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T a b l e l . i The Budget measures1 

£ mi l l ion yield( + ) /cost(- ; 

1989-90 

Changes from 
a non-indexed 
base 

Changes f r o m 
an indexed 
base 

1990-91 

Changes f r o m 
an indexed 
base 

National insurance 

employee contributions reformed and reduced 

Income tax 

personal allowances and basic rate hmi t indexed 

car benefit scales increased 

Excise duties 

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

vehicle excise duty for taxis, buses and some lorries 
increased 

other duties unchanged 

Value added tax 

non-domestic construction etc 

Life assurance tax regime reformed 

Corporation tax 

small companies' profits hmits increased 

Other tax changes 

Pensioners' earnings hmit abohshed2 

- 9 8 0 

- 1 4 6 5 

+ 160 

- 4 0 

+ 40 

+ 315 

- 2 0 

160 

- 9 8 0 

+ 160 

- 9 5 

+ 5 

-1135 

+ 315 

- 2 0 

- 1 2 5 

- 2 8 0 0 

+ 200 

- 1 7 0 

• 

- 1 2 1 0 

+ 535 

+ 45 

- 3 5 

- 5 5 

Total - 2 1 5 0 - 1 8 7 5 3490 

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

detail in Chapter 4. 
2 Publicexpenditurecostof£190million in 1989-90and£375million in 

1990-91 will be met from the Reserve. See Chapter 5. 

- = Nil. 

* = Negligible. 

••• = Not applicable. 

1 The Budget 

1.01 T h e object ive o f t h e Government ' s economic pohcy is to defeat 

in f l a t ion and to main ta in a v igorous and enterprising economy, w i t h 

sustained g r o w t h o f ou tpu t and employmen t . 

1.02 T h e Financial Statement and Budge t R e p o r t (FSBR) supplements the 

Chancellor 's Budge t Statement. I t presents the M e d i u m T e r m Financial 

Strategy ( M T F S ) ; describes developments i n the economy over the past 

year; provides forecasts to mid-1990; sets ou t the tax and nat ional insurance 

proposals i n the Budget ; summarises the Government ' s spending plans; and 

gives forecasts f o r the pubhc finances f o r the year ahead. 

T h e M e d i u m T e r m 1.03 Chapter 2 describes the M T F S , w h i c h provides the f r a m e w o r k f o r the 

F i n a n c i a l Strategy Government ' s economic pohcy . T h e objectives o f t h e M T F S and the central 

role o f moneta ry pohcy have remained unchanged th roughou t the 1980s, a 

per iod o f substantial economic progress. M o n e t a r y pohcy is designed to 

reduce money G D P g r o w t h and thus i n f l a t i on over the m e d i u m t e rm , w i t h 

the u l t imate object ive o f achieving stable prices; i n this year's M T F S 

money G D P g r o w t h falls to a round 5 -̂ per cent over the next f o u r years. 

M o n e t a r y pohcy is buttressed b y a sound fiscal pohcy, w i t h a substantial 

budget surplus i n b o t h 1988-89 and 1989-90; a gradual re tu rn to a balanced 

budget is intended over the m e d i u m t e rm , w i t h b o t h taxes and publ ic 

expenditure decl in ing as a share o f G D P . T h e M T F S is complemented b y 

pohcies designed to i m p r o v e the w o r k i n g o f markets and the supply 

performance o f t h e economy. 

T h e e c o n o m y 1.04 Chapter 3 describes the m a i n developments i n the economy i n 1988 

and the prospect u n t i l mid-1990. T h e economy g r e w s t rongly again i n 1988, 

b y A\ per cent, w i t h the largest f a l l i n u n e m p l o y m e n t since the war . G D P is 

forecast to g r o w b y a fu r the r 24/per cent i n 1989, t h o u g h g r o w t h t h r o u g h 

the year w i l l be l o w e r than this. In f l a t ion is forecast to be on a d o w n w a r d 

t rend i n the second h a l f o f 1989. 

T a x a n d nat ional 1.05 Chapter 4 sets ou t the tax and national insurance proposals i n the 

insurance measures Budget . T h e y include r e f o r m and reduct ion o f employee national insurance 

contr ibut ions , indexat ion o f the ma in income tax thresholds, improvements 

to personal equi ty plans and employee share schemes, r e f o r m o f t h e taxat ion 

o f hfe assurance, changes to the taxat ion o f pensions and u n i t trusts, measures 

to p r o m o t e unleaded pe t ro l , and aboht ion o f the earnings rule f o r 

pensioners. T h e measures are summarised i n Table 1.1. 

P u b l i c expendi ture 1.06 Chapter 5 summarises the Government ' s spending plans, as set out i n 

the pubhc expenditure W h i t e Paper. This chapter also provides the latest 
*>et-imif-/* r\f t-h/> AnHnirn f X r t " V i m i K l i i - ^ v t i ^ n e l i f n m n l a n n i n c r f n f a l i n 1 QPift—8Q 



1 T h e B u d g e t 

P u b l i c sector finances 1.07 Chapter 6 presents the complete financial picture f o r the pubhc sector. 

T h e pubhc sector debt repayment is forecast to be £14 b i l l i o n i n 1988—89. A 

fu r the r debt repayment o f £ 1 4 b i l l i o n is forecast f o r 1989-90, the same as i n 

1988-89. The forecast takes account o f t h e measures i n the Budge t w h i c h are 

expected to reduce taxat ion and nat ional insurance contr ibut ions b y 

£ 1 - 9 b i l l i o n , after adjusting f o r the net cost o f index ing direct and indirect 

tax rates and allowances. Table 1.2 shows the m a i n components o f general 

government receipts and expenditures. 

1 T h e B u d g e t 

T a b l e 1.2 T h e finances o f t h e p u b l i c sector 1 

£ biUion £ billion 

1988-89 1989-90 1988-89 1989-90 

1988 Latest Forecast 1988 Latest Forecast 
Budget2 estimate Budget2 estimate 

R E C E I P T S E X P E N D I T U R E 

Inland Revenue:" Department 

Income tax 42-1 43-8 46-9 Social security 48-5 47-4 51-0 

Corporation tax3 19-8 18-4 22-4 Health 20-7 21-7 23-2 

Petroleum revenue tax 1-2 1-3 1-4 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 1-0 1-1 1-1 Home Office and legal departments 7-0 7-2 8-0 

Stamp duties 2-0 2-3 2-4 Transport 5-1 4-8 5-4 

Total Inland Revenue 68-0 69-3 76-3 Scotland 8-5 8-7 9-0 

Customs and Excise: Wales 3-5 3-6 3-8 

Value added tax 26-2 27-5 30-0 Northern Ireland 5-1 5-6 5-5 

Petrol, derv duties etc. 8-4 8-7 8-8 Other departments 22-8 21-2 23-1 

Tobacco duties 5-0 5-0 5-1 Privatisation proceeds -5-0 -7-0 -5-0 

Alcohol duties 4-5 4-6 4-7 Reserve 3-5 — 3-5 

Betting and gaming duties 0-9 0-9 10 Public expenditure planning 
Car tax 1-3 1-4 1-4 total 156-9 150-6 167-1 

Customs duties 1-6 1-7 1-8 

Agricultural levies 0-1 0-2 0-1 

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

Vehicle excise duties 2-8 2-8 2-9 

Oil royalties 0-6 0-6 0-6 

Gas levy 

Local authority rates4 

Other taxes and royalties 

Total taxes and royalties 

0-4 

190 

2-4 

141-2 

0-4 

18-9 

2-7 

144-6 

0-4 

20-6 

3-3 

156-9 

General government gross 
debt interest 

Other adjustments 

17-5 

8-6 

18-3 

10-2 

17-1 

10-1 

National insurance and other 
contributions 31-6 32-8 34-0 

Interest and dividends 5-6 6-6 7-0 

Gross trading surpluses and rent 3-5 3-0 3-3 

Other receipts 3-0 3-9 5-2 

General government 
receipts 185-0 190-9 206-4 

General government 
expenditure 183-0 1791 194-3 

Receipts, expenditure and debt repayment 

£ billion 

1988-89 1989-90 

1988 Budget2 Latest estimate Forecast 

General government receipts 185-0 190-9 206-4 

General government expenditure 183-0 179-1 194-3 

General government debt repayment 2-0 11-8 12-1 

Public corporations' market and overseas debt repayment 1 -2 21 1-7 

Public sector debt repayment 3-2 13-9 13-8 
' In this and other tables constituent items may not add up to totals because of rounding. 
2 On current definitions. 
11ncludes advance corporation tax (net of repayments): 53 6-1 6 8 

— also includes North Sea corporation tax after ACT set off and corporation tax on gains. 
4 In this and other tables community charge receipts in Scotland are included with local authority rates. 



2 The Medium Term Financial 
Strategy 

Development of the MTFS 
2.01 This is the tenth occasion o n w h i c h the Governmen t has set ou t its 

M e d i u m T e r m Financial Strategy ( M T F S ) . 

2.02 Since its incept ion i n 1980 the M T F S has p rov ided a n o m i n a l 

f r a m e w o r k w i t h i n w h i c h the Governmen t pursues its object ive o f b r i n g i n g 

d o w n the rate o f in f l a t ion . The M T F S has been complemented b y pohcies 

designed to i m p r o v e the w o r k i n g o f markets and the supply performance o f 

the economy. T h e objectives o f t h e M T F S and the central role o f moneta ry 

pohcy i n reducing in f l a t i on have remained unchanged th roughou t the 1980s; 

bu t the precise f o r m i n w h i c h the n o m i n a l f r a m e w o r k has been expressed 

and the indicators used i n the assessment o f monetary condit ions have 

changed as the economy has i tself evolved. 

2.03 The or ig ina l version o f the M T F S specified the n o m i n a l f r a m e w o r k i n 

terms o f broad money—the aggregate k n o w n at the t ime as £M3 and n o w 

s imply as M 3 — w h i c h had shown a stable relationship w i t h money G D P i n 

the second h a l f o f the 1970s. M 3 in i t i a l l y had t w o roles: i t was used to 

describe the Government ' s strategic objective f o r g r o w t h o f n o m i n a l 

magnitudes i n the m e d i u m te rm; and to act as a target i n the short t e rm , and 

thus as a guide to setting interest rates. H o w e v e r , f o l l o w i n g the aboht ion o f 

exchange controls and other measures o f f inancial l iberalisation the earher 

relationship between broad money and money G D P changed. I t became 

necessary to give more at tention to money G D P itself and to take account o f 

other monetary indicators i n setting interest rates. 

2.04 T h e n o m i n a l f r a m e w o r k has been expressed i n essentially its present 

f o r m f o r the past six years. A m e d i u m t e r m path f o r money G D P has been 

shown i n all versions o f t h e M T F S since 1982. M 0 was in t roduced as a target 

aggregate i n 1984, in i t i a l ly alongside M 3 , and since 1987 has been the o n l y 

monetary aggregate f o r w h i c h a target range is g iven. T h e importance o f t h e 

exchange rate i n the assessment o f monetary condit ions was discussed i n the 

1982 M T F S , and restated regular ly i n subsequent versions. 

2.05 Since the i n t roduc t ion o f t h e M T F S , objectives f o r fiscal pohcy have 

been described i n terms o f the publ ic sector b o r r o w i n g requirement ( w h i c h 

has n o w become a publ ic sector debt repayment) . W i t h the P S B R at almost 

5 per cent o f G D P i n 1979-80, a m a j o r reduct ion i n the def ic i t was an 

essential component o f t h e strategy i n the early years o f the M T F S . Since 

then, the pubhc finances have been t ransformed and are n o w i n substantial 

surplus; this has a l lowed the Government to m o v e f r o m a m e d i u m t e r m 

2 T h e M e d i u m T e r m F i n a n c i a l S trategy 

Economic performance since 1980 

2.06 As a result o f sound f inancial pohcies coupled w i t h supply side reforms, 

substantial economic progress has been made d u r i n g the 1980s. In f l a t i on i n 

recent years has been b r o u g h t back to levels n o t experienced since the 1960s. 

T h e increase i n the R P I exc lud ing mor tgage interest payments is l i ke ly to 

have averaged about 5 per cent i n 1988-89, compared w i t h over 15 per cent 

i n the f i rs t year o f t h e M T F S . The g r o w t h o f G D P has averaged around 

3 per cent a year since 1980-81, w h i l e p r o d u c t i v i t y performance has 

i m p r o v e d sharply compared b o t h w i t h the U K ' s record i n the second h a l f o f 

the 1970s and w i t h the performance o f other industr ial countries. Latest 

figures p u t the w o r k f o r c e i n e m p l o y m e n t almost \ \ m i l l i o n above its 

1980-81 level and at an all time h i g h . Industr ial p r o f i t a b i l i t y has recovered to 

levels no t seen f o r 20 years. T h e U K has acquired one o f the largest stocks o f 

net overseas assets o f any coun t ry . 

25 

20 

15 

10 

C h a r t 2.1 M o n e y G D P , output a n d inf lat ion 
25 

Percentage changes on a year earlier 

A 20 

15 

Money GDP _ 

^Retail prices index less mortgage interest payments 

Output 

10 

1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 
estimate 

2.07 T h e early years o f t h e M T F S saw a sharp decline i n money G D P 

g r o w t h . O u t p u t f e l l i n the first year bu t started to recover i n 1981; as ou tpu t 

accelerated money G D P g r o w t h settled d o w n between about 7 and 9\ per 

cent a year. Since 1986, the g r o w t h o f money G D P has risen somewhat, 

w i t h higher ou tpu t g r o w t h matched by an u p w a r d movemen t i n in f l a t i on . 

2.08 As i n other industr ial countries, recent g r o w t h o f demand i n the U K 

has been m u c h stronger than expected; here this has occurred i n the face o f 

h i g h real interest rates and a substantial tightening o f fiscal po l icy . Private 

sector investment has su rged—growing b y about 30 per cent over the past 

t w o years. A n d several years o f r is ing asset prices and increased consumer 

b o r r o w i n g have helped to stimulate household expenditure. The collapse o f 

stock market prices i n October 1987 d id no t dampen demand i n the w a y 
f U n f l-n-n - i— . , r i J n h . , 1 



2 T h e M e d i u m T e r m F i n a n c i a l Strategy 

Objective for money GDP 
2.09 The Government 's in ten t ion remains to b r i n g d o w n in f l a t i on fu r the r 

over a per iod o f years and u l t imate ly to achieve price stabili ty. T o this end i t 

plans to reduce the rate o f g r o w t h o f money G D P over the m e d i u m te rm; 

monetary pohcy w i l l be directed to achieving this. M o n e y G D P g r o w t h i n 

1988-89 is estimated to have overshot the path pubhshed i n last year's M T F S 

b y 3^ percentage points; bu t current prospects, discussed i n Chapter 3, are 

f o r a substantial s l o w d o w n i n demand i n 1989 and the first ha l f o f 1990, i n 

part the result o f the t igh ten ing o f pohcy d u r i n g 1988. M o n e y G D P g r o w t h 

i n 1989-90 is forecast to be just over 1 percentage po in t higher than 

envisaged i n last year's M T F S . 

2.10 I t is the Government 's pohcy no t to accommodate inf la t ionary 

impulses. T o the extent that faster money G D P g r o w t h reflects supply side 

improvements i t is sensible to raise the money G D P objective to 

accommodate the faster potent ial g r o w t h ; bu t to the extent that faster 

g r o w t h o f money G D P reflects o n l y higher demand w i t h no supply side 

improvemen t , the Government w i l l take action designed to re tu rn to its 

planned path f o r money G D P g r o w t h over the m e d i u m t e rm. 

2.11 As compared w i t h last year the Government has revised its v i e w o f t h e 

l i ke ly real g r o w t h rate over the m e d i u m te rm, tak ing account o f a slower 

projected decline i n o i l ou tput . T h e m e d i u m t e r m t rend i n ou tpu t g r o w t h 

consistent w i t h decl ining in f l a t ion is n o w pu t at 2 f per cent, compared w i t h 

2\\ per cent assumed last year; the m e d i u m t e r m t rend i n n o n - o i l ou tpu t 

g r o w t h consistent w i t h decl ining in f l a t ion is put at 3 per cent. 

T a b l e 2.1 M o n e y G D P g r o w t h , output a n d inf la t ion 1  

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

Money G D P 11 7 | 6 6 S\ 
Real GDP: non-oil 4± 2± 2 3 3 

total 3^ 2± 2 2 f 2% 
Inflation: GDP deflator 1\ 5± 4 3 2\ 

1 Percentage changes on previous financial year. The figures for 1989-90 output and inflation. The projections in the table make no allowance for 
are forecasts; the figures for subsequent years show the Government's any effect of the replacement of local authority domestic rates by the 

medium term objectives for money GDP and consistent assumptions for Community Charge on recorded growth in money GDP or the GDP 
deflator. 

2.12 Table 2.1 sets out the Government 's revised objectives f o r money 

G D P . T h e a im is to get back b y 1991-92 on to the path i m p l i e d b y last year's 

money G D P objectives, after a l l o w i n g f o r the higher t rend ou tpu t g r o w t h 

n o w assumed. T h e new path is intended to be consistent w i t h reducing 

in f l a t ion to 3 per cent b y 1991-92, as envisaged i n last year's M T F S . There 

w i l l inevi tably be some fluctuation around the path f o r money G D P . 

M o r e o v e r the split between ou tpu t and in f l a t ion i m p l i e d b y i t is subject to 

unavoidable uncertainty; i l lustrative assumptions are shown i n Table 2 .1 . 

F o l l o w i n g t w o years o f rapid g r o w t h , ou tpu t is l ike ly to g r o w somewhat 
1r*cc r h i n trr^v\ 

2 T h e M e d i u m T e r m F i n a n c i a l S trategy 

2.13 The flows o f saving and investment i n the economy over the m e d i u m 

t e r m are also uncertain; and these inherent uncertainties are compounded at 

present b y the discrepancies i n the macroeconomic statistics discussed m o r e 

f u l l y i n the annex to Chapter 3. I n recent years the private sector as a w h o l e 

appears to have m o v e d f r o m large surplus in to substantial defici t , and this 

has led to the balance o f payments current account m o v i n g in to def ic i t 

despite the pubhc sector's m o v e in to surplus. I t seems l i ke ly that these trends 

w i l l reverse themselves over the m e d i u m te rm, and the pr ivate sector's 

financial posi t ion is l i k e l y to m o v e back i n t o surplus. I n particular, the 

personal debt / income rat io , w h i c h has been rising fast, should tend to 

stabilise, as bor rowers and lenders become m o r e cautious about a l l o w i n g 

fu r the r increases: this w i l l i m p l y higher net personal saving. 

20 
C h a r t 2.2 P r i v a t e a n d p u b l i c sector b o r r o w i n g 

20 

15 

10 

Per cent of GDP 

15 L 

10 U 

5 L 
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. Public 
— — — — — — 

4 5 

-5 J I I I I L 

1974-75 1976-77 1978-79 1980-81 1982-83 1984-85 1986-87 1988-89 

estimate 

Monetary policy 

2.14 T h e task o f exer t ing d o w n w a r d pressure on in f l a t ion falls to monetary 

po l icy , conducted w i t h i n a sound fiscal f r a m e w o r k . Experience i n the U K 

and elsewhere has shown that direct quanti tat ive controls, once though t to 

be a possible ins t rument o f moneta ry con t ro l , are n o t o n l y inefficient and 

dis tor t ionary, and so undesirable, bu t also ineffect ive i n today's sophisticated 

financial markets. Even a decade ago, markets were learning qu ick ly h o w to 

c i rcumvent such controls; their p rof ic iency i n do ing so w o u l d be m u c h 

greater n o w . T h e fu r the r l iberalisation announced today, i nc lud ing the 

aboht ion o f t h e C o n t r o l o f B o r r o w i n g Orde r (see b o x over page), removes 

one o f t h e last vestiges o f post-war controls o n capital markets. 



2 T h e M e d i u m T e r m F i n a n c i a l Strategy 

Further measures liberalising the financial markets 

T h e remova l o f controls i n f inancial markets since 1979 has cont r ibuted to greater 

compe t i t i on and efficiency i n the al location o f capital. Further liberalisation was 

announced i n the Budget . T h e C o n t r o l o f B o r r o w i n g Orde r ( C O B O ) , w h i c h , w i t h its 

antecedents, goes back to the immedia te pos t -War per iod , is to be revoked and its parent 

legislation repealed. A General Consent has been issued b y the Treasury, w h i c h means 

that i t w i l l no longer be necessary f o r n e w issuers (other than local authorities) to obta in 

the Bank o f England's consent to the t i m i n g o f their issues. T h e Bank w i l l no longer 

operate a n e w issues queue i n the equi ty and b o n d markets. C O B O itself w i l l r emain i n 

place, solely f o r local authorities, Only u n t i l n ew controls o n their b o r r o w i n g , contained 

i n the Local Governmen t and Hous ing B i l l , come in to force. T h e regulatory regime f o r 

sterling commerc ia l paper and shor t - te rm corporate bonds is also to be s ignif icant ly 

liberalised, creating a single regime f o r sterling paper w i t h an in i t i a l m a t u r i t y o f up to 

5 years. I n addi t ion , the restrictions prevent ing certain bor rowers , i nc lud ing f o r e i g n 

sovereigns and private companies, f r o m m a k i n g sterling issues i n this m a t u r i t y range w i l l 

be removed . 

2.15 Here, as i n other countries, monetary pohcy is implemented b y 

changing the level o f shor t - te rm interest rates. T h e process o f financial 

hberahsation has increased the p o w e r o f interest rates as a pohcy instrument . 

T h e y can n o w f u l f i l their f u n c t i o n as the price o f money and credit 

unhampered b y quanti tat ive controls. A t the same t ime , the rise i n 

b o r r o w i n g and holdings o f hqu id i t y , w h i c h f o l l o w e d hberahsation, means 

that interest rates n o w act o n a w i d e r base. 

2 T h e M e d i u m T e r m F i n a n c i a l S trategy 

2.16 Decisions about interest rates are made on the basis o f a comprehensive 

assessment o f moneta ry condit ions. T h e evidence o f a range o f indicators has 

to be appraised and balanced. B u t the assessment gives particular w e i g h t to 

the behaviour o f n a r r o w money i n relat ion to its target range and to the 

exchange rate. A t t e n t i o n is also paid to the behaviour o f broad m o n e y or 

h q u i d i t y . Shor t - t e rm interest rates f e l l f r o m 9 per cent i n early 1988 to touch 

1\ per cent f o r a f o r t n i g h t i n M a y . Thereafter they were raised steadily to 

reach 13 per cent b y the end o f N o v e m b e r , where they have remained. 

2.17 Longer t e r m interest rates have been stable despite the rise i n short 

rates. 20 year gilts yields have fluctuated between around 9 and 9\ per cent 

t h roughou t the past year, and current ly stand near the midd le o f this range. 

This relative stabil i ty has been a feature o f recent years. Since the sharp 

decline i n 1982, the t rend i n l o n g rates has been gendy downwards , w i t h 

o n l y m i n o r fluctuations. 

2.18 N a r r o w money , as measured b y MO, has cont inued to have a rehable 

and predictable relationship w i t h money G D P . Ref lec t ing the higher 

g r o w t h o f money G D P , the 12 m o n t h g r o w t h rate o f MO has been above 

the target range th roughou t 1988-89. MO g r e w par t icular ly r ap id ly between 

M a r c h and September last year, bu t has s lowed sharply since the a u t u m n i n 

response to the higher interest rates i n the second h a l f o f 1988. Its estimated 

annualised g r o w t h over the last six months seasonally adjusted is under 3 per 

cent, the lowest since the m i d d l e o f 1987. 
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2.19 For 1989-90, a target range f o r M O o f 1—5 per cent has been set, the 

same as the i l lustrat ive range f o r that year i n last year's M T F S . Measured b y 

the 12 m o n t h g r o w t h rate, i t is l i k e l y to begin the year above the target 
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range. B u t as the deceleration over recent months continues, i t w i l l come 

back w i t h i n i t . The ranges g iven i n Table 2.2 f o r later years are i l lustrative 

and show a steady fa l l consistent w i t h the decl ining path f o r money G D P 

g r o w t h . 

T a b l e 2.2 G r o w t h o f MO 1 

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

7 1 to 5 0 to 4 0 t o 4 - 1 to 3 
11988—89: forecast percentage change on previous financial year; 

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

2.20 The exchange rate is a key influence upon , and a key indicator of, 

monetary condit ions. I t has to be considered together w i t h all the evidence 

o f domestic indicators i n m a k i n g monetary pohcy decisions. M o n e t a r y 

pohcy has the ove r r id ing task o f defeating in f l a t ion : the Government is 

accordingly no t prepared to accommodate increases i n domestic costs b y 

exchange rate depreciation. Sterl ing has risen shghtly against the 

deutschemark over the past year. T h e dollar has also risen against the 

deutschemark, t hdugh i t has shown ht t le change against the yen. 

2.21 Exchange rates are also impor t an t i n internat ional economic 

relationships. The i m p r o v e d co-operat ion between the G7 countries, w h o 

share a c o m m o n counter- inf la t ionary objective, has been clearly beneficial to 

the internat ional c o m m u n i t y . 

J 1 1 nn 

2 T h e M e d i u m T e r m F i n a n c i a l S trategy 

2.22 I n assessing monetary condit ions, the interpreta t ion o f broad money, 

or l i q u i d i t y , requires considerable j u d g m e n t . There have been significant 

changes i n the relationship between broad money and spending over the 

years. Because i t is used as a store o f value as w e l l as f o r transactions 

purposes, w h a t matters so far as subsequent inf la t ionary pressure is concerned 

is no t its g r o w t h rate alone bu t the extent to w h i c h people are prepared to 

h o l d interest-bearing money balances rather than to spend them. 

25 
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F u n d i n g p o l i c y 2.23 The Governmen t w i l l continue to conduct its o w n financial affairs so as 

to have a broadly neutral impact on h q u i d i t y . Tha t is embodied i n the pohcy 

o f f u n d i n g the net to ta l o f m a t u r i n g debt, the P S B R , and any unde r ly ing 

increase i n the f o r e i g n exchange reserves, by sales o f debt outside the 

bank ing and b u i l d i n g society sectors. Should this tota l be negative, then 

' u n f u n d i n g ' w i l l be required; that is, the authorities w i l l make purchases o f 

debt. Gilts bough t i n by the Bank o f England are n o r m a l l y held i n its Issue 

Depar tment . T h e Governmen t is t ak ing powers i n this year's Finance B i l l to 

enable the Na t iona l Loans Fund to acquire these gilts f o r cancellation. 

2.24 N o w that the publ ic sector is repaying debt i t is possible to devote 

more at tent ion to the structure o f the remain ing debt, b o t h to secure l o w e r 

expected servicing costs and to i m p r o v e the qual i ty o f debt b y reducing 

reliance on b o r r o w i n g i n the f o r m o f l i q u i d instruments. A t t e n t i o n w i l l also 

be paid to smooth ing the p ro f i l e o f redemptions. The reverse auction 

conducted i n January 1989, the first o f its k i n d , enabled the authorities to 

make substantial purchases o f gilts m a t u r i n g i n 1989—90, a year w h e n 

maturit ies w i l l be par t icular ly heavy. 

2.25 I n general, however , the Governmen t decides wha t types and m a t u r i t y 

o f debt to repurchase or issue, depending on current relativities and expected 

fu tu re yields. In 1988—89, the Government t o o k the v i e w that, on this basis, 
its lonecr t e rm debt looked rclativdv nvnpnsivr hnrrnwino- Arrnrdinplv. 
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m u c h o f the b u y i n g - i n o f convent ional gilts required b y the f u l l f u n d pohcy 

was o f longer m a t u r i t y issues, so as to secure greater f u tu r e debt interest 

savings. The fact that the Governmen t has been a net repurchaser o f l o n g 

t e r m debt and the emergence o f a d o w n w a r d sloping y ie ld curve have 

created favourable conditions f o r longer t e r m b o r r o w i n g b y the private 

sector. The increasing v o l u m e o f fixed rate sterling b o r r o w i n g b y companies 

has been a we lcome development. 

2.26 Indexed debt has the advantage o f reducing uncertainty, f o r b o t h the 

Governmen t and investors, about fu tu r e real yields. I n circumstances w h e n 

the Government believes i t w i l l reduce in f l a t i on i n a w a y that is n o t yet f u l l y 

reflected i n market yields, index- l inked b o r r o w i n g becomes par t icular ly 

attractive to the Governmen t as compared w i t h convent ional gilts. N e t sales 

o f indexed gilts cont inued i n 1988—89, despite the reduct ion i n tota l gilts 

outstanding, and about one e ighth o f all gilts outstanding are n o w i n 

indexed f o r m . 

Fiscal policy 
2.27 I t is n o w expected that the net repayment o f debt i n 1988—89 w i l l to ta l 

about £14 b i l h o n (3 per cent o f G D P ) , compared w i t h a forecast i n last 

year's Budget o f £3 b i l l i o n . Even a l l o w i n g f o r the fact that privat isat ion 

proceeds are n o w expected to be some £2 b i l l i o n higher than forecast a year 

ago, this means that the fiscal stance has been considerably tighter than 

planned, ref lect ing i n large part the strength o f economic ac t iv i ty w h i c h has 

b o t h boosted tax revenues and depressed pubhc expenditure. 

2 T h e M e d i u m T e r m F i n a n c i a l Strategy 

2.28 T h e l o n g t e r m object ive o f fiscal pohcy remains a balanced budget . 

This provides a clear and simple rule, w i t h a g o o d historical pedigree. I t 

constitutes a firm buttress f o r monetary pohcy i n the struggle against 

in f l a t ion , w h i l e enabling the burden o f pubhc debt, and w i t h i t debt interest, 

steadily to d imin i sh as a p r o p o r t i o n o f the economy as a who le . A n d i t 

means that as pubhc expenditure declines as a share o f G D P , so too can the 

burden o f taxat ion. 

2.29 T h e Governmen t intends to m o v e gradual ly f r o m the present surplus 

towards a balanced budget over the m e d i u m t e rm. T h e P S D R f o r 1989-90 

has been set at £14 b i l h o n , the same as i n 1988-89. The projected P S D R 

path thereafter is shown i n Table 2.7. As usual, the P S D R to be set i n fu tu re 

Budgets w i l l be rev iewed i n the hgh t o f circumstances at the time; as tax 

rates are set on the basis o f m e d i u m to longer t e r m objectives the P S D R w i l l 

tend to be increased b y G D P g r o w t h above t rend, and to be reduced by 

b e l o w t rend G D P g r o w t h . 

Public expenditure 
2.30 The Government ' s object ive f o r expenditure is to main ta in a 

d o w n w a r d t rend over the m e d i u m t e r m i n the rat io o f general government 

expenditure to G D P . F i r m con t ro l o f pubhc expenditure, coupled w i t h the 

strength o f economic ac t iv i ty has caused the rat io o f G G E excluding 

privat isat ion proceeds to G D P to fa l l b y over 7 percentage points since 

1982—83. This is the largest and most sustained f a l l since the immedia te 

post-war per iod and i t has b rough t the rat io back to levels no t experienced 

since the m i d 1960s. The Governmen t is determined to b u i l d on this 

achievement. 

T a b l e 2.3 G e n e r a l g o v e r n m e n t expendi ture ( exc lud ing pr ivat i sa t ion proceeds) 
as a per cent o f m o n e y G D P 1 

1963-64 36* 1973-74 42} 1983-84 45} 
1964-65 35} 1974-75 48 1984-85 46* 
1965-66 37* 1975-76 48} 1985-86 44} 
1966-67 38} 1976-77 46 1986-87 43} 
1967-68 42* 1977-78 42} 1987-88 41} 
1968-69 40} 1978-79 43* 1988-89 39} 
1969-70 40* 

40} 
1979-80 43} 1989-90 39* 

1970-71 
40* 
40} 1980-81 46 1990-91 39 

1971-72 41 1981-82 461 1991-92 381 
1972-73 41 1982-83 46} 1992-93 38 
1 1988-89: latest estimate; 1989-90: forecast; 1990-91 onwards: MTFS projections. 

2.31 Projections o f government expenditure are shown i n Table 2.4. For the 

per iod to 1991-92, they incorporate the publ ic expenditure plans shown i n 

the publ ic expenditure W h i t e Paper ( C m 601-621); the projections o f gross 

debt interest payments and other adjustments are consistent w i t h the latest 

economic projections and assumptions. I t is provis ional ly assumed that 

general government expenditure w i l l g r o w b y 1 per cent i n real terms i n 
1QQO_Q1- U„ . . - l :„ i non e 
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T a b l e 2.4 G e n e r a l g o v e r n m e n t expendi ture 

£ bilhon, cash 

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

Public expenditure planning total 2 145-7 151 167 179 192 200 

Gross debt interest 17-7 18} 17 15} 14} 14 

Other adjustments 8-4 10 10 10} 9 } 9 } 

General government expenditure 3 171-9 179 194 205 216 224 

Privatisation proceeds 5-1 7 5 5 5 5 

General government expenditure 
excluding privatisation proceeds 177-0 186 199 210 221 229 

1 For 1987—88 to 1991—92, the figures are taken from Table 5.1. 3 General government expenditure, and its components, are rounded to 
2 Existing definition; as proposed in Cm 441, anew definition of the the nearest £1 billion from 1988—89 onwards; except for debt interest 
planning total will be introduced in the 1989 Survey. and other adjustments which are rounded to the nearest £% billion, as in 

Chapter 5. General government expenditure is assumed to grow by 

1 % in real terms in 1992-93. 

Revenue 
2.32 The Government 's objectives f o r taxat ion are to reduce tax rates and 

b r i n g d o w n the tax burden. M u c h progress has been made i n reducing rates 

and r e f o r m i n g the structure o f the tax system; and the tax burden has fal len 

f r o m the peak o f 1981—82. The Government ' s success i n b r i n g i n g d o w n the 

share o f pubhc expenditure has so far been reflected m a i n l y i n the emergence 

o f a budget surplus. B u t m o v i n g back towards a balanced budget over the 

m e d i u m t e r m should enable cont inued pubhc expenditure restraint to be 

reflected i n a gradual fa l l i n the tax burden. 

T a b l e 2.5 N o n - o i l taxes a n d nat iona l insurance contr ibut ions as a per cent o f 
n o n - o i l m o n e y G D P 1 

1963-64 29 1973-74 33* 1983-84 37} 
1964-65 29} 1974-75 35} 1984-85 37} 
1965-66 3 1 i 1975-76 36* 1985-86 37* 
1966-67 32 1976-77 36 1986-87 37} 
1967-68 33* 1977-78 35 1987-88 37} 
1968-69 35* 1978-79 34* 1988-89 37} 
1969-70 36} 1979-80 35 1989-90 37} 
1970-71 36* 1980-81 36* 1990-91 36} 
1971-72 34} 1981-82 38} 1991-92 36 
1972-73 32} 1982-83 38* 1992-93 35* 

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

2.33 The g r o w t h i n government revenues over the m e d i u m te rm w i l l depend 

on the g r o w t h o f incomes, spending and prices, as w e l l as on pohcy decisions. 

Government revenues f r o m the N o r t h Sea are projected to decline relative to 

money G D P as o i l ou tput falls. A f t e r taking account o f the tax reductions 

announced i n the Budget, n o n - N o r t h Sea revenues are also projected to g r o w at 
a lift-lf* nnrlr»r t n n rai-r» nf crrr»ixrfn r\f nrm—ml mrmf»"w f T D P 
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T a b l e 2.6 G e n e r a l g o v e r n m e n t receipts 

£ bilhon, cash 

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

Taxes on incomes, expenditure and capital 132-8 145 157 164 172 179 

National insurance and other contributions 29-1 33 34 35 37 39 

Interest and dividends 6-2 7 7 7 7 6 

Other receipts " 5-8 7 8 8 9 9 

General government receipts 1 173-8 191 206 214 225 233 

of which 
Nor th Sea tax 2 4-7 3 3 3 3 3 

1 General government receipts, and its components, are rounded to the 2 Royalties, petroleum revenue tax (including advance payments) and 
nearest £1 billion from 1988-89 onwards. corporation tax from North Sea oil and gas production (before advance 

corporation tax set o f f ) . This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. 

Public sector borrowing 
2.34 T h e projections o f government expenditure receipts are b r o u g h t 

together i n Table 2.7 to p rov ide projections o f t h e general government 

b o r r o w i n g requirement ( G G B R ) , the P S B R and the fiscal adjustment. 

2.35 Changes since the 1988 M T F S are discussed i n the annex to this 

chapter. 

T a b l e 2.7 P u b l i c sector debt r e p a y m e n t 1 

£ bilhon, cash 

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

General government receipts 173-8 191 206 214 225 233 

General government expenditure 171-9 179 194 205 216 224 

Fiscal adjustment f r o m previous years2 — — — — 1 3 

Annual fiscal adjustment 2 — — — 1 2 3 

G G D R 2-0 12 12 8 6 3 

Pubhc corporations' market and 
overseas debt repayment 1-5 2 2 2 0 0 

P S D R 3-5 14 14 10 6 3 

Money GDP at market prices3 426 472 509 539 571 603 

P S D R as per cent o f G D P * 3 2} I f 1 } 
1 Rounded to the nearest £1 billionfrom 1988—89 onwards. Further details 2 Means lower taxes or higher expenditure than assumed in lines 1 and 2. 

for 1988-89 and 1989-90 are provided in Tables 1.2 and 6.9 3 On t h e s a m e b a s i s a s i n T a b l e 2 j 

Conclusion 
2.36 This tenth issue o f t h e M T F S has reviewed the greatly i m p r o v e d 

economic record o f t h e 1980s. I t has reaf f i rmed the Government ' s 

c o m m i t m e n t to reducing in f l a t i on and to the pohcy o f l o w e r taxes and 

l o w e r publ ic spending as a share o f G D P . T h e M T F S provides the f inancial 

f r a m e w o r k w i t h i n w h i c h the pohcies to achieve the Government ' s objectives 

are set. 



Annex to Chapter 2 

C h a n g e s s i n c e t h e 1988 M T F S 

Money G D P 2A.1 The growth rate o f money GDP is expected to be higher in both 1988-89 
and 1989—90 than envisaged in last year's MTFS, w i t h growth in the GDP deflator 
2 f percentage points higher i n 1988-89 and 1} 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 oi l output. 

Table 2A.1 Money G D P growth  

Differences from 1988 MTFS projections, percentage points  

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

+ 3} + H o + } 

Monetary aggregates 2A.2 MO has moved above its target range during 1988—89 but i t 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 Growth of M0 

Percentage changes on a year earlier 

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

1989 MTFS 7 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 2A.4 The undershoot on the planning total in 1988—89 is described in Chapter 5. 
The plarming totals for 1989—90 onwards are as in the pubhc expenditure Whi te 
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 1991—92 than the 
planning total, as the path for the PSDR now assumed imphes lower debt interest 
payments. 

Receipts 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 there is 
some lag before changes in money GDP are ful ly reflected in tax payments, the 
buoyancy ofthe economy over the last year w i l l still be contributing to the growth o f 
revenues in 1989—90. In spite of the effect of the Piper Alpha and other accidents on oi l 
output, Nor th Sea revenues in 1988—89 were almost exacdy as forecast. The projections 
nf North S!pa rpvpniipc fnr lnrpr vpars nrp little rhano-pH frnm t\\e 1QRR MTFS> 
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Table 2A.3 Revenue and expenditure 1  

Changes from 1988 MTFS projections, £ billion 

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

Expenditure 

1 Planning total - } - 6 0 + 3} + 7} 
2 Other2 + * + 2i + 1 * 0 - 1 

3 General government 
expenditure 0 - 4 +1} + 3} + 6* 

Receipts3 

4 North Sea taxes 0 0 0 0 + } 
5 Other taxes and contributions + 1 + 4} +n + 5} + 6} 

6 Other 2 - 1 + H + 3 + 3} + 4 

7 General government receipts 0 + 6 + 11 + 9 + 10^ 

8 Implied cumulative fiscal 
adjustment4 

" 3 * - 3 } - 2 } 
9 PubUc corporations' market and 

overseas debt repayment + i + 1 + i + 1 "* 
10 P S D R +} + 10^ + 14 + 10 + 6 

' Rounded to the nearest £ \ billion. The above changes include the effect of classification changes made since the 1988 FSBR. 

Within expenditure they are largely offsetting. In 1987—88 classification changes reduce receipts by £0-2 billion. 
2 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 o f f . 
4Line 8 = lines9-10-3+7. 



3 The economy: recent 
developments and prospects to 
mid-1990 

Summary 
3.01 G D P is forecast to g r o w b y 2\ per cent i n 1989; this is b e l o w the 

average o f recent years and comes after t w o years o f above average g r o w t h . 

R P I in f l a t i on should f a l l to 5 } per cent b y the end o f the year. 

D e m a n d a n d ac t iv i ty 3.02 G D P is estimated to have risen b y 4 } per cent i n 1988. Domest ic 

demand rose b y 6 } per cent, w i t h investment r is ing b y 12 per cent and 

consumpt ion b y 6 } per cent. Business investment is forecast to continue to 

g r o w s t rongly this year, and consumer spending to s low sharply. For 1989 as 

a w h o l e tota l domestic demand is forecast to rise b y 2\ per cent. G D P 

g r o w t h i n 1989 is forecast at 2\ per cent (3 per cent f o r n o n - o i l G D P ) , w i t h 

g r o w t h t h r o u g h the year at 2 per cent. 

Inf la t ion 3.03 R e t a i l prices rose b y 6 } per cent i n the year to the f o u r t h quarter o f 

1988. R P I in f l a t i on is forecast to fa l l to 5 } per cent b y the f o u r t h quarter o f 

this year and to 4 } per cent by the midd le o f 1990. 

L a b o u r m a r k e t 3.04 E m p l o y m e n t has risen sharply over the past year to an all time h igh . 

U n e m p l o y m e n t f e l l b y 530,000 i n the year to January, but is most un l ike ly 

to continue f a l l i ng at the same rapid rate i n 1989. 

W o r l d e c o n o m y 3.05 G N P g r o w t h i n the m a i n industr ial economies was about 4 per cent 

last year; i t is forecast to ease to 3 per cent i n 1989. W o r l d trade i n 

manufactures rose b y 10 per cent i n 1988, and is forecast to rise a fu r the r 

8 per cent this year. 

U K trade a n d c u r r e n t 3.06 A f t e r a sluggish start i n early 1988 expor t volumes o f manufactures 

account p icked up qu ick ly ; i n the second h a l f o f 1988 they were 5 per cent higher 

than a year earlier. I m p o r t volumes rose even more rapid ly , boosted b y 

strong domestic demand, especially business investment. T h e current 

account m o v e d in to large def ic i t i n 1988; i t is forecast to show a def ic i t i n 

1989 similar to that i n 1988, and to f a l l thereafter. 

A s s u m p t i o n s 3.07 T h e forecast assumes that fiscal and monetary pohcy are operated 

w i t h i n the f r a m e w o r k o f t h e M e d i u m T e r m Financial Strategy. I t assumes 

that N o r t h Sea o i l prices and the exchange rate remain close to recent levels. 

There have been major inconsistencies in the recorded national and sectoral 

accounts. For its assessment of recent developments the Treasury has used the 

latest CSO data, which incorporate some substantial revisions to previous 

published estimates. The annex to this chapter assesses the latest data. The 

CSO will publish a full set of national accounts on March 17, which will 
include some description of these revisions. 
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World economy 
R e c e n t deve lopments 3.08 Rea l G N P i n the m a j o r seven economies is estimated to have g r o w n 

b y 4 per cent i n 1988, compared w i t h 7>\ per cent i n the previous year and an 

average g r o w t h o f 3 } per cent a year f r o m 1982 to 1987. Domest ic demand 

g rew at about the same rate as G N P i n 1988. G r o w t h was par t icular ly strong 

i n Japan and the U S i n the first h a l f o f the year. 

3.09 Business investment g r ew rap id ly i n al l the m a j o r seven countries i n 

1988 (averaging almost 12 per cent); and expor t g r o w t h was also strong 

(over 9 per cent). Investment was boosted b y r is ing p r o f i t a b i l i t y , increased 

capacity ut i l isat ion and "high levels o f business confidence. G r o w t h i n private 

consumpt ion was about 3 } per cent, h t t le changed on 1987. 

3.10 W o r l d trade i n manufacmres was boosted i n 1988 b y h i g h investment, 

and probably g rew b y around 10 per cent, the fastest annual g r o w t h rate 

since 1984. 

3.11 Capacity ut i l isat ion i n manufac tu r ing rose s t rongly i n 1988, to levels at 

or above the previous peaks reached i n 1979 and 1980. U n e m p l o y m e n t f e l l 

s ignif icant ly i n N o r t h Amer ica and the U K . 

3.12 N o n - o i l c o m m o d i t y prices, par t icular ly o f industr ial materials and 

metals, rose sharply i n the first ha l f o f 1988. A f t e r significant falls f r o m the 

mid-year peak they have risen again i n recent months . O i l prices d r i f t e d 
rlownwarrl for mnrri of 1 QP,0. hnf havp firmfvl «inrp Nnvpmlipr 
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3.13 I n the f o u r t h quarter o f 1988 consumer price i n f l a t i on averaged 

3 } per cent i n the m a j o r industr ia l countries, shghtly higher than a year 

earher. B u t there have been some recent indications o f increased inf la t ionary 

pressures. Interest rates have risen since the spring o f last year i n al l m a j o r 

seven economies except Japan. For m a j o r countries as a w h o l e the average 

increase was about 2 percentage points. 

3.14 Cont inued progress i n reducing current account imbalances was made i n 

early 1988, w i t h significant reductions i n b o t h the U S defici t and Japanese 

surplus. B u t htt le or no fur ther progress was made i n the second ha l f o f the year. 

Forecas t 3.15 Table 3.1 shows the forecast f o r ac t iv i ty and in f l a t i on i n the m a j o r 

seven countries, and f o r w o r l d trade. 

T a b l e 3.1 W o r l d e c o n o m y 

Percentage changes on previous year 

Estimate Forecasts 

1987 1988 1989 1990 H I 

Major seven countries 

Real G N P 3 } 4 3 2i 

Real domestic demand 4 4 } 3 2* 
Industrial production 3 } 6 4 } 2 } 
Consumer prices 3 3 i 4 i 3 } 

World trade, at constant prices 

Total imports 5 } 8* 6 5 
Trade in manufactures • 7 i 10 8 5} 
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3.16 G N P g r o w t h is expected to s low t h r o u g h 1989 as the investment cycle 

passes its peak and as the effects o f tighter monetary pohcy w o r k t h rough . 

The forecast g r o w t h o f 3 per cent is close to estimates o f p roduc t ive 

potent ial . T h e s l o w d o w n is expected to be more marked i n N o r t h Amer i ca 

than i n Cont inenta l Europe. 

3.17 G r o w t h o f w o r l d trade i n manufactures is expected to s low to about 

5 } per cent b y mid-1990, still above the trend rate f o r the per iod 1973 to 1987. 

3.18 T h e forecast s l o w d o w n i n w o r l d economic g r o w t h suggests that recent 

c o m m o d i t y price in f l a t i on should abate; c o m m o d i t y prices are forecast to 

remain constant i n real terms. W i t h w o r l d demand s lowing , consumer price 

in f l a t ion i n the ma jo r seven economies is forecast to f a l l back f r o m 

4 £ per cent i n 1989 to about 3 | per cent b y mid-1990. 

3.19 L i t t l e f u r the r progress is expected i n reducing the current account 

imbalances i n n o m i n a l terms i n 1989. 

U K trade and the balance of payments 
R e l a t i v e costs a n d prices 3.20 U K manufacmr ing un i t labour costs rose b y 2 } per cent i n 1988, a ht t le 

more than i n 1987; p r o d u c t i v i t y g r o w t h d i d n o t f u l l y offset a con t inu ing 

h i g h level o f pay increases. U n i t labour costs i n the other m a j o r countries fe l l 

s l ight ly on average. This , together w i t h sterling's appreciation, resulted i n a 

rise i n the U K ' s relative un i t labour costs. B u t cost competitiveness st i l l 

remains more favourable than i n 1985, before the f a l l i n w o r l d o i l prices. 

The maintenance o f competitiveness i n the year ahead w i l l depend on success 

i n restraining un i t cost increases. 

T a b l e 3.2 T h e exchange rate a n d cost compet i t iveness 

Sterling index 
(1985 = 100) 

Relative unit labour costs 
(1985 = 100) 

1985 Q4 101-4 104-0 
1986 Q4 85-1 - 83-2 
1987 Q4 92-7 93-6 
1988 Q4 96-7 98-3 

T r a d e v o l u m e s (goods 3.21 A f t e r erratically l o w figures i n the f i rs t quarter o f 1988, the v o l u m e o f 

other than o i l ) U K manufactured exports has since risen s t rongly as w o r l d trade has 

cont inued to expand. I n the second ha l f o f 1988 the v o l u m e o f exports o f 

manufactures was 5 per cent higher than a year earher. Manufac tured export 

volumes are forecast to rise by 7 } per cent i n 1989, close to the projected 

g r o w t h o f w o r l d trade. A sl ight ly faster rate o f g r o w t h is forecast f o r n o n -
manufactured oxnnrrs 
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l l 
C h a r t 3.3 U K share o f w o r l d trade i n manufac tures 

l l 

10 10 h 

Percent 

Volume 

Value 

1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1989 
Forecast 

T a b l e 3.3 V i s i b l e trade 

Percentage changes o n previous year 

A l l goods Goods less o i l 

Export Import Terms o f Export Import Terms o f 
volume volume trade1 volume volume trade1 

1987 5 7 1 6 } 8 1 
1988 - \ 13 2 3 14} 2 } 
1989 Forecast 5} 5 } 4 } 
1 Ratio oj export average values to import average values. 

3.22 The rise i n n o n - o i l impor t s , b y 1 4 } per cent i n 1988, was m u c h faster 

than that o f exports, ref lect ing the strength o f domestic demand and capacity 

shortages i n some industries. Impor t s o f capital and intermediate goods rose 

fastest; the increase i n the g r o w t h o f impor t s o f consumer goods i n 1988 was 

entirely at tr ibutable to passenger cars. Further h i g h investment is l i ke ly to 

sustain cont inued h i g h levels o f capital goods impor t s i n 1989. Nonetheless 

the s l o w d o w n i n overal l domestic demand and the extra capacity available 

f r o m the current investment b o o m means that i m p o r t g r o w t h is forecast to 

s low signif icant ly i n 1989, to around 5 per cent. 

T a b l e 3.4 G r o w t h o f i m p o r t v o l u m e s b y category o f m a n u f a c t u r e d goods 

Percentage changes on previous year 

1986 1987 1988 

Consumer goods 9 7 17 

Capital goods - 1 10} 22 
Intermediate goods 9 13 23 
Semi-manufactured goods 6 10 12 
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3.23 The o i l trade surplus fe l l b y just under £2 b i lhon i n 1988, to £ 2 } b i lhon . 

This was a result o f lower o i l prices, a decline i n produc t ion (mainly due to 

the Piper A l p h a disaster), and increased domestic demand f o r o i l . The 

temporary shutdowns i n the Brent and Fulmar fields are expected to 

contribute to a fur ther f a l l i n p roduc t ion i n 1989. Product ion is forecast to rise 

a htt le f r o m mid-1989 as output recovers f r o m the effects o f t h e accidents. The 

o i l trade surpluses forecast to fa l l again i n 1989 to £2 b i lhon , main ly as a result 

o f t h e fa l l i n product ion i n the first ha l f o f the year. 

3.24 T h e terms o f trade have i m p r o v e d somewhat over the past year, w i t h 

the higher exchange rate m o r e than offset t ing the effects o f f a l l i ng o i l prices. 

N o significant change is forecast i n the n o n - o i l terms o f trade this year, 

a l though the o i l terms o f trade m a y i m p r o v e considerably, since the 

temporary shortage o f N o r t h Sea quahty crude, f o l l o w i n g the various 

accidents, is l i ke ly to raise its p r e m i u m over other crudes. 

3.25 The surplus o n invisibles is provis ional ly estimated to have fal len b y 

£ 1 } b i l l i o n to £6 b i l h o n i n 1988. This was m a i n l y due to a decline i n the 

surplus on services, offset to some extent b y higher net receipts o f interest, 

p rof i t s and dividends ( IPD) . T h e invisibles surplus is forecast to be £7 b i l l i o n 

i n 1989 as projected improvements i n the services and I P D balances are 

par t ly offset b y increased net transfers overseas, largely the result o f higher 

net contr ibut ions to the European C o m m u n i t y budget. 

3.26 T h e current account is estimated to have been i n def ic i t b y 

;/J14} b i lhon i n 1988. However , the defici t may be overstated to some extent 

given the magnitude o f t h e balancing i t em. (The balancing i t e m is the difference 

between the balances on the current and capital accounts.) The deterioration 

relative to the forecast i n last year's F S B R was main ly due to the unexpected 

strength o f domestic demand, part icularly investment, combined w i t h very 

h i g h levels o f capacity util isation i n some industries. 
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T a b l e 3.5 C u r r e n t account 

£ bilhon 

Manufactures Other O i l Invisibles Current Balancing 
balance item 

1987 - 7 } - 7 4 7 } - 3 12} 

1988 - 1 4 } - 8 } 2 } 6 - 1 4 } 15 

1989 forecast - 1 5 } - 8 2 7 - 1 4 } 

3.27 T h o u g h the current account def ic i t is expected to f a l l f r o m recent 

levels w i t h the s l o w d o w n i n g r o w t h o f domestic demand, the recorded 

def ic i t f o r 1989 as a w h o l e is forecast to be unchanged. 

P e r s o n a l sector 
expendi ture 

Demand and Activity 
3.28 The economy probably g rew b y 4 } per cent i n 1988. G r o w t h was 

strong th roughou t the n o n - o i l economy; manufac tu r ing ou tpu t rose b y 

7 per cent, construct ion ou tpu t b y 7 per cent and ou tpu t o f the service 

industries b y 5 per cent. Problems w i t h recent estimates o f t h e expenditure 

measure o f G D P mean that recorded g r o w t h i n domestic demand i n 1988, at 

6 } per cent, m a y be an underestimate. 

3.29 Consumer spending is estimated to have risen b y 6 } per cent i n 1988, a 

ht t le faster than i n 1987, and the personal sector saving rat io once again f e l l . 

T h e fa l l i n the personal sector saving rat io i n recent years is probably due to 

a number o f factors. First, there has undoubted ly been greater consumer 

confidence as a result o f sustained g r o w t h , f a l l i ng u n e m p l o y m e n t and rising 

weal th . Second, greater wea l th i tself (especially housing wealth) has led to a 

perceived need f o r l o w e r savings relative to income. Final ly , financial 

deregulat ion and innova t ion has led to greater compet i t ion i n credit markets, 

enabling people to b o r r o w more relative to income. 

C h a r t 3.5 R a t i o o f personal sector w e a l t h to i n c o m e 

\ / 

Percent 

Total net wealth (including housing) 
(RH Scale) 

/ v 

Net financial wealth 
(LH Scale) 

J L J L J I L J _ L J 1 I L 

H 3 
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3.30 Consumer spending is forecast to rise m u c h more s lowly this year than 

last, g r o w i n g by 2 per cent between the second h a l f o f 1988 and the second 

ha l f o f 1989. The s l o w d o w n i n retail spending g r o w t h i n recent months 

indicates that personal spending is already modera t ing . The household sector 

is n o w a substantial net payer o f interest. H i g h e r interest rates are l i ke ly to 

reduce new b o r r o w i n g and increase saving. The personal sector saving ratio 

is forecast to recover s lowly . 

3.31 The housing market was par t icular ly buoyant i n the f i rs t h a l f o f 1988. 

B u t there are n o w clear signs that i t is easing. B u i l d i n g society mortgage 

lending commi tments have fal len marked ly f r o m the h i g h levels o f last 

summer, and there is increasing evidence that house prices i n the South East 

have stopped r is ing. House price in f l a t i on is l i ke ly to be very l o w t h r o u g h 

1989, and tota l private housing investment is expected to decline. 

C o m p a n y expendi ture 3.32 Business investment rose sharply i n 1988, by 14} per cent. A strong 

a n d i n c o m e s surge i n investment is consistent w i t h expectations out l ined i n C B I Surveys 

and D T I Investment Intentions Surveys. The same surveys po in t to fu r the r 

strong g r o w t h i n 1989. O v e r the past 7 years tota l investment has g r o w n 

over twice as fast as tota l consumpt ion. 

T a b l e 3.6 Gross domes t i c fixed capi ta l f o r m a t i o n 

Weights 
in 

1987 

Percentage 

1988 

changes on previous year 

Forecast 

1989 

Business 1 , 3 66 14} 8 

Private dwellings etc2 21 11 - 5 } 
General government 3 13 1 3 

Total fixed investment 100 12 4} 

'includes investment by public corporations; 
2includes purchases less sales of land and existing buildings for the whole economy; 
^excludes purchases less sales of land and existing buildings. 

3.33 S tockbu i ld ing is estimated to have been greater i n the second ha l f o f 

1988 than i n the f i rs t half. B u t i t is l i ke ly to be l o w e r i n 1989, w i t h some 

destocking i n the second half, as the g r o w t h o f domestic demand slows 

d o w n . T h e l o n g r u n d o w n w a r d t rend i n the tota l s tock-GDP rat io is 

exoected to continue. 
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3.34 N o n - N o r t h Sea industr ial and commerc ia l company sector prof i ts (net 

o f stock appreciation) are estimated to have risen by about 20 per cent i n 

1988; since 1984 prof i t s have risen o n average b y 22 per cent a year. I n 1988, 

the rate o f re turn o f n o n - N o r t h Sea industr ial and commerc ia l companies 

rose f o r the seventh successive year. M a n u f a c t u r i n g p r o f i t margins rose 

s t rongly. 
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S a v i n g a n d inves tment 3.35 Table 3.7 shows that, as a share o f G D P , tota l saving has remained 

unchanged since 1986, w i t h r is ing company and pubhc sector saving 

offset t ing f a l l i ng personal sector saving. 

T a b l e 3.7 S a v i n g 1 

Per cent o f GDP at factor cost 

Personal Company Total Public Total 
sector sector private sector national 

1985 7-5 12-9 20-4 1-0 21-4 
1986 5-6 13-6 19-2 1-3 20-6 
1987 3-6 15-2 18-8 1-6 20-4 
1988 1-6 15-3 16-9 3-7 20-6 
1 Published CSO data to 1988Q3. 

3.36 The fa l l i n private sector saving since 1985 has come at the same time as 

a steep rise i n private sector investment. The result has been an increased call 

on overseas savings and hence a current account def ici t . 
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Prospects for demand and activity 
3.37 G r o w t h o f domestic demand is forecast to fa l l sharply f r o m a recorded 

6 } per cent i n 1988 to 2 } per cent i n 1989, because o f t h e s l o w d o w n i n 

consumpt ion and investment g r o w t h and some destocking. Domest ic 

demand is forecast to rise by on ly 1 } per cent between the second halves o f 

1988 and 1989. G D P is forecast to rise by 2 } per cent i n 1989, and 2 per cent 

between the second ha l f o f 1988 and the second ha l f o f 1989. Dec l in ing 
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N o r t h Sea p r o d u c t i o n and the temporary effects o f recent accidents may 

reduce G D P g r o w t h b y } per cent i n 1989, b u t the recovery f r o m these 

accidents is forecast to produce higher g r o w t h o f to ta l G D P than o f n o n - o i l 

G D P i n the year to the f i rs t h a l f o f 1990. M a n u f a c t u r i n g ou tpu t is forecast to 

g r o w shghtly less than n o n - o i l G D P t h r o u g h 1989, f o U o w i n g t w o years o f 

very rapid g r o w t h i n 1987 and 1988. 

T a b l e 3.8 D o m e s t i c d e m a n d a n d G D P 

Percentage changes on a year earher 

1988 

Forecast 

1989 1990 H I 

Domestic demand 6 } 2 } 1} 
Exports o f goods and services1 

- 1 ( 1 } ) 4 } (6) 7 (6) 

Imports o f goods and services1 12(13}) 4 } (4) 3 (3) 

GDP 1 - 2 4 } (5) 2 } (3) 2 } (2) 

Manufacturing production 7 3 } 1} 
1 Non-oil shown in brackets. 
2 Compromise measure. 

Inflation 
3.38 The annual rate o f retail price in f l a t i on was 6 } per cent i n the f o u r t h 

quarter o f 1988, a h t t le higher than forecast i n the A u t u m n Statement. 

Exc lud ing mor tgage interest payments, R P I in f l a t ion was 5 per cent. 
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3.39 A c c o r d i n g to C B I data, pay settlements i n manufac tu r ing are estimated 

to have risen to jus t under 7 per cent i n the f o u r t h quarter o f 1988, about 1 

per cent higher than a year earher, w i t h service sector settlements shghtly 

higher. Average earnings rose b y 8 f per cent i n the year to December, w i t h 

earnings i n manufac tu r ing boosted b y cont inued h i g h over t ime . U n i t labour 

costs i n manufac tur ing are estimated to have risen b y 2 } per cent i n 1988. 

U K manufac tu r ing industry's p r o f i t margins increased s ignif icant ly again i n 

1988, f o r the s ixth year r u n n i n g . Marg ins are un l ike ly to continue to g r o w 

d u r i n g 1989, g iven the forecast deceleration i n domestic demand and 

ac t iv i ty . 
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T a b l e 3.9 Costs i n m a n u f a c t u r i n g 

Percentage changes on previous year 

U n i t labour 
costs 

Cost o f materials 
and fuel 1 

Estimated total 
unit costs2 

Output 
prices1 

1987 i 5 1* 4 i 

1988 Partly forecast 2 } 4} 2 i 4 } 

1989 Forecast 4 51 H 5 } 

Producer prices excluding food, drink and tobacco industries. 2 Including costs ofbought-in goods services. 
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3.40 R e t a i l price in f l a t i on is l i ke ly to moderate to 5 } per cent b y the final 

quarter o f 1989 as the effects o f past increases i n mor tgage interest rates start 

to d rop ou t and as retailers' p r o f i t margins are squeezed f o l l o w i n g the 

deceleration i n consumer demand. 

T a b l e 3.10 R e t a i l pr ices index 

Weight i n 
1988 

Percentage changes on previous year 

Forecasts 

1988Q4 1989Q4 1990Q2 

Food 
Nationahsed industries 
Housing 
Other  

Total 

16* 
5 } 

15* 
63 

100 

4 

7 } 
16} 

H 
6} 

4 i 
7 

10} 
4 } 

5 } 

4 
6 

3 } 

JL 
4} 

3.41 T h e G D P deflator, w h i c h measures the price o f domestic value added 

(pr incipal ly u n i t labour costs and prof i t s per un i t o f ou tpu t ) , is forecast to 

have risen b y 1\ per cent i n 1988-89 and to rise b y 5 } per cent i n 1989—90. 

T h e rise i n the G D P deflator i n 1988—89 has been boosted b y changes i n the 

composi t ion o f G D P . 

Productivity and the labour market 
3.42 Latest estimates show that the w o r k f o r c e i n e m p l o y m e n t i nc lud ing 

those o n t ra in ing programmes rose b y 1-5 m i l l i o n i n the t w o years to 

September 1988 and 2-8 m i l l i o n since M a r c h 1983. Exc lud ing those o n 

t ra in ing programmes, the increase was 1 -4 m i l l i o n i n the t w o years to 

September 1988 and 2-4 m i l l i o n since M a r c h 1983. 

T a b l e 3.11 C h a n g e s i n e m p l o y m e n t 

Thousands, seasonally adjusted, GB 

Employees in Self- H M W o r k - Workforce 
employment employed forces related in 

government employment 

Male Female naming 
programmes 

September 1985 to 
September 1986 - 8 2 + 148 + 71 - 3 + 55 + 188 

September 1986 to 
September 1987 + 145 + 307 + 207 - 4 + 98 + 754 

September 1987 to 
+ 1251 

September 1988 + 245 + 362 + 1251 - 4 + 3 + 731 

'Figures for self-employment after June 1988 are projections based on self-employment growth since 1981. 
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3.43 P r o d u c t i v i t y cont inued to rise s t rongly i n 1988. M a n u f a c t u r i n g 

p r o d u c t i v i t y has risen on average b y 5* per cent a year since 1980, higher 

even than i n the 1960s. O u t p u t per head i n manufac tu r ing indust ry has risen 

faster i n the 1980s than i n any other m a j o r industriahsed economy and w h o l e 

economy p r o d u c t i v i t y g r o w t h has been second o n l y to Japan's. 

T a b l e 3.12 O u t p u t per head o f t h e e m p l o y e d labour force 

Annual average percentage changes 

1960-70 1970-80 1980-88 

Manufacturing 3 5 i 
Non-o i l economy 2+ 1 2 i * 
Whole economy 2 } H 2 | * 

Partly forecast 

U n e m p l o y m e n t 3.44 B y January 1988, seasonally adjusted u n e m p l o y m e n t i n the U K had 

fal len f o r 30 successive months , b y over a m i l l i o n i n total . This is the longest 

and largest sustained f a l l i n u n e m p l o y m e n t since the war . T h e f a l l i n 

u n e m p l o y m e n t over the past year is ma in ly at tr ibutable to the strong 

g r o w t h o f ou tou t and employmen t . 
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Forecast and Outturn 
3.45 Table 3.13 compares the m a i n elements o f t h e forecast pubhshed i n the 

1988 F S B R w i t h the o u t t u r n or latest estimate. 

T a b l e 3.13 Forecas t a n d o u t t u r n 

1988 Out turn Average 
FSBR or latest errors f r o m 
forecast estimate past forecasts 

GDP (percentage change 
4 i * between 1987 and 1988) 3 4 i * 1 

RPI (percentage change between the 

6* fourth quarters o f 1987 and 1988) 4 6* 1 

Money GDP (percentage change 

H between 1987-88 and 1988-89) 7 i 11 H 
Current account o f the balance o f 

payments (1988, £ bilhon) - 4 - 1 4 * 3 

PSDR (1988-89 £ bilhon) 3 14 4 

* Compromise measure of GDP. 

3.46 Recorded R P I in f l a t i on i n the f o u r t h quarter o f 1988 was higher than 

forecast a year ago m a i n l y because o f increases i n interest rates i n the second 

h a l f o f the year. T h e latest nat ional accounts show that real and money G D P 

g r o w t h were b o t h stronger than forecast: the extent o f the forecast er ror 

could alter w i t h revisions to data. T h e current account def ic i t was also larger 

than forecast, ma in ly because o f the cont inued buoyancy o f domestic 

demand, especially business investment, and associated capacity constraints i n 

some sectors. T h e P S D R is l i ke ly to t u r n out substantially higher than 

forecast a year ago, ref lect ing l o w e r government expenditure than projected 

and greater buoyancy o f tax revenues arising f r o m faster than expected 

g r o w t h . 

3.47 Table 3.14 summarises this year's forecast, and shows average errors 

f r o m past forecasts. T h e inconsistencies i n the recorded data f o r 1988 mean 

that there is p robab ly a w i d e r error m a r g i n than usual a round the forecasts. 
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T a b l e 3.15 Gross domest ic p r o d u c t a n d its components 

£ billion at 1985 prices, seasonally adjusted 

Consumers' General Total Exports Change Total Less Less Plus G D P at GDP index 
expenditure government fixed of goods in stocks final imports of adjustment compromise factor cost 1985 = 100 

consumption investment and expenditure goods and to factor adjustment (compromise 
services services cost measure) 

1984 207-9 73-9 58-1 97-0 1-1 438-0 96-7 48-5 1-2 294-0 96-4 

1985 215-5 74-0 60-3 102-8 0-6 453-1 99-2 49-5 0-5 304-9 100-0 

1986 227-8 75-4 61-3 106-6 0-7 471-7 105-5 51-9 -0-4 314-0 103-0 

1987 240-1 76-2 66-4 112-4 0-9 495-9 113-4 54-8 0-2 328-0 107-6 

1988 255-6 76-6 74-2 111-2 1-9 519-6 126-9 56-4 5-8 342-1 112-2 

1989 264-1 77-1 77-6 116-3 -0-2 534-9 132-7 58-1 5-8 349-9 114-7 

1987 H I 117-6 37-7 32-1 55-7 0-0 243-2 54-5 26-8 0-0 161-8 106-1 

H2 122-5 38-5 34-2 56-7 0-9 252-8 58-8 28-0 0-2 166-2 109-0 

1988 H I 125-9 38-2 36-6 55-9 0-6 257-3 61-2 27-9 1-4 169-7 111-3 

H2 129-7 38-4 37-6 55-3 1-3 262-3 65-7 28-5 4.4 172-5 1131 

1989 H I 131-6 38-5 38-3 57-1 0-2 265-7 65-8 28-9 2-9 173-9 114-1 

H2 132-5 38-6 39-2 59-2 -0-4 269-1 66-9 29-2 2-9 175-9 115-4 

1990 H I 133-9 38-8 39-4 61-0 -0-6 272-5 67-6 29-5 2-9 178-2 116-9 

Percentage change on previous year2 

1987 51 1 81 51 0 5 71 51 0 41 41 

1988 61 1 12 - 1 1 5 12 3 11 41 41 

1989 31 1 41 41 - 1 3 41 3 0 21 21 

1990 H I 2 1 3 7 - 1 21 3 2 0 21 21 

1 The compromise GDP figures to 1987 are unweighted averages Percentage changes are calculated from unrounded levels and then 2For stockbuilding and the compromise adjustment, changes are as 
of constant price expenditure, output and income estimates of rounded to the nearest half per cent. The annex to this chapter a percentage of GDP. 
GDP. Growth in 1988 is based on the output measure. assesses the recorded data. 



Annex to Chapter 3 

N a t i o n a l a n d s e c t o r a l a c c o u n t s 

3A.1 The A u t u m n Statement explained that, because o f problems w i t h the 
statistics, i t has become increasingly difficult to assess the development o f the 
economy in the recent past. The alternative measures o f GDP have shown different 
growth rates between years and different paths wi th in years. There have been very 
large balancing items in the sectoral accounts, and the data are subject to large 
revisions. 

3A.2 The figures for the past in this chapter are the CSO's latest estimates; there 
may be further small changes before the f u l l set o f national accounts is pubhshed on 
17 March. Revisions to the figures for 1986, 1987 and 1988 have reduced the 
difference between the various measures o f GDP. 

Table 3A.1 Gross domestic product: 1985 prices, seasonally adjusted 

1985 = 100 

Expenditure Output Income Compromise* 

1987 107-7 107-8 107-2 107-6 
1988 110-5 112-4 1120 112-2 

1987 H I 106-3 1061 105-9 1061 
H2 109-0 109-4 108-6 1090 

1988 H I 110-5 111-5 111-8 111-3 
H2 110-4 113-3 112-2 113-1 

Growth rates 
percentage change 
on a year earlier 

1987 4-3 4-7 4-4 4-5 
1988 2-6 4-3 4-5 4-3 

1988 H I 4-0 5-0 5-6 4-9 
H2 1-2 3-6 3-4 3-8 

* Compromise G D P is the unweighted average of the three measures to the end of 1987, and uses the growth of 

the output measure of G D P for 1988. 

3A.4 There have been unusually large upward revisions to the expenditure 
measure o f GDP and some o f its components since the last set o f national accounts 
was pubhshed in December. For the first three quarters o f 1988 the expenditure 
measure o f GDP has been revised up by £3 bilhon, over 1 per cent. This is more 
than accounted for by fixed investment which has been revised up by £3$ bilhon 
(6* per cent). Fixed investment is now estimated to have grown by 8* per cent in 
1987 and 12 per cent i n 1988. Following these revisions the path o f investment is 
more consistent w i t h the high level o f imports o f capital and intermediate goods. 

Annex to Chapter 3 

3A.5 Despite the revisions, there are still problems w i t h the statistics in 1988. The 
expenditure measure o f GDP is estimated to have grown significantly less rapidly 
than the output or income measures—especially in the second half o f the year. In 
this forecast a compromise measure o f GDP is used, and is estimated to have grown 
by 4* per cent in 1988, in line w i t h the output measure. This judgement is based on 
the widely accepted view that the output measure o f GDP is the most rehable 
measure o f recent activity, and is consistent w i t h the other indicators o f activity 
including C B I surveys. 

3A.6 The income measure o f GDP grew by a similar amount in 1988, although its 
path through the year was more erratic. In contrast, the expenditure measure o f 
GDP is estimated to have grown by only 2.\ per cent. 

3A.7 The difference between the estimated growth o f the compromise measure o f 
GDP and the expenditure measure is shown as the compromise adjustment in 
Table 3.15. Chart 3.A1 shows the difference between the expenditure measure o f 
GDP and compromise GDP. The difference for 1988 is still at an unusually high 
level. 

3 
Chart 3A.1 Compromise adjustment* 

3 3 
The difference between the compromise and expenditure measures of real GDP 

(per cent of GDP, seasonally adjusted) , . 

3 

2 
-

2 

1 Standard deviation / 1 
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-1 j \ y x / -1 -1 

\ / ' Standard deviation 

-1 

-2 - -2 

-3 i i I i i i i i i I i i I -3 -3 
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* Compromise G D P is the unweighted average of the three measures to the end of1987, and uses the growth of the output measure of G D P for 1988. 

3A.8 A f u l l set o f sectoral accounts that are consistent w i th the revised national 
accounts w i l l be pubhshed in Apr i l . U n t i l then it w i l l not be possible to assess whether 

-3 

there has been any reduction in the very large balancing items for recent years in certain 
sectoral accounts, notably those for the personal sector and for industrial and 
commercial companies. (The balancing item for any sector is the difference between the 
sector's financial surplus/deficit as measured by the national accounts and as measured 
by the financial accounts.) Large inconsistencies remain in the accounts for the overseas 
sector. In the last three years there have been substantial, positive balancing items, rising 
to over £ 1 5 bilhon in 1988 on the latest data (Table 3.5). These represent an unknown 
combination o f unrecorded net exports and unidentified capital inflows. To the extent 
that the balancing items consist o f unrecorded net exports, the pubhshed figures 
overstate the actual current account deficits. 



The Budget tax and national 
insurance proposals 

4.01 T h e m a i n tax and nat ional insurance changes proposed i n the Budget 

are summarised b e l o w . A f u l l list o f changes is g iven i n Table 4 .1 . 

I n c o m e tax 4.02 T h e m a i n income tax thresholds w i l l be increased i n l ine w i t h the 

statutory indexat ion provisions (based o n the increase o f 6-8 per cent i n the 

R P I i n the year to December 1988); the higher level o f age allowance 

current ly g iven to those aged 80 and over w i l l be extended to those aged 

75 and over. This w i l l mean that: 

the single person's and wi fe ' s earned income allowances w i l l rise f r o m 

£ 2 6 0 5 to £ 2 785; 

the mar r i ed allowance w i l l rise f r o m £ 4 0 9 5 to £ 4 3 7 5 ; 

the addi t ional personal allowance and w i d o w ' s bereavement allowance 

w i l l rise f r o m £ 1 490 to £ 1 590; 

the age allowance f o r those aged 65 to 74 w i l l rise f r o m £ 3 180 to £ 3 4 0 0 

(single) and f r o m £ 5 0 3 5 to £ 5 3 8 5 (married); 

the age allowance f o r those aged 75 and over w i l l rise f r o m £ 3 180 ( for 

single people aged under 80) and f r o m £ 3 3 1 0 ( for single people aged 

80 and over) to £ 3 540; and f r o m £ 5 035 ( for mar r ied couples aged under 

80) and f r o m £ 5 205 ( for mar r i ed couples aged 80 and over) to £ 5 565; 

the income h m i t f o r the age allowances w i l l rise f r o m £ 1 0 600 to 

£ 1 1 4 0 0 ; 

the basic rate l i m i t w i l l rise f r o m £ 1 9 300 to £ 2 0 700 o f taxable income. 

4.03 T h e age allowance w i t h d r a w a l rate w i l l be reduced f r o m £ 2 o f 

allowances f o r each £ 3 o f income to £ 1 o f allowances f o r each £ 2 o f 

income above the income l i m i t o f £ 1 1 400. This means that the marginal tax 

rate f o r someone w i t h income i n the w i t h d r a w a l band w i l l f a l l f r o m nearly 

42 per cent to 37* per cent. 

Benefits i n k i n d 4.04 Car benefi t scale charges w i l l be increased b y one t h i r d f r o m 6 A p r i l 

1989. 

P r i v a t e m e d i c a l 4.05 Income tax re l ief w i l l be g iven f r o m 6 A p r i l 1990 on private medical 

insurance insurance p remiums f o r those aged 60 and over. 

C h a r i t a b l e g i v i n g 4.06 T h e l i m i t on charitable donations q u a l i f y i n g f o r tax re l ief under the 

payro l l g i v i n g scheme w i l l be doubled f r o m £ 2 4 0 to £ 4 8 0 a year f r o m 

6 A p r i l 1989. 

Schedule E assessment 4.07 T h e basis o f assessment f o r Schedule E (remunerat ion o f employees 

and directors) w i l l be changed f r o m accruals to receipts. B r i n g i n g the 

systems o f assessment and col lect ion ( P A Y E ) in to line w i l l s i m p l i f y the 

taxat ion o f t h e ha l f m i l l i o n directors and employees no t already i n practice 

taxed on the receipts basis. 



4 T h e B u d g e t tax a n d nat iona l insurance proposals 

E m p l o y e e share 4.08 T a x rel ief w i l l be g iven f o r payments b y companies to q u a l i f y i n g 

o w n e r s h i p plans ( E S O P s ) ESOP trusts. 

A p p r o v e d e m p l o y e e 4.09 The annual l i m i t f o r i nd iv idua l par t ic ipat ion i n the 1978 all-employee 

share schemes share scheme w i l l be increased to £ 2 000 o r — i f greater—10 per cent o f pay 

up to a m a x i m u m o f £ 6 0 0 0 . The 1980 S A Y E share o p t i o n scheme l i m i t w i l l 

be increased f r o m £ 1 0 0 to £ 1 5 0 per m o n t h . The m a x i m u m discount f r o m 

the share price at w h i c h options may be granted under these schemes w i l l be 

doubled to 20 per cent. 

Prof i t - re la ted pay 4.10 The cash ceil ing on the amount o f prof i t - re la ted pay attracting tax 

rel ief w i l l be increased to £ 4 0 0 0 . A number o f other changes w i l l s i m p l i f y 

and i m p r o v e the P R P rules. 

P e r s o n a l equity plans 4.11 The annual h m i t on investment i n Personal Equ i ty Plans w i l l be 

increased f r o m £ 3 000 to £ 4 800. T h e annual l i m i t on investment i n un i t 

and investment trusts w i l l be increased to £ 2 4 0 0 , irrespective o f other 

holdings. Investment i n un i t and investment trusts w i l l be restricted to trusts 

w h i c h invest ma in ly i n U K equities. The PEP rules w i l l be greatly 

s impl i f ied . 

Pens ions 4.12 A number o f changes w i l l be made to the taxat ion o f pensions. I n the 

case o f occupational pensions: 

employers w i l l be able to set up " top-up " schemes f o r their employees, 

w i t h no l imi t s on benefits, bu t w i t h o u t special tax reliefs; 

a l i m i t w i l l be placed on pensions paid f r o m tax-approved schemes, based 

on earnings o f £ 6 0 000 a year. This is consistent w i t h a tax-pr iv i leged 

pension o f up to £ 4 0 000 a year or m a x i m u m tax free l u m p sum o f up to 

£ 9 0 000. The l i m i t w i l l be indexed to prices; 

the rules f o r tax-approved pensions, par t icular ly affect ing those w h o take 

early ret irement, w i l l be s impl i f i ed and i m p r o v e d . 

These changes w i l l apply to schemes set up on or after Budget day and to 

new members j o i n i n g existing schemes on or after 1 June 1989. 

4.13 N e w s impl i f i ed rules w i l l be in t roduced f o r m o n i t o r i n g addit ional 

vo lun ta ry contr ibut ions. A n y surplus contr ibut ions made w i l l be returned to 

employees, subject to a special tax charge. 

4.14 A n n u a l con t r ibu t ion l imi ts f o r personal pension schemes w i l l be 

increased as a percentage o f earnings, subject to an overall cash l i m i t based 

on the £ 6 0 000 earnings l i m i t f o r occupational schemes. 

L i f e assurance 4.15 The tax regime f o r l i fe assurance companies w i l l be re fo rmed . The 

main changes, to be in t roduced f r o m 1 January 1990, arc: 

pension and general annui ty business expenses w i l l be deductible on ly 

f r o m pension or general annui ty business prof i ts ; 

re l ief f o r expenses o f acquir ing new l i fe assurance business (other than 

pension or general annui ty business) w i l l be spread over seven years: this 

change w i l l be phased in gradually over f o u r years; 

the rate o f tax charged on income and capital gains attributable to pol icy 

holders w i l l be reduced to a rate equal to the basic rate o f income tax 

(25 per cent); 

l i fe assurance pol icy du ty w i l l be abolished. 

4 T h e B u d g e t tax a n d nat iona l insurance proposals 

U n i t trusts 4.16 A new tax regime w i l l be in t roduced f r o m 1 January 1990 f o r un i t 

trusts invest ing i n transferable securities w h i c h are f reely marketable 

th roughou t the European C o m m u n i t y under the U C I T S directive. The rate 

o f corpora t ion tax charged on their income w i l l be reduced to a rate equal to 

the basic rate o f income tax (25 per cent). 

C O B O and deep 4.17 The new issues queue w i l l be abolished by a general consent under the 

discounted bonds C o n t r o l o f B o r r o w i n g Orde r and the regime f o r deep discounted bonds, 

inc lud ing certain index- l inked bonds, w i l l be amended w i t h effect f r o m 

Budget day. 

Business taxat ion 4.18 The prof i t s l i m i t f o r the small companies' corpora t ion tax rate o f 

25 per cent f o r f inancial year 1989 w i l l be raised f r o m £ 1 0 0 0 0 0 to £ 1 5 0 0 0 0 

and the l i m i t f o r margina l re l ief w i l l be raised f r o m £ 5 0 0 0 0 0 to £ 7 5 0 0 0 0 . 

4.19 The ma in rate o f corpora t ion tax f o r the financial year 1989 w i l l be 

35 per cent. 

4.20 The appor t ionment rules f o r close companies w i l l be abolished. Special 

provisions inc lud ing a corpora t ion tax rate equal to the higher rate o f 

income tax (40 per cent) w i l l be in t roduced f o r close investment companies 

w h i c h distribute less than a specified percentage o f their prof i t s . 

C a p i t a l gains tax 4.21 The capital gains tax annual exempt amount w i l l remain at £ 5 000 in 

the case o f individuals and £ 2 500 i n the case o f most trusts. 

4.22 The disposal value l i m i t be low w h i c h chattels are exempt f r o m charges 

on capital gains w i l l be doubled f r o m £ 3 000 to £ 6 000. 

4.23 Capi ta l gains tax deferral on l i f e t ime gif ts w i l l be restricted to certain 

types o f g i f t — i n particular, gif ts o f business, f a r m and heritage assets, gifts 

on w h i c h there is an immedia te charge to inheritance tax, and gif ts to 

chari ty. 

Inher i tance tax 4.24 F r o m 6 A p r i l 1989 the threshold f o r inheritance tax w i l l be increased in 

line w i t h the statutory indexat ion provisions f r o m £ 1 1 0 0 0 0 to £ 1 1 8 000. 

V A T and car tax 4.25 F r o m 15 M a r c h 1989 the V A T registration l imi t s w i l l be raised to 

£ 2 3 600 a year and £ 8 000 a quarter. 

4.26 T o c o m p l y w i t h the European C o u r t j u d g m e n t o f 21 June 1988 certain 

previously zero rated goods and services w i l l be subject to V A T at the 

standard rate. As announced on 6 February, the regime w i l l a im to minimise 

the tax and compliance burden. 

4.27 Non-resident ial construct ion and proper ty development w i l l be liable 

to V A T f r o m 1 A p r i l 1989 w i t h transitional re l ief f o r p r io r contractual 

commi tments . Landlords w i l l be g iven the o p t i o n to tax rents o f 

non-rcsidential bui ldings f r o m 1 August 1989. V A T w i l l also be applied 

f r o m 1 A p r i l 1989 to news services, and to protective boots and helmets 

supplied to employers; and f r o m 1 Ju ly 1990 i t w i l l be applied to fuel and 

power supplied to businesses, and to water and sewerage services supplied to 

industry. 
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E x c i s e duty 

I T V l e v y 

T a x a d m i n i s t r a t i o n 

T a x conf ident ia l i ty 

N a t i o n a l insurance 

4.28 V A T rel ief f o r charities w i l l be extended to chari ty fund-ra is ing events, 

certain types o f advertising and medical sterilising equipment . Cars 

purchased f o r leasing to the disabled w i l l be relieved o f car tax. 

4.29 The du ty on unleaded pet rol w i l l be reduced by the equivalent o f jus t 

under l p a l i t re (nearly 4p a gallon) inc lud ing V A T . A higher rate o f du ty 

w i l l be in t roduced on 2 and 3 star leaded pet rol . This w i l l add nearly 

l p a l i t re (4p a gallon) inc lud ing V A T to the tax charged on these grades. 

4.30 F r o m 1 January 1990, the addit ional payments made by I T V 

p rog ramme contractors w i l l be assessed on a m i x t u r e o f net advertising 

revenue and prof i t s . 

4.31 I n the l i gh t o f recommendations by the K e i t h C o m m i t t e e , measures 

are proposed to: 

s i m p l i f y and update the system o f interest and monetary penalties f o r 

tax offences; 

revise the In land Revenue's powers to obtain i n f o r m a t i o n about a 

taxpayer under enquiry , to a l l ow questions to be put to the taxpayer 

and to p rov ide the taxpayer w i t h greater safeguards; 

amend the Inland Revenue's search powers to p rov ide greater 

protect ion f o r the taxpayer; 

i m p r o v e compliance by employers i n f i l i n g end o f year returns o f 

P A Y E and N I C deductions. 

4.32 C r i m i n a l sanctions w i l l be p rov ided against u n l a w f u l disclosure o f 

i n f o r m a t i o n relat ing to a taxpayer by employees or f o r m e r employees o f the 

Inland Revenue and Customs and Excise. 

4.33 F r o m 5 October , the structure o f employees' national insurance 

contr ibut ions w i l l be re fo rmed . Employees w i l l pay Class 1 contr ibut ions 

equal to 2 per cent o f earnings up to the l o w e r earnings l i m i t ( £ 4 3 a week i n 

1989—90) and 9 per cent o f earnings above the l ower earnings l i m i t , up to the 

upper earnings l i m i t ( £ 3 2 5 a week i n 1989-90). Those earning b e l o w the 

l o w e r earnings l i m i t w i l l continue to pay no Class 1 contr ibut ions. 

C h a r t 4.1 R e f o r m o f employees ' nat iona l insurance contr ibut ions 
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4.34 F r o m 1 October the rule whereby state ret i rement pensioners earning 

more than £ 7 5 a week have their pensions reduced, and those earning over 

£ 1 2 0 a week have their pension abated entirely, w i l l be abolished. T h e 

publ ic expenditure cost o f abo l i t ion w i l l be about £ 1 9 0 m i l h o n i n 1989—90 

and £ 3 7 5 m i l l i o n i n 1990—91. This cost w i l l be met f r o m the Reserve, and is 

therefore no t included i n Table 4 . 1 . ( N o r does Table 4.1 include the 

increased tax revenue that w i l l flow f r o m the changes, £ 2 0 m i l l i o n i n 

1989-90 and £ 1 1 0 m i l l i o n i n 1990-91.) 

4.35 These changes to national insurance contr ibut ions and the pensioners' 

earnings rule w i l l be included i n the Social Security B i l l n o w before 

Parliament. 
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T a b l e 4.1 D i r e c t effects o f changes i n taxat ion a n d nat iona l insurance 

£ million  

Estimated effect on receipts in: 
See Annex 4 paragraph numbers 1989—90 1990-91 

Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

I N L A N D R E V E N U E 
Income tax 

1 Increase of £ 1 8 0 in single allowance and of £ 2 8 0 in married allowance -1130 — — 

2 Increase of £ 1 0 0 in additional personal allowance and widow's 
bereavement allowance - 1 0 _ 

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 aged 75 and over - 1 0 - 1 0 - 1 5 

5 Increase of £ 8 0 0 in income Umit for age allowance - 1 5 — — 

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

7 Increase of £ 1 400 in basic rate limit to £ 2 0 7 0 0 -210 — — 

8 Fringe benefits—one third increase in car benefit scales + 160 + 160 + 200 

9 Tax relief for private medical insurance for those aged 60 or over — — - 4 0 

10 Pension schemes—amendments to tax rules * * • 
11 Payroll giving to charities—increase in donation limit to £ 4 8 0 a year • • * 
12 Membership covenants to heritage charities - 5 - 5 - 1 0 

13 Liberalisation of profit-related pay legislation - 1 0 - 1 0 - 1 5 

14 Increase in approved employee share limits * * * 
15 Employee priority in pubhc offer of shares • * • 

16 Changes in material interest tests * • - 5 

17 Abohtion of tax rehef on new loans to buy Business Expansion Scheme 
shares * • + 5 

18 Schedule E—change to receipts basis of assessment - 8 0 - 8 0 - 6 0 

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

Income tax and corporation tax 

21 Life assurance companies—pensions measures — — + 155 

22 Life assurance companies—acquisition costs and rate reduction — — - 3 0 

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

amendments • * 
• 

• 

25 Extension of rehef for pre-trading expenditure • * • 

26 Subcontractor tax scheme—reduction in paperwork requirements — — — 

Income tax and capital gains tax 

27 Personal Equity Plans—increase in Hmits etc. - 5 - 5 - 1 0 

Income tax, corporation tax and capital gains tax 

28 Keith committee—administrative changes • * • 

29 Deep discounted bonds—taxation of uphft 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 rehef • * - 3 5 

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 rehef • • + 25 

38 Change in the rules for Lloyd's underwriters—stock lending — — • 
* = Neoliaible — = Nil 

T a b l e 4.1 D i r e c t effects o f changes i n taxat ion a n d nat iona l insurance—continued 

£ milhon 

See Annex 4 paragraph numbers 
Estimated effect on receipts in: 
1989-90 1990-91 

Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

Capital gains tax and corporation tax 

39 U K 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 £ 6 000 * • *• 

42 Exemption of certain bonds from charges on capital gains * • * 

Capital gains tax and inheritance tax 

43 Gifts to housing associations • • • 

Inheritance tax 

44 Increase of £ 8 000 in threshold - 3 5 — — 
45 Changes in rules for varying dispositions on death + 5 + 5 + 15 

Stamp duties 

46 Abolition of life assurance pohcy duty - 2 0 - 2 0 - 8 0 

T O T A L I N L A N D R E V E N U E -1470 + 30 + 120 

C U S T O M S A N D E X C I S E 
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 • * • 
51 Change in UabiUty of certain suppUes of fuel and power — — + 90 

52 Change in UabiUty of certain water and sewerage services — — • 
53 ReUefs for charities - 5 - 5 - 5 

54 Rehef for research and development cars • • - 5 

55 Self-supphes—input tax • • 

Car tax 

56 Relief for vehicles leased to disabled - 1 0 - 1 0 - 1 0 

Excise duties 

57 Reduction in duty on unleaded petrol - 3 5 - 6 5 -135 

58 Increasein duty on 2 star and 3 star petrol - 5 - 3 0 - 3 5 

59 No change in rate of duty on 4 star petrol etc. — -385 -395 

60 No change in rate of duty on derv — - 9 5 -105 

61 No change in rate of duty on minor oils — - 1 0 - 1 0 

62 No change in rates of tobacco products duties — -235 -250 

63 No change in rate of spirits duty — - 6 5 - 7 0 

64 No change in rate of beer duty — -140 -155 

65 No change in rate of duty on cider and perry — - 5 - 5 

66 No change in rate of duty on wine and made-wine — - 4 5 - 5 0 

67 Restriction on blending of duty-paid made-wine • • • 
68 Determination of original gravity of beer * • • 
69 ReUef from duty and tax for diplomats etc. — — — 

T O T A L C U S T O M S A N D E X C I S E + 260 -775 -695 

Vehicle excise duty 

70 Increase in V E D rates for taxis, buses and coaches + 20 + 20 + 20 
71 Increase in V E D rates for certain lorries and other vehicles + 20 - 1 5 - 2 0 

72 No change in V E D on cars, hght vans and main lorry rates — -155 -170 

T O T A L V E D + 40 -150 -170 

* = Nevlwible — = Nil 



4 T h e B u d g e t tax a n d nat iona l insurance proposals 

T a b l e 4.1 D i r e c t effects o f changes i n taxat ion a n d nat iona l insurance—continued 
£ million 

See Annex 4 paragraph numbers 
Estimated effect on receipts in: 
1989-90 1990-91 See Annex 4 paragraph numbers 
Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

Changes from 
an indexed 
base 

Other 

73 ITV levy re-basing — — + 45 

74 Sale of vehicle registration marks •* • + 10 

75 Unauthorised disclosure of confidential information — — — 

T O T A L O T H E R * • + 55 

T O T A L C H A N G E S I N T A X A T I O N -1170 -895 -690 

National insurance contributions 

76 Employee contributions reformed and reduced -980 -980 -2800 

T O T A L C H A N G E S T O N A T I O N A L I N S U R A N C E 
C O N T R I B U T I O N S -980 -980 -2800 

T O T A L B U D G E T C H A N G E S -2150 -1875 -3490 

* = Negligible — = Nil 
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E x p l a n a t o r y n o t e s to T a b l e 4.1 

Table 4.1 gives the direct effects o f changes in taxation. Estimates are rounded to 
the nearest £ 5 mi l l ion . " N e g l i g i b l e " means less than £ 3 milhon. 

The direct effect o f a tax change is the difference between the yield o f tax which 
would arise on the basis o f the rates o f 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 o f 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 f r o m the impact o f changes in taxes on disposable incomes. N o r do 
they include the effects o f changes in the tax base arising f r o m changes in pre-tax 
incomes, the general level o f prices or other macro-economic variables which may 
result f r o m the proposed tax change. But other behavioural effects are taken into 
account where it is thought that they w i l l have a significant effect on the yield. 

For Customs and Excise taxes and duties, all the estimates o f yield incorporate the 
effects o f the tax changes on relative prices and associated changes in the pattern o f 
consumers' expenditure. Aggregate income and consumers' expenditure at factor 
cost are assumed not to change. This is a shght modification o f 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 o f each tax given in Table 1.2 takes account o f all the 
effects o f t h e measures announced in the Budget, and not just the direct effects 
included in Table 4.1. 

The figures in the first column o f Table 4.1 show the direct effect o f the Budget 
proposals on receipts in 1989—90. Budget proposals are compared w i t h a non-
indexed base—that is, w i t h the pre-Budget regime o f allowances, thresholds and 
rates o f duty at 1988-89 levels. 

The figures in the second column show the direct effect o f 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 o f duty 
by 6-8 per cent, the increase in the R P I 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 R P I between the fourth quarters o f 1988 and 1989 (shown in 
Table 3 14") 
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The remainder o f this annex provides a commentary on the Budget proposals i n 
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 i n the 
first complete year to which the change apphes ( fu l l year effect) is substantially 
different f r o m the effect on receipts in either 1989—90 or 1990—91; or where the 
impact o f the proposal is expected to build up over a period o f years. 

Income tax 1 to 5 The increases in the main income tax allowances are in line w i t h the 
statutory indexation provisions (based on the increase o f 6-8 per cent in the R P I in 
the year to December 1988). The higher level o f age allowance currently given to 
those aged 80 and over w i l l be extended to those aged 75 and over. 

6 The age allowance withdrawal rate w i l l be reduced from £ 2 o f allowances for 
each £ 3 o f income to £ 1 o f allowances for each £ 2 o f income above the income 
hmit o f £ 1 1 4 0 0 . 

7 The increase in the basic rate hmi t is in line w i t h the statutory indexation 
provisions. 

8 For 1989—90 the scales for taxing car benefits w i l l be increased by one third from 
their 1988-89 levels. The estimated yield takes account o f behavioural effects. 

9 Tax rehef w i l l be available (wi th basic rate rehef given at source) for eligible 
premiums paid in 1990—91 and subsequent years for private medical insurance for 
those aged 60 and over. The cost for 1990—91 assumes an increase in take-up in the 
region o f 10 per cent as a result o f t h e new rehef. Eventual costs w i l l depend, 
among other things, on the extent to which medical insurance for the over-60s is 
promoted and taken up. 

10 The amendments to the tax rules for pension schemes w i l l mean that: 

for tax-approved schemes, earnings over £ 6 0 000 a year w i l l be ignored for the 
purpose o f calculating benefits (consistent w i th a maximum pension o f £ 4 0 000, or 
tax-free lump sum of £ 9 0 000). Other amendments w i l l 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 
o f tax-free lump sums. These changes apply to new schemes set up on or after 
14 March 1989 and to new members joining existing schemes on or after 
1 June 1989; 

employers w i l l be able to set up top-up schemes w i t h no hmits on benefits, but 
without tax privileges such as tax-free investment build-up; 

new rules w i l l allow surplus voluntary contributions to be returned to the 
member instead o f reducing benefits f r o m the employer's scheme. The voluntary 
scheme w i l l deduct a 35 per cent charge f r o m the refund to recoup the tax 
advantages enjoyed on contributions and build-up. There w i l l be a further 
liability on higher rate taxpayers; 

changes w i l l be made to the personal pensions tax rules to increase f r o m 6 A p r i l 
1989 the age-related contribution hmits. The increased l imi t w i l l be subject to 
the £ 6 0 0 0 0 earnings cap. A n d the rules for calculating tax-free lump sums w i l l 
be simplified. 

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

11 The hmit on charitable donations quahfying for relief under payroll deduction 
schemes w i l l be increased f r o m £ 2 4 0 to £ 4 8 0 a year f r o m A p r i l 1989. The cost w i l l 
depend on take-up. 

12 The conditions for relief for charitable covenants w i l l be relaxed so that where a 
member o f a heritage charity is given free or cheap entry to view the charity's 
property, that benefit w i l l not disqualify the covenant payments f r o m rehef. The 
rr\Qt \ x r i 1 1 Af*r\f*nA r , n t - i l - p » _ i - i r , 
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13 The main amendments to the profit-related pay (PRP) legislation w i l l : 

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

increase to £ 4 0 0 0 the cash hmit on the amount o f PRP attracting tax rehef; 

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

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

The cost w i l l depend on take-up. 

14 The annual hmi t on the value o f shares which may be given to an employee 
under an approved all-employee profit-sharing share scheme w i l l be increased, w i t h 
effect f r o m 6 A p r i l 1989, f r o m £ 1 250 (or 10 per cent o f pay up to a maximum o f 
£ 5 000) to £ 2 000 (or 10 per cent o f pay up to £ 6 0 0 0 ) . The hmit on monthly 
savings made by an employee under an approved savings-related share option 
scheme w i l l be increased, f r o m a day to be appointed, f r o m £ 1 0 0 to £ 1 5 0 . The 
maximum discount on the share price at which options may be granted under these 
schemes w i l l be increased f r o m 10 per cent to 20 per cent. The use o f consortium 
shares in an approved employee share scheme w i l l be extended to include the shares 
o f any member o f a consortium owning 5 per cent or more o f t h e company's 
ordinary share capital i n place o f t h e previous 15 per cent hmit . 

15 There w i l l be relaxations in the conditions under which income tax rehef is 
given to employees who benefit by virtue o f their employment f r o m priority in 
applying for a pubhc offer o f shares. 

16 Changes w i l l 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 
rehef. Subject to certain conditions, shares held by a trust o f which the employee is 
a beneficiary w i l l be disregarded when reckoning whether he has material interest. 

17 Rehef for interest on loans to acquire Business Expansion Scheme shares on or 
after 14 March 1989 w i l l be abohshed. 

18 From 6 A p r i l 1989 Schedule E emoluments w i l l be assessed for the year in 
which they are received instead o f the year for which they are earned. There w i l l be 
a transitional cost, but f r o m 1992-93 when the transition is complete, there w i l l be 
an annual yield o f about £ 5 0 milhon. 

19 A change w i l l 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 w i l l be treated under Independent Taxation as the 
income o f the recipient o f the g i f t . For certain other settlements the present 
provisions w i l l be extended to the basic rate, producing a small revenue yield. 

20 Legislation w i l l be introduced to make clear the amount o f U K tax that is 
deductible f r o m U K tax credits to which non-residents may be entitled under a 
double taxation convention. This measure w i l l prevent a potential Exchequer loss 
o f about £ 1 5 milhon a year. 

Income tax and corporation 21 From 1 January 1990, life assurance companies w i l l be allowed to set rehef for 
tax the expenses o f pension, general annuity and other hfe assurance business only 

against their respective profits. There w i l l be other measures to align the tax 
treatment o f pension profits more closely w i t h industry accounting practice. The 
yield in 1990—91 and the immediately fo l lowing years is reduced by the carry
forward o f unrelieved expenses f r o m past years. The long term yield is expected to 
be around £ \ hill inn a vpar 
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22. Other changes w i l l be made f r o m 1 January 1990 to the rules for taxing hfe 
assurance companies: in particular, to spread over seven years the relief for the costs 
o f acquiring new business (other than pension and general annuity business), subject 
to transitional arrangements in the first four years; and to reduce the corporation 
tax rate on income and capital gains attributable to pohcy holders to 25 per cent. 
The impact o f 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. 

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

24 The legislation relating to capital allowances for safety expenditure at sports 
grounds w i l l be amended f r o m 1 January 1989 to take account o f t h e extension o f 
safety certificate requirements to regulated stands at undesignated sports grounds. 
Minor amendments w i l l be made to the capital allowances legislation to correct 
defects and anomalies in advance o f t h e consolidation o f that legislation. 

25 The period for which rehef may be available for business expenditure incurred 
before a trade begins w i l l be increased f r o m three to five years. The cost o f this 
proposal w i l l take some years to build up and could amount to tens o f millions o f 
pounds. 

26 Subject to consultation, the paperwork requirements o f the scheme for 
subcontractors in the construction industry w i l l be reduced. 

Income tax and capital 27 The main changes are: 

gains tax a n m c r e a s e i n t n e overall annual l imi t on investment in a Personal Equity Plan to 

£ 4 8 0 0 ; 

wi th in that an increase in the l imi t for investment in authorised unit trusts and 
investment trusts to £ 2 400, coupled w i t h a new requirement that the trust must 
invest mostly in U K equities; 

significant simplifications for plan managers; and 

the facility for new share issues to be brought wi th in plans. 

The costs assume take-up in the region o f 400000 in the first fu l l year. The cost is 
likely to reach £ 3 0 milhon after five years. 

Income tax, corporation 28 In the hght o f recommendations o f the Keith Committee, administrative 

tax and capital gains tax changes w i l l be made: 

to update the system o f monetary penalties for tax offences in line w i t h inflation 
and remove obsolete penalties; 

to introduce a uniform time hmit o f 20 years for recovery o f tax lost through 
default; 

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

to revise 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 f r o m 
disclosure by his accountant; 

to amend the Inland Revenue's search powers to provide greater safeguards for 
trip ravnavpr* 
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to create a new criminal offence for the deliberate destruction o f documents 
called for under the Inland Revenue's information powers; 

to change the filing date for returns o f PAYE and N I C deductions by employers 
f r o m 19 A p r i l to 19 May, tighten up the penalties for late f i l ing gradually over a 
period o f years, leading to the introduction o f automatic penalties for all late 
f i l ing (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 
I C T A 1988 w i l l be widened to include non-variable deep discounted securities 
issued by non-corporate borrowers. On a sale or redemption the accrued discount 
w i l l be taxed as income. A n y excess or shortfall w i l l be taxed as a capital gain or 
loss unless the security is exempt f r o m capital gains tax as a quahfying 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 o f the upl i f t between cost price and sale or 
redemption price w i l l be taxed as income. The eventual yield is uncertain but is 
estimated at around £ 5 0 milhon. 

30 A tax charge w i l l be imposed on U K investors on gains when they switch 
holdings wi th in an offshore fund. 

Corporation tax 31 The profits hmit for the small companies' corporation tax rate o f 25 per cent for 
financial year 1989 w i l l be raised f r o m £ 1 0 0 0 0 0 to £ 1 5 0 0 0 0 and the hmit for 
marginal relief w i l l be raised f r o m £ 5 0 0 0 0 0 to £ 7 5 0 0 0 0 . 

32 From 1 January 1990 all unit trusts that are U C I T S (Undertakings for 
Collective Investment in Transferable Securities) under the relevant European 
Communities legislation w i l l be subject to corporation tax on their income at a rate' 
o f 25 per cent. The cost w i l l rise to about £ 2 0 milhon f r o m 1991—92 onwards. 

33 Payments made by a company to an ESOP trust w i l l be deductible in 
calculating its corporation tax liability where the trust meets conditions aimed at 
ensuring the distribution o f shares in the company to all o f its employees, on similar 
terms, wi th in a reasonable time. 

34 Various minor changes w i l l be made to the advance corporation tax (ACT) 
rules concerning a company which is part o f a group or consortium. 

35 Measures w i l l be introduced to counter avoidance o f tax on disposals o f 
subsidiaries in ways which could cause a substantial loss o f tax. 

36 The capital gains tax annual exempt amount w i l l remain at £ 5 000 in the case o f 
individuals and £ 2 500 in the case o f most trusts. 

37 Capital gains tax gifts rehef (which allows deferral on gifts) w i l l be restricted to 
certain types o f gi f t , the main categories being gifts o f business, farm and heritage 
assets and gifts on which there is an immediate charge to inheritance tax. The 
revenue yield in 1991—92 is estimated at £ 4 0 milhon. The change w i l l not affect 
gifts to charities or between spouses. 

38 The capital gains tax rules and rules about the transfer o f securities applying to 
assets held by Lloyd's underwriters in their premiums trust funds w i l l be amended 
to facilitate stock lending to market makers. 

Capital gains tax and 39 Changes w i l l be made to the rules for the taxation o f capital gains o f foreign 
corporation tax businesses w i t h U K branches or agencies or w i t h operations on the U K continental 

shelf. The main effect w i l l be to counter possible developments which could lead to 

Capital gains tax 
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40 Technical changes w i l l be made in relation to the application o f the provisions 
in the Finance Act 1988 for rebasing the taxation o f capital gains to 1982 in certain 
special situations. 

41 Chattels w i t h a disposal value o f less than £ 3 000 are exempt f r o m charges on 
capital gains. The hmit w i l l be doubled to £ 6 000. 

42 Certain sterling bonds w i l l be exempted f r o m capital gains tax and corporation 
tax on gains. The main effect w i l l be to counter use o f t h e indexation allowance in 
ways which could cause a significant loss o f tax. 

Capital gains tax and 43 Gifts o f land to registered housing associations w i l l qualify for capital gains tax 
inheritance tax deferral and inheritance tax exemption. 

Inheritance tax 44 The estimated f u l l year cost o f indexation attributable to taxable estates in 
1989- 90 is £ 8 0 milhon. 

45 The facility for varying the disposition o f a deceased person's assets w i t h effect 
for inheritance tax w i l l be hmited to those variations making adequate provision for 
his or her dependants. 

Stamp duties 46 Life assurance pohcy duty w i l l be abohshed f r o m 1 January 1990. The cost in 
1990— 91 takes account o f t h e consequential change in corporation tax liability. 

Value added tax 47 From 15 March 1989, the registration limits w i l l become £ 2 3 600 a year and 
£ 8 000 a quarter. 

48 From 1 A p r i l 1989, V A T w i l l be apphed at the standard rate to the construction 
and sale o f new non-residential buildings. Transitional rehef w i l l allow zero rating 
to continue for certain developments where legal commitments had been entered 
into before 21 June 1988. From 1 August 1989, landlords w i l l be able to opt to 
charge tax on their non-residential rents and sales o f used buildings and V A T at the 
standard rate w i l l be apphed in limited circumstances to building land where this is 
necessary to ensure fair competition. Tenants whose landlords opt to tax existing 
leases w i l l pay tax on only half o f the rent in the first year. The phasing in period 
w i l l be five years where the tenant is a charity. 

49 From 1 A p r i l 1989, V A T w i l l be apphed at the standard rate to news services 
(but not newspapers). 

50 From 1 A p r i l 1989, V A T w i l l be apphed at the standard rate to protective boots 
and helmets supplied to employers. 

51 From 1 July 1990, V A T w i l l be apphed at the standard rate to fuel and power 
supplied to businesses. 

52 From 1 July 1990, V A T w i l l be apphed at the standard rate to water and 
sewerage services supphed to industry. 

53 From 1 A p r i l 1989, V A T rehef for charities w i l l be extended to charity and 
certain other fund-raising events, medical sterilising equipment and classified and 
certain other types o f advertising. 

54 From 1 August 1989, all cars used by manufacturers for research and 
development purposes w i l l be reheved o f V A T . 

55 From Royal Assent, Customs and Excise w i l l be given the power to determine, 
by regulation, the correct attribution o f input tax in respect o f self-supplies o f goods 
and services. 

Car tax 56 From 1 A p r i l 1989, vehicles purchased for leasing to the disabled w i l l be 
reheved o f car tax. 

Excise duties 57 The duty on unleaded petrol w i l l be reduced by the equivalent o f 0-8p a litre 
(3-6D a eallon) includine V A T . 
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58 A higher rate o f duty w i l l be introduced on two and three star leaded petrol. 
This w i l l add 0-9p a litre (4-lp a gallon) including V A T to the tax charged on these 
grades. Despite the increase in duty, the revenue effect o f this change is negative as a 
result o f expected switching f r o m two and three star to unleaded petrol. 

59-66 There w i l l be no change in the rates o f duty on other hydrocarbon oils, 
alcoholic drinks and tobacco products. 

67 The duty arrangements for made-wine w i l l be brought into line w i th those 
apphcable to wine o f fresh grapes by prohibiting duty-paid blending. 

68 The rules for deteirnining the original gravity o f beer for duty purposes w i l l be 
clarified. 

69 Statutory provision w i l l be made for a number o f duty and tax reliefs currently 
granted to diplomats, members o f international organisations and visiting forces by 
means o f extra-statutory class concessions. A power to impose sanctions for 
breaching the conditions o f the rehefs w i l l be introduced. 

Vehicle excise duties 70 From 15 March 1989, the number o f duty rates for coaches and buses w i l l be 
reduced f r o m over sixty to five and rates w i l l be increased; duty rates w i l l also be 
increased for taxis. 

71 From 15 March 1989, the rates o f duty on certain rigid lorries w i l l be increased 
to bring them more into line w i t h rates for articulated vehicles o f similar gross 
weight. The rate o f duty for special types capable o f carrying very long, wide or 
heavy loads w i l l be increased to £ 3 100. 

72 There w i l l be no change in the duties on cars, hght vans, motor cycles and most 
lorries. 

Other 73 From 1 January 1990, the additional payments made by I T V programme 
contractors w i l l be assessed on a mixture o f net advertising revenue and profits. 

74 A pilot scheme making certain vehicle registration marks available for sale to 
the pubhc w i l l begin in December 1989. 

75 Criminal sanctions w i l l be provided against unlawful disclosure o f information 
relating to a taxpayer by employees or former employees o f the Inland Revenue 
and Customs and Excise. 

76 From 5 October 1989, employees w i l l pay Class 1 contributions equal to 
2 per cent o f earnings up to the lower earnings hmi t ( £ 4 3 a week in 1989—90) and 
9 per cent o f earnings above the lower earnings hmit , up to the upper earnings hmit 
( £ 3 2 5 a week in 1989—90). Those earning below the lower earnings hmit w i l l 
continue to pay no Class 1 contributions. 

National insurance 
contributions 



5 Public expenditure 

5.01 The Government ' s expenditure plans f o r the next three years were set 

out i n the 1988 A u t u m n Statement ( H C 695) and i n detail i n the 1989 pubhc 

expenditure W h i t e Paper ( C m 601—621). T h e y are summarised i n Table 5 .1 . 

5.02 T h e p lanning tota l f o r 1989-90 remains unchanged f r o m the level 

shown i n the last F S B R ; the p lanning tota l f o r 1990-91 has been increased 

b y £ 3 - 3 b i l l i o n . I n b o t h years, extra resources have been p rov ided to meet 

the Government ' s priori t ies, i nc lud ing substantial addi t ional sums f o r health, 

l aw and order, defence and roads. Provis ion f o r local au thor i ty current 

spending and the U K ' s net con t r i bu t ion to the European Communi t i e s is 

also higher. 

P u b l i c expendi ture 

£ bil l ion 

1987-88 1988-89 1989-90 1990-91 1991-92 
Out turn Estimated 

outturn 
Plans Plans Plans 

Department 

Social security 46-3 47-4 51-0 55-3 58-7 

Health 19-7 21-7 23-2 24-4 25-4 

Defence 18-9 19-0 20-1 21-2 22-1 

Education and science 17-1 18-4 19-6 20-2 20-8 

Home Office and legal departments 6-5 7'2 8-0 8-4 8-6 

Transport 4-6 4-8 5-4 5-5 5-7 

Scotland 8-1 ; 8-7 9-0 9 1 9-7 

Wales 3-3, '• 3-6 3-8 3-9 4-0 

Northern Ireland 4-9 5-6 5-5 5-7 5-9 

Other departments 21-6 21-2 23-1 23-7 25-3 

Privatisation proceeds - 5 - 1 - 7 - 0 - 5 - 0 - 5 - 0 - 5 - 0 

Reserve 3-5 7-0 10-5 

Public expenditure planning total 145-7 150-6 167-1 179-4 191-6 

General government gross debt interest1 17-7 18-3 17-1 15* 14* 

Other adjustments' 8-4 10-2 10-1 10* 

General government expenditure 171-9 179-1 194-3 205 216 

General government expenditure 
excluding privatisation proceeds: 

in real terms (base year 1987—88)2 177-0 173-5 176-4 179 183 

as a per cent o f G D P 4 H 39* 39i 39 38£ 

11990-91 and 1991-92figures rounded to nearest £ \ biUion. 

Changes since prev ious 
B u d g e t 

T a b l e 5.1 

5 P u b l i c expendi ture 

P u b l i c spending trends 5.03 General government spending, exc luding privatisat ion proceeds, has 

fallen f r o m 4 6 f per cent o f G D P i n 1982-83 to 39* per cent i n 1988-89. The 

expenditure plans to 1991—92 are consistent w i t h the Government 's po l icy o f 

reducing the share o f nat ional income taken by total government spending. 

The m o v e to Budge t surplus has reduced the burden o f debt interest, and the 

f a l l i n u n e m p l o y m e n t has made savings possible i n the social security, 

e m p l o y m e n t and t ra in ing programmes. These savings, together w i t h higher 

housing receipts and reduced agricul tural market support, have made r o o m 

f o r increases i n p r i o r i t y programmes w i t h i n the decl ining t rend o f total 

expenditure relative to national income. 

B u d g e t consequences 5.04 The publ ic expenditure cost o f abolishing the earnings rule f o r state 

ret i rement pensioners ( £ 1 9 0 m i l h o n i n 1989—90 and £ 3 7 5 m i l l i o n i n 

1990—91) w i l l be charged to the Reserve, and w i l l no t add to p lanning totals. 

The pubhc expenditure cost o f extending V A T to non-residential 

construct ion and proper ty development was incorporated in the plans set out 

i n the 1989 pubhc expenditure W h i t e Paper. 

1988-89 o u t t u r n 5.05 The latest estimate o f t h e o u t t u r n f o r the p lanning total i n 1988-89, 

w h i c h is sti l l subject to some uncertainty, suggests that i t is l ike ly to be 

£ 1 5 0 - 6 b i l l i o n , £ 6 - 3 b i l l i o n b e l o w the plans shown i n the 1988 publ ic 

expenditure W h i t e Paper and the 1988 Budget ( o f w h i c h £ 2 b i l l i o n 

represents increased privat isat ion proceeds) and £ 2 - 8 b i l l i o n be low the 

o u t t u r n f igure shown i n the 1989 publ ic expenditure W h i t e Paper. 

A b r e a k d o w n is shown i n Table 5.2. 

T a b l e 5.2 C o m p a r i s o n o f plans a n d est imated o u t t u r n f o r 1988-89 

£ bil l ion 

Plans1 Estimated Outturn 
outturn minus 

plans 

Central government 2 114-3 114-4 + 0-1 

Local authority 2 42-6 42-9 + 0-3 
o f which: 

relevant expenditure 33-2 34-5 + 1-2 
other current 5-4 5-3 - 0 - 1 
capital 4-0 3 1 - 0 - 9 

Nationahsed industries and 
other public corporations 1-4 0-3 - 1 1 

Privatisation proceeds - 5 - 0 - 7 - 0 - 2 - 0 

Reserve 3-5 -3 -5 

Public expenditure planning total 156-9 150-6 -6 -3 

1 Plans from The Government's Expenditure Plans 1988-89 to 1990-91 (Cm 288), adjustedfor classification 

changes. 

-Evrt,iAit,n fin/iMrp fnr „ ntint* ntievA ,MA,I etrive /MA ntlivr rtuhlir mmt\rAtii\*iz 



5 P u b l i c expendi ture 

5.06 T h e m a j o r changes i n 1988—89 between p rog ramme plans i n the 1988 

W h i t e Paper and the estimated o u t t u r n are: 

central government: increases arising f r o m pay settlements f o r N H S R e v i e w 

B o d y groups ( £ 0 - 9 b i lhon) , a capital grant o f £ 0 - 5 b i l h o n associated w i t h 

the sale o f R o v e r to B A e and finance f o r an in i t i a l recapitalisation o f 

Shorts Brothers p r i o r to privat isat ion ( £ 0 - 4 b i lhon) , are largely offset b y 

reductions i n social security expenditure ( £ 1 - 0 b i lhon) due to the fa l l i n 

unemployment ; l o w e r payments b y the In te rven t ion B o a r d f o r 

A g r i c u l t u r a l Produce ( £ 0 - 4 b i lhon) and l o w e r expenditure on 

employmen t programmes ( £ 0 - 4 b i l l i on ) ; 

local authorities: an overspend o f £ 1 2 b i l h o n on planned current 

expenditure and a net underspend o f £ 0 - 9 b i l h o n o n capital expenditure, 

ref lect ing higher gross spending ( £ l - 2 b i lhon) offset b y higher receipts 

( £ 2 - 1 b i l l i on ) ; 

nationalised industries and other public corporations: an underspend o f 

£ T 1 b i l l i o n m a i n l y b y the electrici ty supply indust ry ( £ 0 - 6 b i l h o n , 

reflect ing latest i n f o r m a t i o n on t i m i n g o f tax payments), Br i t i sh Steel 

( £ 0 - 3 b i l h o n , due to higher p r o f i t a b i l i t y p r io r to privatisation) and Br i t i sh 

R a i l ( £ 0 - 3 b i l hon , ma in ly due to buoyant passenger income) . 

T a b l e 5.3 P u b l i c expendi ture b y spending author i ty 

£ bilhon 

1987-88 1988-89 1989-90 1990-91 1991-92 
Out turn Estimated 

outturn 
Plans Plans Plans 

Central government 1 

o f which: 
109-4 114-4 123-7 131-2 136-9 

Voted in Estimates 76-9 80-9 86-9 92-2 96-4 
other 32-5 33-5 36-8 39-0 40-5 

Local authorities1 40-7 42-9 44-0 45-5 47-1 
o f which: 

relevant expenditure 32-0 34-5 35-2 36-5 37-5 
other current 5-1 5-3 6-2 6-7 7-1 
capital 3-6 3-1 2-6 2-4 2-5 

Nationahsed industries 0-3 - 0 - 1 — - 0 - 4 1-02-

Other pubhc corporations 0-5 0-5 0-9 1-0 1-1 
Privatisation proceeds - 5 - 1 - 7 - 0 - 5 - 0 - 5 - 0 - 5 - 0 

Reserve 3-5 7-0 10-5 

Public expenditure planning total 145-7 150-6 167-1 179-4 191-6 

1 Excluding finance for nationalised industries and other public corporations. 
2 The increase in 1991-92 reflects the disappearance from the public expenditure figures, following privatisation, of the substantial negative external finance of 
the electricity industry. 

P u b l i c expendi ture b y 5.07 Central government spending makes up about three quarters o f the 

spending author i ty p lanning total . A b o u t 70 per cent o f this is vo ted by Parliament t h rough the 

annual Supply Estimates and covers the expenditure o f government 
deoartmcnts f o r their n w n arfivirirs as w p I I h<; t h r i r f u n H i n o - rvf nt-li™- Vir>r1ir-« 
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such as the N a t i o n a l Hea l th Service. M o s t o f the remainder consists o f social 

security payments paid ou t o f t h e N a t i o n a l Insurance Fund. Spending by 

local authorities accounts f o r about one quarter o f pubhc expenditure. 

Nationahsed industries and other publ ic corporations account f o r the 

remainder o f t h e to ta l . Table 5.3 gives o u t t u r n figures f o r the last t w o years 

and the plans as pubhshed i n the publ ic expenditure W h i t e Paper. 

S u p p l y E s t i m a t e s 5.08 For 1989-90, the plans set out i n the pubhc expenditure W h i t e Paper 

have n o w been translated, where appropriate, i n to detailed con t ro l totals i n 

Supply Estimates. T h e tota l Estimates p rov i s ion f o r 1989—90 f o r w h i c h the 

Gove rnmen t is seeking Parl iamentary approval is shown i n Table 5.4. The 

m a i n Estimates f o r 1989-90 are published i n a series o f booklets on 14 M a r c h 

1989 w i t h a S u m m a r y and Guide ( C m 633) w h i c h summarises the Estimates 

and explains h o w they relate to the publ ic expenditure p lanning total . I t also 

describes the Supply procedure. 

5.09 O f t h e £ 1 1 6 - 5 b i l h o n included i n the Supply Estimates, £ 9 0 - 1 b i l l i o n 

is direct pubhc expenditure. T h e remain ing £ 2 6 - 3 b i l l i o n does no t feature 

di rec t ly as publ ic expenditure because i t consists o f grants to local authorities 

and finance f o r other bodies whose spending is counted as pubhc 

expenditure. A b o u t 60 per cent o f the money vo ted i n Estimates is subject to 

cash l imi t s , w h i c h p rov ide the Governmen t w i t h greater con t ro l over its 

cash expenditure d u r i n g the f inancial year. 

T a b l e 5.4 S u p p l y expendi ture 

£ bilhon 

1987-88 1988-89 1989-90 

Expected outturn 
in 1988 Budget 

Final 
outturn 

Expected 
outturn 

Provision 

Main Supply Estimates 104-5 104-5 108-3 116-5 

Supplementaries and net underspending 0-9 1-0 2-4 

Total Supply expenditure 105-3 105-5 110-7 

Pubhc expenditure element 79-5 79-6 85-0 



6 The public sector's finances 

6.01 This chapter brings together revenue and spending and provides an 

analysis and forecast o f t h e pubhc sector's overal l f inancial posi t ion i n 

1989-90, together w i t h some explanation o f t h e main differences between 

estimated o u t t u r n i n 1988-89 and last year's forecast. 

D e b t r e p a y m e n t 6.02 The latest estimate is f o r a pubhc sector debt repayment ( P S D R ) o f 

£ 1 4 b i l hon i n 1988-89, equivalent to 3 per cent o f G D P , or £7 b i l h o n 

excluding privatisation proceeds. Even this last f igure represents a larger net 

repayment as a p r o p o r t i o n o f G D P than i n any year since the beginning o f 

the 1950s—the earliest date f o r w h i c h comparable figures are available. B o t h 

the pubhc sector f inancial balance and the general government f inancial 

balance are also estimated to be i n substantial surplus i n 1988-89. 

6.03 The forecast is f o r a fu r the r substantial P S D R o f around £14 b i l hon i n 

1989-90, about the same as i n 1988-89. Exc lud ing privat isat ion proceeds the 

P S D R i n 1989-90 is forecast to be some £2 b i l h o n higher than i n 1988-89. 

T a b l e 6.1 P u b l i c sector debt r e p a y m e n t 

1987-88 1988-89 1989-90 

Outturn 1988 
Budget 

Latest 
estimate 

Forecast 

Public sector debt repayment 
£ bil l ion 
per cent o f GDP 

3-5 

* 

3-2 

I 
13-9 

3 
13-8 

2 | 
P S D R excluding privatisation proceeds 
£ bil l ion 
per cent o f GDP 

- 1 - 6 

~i 

- 1 - 8 6-9 

H 

8-8 

i f 

6.04 The stock o f net publ ic sector debt has fal len f r o m over 50 per cent o f 

money G D P i n 1979 to 38 per cent ( £ 1 7 1 b i l l ion) at the end o f 1987-88. I t is 
forecast to be about £ 1 5 7 b i l l i o n , or 32 per cent o f G D P , at the end o f 

1988-89. Rela t ive to G D P the stock o f government debt is n o w l o w e r than 

at any po in t since the First W o r l d W a r . There should be a fu r the r large fa l l 

i n net publ ic sector debt in 1989-90, in bo th nomina l terms and as a per cent 
o f G D P . 

6 T h e p u b l i c sector's finances 

Changes since last Budget 
6.05 T h e P S D R i n 1988-89 is n o w estimated to be £ 1 0 f b i l h o n higher than 

forecast i n last year's Budget . As Table 6.2 shows, the higher net repayment 

comes r o u g h l y equally f r o m higher receipts and l o w e r expenditure, 

i nc lud ing £ 2 b i l l i o n addi t ional pr ivat isat ion proceeds (see Table 1.2 f o r a 

detailed comparison o f t h e components) . M u c h o f t h e extra receipts reflects 

the higher than forecast g r o w t h o f money G D P . H i g h e r g r o w t h has also 

cont r ibuted to the l o w e r than forecast expenditure, p r i m a r i l y t h r o u g h l o w e r 

spending o n social security and i m p r o v e d finances o f pubhc corporations. 

T a b l e 6.2 C h a n g e s to receipts , expendi ture a n d debt r e p a y m e n t since 1988 

£ bilhon 

1987-88 1988-89 

Receipts 
Taxes, royalties and national insurance contributions 
Other receipts 

+ 0-9 
- 0 - 8 

+ 4-6 
+ 1-3 

Tota l receipts + 0-1 + 5-9 

Expenditure 
Privatisation proceeds 
Other general government 
Pubhc corporations' market and overseas finance 

- 0 - 1 
+ 0-2 
- 0 - 4 

- 2 - 0 
- 1 - 9 
- 0 - 9 

Tota l expenditure -0 -3 -4 -9 

P S D R + 0-4 + 10-7 

+ higher receipts, higher expenditure, or higher debt repayment; 

— lower receipts or lower expenditure. 

6.06 The m a i n contr ibutors to the higher than expected receipts i n 1988-89 

are income tax ( £ 1 | b i l l i o n ) , nat ional insurance contr ibut ions ( £ 1 ^ b i l l i o n ) , 

V A T ( £ 1 ^ b i l l i on ) and interest receipts ( £ 1 b i lhon) . The first t w o largely 

reflect higher total wages and salaries. H i g h e r V A T receipts are the result o f 

faster g r o w t h o f consumer spending i n total and a change i n its composi t ion 

towards those goods and services w h i c h are subject to V A T . 

6.07 C o r p o r a t i o n tax receipts again rose s t rongly i n 1988-89 bu t no t b y as 

m u c h as forecast. W i t h i n the to ta l , advance corpora t ion tax ( A C T ) receipts 

were higher than forecast, reflect ing h i g h d iv idend payments i n 1988, but 

other corpora t ion tax receipts rose m u c h less than expected. T h e latter is 

l i ke ly to be m a i n l y the result o f l o w e r prof i t s and higher investment i n 1987 

than shown b y the recorded figures available at the t ime o f the last Budget . 

6.08 Privatisat ion proceeds were £ 2 b i l h o n higher than projected at the 

t ime o f the last Budget . Expendi ture exc luding privat isat ion proceeds was 

l o w e r than forecast, largely as a result o f l o w e r social security expenditure 

and higher local au thor i ty capital receipts. 

6.09 T h e pubhc sector's finances can be analysed i n a number o f di f ferent 

ways: b y type or ac t iv i ty , b y sector and b y economic category. T h e rest o f 



6 T h e publ i c sector's finances 

Public sector's finances: analysis by type or activity 
6.10 Table 1.2 analyses the publ ic sector's finances b y type or ac t iv i ty . T h e 

m a i n receipts o f general government (ie central plus local government) are 

grouped according to the k i n d o f ac t iv i ty w h i c h gives rise to them, w h i l e 

spending is shown b y department, as i n Chapter 5 and i n the pubhc 

expenditure W h i t e Paper. 

R e c e i p t s 6.11 General government receipts are estimated to have risen b y nearly 

10 per cent i n 1988-89, a ht t le less than the g r o w t h o f money G D P . T h e y 

are forecast to rise b y about 8 per cent i n 1989-90, a ht t le more than the 

forecast g r o w t h o f m o n e y G D P . 

6.12 W i t h u i general government receipts N o r t h Sea revenues f e l l sharply i n 

1988- 89, as forecast. T h e y are forecast to f a l l f u r the r i n 1989-90, b y about 

10 per cent, m a i n l y the delayed effect o n corpora t ion tax o f f a l l i ng prof i t s i n 

earher years. O i l p roduc t ion is expected to be l o w e r i n 1989 than i n 1988, due 

main ly to the continued effect o f the Piper A l p h a disaster and accidents i n the 

Fulmar and Brent fields. The forecast assumes that N o r t h Sea o i l prices w i l l 

remain close to recent levels. P R T receipts are forecast to be shghtly higher i n 

1989- 90, despite the projected fa l l i n p roduc t ion because there were repayments 

o f advance P R T i n 1988-89 and none are forecast f o r 1989-90. 

T a b l e 6.3 N o r t h Sea revenues 

bilhon 

1987-88 1988-89 1989-90 

Out turn 1988 
Budget 

Latest 
estimate 

Forecast 

Nor th Sea corporation tax 1 

Petroleum revenue tax 2 

O i l royalties 

1 4 
2-3 
1-0 

1-5 
1-2 
0-6 

1-3 
1-3 
0-6 

0-8 
1 4 
0-6 

Total North Sea revenues 4-7 3-3 3-2 2-9 

'Before ACT set off of: 
2 Includes advance petroleum revenue tax 

0-7 0-8 0-8 0-5 

6.13 Exc lud ing N o r t h Sea revenues general government receipts rose b y 

11 per cent i n 1988—89 and are forecast to rise b y about 8* per cent i n 

1989-90. W i t h i n the overal l increase forecast f o r 1989-90 there is: 

a 7 per cent increase i n income tax receipts; 

a 23 per cent increase i n receipts o f corpora t ion tax ( inc luding A C T 

bu t exc luding N o r t h Sea mainstream corpora t ion tax), w i t h A C T 

g r o w i n g more s lowly than the rest; 

a 9* per cent increase i n V A T receipts; 

l i t t l e change i n receipts f r o m the excise duties on pet ro l , tobacco and 

alcohol; 

an 8* per cent increase i n local authorities ' net receipts o f rates (and 

c o m m u n i t y charge i n Scotland); 

a 3* per cent increase i n nat ional insurance contr ibut ions , after 

a l l o w i n g f o r the reforms to employees' contr ibut ions announced i n 

the Budget . 

6 T h e p u b l i c sector's finances 

T a x e s as a share o f G D P 6.14 Table 6.4 shows taxes and nat ional insurance contr ibut ions (NICs) as a 

per cent o f G D P . B o t h the to ta l and n o n - o i l percentages are estimated to 

have fal len i n 1988-89, b y a h a l f and a quarter percentage po in t respectively, 

compared w i t h forecasts o f no change i n last year's Budget . 

T a b l e 6.4 T a x e s a n d nat iona l insurance contr ibut ions as a per cent o f G D P 

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

1989-90 
Forecast 

Total taxes and NICs as a share 
of total GDP 38* 3 9 i 38* 38 38 37* 37* 

Non-o i l taxes and NICs as a 
share o f non-oil GDP 3 7 | 3 7 | 3 7 i 37f 37f 37* 37* 

6.15 The forecast is f o r tota l and n o n - o i l taxes and N I C s to be the same as 

percentages o f G D P i n 1989-90 as i n 1988-89. I n other words , the changes i n 

the Budget mere ly offset real fiscal drag—the tendency f o r average tax rates 

to rise i n a progressive tax system indexed to prices. 

C h a r t 6.1 T a x e s a n d nat iona l insurance contr ibut ions 

1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 
Estimate Forecast 
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E x p e n d i t u r e 6.16 General government expenditure (GGE) exc luding privat isat ion 

proceeds is n o w estimated to have increased b y about 5 per cent i n 1988—89, 

and is forecast to rise b y 7 per cent i n 1989—90, be low the g r o w t h o f money 

G D P i n b o t h years. The rat io o f G G E excluding privat isat ion proceeds to 

money G D P is therefore expected to f a l l i n b o t h years, as i l lustrated i n 

Char t 6.2. 

48 

46 

44 

42 

40 

38 

36 

C h a r t 6.2 G e n e r a l g o v e r n m e n t expendi ture 
48 

46 

44 

42 

40 

38 

36 

Per cent of GDP 

Excluding privatisation proceeds 

Including privatisation proceeds 

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

6.17 W i t h i n GGE, gross debt interest payments rose i n cash terms i n 

1988—89 par t ly because o f higher interest rates and in f l a t ion ( w h i c h raises the 

cost o f servicing indexed debt). N e t debt repayment reduces interest 

payments, other things being equal, bu t no t immedia te ly ; and because o f t h e 

rise i n the fo re ign exchange reserves and other shor t - te rm assets i n 1987—88 

and early 1988—89 some o f t h e effect has come t h r o u g h in i t i a l ly as higher 

interest receipts. Interest and d iv idend receipts rose by £ \ b i l h o n i n 1988—89, 

despite a fa l l i n the d iv idend element f o l l o w i n g the sale o f the Government 's 

remain ing shareholding i n BP . 

6.18 Deb t interest payments are forecast to f a l l substantially i n 1989—90, 
ao-ainst a background o f a fu r the r rise in interest and d iv idend receints. 
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5.5 
C h a r t 6.3 G e n e r a l g o v e r n m e n t debt interest p a y m e n t s 

5.5 

4.5 

4 V 

3.5 h 

2.5 

1.5 _ L _ L 

Per cent of GDP 

Gross debt interest 

Net debt interest 

_ L _!_ 

H 5 

4 4.5 

H 3.5 

H2.5 

H 2 

1.5 
1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 

Estimate Forecast 

6.19 Char t 6.4 shows the changes i n the structure o f general government 

receipts and expenditure w h i c h have taken place since 1978—79. 

C h a r t 6.4 T h e s tructure o f general g o v e r n m e n t receipts a n d expendi ture 

Receipts 1978-79 1989-90 

Income tax 28% 23% 

12% 
Corporation tax* 

Capital taxes 
Local authority rates 

6% 
—775? 

12% 
Corporation tax* 

Capital taxes 
Local authority rates 9% 

-2%-
10% 

VAT and other 
expenditure taxes 26% 

29% 

National insurance 
contributions 
National insurance 
contributions 15% 

16% 
Interest and dividends 5% 

Other receipts 9% 3% Other receipts 9% 
5% 

' including PRT and oil royalties 

Expenditure* 

Social security 

Health 

Defence 

Education and science 

Scotland, Wales and 
Northern Ireland 

Other departments** 

Debt interest 

Other adjustments 

1978-79 1989-90 

22% 26% 

10% 10% 
12% 

10% 

12% 

10% 

10% 
10% 

10% 
10% 

10% 
10% 

10% 
10% 

9% ~— 9% 

25% 20% 

10% 9% 

-2%- 5% 

* by department and excluding privatisation proceeds 
** including Reserve 
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Public sector's finances: analysis by sector 
6.20 Table 6.5 shows net debt repayment i n 1987-88 and 1988-89 b y central 

government , local authorities and publ ic corporations. 

T a b l e 6.5 P u b l i c sector debt r e p a y m e n t 

£ bilhon 

1987-88 
Out turn 

1988-89 
Latest estimate 

1 Central government debt repayment on own account 
2 L o c a l authority debt repayment 
3 o f which to: central government 
4 market and overseas 

5 Publ ic corporations' debt repayment 
6 o f which to: central government 

7 market and overseas 

3-2 
-1 -2 

1-5 

•4-1 

2-9 

0- 0 

1- 5 

13-2 
-0 -6 

-5 -5 
4-9 

1-3 
- 0 - 8 

2-1 

8 Publ ic sector debt repayment 3-5 13-9 

Central government debt repayment 
(lines 1 + 3 + 6) 0 9 6-9 

6.21 The P S D R i n the first ten months o f 1988-89 was £ 1 5 - 5 b i l h o n , 

substantially higher than i n the same per iod o f 1987—88, b o t h inc lud ing and 

excluding privat isat ion proceeds. The greater part o f t h e increase was on 

central government o w n account. T a k i n g in to account b o t h fu r the r 

privat isat ion proceeds o f about £ 1 b i l h o n due i n M a r c h and the w e l l 

established pattern o f h i g h b o r r o w i n g i n M a r c h , the forecast f o r 1988—89 as a 

w h o l e is a pubhc sector debt repayment o f £ 1 4 b i l l i o n . 

C h a r t 6.5 P u b l i c sector debt r e p a y m e n t b y sector 

1984-85 1985-86 1986-87 1987-88 1988-89 

Latest estimate 
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6.22 Tables 6.6 to 6.8 show estimated outturns and forecasts o f receipts and 

expenditure i n 1988—89 and 1989—90 f o r each o f t h e three sectors. 

Expendi ture i n 1989-90 does n o t include an allocation o f t h e Reserve, 

a l though the forecast o f t h e P S D R assumes that the Reserve is f u l l y spent. 

C e n t r a l g o v e r n m e n t 6.23 Central government expenditure i n Table 6.6 includes grants and 

subsidies to local authorities and pubhc corporations ( inc luding nationalised 

industries), w h i c h are included i n the receipts o f those sectors, shown i n 

Tables 6.7 and 6.8. T h e forecast large rise i n 1989-90 i n net lending etc is 

m a i n l y the result o f a l o w e r level o f privat isat ion proceeds and higher capital 

grants to local authorities. 

T a b l e 6.6 C e n t r a l g o v e r n m e n t transact ions 

£ bilhon 

1987-88 1988-89 1989-90 
Out turn Latest Forecast1 

estimate 

Receipts 
Taxes and royalties 115-9 125-7 136-3 

National insurance and other contributions 29-1 32-8 34-0 

Other 10-4 11-5 13-3 

Tota l receipts 155-3 170-0 183-6 

Expenditure 
Current expenditure on goods and services 52-5 57-0 61-2 

Current grants and subsidies 80-9 80-3 86-9 

Interest 17-1 17-7 17-0 

Net lending 2 , capital expenditure, and cash 
expenditure on company securities 1-6 1-8 6-3 

Tota l expenditure 1521 156-7 171-4 

Consolidated Fund revenues 123-0 1351 141-9 

'Excluding any allocation from the Reserve. 

^•Excluding lending to local authorities and public corporations. 

L o c a l authorit ies 6.24 Local au thor i ty current receipts consist p r i m a r i l y o f rate income (and, 

i n Scotland, c o m m u n i t y charge income) plus grants f r o m central 

government . T h e forecast increase i n income (net o f rebates) between 

1988— 89 and 1989—90 takes account o f available i n f o r m a t i o n about rate 

decisions b y local authorities, additions to rateable value, and the announced 

levels o f c o m m u n i t y charge i n Scotland. T h e forecast o f expenditure i n 

1989— 90 is l o w e r than i t w o u l d otherwise have been because o f t h e transfer 

o f polytechnics f r o m the local au thor i ty to the private sector. 

6.25 F r o m i n f o r m a t i o n available about the first ten months i t looks as i f the 

local au thor i ty b o r r o w i n g requirement w i l l t u r n out to be rather l o w e r i n 

1988—89 than in 1987—88, par t ly due to l o w e r net capital spending as a result 
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T a b l e 6.7 L o c a l author i ty transactions 

£ bilhon 

1987-88 1988-89 1989-90 
Out turn Latest 

estimate 
Forecast1 

Receipts 

Rates and community charge2 17-0 18-9 20-6 

Rate and revenue support grant 12-5 12-7 13-0 

Other grants f r o m central government 12-0 12-2 15-0 

Other 5-3 6-1 6-7 

Tota l receipts 46-8 50-0 55-2 

Expenditure 

Current expenditure on goods and services 34-4 36-6 37-1 

Current grants and subsidies 5-5 5-9 6-8 

Interest 4-4 4-7 4-5 

Net lending and capital expenditure 3-7 3-3 3-1 

Tota l expenditure 48-0 50-6 51-5 
1 Excluding any allocation from the Reserve. 
2 Net of rebates: 1-8 1-5 1-7 

P u b l i c corporat ions 6.26 Table 6.8 shows pubhc corporations ' transactions. The publ ic 

corporat ions ' receipts include subsidies and capital grants f r o m central and 

local government . Changes i n pubhc corporations ' income and expenditure 

f r o m one year to another are affected b y privatisations w h i c h i nvo lve 

re-classifying privatised industries f r o m the publ ic to the private sector i n the 

national accounts. For example the 12 per cent increase i n gross t rad ing 

surplus i n 1988—89 w o u l d have been larger had Br i t i sh Steel not been 

excluded i n the last quarter, f o l l o w i n g its privatisat ion. 

T a b l e 6.8 P u b l i c corporat ions ' transactions 

£ bilhon 

1987-88 
Out turn 

1988-89 
Latest 
estimate 

1989-90 
Forecast1 

Receipts 

Gross trading surplus (including subsidies) 6-8 7-6 8-1 

Other 2-4 2-1 2-7 

Tota l receipts 9-2 9-7 10-8 

Expenditure 

Interest, dividends and taxes on income 3 1 3-0 3-5 

Net lending and capital expenditure 4-6 5-4 6-0 

Tota l expenditure 7-7 8-5 9-5 

Public corporations' contribution to planning total: 
nationalised industries' external finance 
other public corporations 

0i 

0-5 
-0-1 

0-5 
00 
0-9 

Excluding anv allocation from the Rrtrrvr 
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Public sector's finances: analysis by economic category 
6.27. The f u l l analysis o f receipts and expenditure b y economic category is 

shown i n Table 6.9, w i t h a b r e a k d o w n between central government , local 

authorities and publ ic corporations. This analysis, w h i c h distinguishes 

between current and capital transactions (and w i t h i n the latter between 

physical and financial investment) , shows the der iva t ion o f t h e pubhc sector 

financial surplus. The f inancial surplus, unl ike the P S D R , is no t w h o l l y a 

measure o f cash transactions because certain items above l ine 24 i n Table 6.9, 

f o r example some taxes included i n lines 1 and 2, are measured on an 

accruals basis. A n accruals adjustment is accordingly made i n l ine 28. 

6.28. The unallocated Reserve is assumed to be on current spending items 

or physical capital f o r m a t i o n ie i n transactions that fa l l above the financial 

surplus l ine. I n practice allocations f r o m the Reserve can affect financial 

transactions (lines 25 to 29). 
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T a b l e 6.9 P u b l i c sector transactions b y sub-sector a n d e c o n o m i c category 

£ billion 

1988-89 Latest estimate 

General government Pubhc Pubhc 

Line1 

Central 
govern
ment 

Local 
authori
ties 

Total 

corpora
tions 

sector 

Current and capital receipts 
Taxes on income, and oil royalties 1 62-7 62-7 -0-1 62-6 

Taxes on expenditure 2 57-8 18-9 76-8 — 76-8 

Taxes on capital 3 5-1 — 5-1 — 5 1 

National insurance and other contributions 4 32-8 — 32-8 — 32-8 

Gross trading surplus 5 -0-5 04 -0-1 7-6 7-6 

Rent and miscellaneous current transfers 6 04 3-1 3-5 0-5 4-0 

Interest and dividends from private sector and abroad 7 34 1-2 4-6 0-7 5-2 

Interest and dividends within public sector 8 60 -4-0 2-1 -2-1 — 

Imputed charge for non-trading capital consumption 9 1-3 1-6 2-9 — 2-9 

Capital transfers from private sector 10 — — — 0-2 0-2 

Total receipts 11 1691 21-2 190-3 6-9 197-1 

Current and capital expenditure 
Current expenditure on goods and services 12 57-0 36-6 93-6 93-6 

Subsidies 13 4-1 1-0 5-1 — 5-1 

Current grants to personal sector 14 49-2 5-0 54-2 — 54-2 

Current grants paid abroad 15 3-0 — 3-0 — 3-0 

Current grants within public sector 16 23-9 -23-9 — — — 

Debt interest 17 17-7 0-6 18-3 0-6 18-9 

Gross domestic fixed capital formation 18 3-8 2-8 6-5 4-9 11-5 

Increase in stocks 19 -0-3 — -0-3 0-4 0-1 

Capital grants to private sector 20 3-1 0-7 3-8 01 3-9 

Capital grants within public sector 21 1-8 - 1 0 0-8 -0-8 — 

Total expenditure 22 163-3 21-7 185-0 5-3 190-2 

Unallocated Reserve 23 — — — — — 

Financial surplus 24 5-8 -0-5 5-3 1-6 6-9 

Financial transactions 
Net lending to private sector and abroad 25 0-5 -0-2 0-3 0-3 

Cash expenditure on company securities 
(including privatisation proceeds) 26 -7-1 0-1 -7-0 -7-1 

Transactions concerning certain public sector 
pension schemes 27 -0-7 -0-7 -0 -7 

Accruals adjustments 28 -0-1 -0-2 -0-3 — -0-3 

Miscellaneous financial transactions 29 — 0-5 04 0-3 0-8 

Debt repayment 30 13-2 -0-6 12-6 1-3 13-9 

1 Financial surplus (line 24) = receipts (line 11) — expenditure (line 22) — Reserve (line 23). 2 Including community charge in Scotland. 

Debt repayment (line 30) = financial surplus (line 24) — financial transactions (lines 25 to 29). 
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£ billion 

1989-90 Forecast 

General government Public PubUc 
corpora sector 
tions 

Central Local Total 

Line1 

govern
ment 

authori
ties 

1 69-6 69-6 -0-6 690 
Current and capital receipts 
Taxes on income, and oil royalties 

2 614 20-6 82-0 — 820 Taxes on expenditure2 

3 5-3 — 5-3 — 5-3 Taxes on capital 

4 34-0 — 34-0 — 34-0 National insurance and other contributions 

5 -0-5 0-4 — 81 81 Gross trading surplus 

6 0-5 3-2 3-7 0-6 4-3 Rent and miscellaneous current transfers 

7 34 1-5 4-9 0-6 5-5 Interest and dividends from private sector and abroad 

8 64 -4-3 2-2 -2-2 — Interest and dividends within public sector 

9 1-4 1-7 3-1 — 31 Imputed charge for non-trading capital consumption 

10 — — — 0-2 0-2 Capital transfers from private sector 

11 181-6 231 204-7 6-7 211-5 Total receipts 

12 61-2 37-1 98-3 98-3 
Current and capital expenditure 
Current expenditure on goods and services 

13 4-6 0-9 5-5 — 5-5 Subsidies 

14 52-9 5-8 58-7 — 58-7 Current grants to personal sector 

15 40 — 4-0 — 4-0 Current grants paid abroad 

16 25-5 -25-5 — — — Current grants within public sector 

17 17-0 0-1 17-1 0-4 17-5 Debt interest 

18 51 2-5 7-6 5-7 134 Gross domestic fixed capital formation 

19 -0-3 — -0-3 0-2 -0-1 Increase in stocks 

20 24 0-7 3-1 01 3-3 Capital grants to private sector 

21 3-6 -2-5 1-1 - 1 1 — Capital grants within public sector 

22 1760 19-2 195-3 5-3 200-6 Total expenditure 

23 3-5 Unallocated Reserve 

24 7-3 Financial surplus 

Financial transactions 
25 04 -0-2 0-2 — 0-2 Net lending to private sector and abroad 

26 -5-0 -5-0 -5-0 
Cash expenditure on company securities 
(including privatisation proceeds) 

27 -0-5 -0-5 -0-5 
Transactions concerning certain public sector 
pension schemes 

28 -1-0 -0-2 -1-2 — -1-2 Accruals adjustments 

29 — 0-4 0-5 — 0-1 0-1 Miscellaneous financial transactions 

30 13-8 Debt repayment 


