The current account of the balance of payments Is
forecast to remain close to balance. Public sector
borrowing, as a percentage of GDP, Is cut sharply
from the 1978-79 level.

2. Tables 3 and 4 set out the forecasts and give some
Indication of the orders of magnitude of the errors
which could be involved. These forecasts are used In
preparing the projections for the public sector In
Parts Il and Ill of this report.

Policy assumptions

3. Monetary and fiscal policy assumptions for 1979-80
are determined by the Budget proposals. Growth of
the money supply 1s assumed to be In the centre of
the target range. In April 1980 all specific duties and
Income tax allowances and bands are assumed for
forecasting purposes to be adjusted in line with price
Increases during 1979. Firm control of the money
supply Is assumed to continue during 1980-81. The
Government has not yet reviewed public expenditure
plans for 1980-81 and there is therefore no firm basis
for a forecast. For present purposes the level of

planned expenditure now decided for 1979-80 Iis
simply extrapolated into 1980-81. The exchange rate
Is taken as determined primarily by market forces.

Domestic demand

4, The prospect 1s for rather little change iIn real
personal disposable incomes over the next year. This
reflects the lack of buoyancy in economic activity, and
a number of specific factors tending to raise prices.
The upward step in prices following the indirect tax
changes reduces the real value of existing savings In
money-denominated assets; there Is evidence that this
encourages consumers to save In order to re-establish
the real value of existing savings. For this reason the
fall in the personal savings ratio after the Budget Is
likely to be small and the impact on personal con-
sumption to be correspondingly large. The savings
ratio Is forecast to stay close to the historically high
figure of 15 per cent. The ratio of wealth to income
will also remain low compared with earlier years.
The forecast path of personal consumption is fairly
flat over the next year. The variant in Table 3 shows
the possible consequences of a lower outcome for
savings. The savings ratio Is assumed (before allow-
Ing for multiplier effects) to be 2 per cent lower than
In the main forecast. This lower ratio would still be
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very high compared to any year prior to 1974. The
variant shows that this development alone could add
some H per cent to GDP by the first half of 1980,
converting a small fall into a small rise.

5. The forecasts of private investment are largely
based on intentions surveys, though it is likely that
respondents did not allow for as sharp a check to
activity as Is now forecast. While there Is some
(highly fallible) econometric evidence about the scale
and pace at which investment responds to changes In
output It may also be true that monetary and fiscal
policy will have relatively favourable effects on Indus-
try’s confidence iIn the prospect for non-infiationary
growth In the longer term. The recent high level of
Interest rates cannot, however, be favourable to
Investment. On balance total private sector investment
Is forecast to be roughly constant over the period of
the forecast.

6. Stockbuilding, however, is forecast to decline and
may become negative by the first half of 1980 since
the starting point is one of high stocks In relation to
output, particularly for manufacturing.

/. The forecasts of public expenditure provide for a
full allocation of the (reduced) contingency reserve as
well as for a likely level of shortfall. As a result of
the cuts In programmes and the squeeze imposed by
the Government’s policy on cash limits there may be
a small fall in general government expenditure on
goods and services (both consumption and investment)
over the next year.

Output

8. The prospect i1s for a small fall in the level of total
output over the next year although the forecast change
Is well within the known margin of error. Domestic
demand Is weak because of the effects of the Budget
and because private sector investment—both in fixed
assets and stocks—iIs passing a peak. Moreover,
export volumes—apart from oil—are held back by
poor competitiveness, and the upward trend in the
share of demand met by imports may continue. With-
In a total picture of slightly falling output, North Sea
oil production will expand quite rapidly, while manu-
facturing output is likely to be weaker than output In
total, reflecting adverse overseas trade movements.

Inflation

9. The outturn for earnings growth in this pay round,
based on the latest earnings and settlements figures,
looks like being close to the 14 per cent experienced
In the previous pay round. The forecast of earnings
from this autumn onwards takes account of the impact
of rising prices, the increases in disposable income
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arising from the Budget reductions In Income tax,
tight monetary policy and the ability of employers to
pay, as well as the commitment to comparability
payments In parts of the public sector. Past relation-
ships are not a strong guide in this area and so the
forecast Is subject to a very wide margin of uncertainty.
Subject to this important proviso the forecast shows
earnings In the private sector rising at much the same
rate as In the last year or two, with rather larger
Increases in the public services.

10. Even without the Budget the prospect was for
some further increase In the rate of inflation this year,
partly because of a number of favourable factors
affecting last year: notably roughly stable import prices
for food and basic materials, reflecting the strength of
sterling and the weakness of commodity prices. This
year oil prices are up sharply and there are firmer
trends In other commodity prices. Moreover there
are some domestic factors {e.g. the National Insurance
Surcharge, local authority rates) tending to raise prices
faster this year; and it is likely that some producers
will be keen to improve their margins, though the
scope for this will be limited by the tightness of
monetary and fiscal policies. The Budget Itself
IS estimated to add about 4 per cent to the RPI In the
third quarter of this year, leading to a total increase of
about 16 per cent. The late date of the Budget means
that the impact of indirect tax increases will come
entirely in the third quarter of 1979 rather than in the
second quarter. Once this effect has taken place
retail price inflation in the following year—despite
some price effects of the public expenditure measures—
Is forecast to fall back to around 13* per cent.

World economic prospects

11. 1978 saw a growth of about 3| per cent In GNP
In the OECD area, with some slowdown in the United
States being compensated by faster growth in Canada,
Germany, Italy and some smaller countries. A further,
more substantial, slowdown in the growth of United
States activity seems probable in 1979 and the first half
of 1980 and as a result GNP growth in the OECD area
may be around 3" per cent in 1979 falling to below
3 per cent in 1980. But because the United States is
contributing less to total growth and some smaller
countries, with higher import propensities, may be
growing faster the prospects for trade may be rather
more favourable than the GNP aggregates suggest.
Weighted appropriately for United Kingdom exports
the volume of trade In manufactures iIs forecast to
recover from a very slow increase of about 3 per cent
In 1978 (itself an unusually low figure In relation to

activity) to an annual rate of some 5-6 per cent from
now on.
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Trade volumes

12. In 1978, United Kingdom exports of manufactures
(less erratics) fully matched the estimated increase In
world trade in manufactures, despite the past tendency
for United Kingdom exports to lose share in world
markets. The figures for the first four months of 1979
are very difficult to interpret, owing to distortions
resulting from industrial action. But the iIndications
are of a less favourable performance. The forecasting
judgment is that the trend loss of United Kingdom
share i1s unlikely to have disappeared and during the
forecast period it Is likely to be reinforced by the
growing impact of unfavourable competitiveness. As
a result of a strong exchange rate and substantial pay
settlements, United Kingdom labour costs rose sharply
In the first half of 1979 relative to our main competitors.
The Implication of the forecasts for costs and the
exchange rate Is that competitiveness over the next
year remains close to its level in the first half of 1979,
having worsened by some 8 per cent compared with
1978 and 13 per cent compared with 1977. The
evidence strongly suggests that, particularly on exports,
trade volumes are adversely affected with a considerable
lag and so the consequences of the recent changes In
relative costs continue to affect the economy through
and beyond the period of this forecast. Thus despite
a slightly better prospect for world trade over the next
year the prospect iIs for a fairly flat path of exports of
manufactures at a level well above the first half of 1979
but a little below the second half of 1978.

13. The volume of imports of manufactures rose by
13" per cent In 1978, some of the iIncrease reflecting
the strong rise in United Kingdom demand. Total
Imports of goods and services went up per cent.
Over the next year, with domestic demand tending to
fall, the rise In imports, particularly of manufactures,
should tail off, though the tendency for domestic
producers to lose share in the domestic market for
manufactures seems likely to continue, partly because
of the poor level of competitiveness. Imports of goods
and services are forecast to rise 1 per cent over the
coming year from the rather high level In the first
half of 1979.

14. Including the effects of increasing oil production
the visible balance Iin volume terms is likely to have
deteriorated substantially in the first half of 1979 but
Is forecast to recover to about its 1978 level by the
end of the forecast period.

15. The United Kingdom current account benefited
In 1978 from a significant improvement in the terms
oftrade originating in particular, from weak commodity
prices. Although there will probably be some further
Improvement in the overall terms of trade this year
this i1s more a reflection of changes In relative prices
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of UK and overseas manufactures. While the increase
In oil prices has comparatively little effect on the
United Kingdom’s terms of trade, world prices of

Industrial materials may at least keep pace with those
of manufactures.

16. The surplus on invisibles declined in 1978, mainly
reflecting increasing transfer debits—notably payments
to the EEC. Some further decline in the invisible
surplus seems likely during the period of the forecast.
Although the surplus on the services account may
begin to rise again transfer debits will continue to
Increase and the balance on interest, profits and
dividends is also likely to worsen, particularly for oll,
where North Sea oil profits accruing to foreign-owned

companies are increasing rapidly.

17.  The net effect of these various trends Is to suggest
a fairly stable picture with the current account remain-
Ing In approximate balance.

PSBR

18. Last year saw a PSBR of £9” billion (51 per cent
of GDP at market prices), after £51 billion (4 per cent)
In the previous year. The forecast for 1979-80 Is
£81 billion (4-J per cent): this is about £2” billions less
than the figure implied by a continuation of the
51 per cent reached last year. In 1979-80 the effects
of the Budget are partly offset by the cost of compara-
bility wage payments in the public sector.

Margins of error

19. The Inevitably large margins of error associated
with economic forecasts have been regularly emphasised
In Government publications and estimates of average
errors In past forecasts have been shown. On this
occasion these estimates are presented adjacent to
most of the key components of the forecast in Table 3.
These estimates are In no sense the maximum errors
that are likely to occur. For one thing they are based
on the average not the largest size of errors recorded
In the past. Secondly, for Part A of the table the
errors relate to comparisons of the forecast with a
relatively long and firm base; errors relating to changes
from a six-month period which is itself a forecast will
tend to be higher, because the initial period as well as
the final period of the comparison is subject to sub-
stantial error. This Is particularly important for the
first half of 1979 which was substantially affected by
Industrial disputes. Thirdly, there 1s no clear pre-
sumption that past errors are a good guide to future
errors. Both the way forecasts are made and the
factors iInfluencing economic fluctuations tend to
change over time. On the present occasion the laige



Economic OQutlook to 1980—continued

changes In the Budget itself may tend to Increase
margins of error. The forecasts are largely based on
economic relationships fitted to the historical data of
the last 10 or 15 years. Although the economy Is
modelled In such a way as to take account insofar as
possible of the effects of policy changes, it remains a

Table 3.

A. Output and expenditure at constant 1975 prices
First half 1979 to first half 1980; per cent change:
Gross domestic product (at factor cost)

Consumers’ expenditure........ e s
General Government expenditure on goods and services
Public corporations’ fixed investment..........cccccvevvvvvvvnnnen,

Private sector investment

EXports of goods and SErvICES.........cccceevveeveevevvvivinininnn,

Stockbuilding (as per cent of GDP)

Imports 0f goods and SEIVICES........ccccovvveiriereiiiee e

Manufacturing production

B. Balance of Payments on current account
£ billion:
1979 First half

Second N a L oo,

1980 First half

C. Public Sector Borrowing Requirement

possibility that large changes in policy will affect the
economy In ways which are not foreseen. It Is parti-
cularly difficult to take account of possible changes In
confidence and expectations or, for the slightly longer
term, of the effect of Incentives on supply side

relationships.

Economic Prospects to 1980

_ower savings

Main forecast Margin oferrorS")

£ billion; In brackets percentage of GDP at market prices:

Financial year 1978-79
Financial year 1979-80

D. Retalil Price Index
Per cent change:

Third quarter 1978 to third quarter 1979

Third quarter 1979 to third quarter 1980

E. Money Supply {Sterling M3)
Per cent change:

Mid-June 1979 to mid-April 1980 (at annual rate)

() The errors relate to average and not maximum errors (on either side of the central figure) experienced in the past.

variant (plus or minus
i
-1 2
-1 1 2
“2 -2h 2(2)
-4 N -4 8
_ 1 5
..... 5i- 6i 4
0 1
..... 1 3
..... -2N 5
..... i
..... 0
0 -1 ||
----- 9i(5°%) n (51 %)
----- 81 (4"%) n 24%) 21-
..... 16 16 1
..... 131 14 5
9 9

They have been calculated

figures) as those published in the previous Industry Act forecast (Treasury

Supplement, November 1978, TaWe 3).
N N

therefore reflect the general increase m current price magnitude.

The figures for the current account and PSBR were standardised as percentage

In SecUon A. however, the errors are

Ihis margin of unccrUmty in Ac forecast change shown. This is because the errors relate to change between
nvtr a _ _ ®- base period spanning the four quarters prior to the compleUon of the forecet. Errors in forecast change
Acr a period star™g with arelauvely short base (m this cee the first half of 1979) which is itself highly uncertain are liable to be greater.

|Sfc A (apart from manufacturing output) are based on forecasts between June 1965 and November 1976. Sections B and D

In Ule

forecasts “tween June 1970 and November 1976. . Section C use PSBR forecasts made at_the thSe of die fflg/\ct

m the years 1967-76. Apart from manufacturing output the errors have been adjusted for subsequent major change in fiscal policy.

(*) Margin applie to General Government Consumption.
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PART I

PUBLIC SECTOR TRANSACTIONS

Introduction

Tables 5 and 6 present the transactions of the public
sector In terms of the concepts used In the national
Income accounts(*). Table 7 draws on them to show
figures for public expenditure (at outturn prices), as
defined In the most recent public expenditure White
Paper (Cmnd. 7439 of January 1979).

Public expenditure

The estimated value of public expenditure in 1978-79
shown In Table 7 Is close to the forecast made In
April 1978. The estimated volume implied by the
estimated outturn figure i1s 1-1 per cent lower than
the projection included in Cmnd. 7439. Total shortfall
at survey prices in the year now appears to have been
around £273 billion.

The expenditure policies described In the Budget
Statement are expected to reduce the volume of public
expenditure in 1979-80 by at least 3 per cent below the
outturn projected in Cmnd. 7439, probably to a level
similar to that now estimated for 1978-79.

(0O A full description of the princiPIes on which the national
Income accounts are based and of the methods used in their
compUation Is given In “ National Accounts Statistics:
Sources and Methods 7, H.M.S.0O., 1968.
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Public sector transactions by economic category (Tables
5 and 6)

These tables show how the transactions of general
government and public corporations contribute to the
public sector borrowing requirement. In Part C of
Table 5 the financial transactions of the public sector
are consolidated to exclude transactions between
general government and public corporations. The
PSBR Is analysed to show the net borrowing from the
private sector and abroad by each sub-sector within
the public sector.

The estimated outturn figures for 1978-79 are based on
partial information. Revised estimates will appear In
Table 2.7 of Financial Statistics from July onwards(™).
The forecasts for 1979-80 are consistent with Table 3.
The figures “ before Budget changes” shown In
Table 5 differ from those “ after Budget changes ”
only by the direct effect of changes In taxation and In
expenditure policies; they do not remove the effects
of changes In the level of economic activity or prices
resulting from the Budget measures.

(2) Issued monthly by the Central Statistical OflBce.



Table 5. Public Sector Transactions
197819 1979-80 Forecast
Budget Estimated Before Budget ~ After Budget
forecast(0 outturn changes changes
A. GENERAL GOVERNMENT
Current Receipts
Taxes on Income 23,690 22,882 29,154 25.089
Taxes on expenditure........... TR 23,507 24,690 28,765 ViAil
National Insurance, etc., contributions  ............ 10,117 10,119 11,630 11.630
Gross trading surplus™ ., 165 206 238 233
o 2,233 2,349 2,624 2 624
Capital consumMpPtion™)........coovviiinniiie, 1,145 1,023 1,153 1,153
Interest and dividends from—
Public corporations ..., 1,719 1,734 2.008 2 008
1,369 1,303 1,439 1,439
63,945 64,306 77,011 76,608
Capital Receipts
Current surplus(™) e, 40 -595 -819 —10
Taxes on capital........................ I s 935 963 1,017 1,014
Financial deficit (on current and capital transactions)— |
Central government ..., 4,327 5,136 6,378 5,054
Local aUthOrItIES. ... 1,901 1 1,033 1,417
General government ..., 6,228 1 6,169 7,795 5,960
7,203 6,537 7,993 6,964
B. PUBLIC CORPORATIONS
Appropriation Account: Income
Gross trading surplus(™) 5,568 5,446 5,896 6,052
Rent and other non-trading Income...............occ...... 729 708 813 813
6,297 4 6,154 6,709 6,865
Capital Receipts
Undistributed income(®) .o, 3,698 3,539 3,780 3,936
Capital transfers from—~General government 431 378 464 445
_ _ o Other... .. s 60 105 70 70
Financial deficit (balance of appropriation and capital
accounts)—Nationalised Industries...........cccceeun... 601 792 871 479
Other public corporations 535 527 820 736
5345 1 5341 6,005 5,666
C. FINANCIAL TRANSACTIONS OF THE
PUBLIC SECTOR
R eceipts
Receipts from certain pension schemes (net) 79 223 200 200
Accruals adjustment — .......... et -496 -835 -890 -1,549
Miscellaneous capital transactions (net)(® 43 -453 -75 -75
Net borrowing from the private sector and overseas by-
Central government 7,937 8,043 10,902 9,564
Local authorities . 668 1 935 771
General QOVEINMENt  .ooveeeeeeeeeeeeeeeeeee, 8,605 8,998 11,673 9,824
Nationalised Industries  .........cccccceevieeiieeinen, -73 312 -450 -582
Other public corporations — ..cccceevevievienens 5 -83 63
Proceeds from sale of assets — .ocoevvvevevenennne.. -1,000
Total (public sector borrowing requirement) 8,537 9,227 11,286 8,305
8,163 8,162 10,521 6,881

(*) Differences from the figures given in Table 6 of the Financial Statement and Budget Report 1978-79 (H.C. 310) reflect changes of classification.

(0 Before allowing for depreciation and stock appreciation.

() Imputed charge for consumption of non*trading capita].

(*} Includes unidentified transactions.

O Counterpart assigned to central government borrowing requirement.
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BY Economic Category

A. GENERAL GOVERNMENT

Current Expenditure

Current expenditure on eoods and services ..

Subsidies ...
Debt interest
Current grants
Current grants

Current surplus(®)—Central government
Local authorities...

Total ...

Capital Expenditure
Gross domestic fixed capital formation
Increase In value of stocks
Capital (];’\ts to—
Public corporations
Private sector

Total ...

B. PUBLIC CORPORATIONS

Appropriation Account, Payments

Interest and dividends to—
General government

Other

Taxes on Income

Total  .............. .
Undistributed income(?)

APITAL Expenditure _ _
Gross domestic fixed capital formation
Increase In value of stocks

Total

C. FINANCIAL TRANSACTIONS OF THE

PUBLIC SECTOR
Expenditure

Financial deficit—

General government
Public corporations

Total

Net lending to private sector..............
Net lending, etc., abroad

Cash expenditure on company securities

Unallocated contingency reserve(®)
Proceeds from sale of assets

Total ...

1
1

Budget

32,876
3,329
7,541

18.730
1,429

63,905
-1,806
1,846

63,945

5.131
no

431
1,531

7,203

1,719
870
10

2,999
3,698

0,297

4,963
382

5,345

0,223
1,156

7,384
-140
303
616

8,163
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1978-79

forecast(™)

Estimated

outturn

33,446
3,633
7,955

18,631
1,636

64,901
-2,784
2,189

64,306

4,544
131

378
1,434

6,937

1,734
851
30

2,615
3,939

6,154

4,874
467

5,341

0,169
1,319

7,488
-273
492
455

8,162

£ million

1979-80 Forecast

Before Budget

changes

40,248
4,157
8,898

22,526
2,001

77,830
-3,508
2,689

77,011

5,748
95

464
1,686

7,993

2,008
857
o4

2,929
3,780

6,709

5,458
547

6,005

7,795
1,691

9,486
410
no
240
2175

10,521

After Budget

changes

39,489
4,047
8,898

22,273
1,911

76,018
-2,560
2,550

4,938
95

445
1,486

6,964

2,008
857
o4

2,929
3,936

6,865

5,119
547

5,606

5,960
1,215

- 1,000

6,881



Table 6. Sub-sector Transactions

1978-79 Estimated outturn

Receipts positive/payments negative General government

(*) Excludes transactions on operating account, 1.€., receipts from sales and subsidies, and payments for current goods and services.

Local rates.

(’) Before allowing for depreciation and stock appreciation.
(0 Imputed charge for consumption of non-trading capital.

(™ Includes unidentified transactions.

(0 As sales of assets are unallocated™ no breakdown of the public sector borrowing requirement by spending authority is given.
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I_\I%tionalisgd Other
Industries ublic
Central Local Total C) coprpora- Tota
government authorities tions(0
Current Account:
Taxes oN INCOME....ceviieiiiiiiiiiicnie i, 22.882 L 22 882 19 11 29 852
Taxes on expenditure  .....cceeeeeeevivennnnn, 18,694 5,996(" 24.690 24 690
National insurance, etc., contributions ... 10,119 10,119 - 10,119
Gross trading surplus”® ... 40 166 206 4,679 167 5 652
Gross rental Income”™) ..., 54 2,295 2,349 35 253 2637
Capital consumption”™)......ccccccvvvveeeennnn. 323 700 1,023 1.023
Interest receipts—private sector and !
OVOrSaaS eee oo 0» a* 734 526 1,260 135 111 1,672
Interest payments—oprivate sector and ’
OVEISS eee o oo -5,790 -1,765 -7,555 -707 -144 -8.406
Interest payments—within public sector 2,928 -1,237 1,691 -1,004 -687
Dividends........ccooiiiiiiiiniii, 86 36 15 -20 51
Current expenditure on goods and services -20,039 -13,407 -33,446 —33,446
SUDSIATES ., -3,026 -607 -3,633 _3.633
Current grants to personal sector -17,744 -887 -18.631 — -18.631
Current grants to local authorities -10,409 10,409 - |
Current grants abroad ..........cccoceeinen -1,636 -1,636 1,636
Current Balance(®) ... -2,784 2,189 -595 3,104 435 2.944
Capital Receipts and Expenditure:
Taxes on capital......cccooeeeiiiiiincccinnnee, 963 063 963
Capital transfers from private sector ... s 90 15 105
Gross domestic fixed capital formation... -1,237 -3,307 -4,544 -3,710 -1,164 -9,418
Increase In value of stocks  .............. -131 131 _427 _A0 -508
Capital grants to private sector............... -1,370 114 -1.484 , 1,484
Capital grants within public sector 577 199 -378 151 227
Financial Dehcit (balance of cur-
rent and capital accounts) -5,136 -1,033 -6,169 -792 -527 -7,488
| » ancial T ransactions:
Net lending to private sector ............... -40 15 -25 298 273
Net lending to overseas governments, etc. -163 - -163 -163
Other net lending and transactions abroad -197 -197 -33 -99 -329
Cash expenditure on company securities 1 1 -12 -444 -455
Receipts from certain pension schemes
223 223 1 223
Accruals adjustment ... -829 -14 -843 4 4 -835
Miscellaneous capital transactions (net)O 165 -262 -97 -91 -265 -453
Loans within public sector  .............. -2,067 339 -1,728 612 1,116
Borrowing from private sector and over-
seas (public sector borrowing require-
8,043 955 8,998 312 -83 9,227
Total.ceeeeeiiiiiieece e, 5,136 1,033 6,169 792 527 7,488



BY EcoNo*c Category
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£ million
1979-80 Forecast after Budget changes
Recelpts positive/payments negative General government
: [Nationalised  Other
Industries(™) public Total
Central Local Total corpora-
government authorities tions(0
Current Account;
Taxes on income ... 25,089 25,089 -52 -12 25,025
Taxes on expenditure ... 25,351 7.076(2) 32,427 32,427
National Insurance, etc., contributions ... 11,630 11,630 11,630
Gross trading surplus”).......ccccoeevveenen, 54 184 238 5,213 839 6,290
Gross rental IncomeO ... 6l 2,563 2,624 41 275 2,940
Capital consumption®)........ccccoeienin, 383 770 1,153 1,153
Interest receipts—private sector and
OVerseas... _ 848 535 1,383 196 293 1,872
Interest payments—private sector and
OVEISEaS......ccrvennen. e R -6,862 -2,036 -8,898 -706 - 9,755
Interest payments—within public sector 3,290 -1,335 1,955 1,077
DIVIDENAS....o.viiiiiiiiccec s e 109 109 -21 64
Current expenditure on goods and services  -23,833 -15,656 -39,489 -39,489
SUDSIAIES e, -3,457 -590 -4.047 -4 047
Current grants to personal sector -21,337 -936 -22,273 -22,273
Current grants to local authorities -11,975 11,975 |
Current grants abroad .............. -1,911 -1.911 -1,911
Current Balance0 -2,560 2,550 -10 3,594 342 3,926
APITAL Receipts and Expenditure:
Tax”™ oncapital........... e, 1,014 1,014 1014
Capital transfers from private sector 65 70
Gross domestic fixed capital formation -1,426 -3512 -4 938 «3.810 -10.057
Increase in value of stocks -95 -95 517 6472
Capital grants to private sector... -1,303 -183 _1.486 .1 486
Capital grants within public sector -684 239 445 189 956 ’
Financial DEncrr (balance of cur-
rent and capital accounts) -5,054 -906 -5.960 479 _736 7175
FinanciialdTransactions:
Net lending to private sector .............. 234 _ _
Net lending to overseas governments, etc. %%l 156
Other net lending and transactions abroad 249
Cash expenditure on company securities
Re(cel )ts from certain pension schemes
Net) 200
Accruals adjustment ... -1.565 1 52508 1 %28
Miscellaneous capital transactions (net) 74 oy SE
Proceeds fr:om s%lle of assets 1 000
Loans within public sector 3278 9 2, » !
Borrowing from private sector and ove | 909 2,309 1,258 1051
seas
Procwds from sale of assets 9,004 260 9,824 082 63 3.305
Public sector borrowing requirement - 81’9(,)85(3)
fotal... 5,054 906 5,960 479 736 7,175



Table 7. Public Expenditure

1978-79
Budget
forecast(0
General government expenditure:
current ..., 63,905
Capital ..o, 7,203
Net lending, etc................ N 2 328
Total - N 73,436
Net adjustments”: _
Certain public corporations(®) ... N 517
Debt interest™). ..., fee -4,962
Other, Including capital consumption” -1,681
Total public expenditure, White Paper coverage(’) 67,310
Add net overseas and market borrowing (other than short term) of
nationalised INAUSEIIES  ..veeeeeiiee e, 10
Subtract adjusted debt interest . . -2,579
Estimated outturn of White Paper planning total(®) N 64,721

1978-79

Estimated

outturn

64,901
0,537
2,112

73,550

205
- 5,203
-1,300

67,252

99
-2,352
64,999

£ million

1979-80

Forecast after
Budget changes

76,618
6,964
2,484

86,066

398
5,886
-1,948

78,630

-3601
-3,012
75,257

QﬂDifferences fr?rg] the_figures &ven in the table in the introduction to Part Il of (he Financial Statement and Budget Renort 1978-79 ka C 310>

ect changes of classification.

(*) These adjustments are described in Part 6 of Cmnd. 7439 and evaluated for past periods in Table 2.4 of Financial Statistics.

ggAdd their capital expenditure and subtract government grants and lending to them. Full list of these public corporations isshown in Cmnd 7439

rt 6.
C) Subtract internally financed payments.

(*) Column 1 includes an allowance for the minor changes in definition of public expenditure between Cmnd. 7049 and Crand. 7439.
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PART

CENTRAL GOVERNMENT TRANSACTIONS

The tables In this Part present the transactions of the central government in more detail both by reference to the
activities of the relevant funds and accounts and In accordance with the national income accounts classification.
All figures for receipts and expenditure both In 1978-79 and In 1979-80 are at the estimated prices of each year.
The estimates for 1979-80 “ before Budget changes ” remove from the forecast the direct effect of changes In
expenditure and in taxation as set out In Table 16. They do not remove Indirect effects of changes In the level
of economic activity and prices resulting from the Budget measures.

Table 8 Summary of Central Government Transactions

£ million
1978-79 1979-80 Forecast
Budget Outturn(0 Before Budget  After Budget
forecast changes changes
Consolidated Fund
Revenue (Table 9) .o, 42,746 43,088 52,168 51,013
Expenditure (Table 10) ..o, t 51,378 51,469 61,096 59,371
DefICIt . -8,632 -8,381 -8,928 -8,358
N ational Loans Fund
Consolidated Fund deficit (as above)  .............. -8,632 -8,381 -8,928 -8,358
Other transactions:
Receipts (Table 11) ..., 6,400 6,458 8150 8 150
Payments (Table 11) ..ol -7,640 -6,674 -10,413 210,119
Total net borrowing by the National Loans Fund -9.872 -8.597 -11,191 -10 327
Other funds and accounts (net) (Table 15)  ............. 4-1,935 + 554 +289 + 763
Central Government Borrowing Requirement -7.,937 -8,043 -10,902 _9’564(2)

net

(*) This figure docs not lake account of the proceeds from the sale of assets (see Tables 5 and 6).
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Table 9. Taxation and Miscellaneous Receipts

£ million
1978-79 1979-80 Forecast
Budget Outturn Before Budget  After Budget
forecast changes changes
Taxation
Inlar}d Revenue—
NCOME TAX oo e e, 19,3100 18,776 23,157
SUIAX ..o, 15 15 10 19’651%
Corporation taxO)  ..ooovveiiiiiiin, 4,1700 3,038 5.046 4.850
Petroleum revenue tax ..o 170 183 620 730
Capital gains tax ..o, 375 353 390 390
Development land tax —  ...ooevvevviiveiiiiieieieveenn, 10 13 29 20
Estate duty ..o, 50 46 25 25
Capital transfer ta X ......ccccoeiiiiiiii e 320 303 360 260
STAMP AUTIES ..o 440 433 550 550
Total Inland ReVenUE  .......ovevveeeeceee e 24.5(0(2) 24,080 30,180 26,590
Customs and Excise—
Value added tax ..o 4,775 4,900 6,175 8.325
2,500 2,460 2,935 2,900
Tobacco s 2,450 2,445 2,520 2.550
Spirits, beer, wine, cider and perry........cccccovvevvveen, 2,400 2,335 2,500 2,400
Betting and gaining.......coccvevves i, 350 345 410 410
Cartax = .. LT e 325 380 520 510
Other exCISE dUtIES ..oviiviiiiiiiiiiie e, 10 10 10 10
EEC own resourcesi®)—
Customs duties, etC..........cecevvevieiiiiiiiiiiienn, 765 740 860 860
Agricultural levies ., 175 220 285 285
Total Customs and Excise  ..oovveeeeeneeennneen 13,750 13,835 15,815 18,250
Vehicle excise duties .o 1,120 1,113 1,148 1,148
National insurance surcharge .......cccccceveveieeiieenne, 1475(2) 1,914 2,952 2,952
Total Taxation ..., 41,205 40,942 50,095 48,940
Miscel laneous Receipts
Broadcast receiving licences ... 317 337 383 383
Interest and dividends ..o, 264 267 310 310
Other(?) 960 1,542 1,380 1,380
''otal . ooe 42,746 43,088 52,168 51,013

f) Corporation tax receipts include gross payments of advance cor-
POFALION TAX oo 1,500 1,422 1,820 1,630

(0 Changes in the Finance Act, 1978 reduced the Budget forecast of income tax to £18,865 million, of corporation tax to £4,137 million (including
advance corporation tax of £1,467 million) and of tot” Inland Revenue duties to £24,382 million; the forecast of the national insurance surcharge

was increased to £1,940 million.

(’) Customs duties and agricultural levies are accountable to the European Communities as “ own resources  actual payments to the Communities
are recorded in Table 10.

(0 Includes the 10 per cent of " own resources ” refunded by the Communities to meet the costs of collection.
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Table 10. Supply Services and Consolidated Fund

Standing Services

£ million
19/78-79 1979-80 Forecast
Budget Outturn Before Budget | After Budget
forecast changes changes
Supply Services(®)
Defence _ 6,886 7,419 8,463 8,463
OVEISEAS SEIVICES.....uvviieiiieeeeeiiiiiireeeeea e e e e 1,062 1,106 1,291 1,291
Agriculture, Fisheries and Forestr?/ .............. 535 545 644 644
Trade, Industry, Energy and Employment 2,568 3,047 3,078 3,078
Government Investment in Nationalised Indus-
481 028 1,044 1,044
Roads and Transport ..., 1,256 1,263 1,491 1,491
Housing _ 2,618 2,674 3,020 3,020
Other Environmental Services ........ccoevevennnnen.. 299 308 411 411
Law, Order and Protective Service — .............. 1,249 1,297 1,562 1,562
Education and Libraries, Science and Arts 1,740 1,796 2,105 2,105
Health and Personal Social Services —.............. 6,163 6,807 7,681 7,681
Social Security ..o, 6,683 6,892 6,011 6,011
Other Public Services ..., 1,071 1,130 1,311 1,311
COMMON SEIVICES.....uiiieveieiiieee e e e e, 1,157 1,166 1,489 1,489
Northern Ireland.......ccoooeeiiii, 592 792 024 024
Rate Support Grant, Financial Transactions, etc. 7,968 8,593 11,633 11,633
Total 42,3280 45,763 52,158 52,158
Allowance for price changes (rounded) ... 2 400
Revised and supplementary provision (net) 1,450 2,225(3) 500(3)
Total Supply Services ..., 46,178 45,763 54,383 52,658
Consolidated Fund Standing Services
Payment to the National Loans Fund In respect of
Service of the national debt 3,160 3.222 3.850 3 850
Northern Ireland—share of taxes, etc. 736 765 '383 'a83
Payments to the European Communities, etc. .. 1,237 1,669 1,937 1.937
Contingencies Fund ..., | 29 ’ '
Other SEIVICES e, 17 18 43 43
Total Consolidated Fund Standing Services 5,200 5,706 6,713 6,713
Total 51,378 51,469 61,096 59,371

beS
At 197S-79 Estimate prices.
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Table 11. Summary of National Loans Fund Receipts and Payments

£ million
1978-79 1979-80 Forecast
Budget Before After
forecast Outturn Budget Budget
changes changes

R eceipts

Interest on loans, profits of the Issue Department of the Bank of
ENgland, etC..........ooviiiiiee s 3,240 3,236 4.300 4.300

Service of the National Debt—balance met from the Consolidated

Fund e, = 3,160 3,222 3,850 3,850
Total Receipts 6,400 6,458 8,150 8,150
Payments

Service of the National Debt
Interest 6,300 6,369 8,040 8,040
Management and expenses 100 89 110 no
Total .. 6,400 6,458 8,150 8,150

Loans (Net)(®)

To nationalised industries -273 -562 485 275
To other public corporations ... 294 382 707 623
To local and harbour authorities 1,123 313 974 974
To private sector  ............. -4 -3 -3 -3
Within central government 100 86 100 100
Total ... 1,240 216 2,263 1,969
Total Payments 7,640 6,674 10,413 10,119

0) Details in Tables 12 and 13.
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Table 12. Loans from the National Loans Fund

(Net Issues)

£ million
1978-79 1979-80 Forecast
Budget Before After
Forecast Outturn Budget Budget
changes changes
Loans to Nationalised Industries (Se_e Table 13) -19 -252 650 390
Other National Oil Account transactions ... . -254 -310 -165 -115
f o X o= N -273 -562 485 275
Loans to other Pubuc Corporations: o
New Towns—Development Colorations and Commission 420 344 428 406
Scottish Special Housing Association 47 32 46 46
Housing Corporation — ......... . 42 38 118 118
Covent Garden Market Authority 1 -1 -1 -1
Civil Aviation Authority.............. 14 12 / 7
Re”onal Water Authorities no 268 312 250
National Enterprise Board -204 -306 30 30
Scottish Development Agency 8 2 9 9
Welsh Development Agency 5 1 4 4
Land Authority for Wales 4 | 4 4
Development Board for Rural Wales 4 4 4 A
Royal Mint................. TR -3 _
Royal Ordnance Factories o -4 -11 -4 -4
Property Services Agency _Supplles Division -2 .
_ess shortfall and borrowing from other sources -150 - -250 -250
Total ... 204 382 707 623
Loans Tc’)A\Lor(;al_a_nd Harbour Authorities:
Local AUtNOTITIES.....ccooeviiiii e, 1,100 304
Harbour Authorities ..o, 23 9 9291 922
Total ... 1,123 313 974 974
Loans to Private Sector:
Shipbuilding Industry Board o - |
Building Societies.............. y . . -3 _3 -3 -3
Total .., -4 -3 -3 -3
Loﬁnst\ﬁithir Clentcllral G overnment
orthern Ireland......ccccvvvveeennnn. .
Married quarters for armed forces %OO _?7 _100 _;OO
Total ..., 100 36 100 100
Total—Net Lending ... . 1,240 216 2,263 1,969
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ANNEX

PROPOSED CHANGES IN TAXATION

INLAND REVENUE

Income tax

The Finance Act 1979 increased the single person’s
allowance and the maximum wife’s earned Income
relief from £985 to £1,075 and the married allowance

from £1,535 to £1,675. It Is now proposed that these
allowances be further increased to £1,165 and £1,815,

respectively.

The Finance Act 1979 increased the additional personal
allowance from £550 to £600. It is now proposed to
Increase It further to £650.

The Finance Act 1979 also increased the age allowance
for the single person from £1,300 to £1,420, for the
married from £2,075 to £2,265, and the age allowance
iIncome limit from £4,000 to £4,400. It isnow proposed
that these levels be further increased to £1,540, £2,455
and £5,000, respectively.

It Is proposed to extend the basic rate band by £2,000
to £9,250 (reduced, as appropriate, by any wife’s
earnings charged at the lower rate), and to reduce
the basic rate of tax from 33 per cent to 30 per cent.

It IS proposed to abolish the higher rates of tax above
60 per cent and to increase the width of the remaining
higher rate bands. As a consequence of these changes,

the structure of personal tax rates In operation In
1979-80 will be:

Bands of Taxable Income

Per cent

0- 750
751-10,000
10,001- 12,000
12.001- 15,000
15.001- 20,000
20.001- 25,000
over 25,000

It IS proposed that the Investment income surcharge
for 1979-80 should be charged at the single rate of

15 per cent, and that the threshold should be £5,000
for all taxpayers.

Following the withdrawal of child tax allowances In
the Finance Act 1979 it Is proposed to re-define the
quahfymg conditions for additional personal allowance
and to repeal Section 13, Income and Corporation
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Taxes Act 1970 (child-minder relief). It iIs also pro-
posed that the child dependency allowance received
by widows and certain other social security beneficiaries
should be wholly exempt from income tax.

It Is proposed that war widows’ pensions should be
wholly exempt from income tax.

It 1s proposed to reduce the profit restriction In calcu-
lating the amount of stock relief from 15 per cent to
10 per cent.

Income tax and corporation tax

It Is proposed to write off the balance of stock relief
still outstanding for 1973-74 and 1974-75 and to
Introduce provisions to write off so much of the relief
for each subsequent year as has not been recovered
after a period of six years.

It Is proposed to allow businesses to claim less than
the full amount of stock relief due.

It Is proposed to introduce provisions under which
expenditure incurred after 12 June 1979 on cars
acquired for long-term leasing will generally cease to
qualify for the 100 per cent first year allowance.

Corporation tax

It Is proposed that advance corporation tax for 1979-80
should be payable at the rate of 3/7ths of the amount
of the distribution.

It 1s proposed for the financial year 1978 to increase
the lower and upper limits for the “ small companies ”
rate of corporation tax from £50,000 and £85,000 to
£60,000 and £100,000 respectively.

Petroleum revenue tax

It Is proposed to increase the rate of petroleum revenue
tax (PRT) from 45 per cent to 60 per cent for chargeable
periods ending after 31 December 1978. It is also
proposed to reduce the uplift In respect of certain
qualifying expenditure from 75 per cent to 35 per cent,
subject to transitional provisions for expenditure under
contracts entered into before 1 January 1979,

It I1s proposed to reduce the oil allowance for PRT
from | million long tons to \ million metric tonnes

a year, and to reduce the cumulative limit of 10 million
tons per field to 5 million metric tonnes.



Proposed Changes in [/™xatioi™~—continued

INLAND REVENUE— continued

It Is proposed to extend relief for expenditure to allow
relief for expenditure incurred beyond the point at
which oil is first landed in the United Kingdom and
up to the point at which oil is valued for the purposes
of PRT, It isproposed to remove the British National
Oil Corporation’s exemption from PRT for chargeable
periods ending after 30 June 1979.

Development land fax

It Is proposed that development value realised from
the disposal of an interest in land on or after 12 June
1979 should be charged at 60 per cent and that the

amount of development value realised In a financial
year which iI1s exempt from development land tax

should be increased from £10,000 to £50,000 as respects
disposals from the same date.

Capital transfer tax

It Is proposed to extend for a further two years the
period during which transitional relief is available for
distributions from discretionary trusts, and to postpone

for two years the introduction of the periodic charge
on discretionary trusts.

CUSTOMS AND EXCISE

Surcharges and rebates in respect of excise duties

It 1s proposed to extend for a further year the existing
powers under Section 1ofthe Excise Duties (Surcharges
or Rebates) Act 1979 which enable the Treasury by
Order to Impose a surcharge or allow a rebate In
respect of those excise duties to which the Section
applies.

Value added tax

It Is proposed that from 18 June 1979 the 8 per cent
rate of value added tax should be increased to 15 per
cent.

It Is proposed that from 18 June 1979 the 121 per cent
rate of value added tax should cease to have effect and
that the goods and services subject to It should be
chargeable at the 15 per cent rate.

It Is proposed to amend the law so that the 15 per cent
rate of value added tax will not apply In respect of

charges to telephone subscribers on computer-produced
tax invoices which include a rental charge for a rental

quarter commencing before 1 November 1979.

It Is proposed to amend the law so that goods and
services supplied before the date of the increase in the
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rate of value added tax will not attract the increased
rate of tax solely because the time of supply for VAT
purposes Is after the new rate of tax has come into effect.

Hydrocarbon oil duties
It Isproposed, from 6 p.m. on 12 June 1979, to Increase;

(fl) the rate of duty on light hydrocarbon olil, petrol
substitutes and spirits used for power methylated
spirits by 1-5p a litre:

{b) the rate of duty on heavy hydrocarbon oil for
use as road fuel by 1-5p a litre;

(c) the effective rate of duty borne by rebatable olils
(except kerosene used other than as aviation fuel)
by O-lip a litre;

(M f)the rate of duty on gas used as road fuel by
0’75p a litre.

Tobacco

It Is proposed as from 13 August 1979 to vary the rates
of tobacco products duty on cigarettes as follows:

Id) to Increase the specific element In the duty by
£2-77 per 1,000 cigarettes, and

Ib) to reduce the ad valorem element from 30 per
cent to 21 per cent of the retail price.



Table 16. Forecast Effects of Changes in Taxation

The effects sho\\Ti are direct effects: 1.e. the difference between the yields of pre-Budget and post-Budget
tax rates at the same levels of income and activity. The expenditure tax figures do, however, allow for the effects

of relative price changes on the composition of consumers* expenditure.

£ million
Forecast for Forecast for
1979-80 a full year
INLAND REVENUE
Income tax
Increase In single allowance by £180 and married allowance by £280 -1,541 (a) -1,845 (a)
Increase in additional personal allowance by £100 ........ccccceennnnnee 11 (a) -13(a)
Increase in age alloNvance by £240 (single) and £380 (married) and In income
licit -168(a) -210(a)
Reduction of 3p INDasIC ra te ..., m1,288 1,395
Extension of basic rate band by £2,000 ..., 158 -200
Changes In higher rate thresholds and rates.........cccocoiiiiiiiiiiin, -305 -662
Increase in investment income surcharge thresholds..........cccccovviiiiiiiinnenn, -22 -201
Exemption of child dependency allowance ..., -5 -6
Exemption of war WIdOWS™ PENSTONS ..ccceiiiiieiiiicie s, -4 -6
Stock relief: reduction in profit restriction ..., Nil -30 (b)
Income tax and corporation tax
Stock relief: write-off ... Nil -25 (c)
Stock relief: partial claims  ............. Nil Negngmg
Capital allowances: leased cars Nil +200 (d)
Corporation tax
Decrease In rate of ACT to 3/7ths of the amount of the dividend ...
Increase In limits for small company relief ...,
Petroleum revenue tax
Increase In rate and reduction of uplift .. + 110 + 130 (/)
Reduction of oil allowance ..., +20 +20 (g)
Relief for certain expenditure incurred after the oil Is landed -20 -11 (70
Removal of exemption of British National Oil Corporation Nil Nil
Development land tax
Reduction In rate and increase in exempt amount -2 -10(7)
Capital transfer tax
Extension of transitional period for discretionary t Negligible Nil U)
Total Inland Revenue .., _3,590 _4,275
CUSTOMS AND EXCISE
Value added tax
Unification of rates at 15 percent ..., +2,035(Ar) +4,175(")
Excise duties
Increase in rate of duty on light olil, etc.
Increase in rate of duty on heavy oil for use in road vehicles ?85%(7) :3175’0(7)
Increase In effective rate of rebatable oil duty +40 + 5
Variations INrates Of duty on cigarettes Negligible Negligible
Total Customs and Exose +2 435 +4.700
Total Changes Iin Taxation ... 1 155 +495

W S f J s T t a A c t

(c) The costin 1980-81 will be £20 million.
W) The yield in 1980-81 will be £175 miUion.

D subsequent liabilities to mainstream corporation tax.
tQ revenue tax +£270 million; corporation tax —£140 million.
tax + ~ million; corporation tax -£20 million.
\' n?T milhon; corporation tax +£11 imlUon.

o1l million'in’
O) The costin 1980-81 wiU be £20 million.

benefitto net of tax bodies amounting

1979 (£866 million in 1979-80 and £1,042 million in a fnll year).

In\ +/7-'05 milUon in a full year; excise duties and car tax -£100 milUon in 1979-80 and -£130 million

(/) ou dn.y +£265 million in 1979-80 and + £345 million in a fnll year; VAT +£,5 miUinn in 1979-80 and +£30 miUlon in a fuU year,
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