INDEX TO TABLES

[ ° °
i 1. Direct effects on public sector transactions 1 Fln an01a1 Statem ent and

. 2. Direct effects of changes in taxation ... ... .. .. e e e /
3. Expenditure measures Budget Report 198 1—82
e 4. Direct effects on public sector transactions .
‘l .\, 5. Ranges for growth of the money stock (EM3) |
Lo 6. General government expenditire ... ... oo eee eee e e e e e 1 RETURN to an Order of the House of Commons dated 10 March 1981 : for
7. World and United Kingdom growth rates 7, 7
8. General government receipts 18 COPY of FINANCIAL STATEMENT AND BUDGET REPORT 1981-82 as laid before
; 9. Public sector BOITOWING ... oo e e e e e e e e w19 the House by the CHANCELLOR OF THE EXCHEQUER when opening the BUDGET

10. Short-term economic prospects ... 27

11. Forecast of expenditure, imports and gross domestic product ... 28

A . i ,, Treasury Chambers,

12. Outturn of components of public sector borrowing requirement 30 10 March 1981 } NIGEL LAWSON

13. Special sales of assets 31

14. Public sector transactions by economic category . 32-33 f

15. Sub-sector transactions by economic category ... ... . 3435

16. Public expenditure ... 37

17. Financing of capital requirements of the nationalised industries . 3839

18. Summary of central government transactions ... 40 V

19. Taxation and miscellaneous receipts 41 Ordered by The House of Commons o be printed

20. Supply services and Consolidated Fund standing services 42 10 March 1931

21. Summary of National Loans Fund receipts and payments 43

22. Loans from the National Loans Fund ... 44

23. Central government transactions by economic category 45

24. Central government transactions by economic category: analysis and reconciliation by fund . 46-47

LONDON

HER MAJESTY’S STATIONERY OFFICE
£4-40 net

312247 Dd 0594583 K100 3/80




CONTENTS

Tables Page
PART I. THE BUDGET PROPOSALS

1 The Budget and the economic context ... 4-5
2 Proposed changes in taxation ... ... 6-11
3

Direct effects of the Budget on public sector transactions ... eer o 12413
PART II. THE MEDIUM-TERM FINANCIAL STRATEGY. 7
4-8 - Medium-term financial strategy ... = ... L Co. 15-19

PART III. THE ECONOMY: RECENT DEVELOPMENTS AND
' PROSPECTS TO MID-1982 ‘

9 Recent developments in the United Kingdom eéonomy 21-25
10-11 Economic prospects to mid-1982... ... 26-29

PART IV. PUBLIC SECTOR TRANSACTIONS

12-15 Introduction to public sector transactions 30-37
16 Public expenditure: reconciliation with public expenditure White Paper ... 38-39
17 Financing of capital requirements of the nationalised industries ... 40-41

7 PART V. CENTRAL GOVERNMENT TRANSACTIONS o ) 7
18-22 Introduction and tables ... ... 42-47

Index to tables .. - 48




The - Budget represents a further step towards the
achievement of the Government's medium-term objec-
tives of bringing down inflation and creating the
conditions for sustainable growth of output and
employment. In order .to permit its monetary objec-

meni’s aim is to contain public sector borrowing to a
real level well below that of 1980-81. Within this
overriding requirement, the Budget is designed to give
some more direct relief to particularly hard-pressed
sectors of industry and to provide more opportunities
for enterprise particularly for new.and smallA businesses

summansed in Table 1 below and dmbed in detaﬂ
in the remainder of Part I. These ﬁgurw and all
those présented in this part are estimates of the direct
effects of the Budget on public sector transactions;
they are not estimates of the net effects of all the changes
in public sector transactions, both direct and indirect,

defined to include the tax changes announced in the

TABLE 1. DIRECT EFFECTS ON

PART 1
THE BUDGET PROPOSALS

THE BUDGET AND THE ECONOMIC CONTEXT

tives to be met at tolerdble interest rates, thé Govern- -

brought about by the Budget(*). The Budget is

from taxation in relation to a base in which the 1980-81
excise duty rates and main income tax allowances
- and thresholds are fully indexed to allow for inflation
-~ in the year to December 1980. On this basis the
_ Budget is estimated to increase revenue by over
£4,310 million in 198182, of which £1,900 mﬂllon is
~ accounted for by the decision not to revalorise the
. income tax allowances and thresholds this year and
~£1,220 million by the increase in excise dutles over and
. above revalorisation.

Budget speech, together with the supplementary
petroleum duty, changes in petroleum revenue tax - |
reliefs and the new stock relief scheme foreshadowed in
November for which legislation will be included in the.
Finance Bill., It also includes policy changes in
expenditure plans compared with the White Paper on
the Government’s Expenditure Plans 1981-82 to 1983~
84 (Cmnd. 8175) which is published foday. The tax
decisions in the Budget are measured from the tax rates
which ruled in 1980-81.

. 3. The net effect of the tax proposals in the Budget
will ‘be to raise an extra £3,610 million revenue in
1981-82 dnd £2,650 million in a full year. In 1981-82,
the increase in excise duties is estimated to yield

*£2,420 million,” supplementary petroleum duty and
changes in petroleum revenue tax relief £1,020 million
and the once-for-all 2% per cent special tax on banking
deposits £400 million. The scheme for stock relief
together with changes in capital taxation and measures
to_encourage enterprise, etc., are estimated to cost
some £200 million*in 1981-82.

5. Expenditure decisions included in the Budget
are expected to produce a direct increase in public
expenditure of £320 million at 1981-82 prices. These
are described in the following section. They comprise
he effect of the decision to increase the contingency
eserve for 1981-82 as a precaution and increases in
certain external financing limits.

Nationahsed industries’ external financing limits
The external financing limits of the electricity supply
and gas industries announced on 24 November 1980
will be raised by £118 million to accommodate action

PuBLIC SECTOR TRANSACTIONS(?)

£ million at current prices

: . , - . . proposed by the industries to meet concern ‘about
Tax Proposals ]Eg&cislg Efﬁf ;;Z,-a Expendlture Measures ]f‘ggeffg”; industrial energy prices compared w1th those in
— R - S * Europe, ,
Income tax ... —5 +40 Programmes ... +120 o
Other direct taxes . 41,220 +190 Contingency reserve +-200
Excise duties ... +2,4%(5) +2,435 )
Other indirect taxes ... - —25 " Boiler conversion scheme
Total tax proposals ... 3,610 2,650 Total expenditure measures +320 . 2. Expenditure likely under this scheme in 1981-82
© cannot be estimated reliably at this stage and no

specific provision for it is made in Table 1. As

4, Tt is also possible to measure the change in revenue

The total net direct effect of the Budget is to reduce the public sector borrowing
requirement in 1981-82 by £3,290 million, the increase in revenue less the
increase in expenditure. The PSBR is forecast to be £104 million in 1981-82
(44 per cent of GDP).

~ expenditure ‘arises it will be met from the contingency
reserve with no addition to the planned total for
‘ pubhc expendlture

(1) The value of expenditure decisions is taken to measure their direct effect. The direct effects of tax changes are the differences between the

yields atimatec}_tgy n%plymg the new and the old tax rates and allowances to the taxable income and expenditure projected in the post-Budget
forecast. A further a

substitution by consumers between goods and the change in real incomes. Estimates of both direct and indirect effects together would also allow,
for second round changes in tax receipts and some items of expenditure, especially unemployment benefits. These changes occur because of
induced movements in some or all of incomes, prices, interest rates, the exchange rate and unemployment and hence taxable income and expenditure.
Further details of the definition of the effects of tax changes are provided in the methodological note to Table 2 (on page 9).

(® +/— indicates an increase/decrease in revenue or expenditure,

ustment is made to the estimates of the Customs and Excise taxes to allow for the changes in taxation resulting from both

THE BupGer AND THE EcoNomic CONTEXT—continued

6. Taking tax and expenditure proposals together the
direct effect of the Budget on the public sector borrow-
ing requirement (PSBR) is expected to be a reduction
of £3,290 million. The resulting PSBR in 1981-82 is
forecast to be £104 billion or 44 per cent of market
price GDP compared with 6 per cent in 1980-81.

7. The public sector financial deficit (PSFD) is
expected to decline from 5% per cent of GDP in 1980-81
to 24 per cent of GDP in 1981-82. The detailed fore-
cast is shown in Tables 14 and 15 of Part IV.

8. The increase in excise duties is estimated to have
an ‘immediate impact on the retail prices index of
2 per cent. Otherwise the Budget will not alter the
RPI in the short term. Over time, given control of
the money supply, its indirect effects on the RPI w111
tend to offset the short run effect.

EXPENDITURE NIEASURES

The contmgency reserve

3. There are changes in both the operatxon and the
size of the contingency reserve provided in the public
expendlture planmng total. The change in its use as
a control is that i in 1981-82 decisions to increase cash
limits, whether in respect of pay and prices or volume,
will be charged to the reserve. (Previously, only
decisions which increased the volume of public expendi-
ture during the year were charged.) To- reflect this
broadening of control and also recent developments,
including those in the coal industry, it has been decided
to set the contingency reserve in 1981-82 at £2,500
million, cash, compared with the £2,000 million
shown in Cmnd. 8175. This increase in the reserve
will imply extra spending of no more than £200 million;
the broadening of control should exert downward
pressure on the level of expenditure.



o T oy i

PROPOSED CHANGES IN TAXATION

Incoine tax R
Ttis proposed—— -

to increase the allowance for blind persons from
£180 to £360. ’

to alter with effect from 1982-83 the scales. whlch
measure the taxable beneﬁt of company cars and with
effect from 1981-82 the provisions which modify
them where there is little business use and to amend
the law governing the provision of petrol by an em-
ployer for the employee’s pnvate use.

-to make other''changes with effect from 1982-83
in the taxation of fringe benefits, in partlcular in relation
to the ben,eﬁt derwedfrom the prowsxon by employers

s

premiums. T

to increase to £25 000 the threshold above whrch
tax is chargeable on payments made on termination of
employment and to revise the system of reliefs available
to individuals receiving payments above £25,000.

to tax with effect from 1982-83 sums paid to em-
ployees under certain sick pay schemes.

to introduce a relief for investment by ¢ outsiders ™
in certain new corporate trades (* Busmess Start up
Scheme ™).

to allow relief for interest paid on money borrowed
for investment in a partnership to borrowers who do
not personally act in the conduct of the business.

to allow relief for interest paid on money borrowed
for investment in anindustrial co-operative to borrowers
who are members of the ‘¢o-operative.

to allow for 1982—83 onwards mterest relief to, be
clarmed ‘without a break where the borrower is obhged
to sw1tch from clalmlng relief . against his general
income to claiming relief by deduction as a business
expense

to amend: and . supplement the ‘provisions against
avoidance of tax by virtue or in consequence of trans-
fers of assets abroad.

to amend the rules govemmg the payment of capltal
sums by trusts. )

Income tax and corporation tax
It is proposed—
'to introduce a revised system of stock relief.

to increase the initial allowance for industrial build-
ings to 75 per cent for expenditure incurred after
Budget Day.

Corpomtion tax .
Tt is proposed— : ' o

for the financial year 1980 to increase the limit fof
the * small companies > rate of corporation tax from
£70000 to £80000 and the limit for marginal relief
from £130,000 to £200,000.

to extend group relief to allow certain losses of a;
consortium member to be surrendered to a consortium,
company. -

to allow relief for interest paid which is charged to
capital in a company’s accounts.

to . allow," rélief- against - investment companies’
coiporation, tax proﬁts on certain- capital losses on
equlty mvestment in unquoted tradmg compames

Corporation tax and capital gains tax
Tt is proposed— : :

to prevent avordance through the use of the market
value rule.

Oil taxation
1t is proposed, for chargeable periods ending after
31 December 1980—

to introduce a Supplementary Petroleum Duty
(SPD) at a rate of 20 per cent of gross revenues less
an oil allowance of half a million tonnes per chargeable
period.

- to restrict. the Petroleum Revenue Tax (PRT) uplift
to qualifying expenditure incurred before payback; to
restrict PRT safeguard to a limited period following

to clarify the PRT treatment of -conveying and

treating costs where royalty is taken in kind; to restrict .

PRT uplift where assets are paid for under certam
financing arrangements,

Capital gains tax
Itis proposed—— ‘

to. extend, the rollover rehef for lifetime glfts between
individuals to gifts into settlement.

to revise the rules for gains arising to non-residen
trusts and to trusts for the disabled and to strengthen
the existing rules on certain other occasions of char

Development land tax
It is proposed—

to increase the limit for extensions to original
buildings from one-tenth to one-third of the cubi
content.

6

PropPoSED CHANGES IN TAXATION—continued

INLAND REVENUE—continued

to defer the charge on a deemed disposal where the
development is started before 1 April 1983 and is for
the owner’s use.

. to-provide a special relief for residential developments

* where land is held as stock in trade.

Capital transfer tax
It is proposed—
to introduce a new rate schedule for lifetime transfers

. other than those made within three years of -death.

The maximum rate is to be 50 per cent.

to limit to 10 years the period over which the amount
of transfers. is totalled in order to determine the rate
chargeable.

to increase the annual exemptlon for hfetnne transfers

© to £3,000.

to remove the ceiling of £250,000 on the total value

. of chargeable transfers the tax on which may be. paid

by interest-free instalments and to extend the facility

. totaxonall property qualifying for agricultural relief,

to Testructure the relief for agricultural property;
in particular relief is to be allowed at 20 per cent for
let agricultural land.

~to extend the period during which transitional relief
is available for distributions fiom discretionary trusts,
and to postpone the introduction of the periodic charge
on discretionary trusts.

to amalgamate the separate reliefs for successive
charges which at present apply to absolute gifts and
transfers within settlements, and to extend the period
over which the relief is available from 4 to 5 years.

to make changes in relation to settled property,
related property and free loans..

Stamp duties

It is proposed to ensure that stamp duty on purchases
of .public sector dwellings at a discount is charged by
reference to the actual post-discount pnce pa1d

Special tax on banking deposits
It is proposed to introduce a special tax, for one year
only, on certain deposits held by banking businesses.

CUSTOMS AND EXCISE

* Value added tax

It is proposed to amend Section 20(1) and Schedule 1

- to the Finance Act 1972 50 as to increase the registration

and deregistration limits. From 11 March 1981 the
registration limits will become £15,000 per annum and
£5,000 per quarter. From 1 June 1981 the deregis-
tration limits’ will become £14,000 per annum where
estimated future turnover is concerned, and £15,000
per annum where past turnover is concerned.

vCartax

It is proposed to amend Sectlon 52 of the Finance Act

"1972 relating to car tax so as from'1 April 1981 to

apply the tax, at its existing rate of 10 per cent of the
wholesale value of the vehicle, to any two-wheeled
vehicle of a kind normally used on the publi¢c roads
which is propelled by an internal combustion engine
and which is capable of carrying one or more persons.

Alcoholic drinks
It is proposed, from midnight 10-11 March 1981, to
increase:
(a) the rate of duty onm spirits from £11-87 to
£13+60 per litre of alcohol in the spirits;

(b) 'the rate of duty on beer from £13-05 to £18-00
per hectolitre and the charge for-each additional

degree of original gravity -above 1030° per
hectohtre from £0:435 to £0-60;

(c) the rates of duty. on wine by the followmg
amounts per hectohtre

Wine of an alcoholic strength:
not exceeding 15 per cent: from £81+42 to £95-20

exceeding 15 per cent but not exceeding 18 per
cent: from £93+93 to £122:90




PrOPOSED CHANGES IN TAXATION—continued

CUSTOMS AND EXCISE—continued

exceeding 18 per cent but not exceeding 22 per
cent: from £110-59 to £14’4-70
exceeding 22 per cent: as above plus £13-60
(instead of £11-87) for every 1 per cent, or
part of 1 per cent, in excess of 22 per cent;
surcharge on sparkling- wme £rom £17 90 to
£20-90;
(d) the tates of duty on made-wme by the foIlowmg
amonunts per hectolitre: ) :
Made-wine of an #lcoholic strength:
not exceeding 10 per cent: from £52:85 to
£61-80
exceeding 10 per cent but not exceeding 15 per
~ cent: from £79-16 to £92-50 )
exoeedmg i35 per cent but not exoeedmg 18Lpet
¢ent: from £ £87: 04 to £113 90. -
exceedmg 18 per cent: as above plus £13 60
(instead of £11-87) for every 1 per cent, or
part of 1 per cent, in excess of 18 per cent;
surcharge on sparklmg ‘made-wihe: from £8 75
10.£9:60;.

(e) the rate of duty on clder and pen'y ﬁ'om £6-05
to £7-20 per hectolitre.

Hydrocarbon oil
It is proposed, from 6 p.m. on 10 March 1981, to
increase:

(@) the rate of duty on light hydrocarbon oil, petrol

substitutes and spirits used for power methylated: .

spirits from 10 pence to 13-82 pence per litre;

(b) the rate of duty on heavy hydrocarben .oil for
use as road fuel from 10 pence to 13- 82 pen&'
per litre; :

.(c) the rate of duty on gas for use as road fuel from
5 pence to 6-91 pence per litre.

Tobacco : :
It-is proposed; from mldmght 13-14 Ma.rch 1981, t
intreaseé: v D
(a) the specific element in the duty on mgarettes from
£13:42 to £18-04 per 1,000 cigarettes (the- ad
valorem element remaining unchanged); :
(b) the duty on c1ga1's from £25-60 to £34:29 per
» - kilogramj. -
(c) the duty on hand-rollmg tobaoco from £22 60 to
£29-56. per ldlogram
" {dythe duty on Gther smoking and chewmg tobac ‘
frofm £‘I7 <40 to £21-92 per kilogram. =

It is proposed to abohsh from mldmght 13-14 March
1981 the duty surcharge on. higher tar c1garettes

Matches and mechanical lighters
It is proposed, from midnight 10-11 March 1981, to
increase:
(a) the duty on matches from 49 pence to 115 pence
per short standard (7,200 matches);

. (b) the duty on mechanical lighters from 20 pence
to 50 pence per lighter.

" VEHICLE EXCISE DUTY

It. is proposed to increase the excise duty on
mechamca]ly-propelled vehicles. which -is chargeable
under Section 1 of the Vehicles (Excise) Act 1971 and
under Section 1 of the Vehicles (Excise) Act (Northem
Ireland) 1972 by about 15 per cent. This figure is
broadly descriptive and there will be some variations
within particular vehicle categories. The -increases

have eﬂ‘ect in relatlon to hcences taken out after
‘10 March 1981 : .

It is also proposed to increase the weight threshold in
relation to vehicles licensed under Schedule 1 of the
1971 and 1972 Acts from 8} cwts to 425 kg (8-37 cwits,
in respect of hcences taken out after 10 March IQBi

. take effect.

APPROXIMATE DIRECT EFFECTS OF CHANGES IN DUTY RATES
ON CERTAIN PRODUCT PRICES

(All except VED inclusive of 15 per cent VAT)

~§pirits duty 60 pence on a bottle of
spirits
- Beer duty ... 4 pence on a pint of beer
of average strength
Wine duty 12 pence on a bottle of
; table wine
" Fortified wine duty 25 pence on a bottle of
’ sherry
_ Petrol duty 20 pence on a gallon of
petrol

Derv duty...-  * 20 pence ‘on~a gallon of

derv

14 pence on a packet of

Tobacco duty |
; 20 cigarettes .

Match duty }apennyona typicél box
of matches
Mechanical lighter duty ... . 35 pence on a lighter

Vehicle excise duty l £10 on a car licence

METHOD OF ESTIMATION OF DIRECT EFFECTS OF A TAX CHANGE
(See Table 2 on pages 10 and 11)

1. The direct effect of a tax change for a full year is

- the difference between the yield of the tax on the basis

of the law prevailing before the Budget and the yield

- on the basis of the law.after the changes proposed in

the Budget, calculated on certain conventional

* assumptions as indicated below.
f 2. For a change to an Inland Revenue tax, both

yields are calculated on the same tax base. This is

‘the level of taxable income, profits, etc., which is fore-
~cast for the first year to which the change fully applies,

assuming that all the changes proposed in the Budget
For a change in capital gains tax, capital
transfer tax and development land tax, the propor-

" tionate change in yield for the first year to which the

change applies is estimated.and is applied to the
forecast of receipts of the tax (before the change)

. in 1981-82.

3. For expenditure taxes, the post-Budget yield is

" based on the same forecast as the yields for the main
. Inland Revenue taxes.
. Excise Duties the same base is used for the pre-Budget
~-change yield. But for other expenditure taxes the base
- for calculating the pre-Budget measures yield is derived

For Stamp Duties and Vehicle

from this by assuming that total consumers’ expenditure

at current market prices is unchanged. However, since
consumers might be expected to alter their spending
patterns in response to the change in relative prices
resulting from the tax change (the substitution effect),
and the general volume of their consumption in response
to the change in real income (the income effect), the
tax base also changes. The estimated direct effects of
changes in an expenditure tax, other than Stamp
Duties and Vehicle Excise Duties, take account of
changes in revenue from other expenditure taxes
affected by these substitution and income effects. A
fuller description of the estimation of the direct effects
of expenditure tax changes is provided in an article in
Economic Trends, March 1980.

4. The direct effect for 1981-82 is that part of the
full year effect expected to come through into tax
receipts. during that. financial year.

5. The estimates of the direct effects in this table do
not allow for changes in the tax base resulting from
changes in money incomes, the general level of prices
and other economic variables which may be induced
by the tax change under consideration. Such indirect
effects would of course have to be taken into account
in estimating the impact of the tax change on the PSBR.
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" TABLE 2. DIReECT EFrECTS OF CHANGES IN TAXATION

£ million
——
Forecast for Forecast for
1981-82 a full year
INLAND REVENUE ‘
Income tax
Retention of 1980-81 main personal a]lowances a.nd thresholds e Nil(a) Nil(a)
Increase in.blind allowance- —~1
Changes in taxation of fringe beneﬁts . Neghglble +45
Changes in taxation of termination payments -5
‘Taxation of sums received under sick pay schemes . N11 +50
Relief for mveetment in new corporate trades” . . Negligible —50(6) !
Extension of interest relief for borrowing to invest in partnershlps Negligible Negligible. .
Interesk relief for borrowing to invest in industrial co-operatives Negligible Negligible
Interest felief: switching to a deduction as a busibess expense Nil Negligible
Changes in a.ntl-avmdance rules: transfer of assets abroad . Negligible +4 Y
Income tax and calporatwn tax ‘
New system of stock relief: additional cost ... —180 —450(c)
Industrial buildings: 75 per cent initial allowances Negligible —25(d)
Corporation tax
Increase in limits for small companies’ rate —12 —21
Extension of group relief . Negligible(b) —25(b)
Relief for capital losses against mvestr_nent companm proﬁts Negligible —10
Corporation tax and capital gains tax
Prevention of avoidance through market value rule ... Negligible +50
Supplementary petroleim duty and petroleum’ révenue tax +930{ej +265(f)
Petroleum revenue tax “
Changes to PRT rehefs +90 +40(g)
Capdal gains tax. o o
Settled property rulee mcludmg rollover rehef Negligible —15
Develapment land tax ... Negligible —2(h)!
Capital transfer tax
anges in rates on lifetime transfers ... -2 —
Limitation of cumulation period to 10 years ... - - ... . Nil (1)
Increase in annual exemption for lifetime glfts L e ‘Negligible —1
Extension of interest-free instalment facilities .. o1 -5
Relief for let agricultural land . S e =1 —7
Extension of transitional penod for dlscretlonary trusts i - Negligible Nll(])
Extension and" a.malgamatlon of qmck succession reliefs o ) -1 .
Other changes ... . " Negligible - Neghglble L
Stamp duties ' o L
Duty on purchases of public sector dwellings at a discount ... - Negligible Negligible .
Special tax on banking deposits ' ‘ 400 +400(%)
TOTAL INLAND REVENUE ... ... .ot ... +1,217 +230

TABLE 2—continued, DIRECT ErrecTs OF CHANGES IN TAXATION

£ million
e Forecast for Forecast for.
‘ — o '1981-82 a full year
CUSTOMS AND EXCISE
Value added tax
Increase in registration limits -5 —10
Excise duties k
Increase in rate of duty on hght oil etc | 4910 +910
Increase in rate of duty on heavy oil for use in road’ vehlcles +270 +270
Increase in rates of tobacco products duty +500 -+510
Increase in rates of spirits duties +60 +60
Increase in rates of beer duty 4370 +385
Increase in rates of wine and made-wine duties +67 +67
Increase in rate of duty on cider and perry +3 +3
Increase in rates of dutles on matches and mechanical hghters 415 +15
Car tax D ) '
Extension fo motor cycles +10 +15
. ToTAL, CUSTOMS AND EXCISE +2,200 42,225
VEHICLE EXCISE DUTY '
Increase in rates of duty +225 +225
OTHER
Bus Fuel Grants (1) ... . —31 =31
Total Changes in Taxation ... 3,611 +2,649

(@) If these had beeu increased by 151 per cent as specified under the provisions of Secuon 24 of the szmce Act 1980, the Tevenue cost would

have been £1,900 million in 1981-82, and £2,510 million in a full year.
(b) This estimate is highly uncertain.

(c) The additional cost in 1982-83 will be £400 million, with further substantml costs in later years. Amounts will depend on the level of inﬂation

and other factors.
(d) The cost in 1982-83 will be £10 million,
. () Supplementary petroleum duty +£1,850 million; petroleum revenue tax —£920 million.

(/) The full year forecast takes into account the consequential reductions in petroleum revenue tax and corporation tax irrespective of when they

occur.  Supplementary petroleum duty +£1,850 million; petroleum revenue tax —£1,295 million; corporation tax —£290 million

‘ (g) Petroleum revenue tax +£80 million, corporation tax —£40 million.

(k) Estimated on a receipts basis; on the basis of the tax nccrumg in 1981-82, the cost is likely to be higher.

(i) Cannot be estimated.
(J) The cost in 1982-83 will be £20 million.
(5] App]jcable to 1981-82 only.

_ (1) This is a consequence of the increase in road fuel duties. These grants are treated as tax refunds in Tables 14, 15, and 22.
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DIRECT EFFECTS OF THE BUDGET ON PUBLIC SECTOR TRANSACTIONS

TABLE 3. DIRECT EFFECTS ON PUBLIC SECTOR TRANSACTIONS(Y)—continued

.

N . . . . . o £ million
The estimated direct effects of the tax and expenditure 2. Table 3 is in the same format as Table 14. It can”
measures are brought together and classified in Table 3  therefore be used in conjunction with Table 14 to 1981-82
according to the economic categories used in the obtain estimates of public sector transactions before
national income accounts. The final line shows the the direct effects of Budget changes. ]
direct effect of the Budget on the public sector borrow- BT Taxsa_l Expenditure Total
ing requirement. proposals measures
TaBLE 3. DIRECT EFFECTS ON PUBLIC SECTOR TRANSACTIONS R ' - CAPITAL EXPENDITURE PUBLIC CORPORATIONS
' ‘ ' £ million Gross domestic fixed caplta] formatlon
Increase in stocks .
1981-82 TOTAL ...
T . : INTERNALLY ARISING FUNDS — _
_Tax Expenditure Total " Gross trading surplus 118 118
proposals measures Rent and other non-trading i income
= Interest and dividend payments to—General govemment
GENERAL GOVERNMENT ; ‘ Other
CUBBENTREQEJPTS L Taxes on income .
Taxes on income . der e 4822 - +822
. _Taxé§ bn expendltgge, e e e e 42,394 ) 42,394 TotAL ... —118 —118
"National insurance, etc., contributions e e ‘
Gross tradmg surplus . CAPITAL RECEIPTS
Rent * Capital receipts from—General government ...
R ‘Capltal consumptlon I Other ...
Interest and dividends from—
I(;uut‘)hc corporations TOTAL INTERNAL FUNDS AND CAPITAL RECEIPTS ... —118 —118
er .o Tes
R . . , ~ - Excess oOF CAPITAL EXPENDITURE OVER INTERNAL FUNDS AND CAPITAL
ToTAL ... e +3,216 ‘ +3,216 RECEIPTS ... . . -118 —118
CURRENT- EXPENDITURE
Current expenditure on goods and services y PUBLIC SECTOR
Capital consumptlon . FNANCIAL DEFICIT ... . -+3,611 —118 +3,493
Subsidies ... ] s
Debt interest - .. ; . FINANCIAL AND OTHER TRANSACTIONS OF THE PUBLIC Secror
Current grants to personal sector : : Transactions concerning certain public sector pensn'm schemes
Current grants abroad ... - . SR Accruals adjustments ...
- . — - - Miscellaneous capital transactions (net)
ToTAL ... Net lending to the private sector
. ‘ - 4 Net lending, etc., abroad . .
CURRENT BALANCE o : o : ] Cash expendlture on company securities (net)
Central government e e +3,216 +3,216 Unallocated items—Contingencies (net) —200 —200
Local authorities ... . . Special sales of assets
General gOVErRMEnt . ... .. eee e e e e +3,216 o +3,216 PusLIC SECTOR BORROWING REQUIREMENT .. +3,611 —318 +3,293
CAPITAL RECEIPTS . .- 'NET BORROWING FROM THE PRIVATE SECTOR AND OVERSEAS BY:
Current balance ... +3,216 +3,216 - Central government ... ... .. .. .. .. .. —3,611 445 —3,566
Taxes on capital and other capnal recelpts +395 4395 Unallocated items +200 -1-’200
Local authorities ...
TotAL ... +3,611 43,611
General government ... —3,611 245 —3,366
CAPITAL EXPENDITURE : Public corporations ++73 X713
Gross domestic fixed capital formation : :
Increase in stocks . . PuBLIC SECTOR BORROWING REQUIREMENT ... —3,611 +318 +3,293
Capital grants to— . s
Public corporations oF "
Private sector R o St s VR Ml e o e, For blance an focil wansaions +/~ indiats
TotAL ...
FmaNcIAL DericrT (on current and capital tra.nsactxons) :
Central government vee . +3,611 +3,611 .
Local authorities .. . ‘e
General government ... -+3,611 +3,611

e
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’ The Government’s objectives for ‘the medlum-term
‘to’bring down the rate of inflation and to creite
ditions' for a sustainable growth of output and
ployment. It is committed to a progressive reduc-
_tion in the growth of the money stock and to pursuing
the fiscal policies necessary to achieve this without
‘excessive reliance on interest rates. The past year has
seen greater monetary growth and public borrowing
_than was intended, but the Government- is determined
ensure that the essential thrust of its financial

_main proposals.in the Budget are directed to that end.

2, 'The fiscal projections set out below are consistent
_with the Government’s aims to reduce monetary
growth and inflation. But the projected level of public
enditure implies a' tax burden significantly higher
than* the ' Government would wish, For this reason
e Government regards the level of public expendlture
requu’mg the most senous attentxon dunng the 1981

1

inancial Developments in 1980-81 ‘

As explained in more detail in Part ITI, the recession
as been worse than was expected a year ago, and in
- garticular manufactu.tmg output and employment. have
fﬁlen sharply. Inﬂatlon, however, came down faster
than was forecast and the prospects are for a further
ecline i in the coming year.

z, Wlth output and inflation both falling, the growth

of nominal GDP slowed down considerably in .the
course of 1980-81. This helped to ease the upward
ressures ‘on. interest rates. .. The year, howeyer, was
marked by major imbalances within the economy and
- these were a major factor behind the rapid growth of
-the broad measures of the money stock.

5. High pay settlements in the 1979-80 round coupled
_Wwith the high exchange rate substantially increaséd the
~real disposable income of persons. A high proportion
-of this income was saved. This rise in .personal

[

PART I

MEDIUM- TERM FINANCIAL STRATEGY

incomes, however, was largely at the expénse of
companies, whose profits were severely squeezed.
Companies ‘reacted to the pressures on them by
reducing stocks and  employment. The comipany
sector thereby contdined its financial deficit within:
reasonable bounds. Its actions helped to produce a
large surplus in the current account of the balance of
payments. They also increased the public sector’s
deficit. The fall in ‘employment in the private sector
and the high pay increases in“the public sector, partly
reflecting the staging of earlier awards, meant that the
pay bill of the public sector rose twice as fast in 1980-81
as that of the private sector. - This divergence contn-
buted to the over-run of the PSBR. -

6. The increase in the public sector’s borrowing was
not, however, as in previous recessions, accompanied
by much fall in the private sector’s demand for credit.
Bank lending remained high for most of the year,
partly reflecting the desire by compames to preserve
their liquidity.

7. High personal saving and the limitation of the
company sector deficit were reflected in a substantial
increase in the net financial assets of the private sector
as a whole. This rise in the private sector’s financial
wealth was probably an important. influence on- the
growth of the wider measures of money supply, since
the public’s demand for liquid balances is,: over
time, related to the movement of its total holdings
of financial assets. Real financial wealth had been
depressed in 1979 by the effects of high inflation and
high interest rates. The past year has seen it restored
to a more normal Tevel. ' ,

8. The dlﬁicultles of mterpretmg recent monetary
developments are increased by the wide :divergence ,
‘between . the various monetary indicators. All the”
measures of money stock fell in real terms during the
winter of 1979-80; all showed some real increase from
the spring onwards, but the increase was considerably
greater for £M3 than for the other aggregates. "Over
the year to mid-February £M3 grew by 20 per cent.

TABLE 4

GROWTH OF MONETARY AGGREGATES

- Ml

£M3 PSLI PSL2

Percen growth February !
1980-February 1981 . .

20 17 15
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MEeDIuM-TERM FINANCIAL STRATEGY—continued

A better guide to the true growth of broad money

through this period is probably given by PSL1, which
includes private holdings of bills as well as money, and
so should have been less affected than £M3 by the
corset and other distortions. This rose by 17 per cent
during the year. The still wider measure of private
sector liquidity, PSL2, which includes savings deposits
and securities, rose by 15 per cent. Among the

‘parrower measures of money supply, M1 rose by onl;

9 per cent. This and other narrower measures of the |
money stock in fact fell in real terms over the year
.a whole. Other indicators also suggest that finan ak

<conditions in 1980-81 were tight: the high exchange
‘rate; high interest rates; the absence of any marked,
;upward movement in the prices of houses or othen

real assets. . ety

TABLE 5

RANGES FOR GROWTH OF THE MONEY STOCK (£EM3)*

198182 1982-83  1983-84

Percentage change dunngyear

6-10 5-9 4-8

hd As the Green Paper on Monetary Contml (Cmnd. 7858) explained, the way in which money supply is defined for tm'get purposes may need to be

adjusted from time to tifpe as circumstances change

9. Taken on its own, therefore, £M3 has not been a
good indicator of monetary conditions in the past year.
However, over the medium-term its veloaty of circu-
latlon has been broadly stable, and for such a period
the growth of £M3 can be more readily related to the
growth of nominal income and overall fiscal stance.
It can, therefore, provide a guide to the levels of public
expenditure, revenues and borrowing likely to. be
consistent, over the medium-term, with the objective

‘of bringing down monetary growth and interest rates.

£M3 is accordingly being retained as the main target
variable in the medium-term financial strategy, though
as in the past year, the significance of short-run move-
ments for interest rate policy will be interpreted in the
light of other financial developments as well.

The path for monetary deceleration

10. Some of the factors that have been identified as
contributing to the rapid growth of £M3 in 1980-81
mean that it should not have the implications for future
inflation which generally follow an increase in money
supply. ~ At the same time the high exchange rate and
high real interest rates have ensured that monetary
conditions remained tight and that progress in reducing
inflation was maintained.

“11. Nonetheless, it is impoftant not to disregard the

past year’s rapid rise in setting targets for monetary

~growth for the later years of the medium-term financial

strategy. As explained in the Budget Speech, the
target range for £M3 in 1981-82 is to be set at the
6-10 per cent indicated in last year’s FSBR. The
precise target ranges for the following years will be
decided nearer the time. Meanwhilé it is the Govern-
ment’s intention to consider clawing back some of the
past year’s rapid growth of £M3 by permitting an

undershoot as and when the opportunity arises. f[ﬁ
the present review of the medium-term financial strat
no a]lowa.nce ‘has been made for such clawing back mn

be consistent with this declining path for monétary
growth. The PSBR as a proportion of GDP will ‘be
brought down substantially over the medium-term;

as to create conditions in which interest rates can fall

13. The illustrative tables in last year’s Fmancml
Statement and Budget Report were based on the publié
expenditure’ plans as they stood at that time and
revenue projections that assumed that GDP grew bj
1 per cent on-average in the years 1980-83. Sin¢g
those projections were made there have been somﬁ
substantial changes: . ¥

First, the prospects for growth over the next two o'r“ _

three years, both in this country and in the rest of the - :
world, have' deteriorated: this both reduces pro-".

. jected revenue and increases projected expenditure. -

Second, partly as a result of the lower activityy
public expenditure plans in the new White Paper
(Cmnd. 8175) are considerably higher than those
published a year ago.

Third, the build-up of North Sea revenues looks like
being slower than expected earlier, in spite of changes
to the North Sea fiscal regime. :

Fourth, the increases in other taxes and contributions ¢
announced last November and in the Budget wilI
increase future revenues.

MEeDIUM-TERM FINANGIAL STRATEGY——continued

14. The first three of these changes all worsen the
fiscal prospect. They have entailed substantial in-
creases in the tax burden, The illdstrative tables-
published last year showing the evolution of govern-
ment. expenditure, Trevenue and borrowing over the
perlod to 1983-84 have been re-worked to take account
of these changes.

15. For this purpose it has been assumed that GDP
growth over the three years 1980-83 averages 1 per
cent'a year. Such a rate is broadly representative of
the current range of outside forecasts. The reduction
from the 1 per cent average for this period assumed a
year ago mainly reflects the lower output nowexpected
in 1981. If the economy develops in the coming year
as now forecast, the assumptlon made for the three
years would mely growth -averaging about 13 per cent
in the last two years of the period.

Public expenditure

'16.-. The plans announced in the Public Expenditure
White Paper (Cmnd. 8175) show a reduction of 4 per

cent in the volume of public expendlture between
1980-81 and 1983-84, about the same as in the plans
published last year, but startmg from a substantially
hlgher ‘level.

17. In assessing the iuiplicativohshfor fiscal polfcj}, it is
helpful to look at expenditure in cost terms (i.e.

- mcludmg the - assumed relative price effect, RPE),
. since this gives a clearer idea of their tax and financing

implications. In the past year the relative cost of
public expenditure has risen sharply, reﬂectmg both
the growth of earnings in the public services and the
fact that the goods and services bought for the public

- services have not experienced the same -downward

pressures on their prices.as those bought by consumers
or private businesses. In cost terms (at 1979-80 prices)
general government expenditure is prOJected to decline
over the next four years—from £913 billion in 1980-81
to £874 billion in 1983-84. This is a bigger reduction
than shown in-the volume figures, and reflects some
fall in the relative cost of government expenditure:

TABLE 6

GENERAL GOVER.NMENT.EXPENDITURE

(£ billion): Vf

1979-80 198081 1981-82 1982-83 1983-84
General govemment expendlture at 1980 su.rvey : :
prices() . . . e TT49 79 o 79% o T8 6%
At 1979-80 prices IV ' ’ T .
General government expenditure i in cost terms(z) =77-3 - 79% .79 78 - 76
Special sale of assets(3) -~ .,.. e ; —1-0 "3 — R —
Shortfall, etc.(*)... — —% —1 -3
National Accounts Adjustment(5) 2 -9 2% 2 2 2
Interest payments(®) ... . 9-6 10 10 10 10
Total expenditure in national accounts terms(’) ‘e 88-8 91% 911 90 874

(") Expenditure on programmes by central and local authorities and the contingency reserve.

See Cmnd. 8175, Table 1.1, lines 1, 2 and 6. Debt

interest payments are shown separately below. Since most plans are not decided.in detail yet for the years after 1981-82 broad
n made about the share of general government in the total of expenditure on programmes shownym Cmnd. 8175, Tabll.:? 16.9;%1;11;85153-11;311::3
1983-84. For convenience, the whole of the contingency reserve is allocated tp general goverument in all years in this table.

(9) Line 1 revalued to 1979-80 prices in cost terms, i.e. including projected relative price. changes, For each category of public expenditnre its

relative price is the ratio of its deflator to the deflator for GDP at market pnces

government and local authorities in Cmnd. 8175 Table 4,6;

(® Cmnd. 8175, Table 1.1, line 5 revalued to 1979-80 prices.
public corporations,

The figure for 1979—80 is equal to the sum of thc lines for ceptral ..

Includes revenue offsets to plmmed expendxture and a sma.ll element attributable to

(*) Cmnd. 8175, Table 1.1, line 7, revalued to 1979-80 prices with Budget measures added. Certai mpect
public corpomnons Includes the net effects of different economic assumptions from those used mmfolg]:ils gi]%m bave been madc k) of

(*) Adjustment to convert line 2 to the definition used in national accounts statlstlcs Revenue offsets to planned expendlture and a smal] element

attributable to public corporations are offset here.
For 1979-80 includes residual measurement differences.

(%) For 197980 as In_Financial Statistics, February 1981.
of this report.

(") For 1979-80 equal to line 4 of Table 2.4, Financial Statistics, February 1981

~ which outturn figures, and full det&ﬂs of relat]ve pnca. are available

17

This differs from last year s treatment in which they were included on the expendxture side,

. For 1980-81 and 1981-82, revalued figures for general government in line 13 of Table 14

This base year.is chosen because iﬁ; the latest oom_plete year for '




MEDIUM-TERM FINANCIAL STRATEGY—continued

TABLE 7

GENERAL GOVERNMENT RECEIPTS

1979-80

1980-81

1981-82

1982-83

General Government Receipts at 1979-80 prices(*)
(£ billion)

61
12%

64
12%

65
13
6

79%

823

84

Taxes on income, expenditure and capital . 60-9
National insurance, etc. e 12-0
Interest and other receipts ... ... .. 5-5
Total Receipts 78-4

of which:
North Seatax revenuw(z) v ene 23

3t

4%

4

5%

(@) Converted to 1‘ﬂ9—80 prlees using the deflator for GDP at market pnm, 50 that these projéctions are directly comparable with the expendlture
2 6.

pro]ecuonn in Table

@ Royalﬁet Supplementary‘l’ctroleum Duty (from 1981-82), Petrolcum Revenue Tax and Corporation Tax from North Sea oil and gas production

(beﬂ)re Advanco Cotporaﬁon Tax set-off).

18. Table 8 below sets these expenditure prOJectlons
against an illustrative projection of government
revenue. The assumptions made about GDP growth
would imply a fall in public expenditure as a proportion
of GDP from 44% per cent in 1980-81 and 45 per cent
in 1981-82 to 41 per cent in 1983-84.

contributions in future years are assumed to be adjusted
to, maintain the balance of income and expenditure in -
the fund. It is assumed that the supplementary
petroleum duty continues throughout the period. On
these assumptions, total general government revenues
are projected to rise by about 7 per cent in real terms:

 between 1980-81 to 1983-84.

Revenue 21.

19. The growth of government revenue over the
medium-term will be strongly affected by the growth of
output. Table 7 shows the estimates growth of real
Tevenues (on the same price basis as that used for
general government expenditure in Table 6) on the
assumption that GDP grows by 4 per cent a year on
average over the three years 1980 to 1983.

20. Revenue is projected on the conventional assump-
tion-of constant indexed tax rates and allowances at
the proposed 1981-82 levels. National insurance -

TABLE 8

PusLIC SECTOR BORROWING

the three years.

About a third of this increase is accounted for by
rising revénues from the North Sea. With the pro-
posed changes in the North Sea fiscal regime these are
expected to rise by about 60 per cent in real terms over
But even so the build-up of North Sea:
revenue is slower than was expected a year ago. This
. reflects, among other things, the further substantial
scaling down of the projected output ranges and higher
estimates of capital spending at tax-paying fields,
The pro;ectlons assume some modest increase. in the '
-world oil price in real terms after 1981. ' F

'1979-80 prices (£ billion)

1979-80

1980-81

1981-82

1982-83

. 1983-84

Total general government expenditure 88-8
Total general government receipts... —178-4
Implied fiscal adjustment ... s —_
General Government Borrowmg Requirement
(GGBR) 10-
PSBR(Y) . 9.
(as percentage of GDP at market prices) 5

oo &

914
—79%

12
11%
6

911
—-82%

9
8
4%

9%
—84
1

1

61
34

7,

874
-85
2

4
4:
2-

() The difference between the GGBR and the PSBR—public corporation borrowing from the private sector and overscas—is consistent with
Table 14 of this report for 1980-81 and 1981-82, and with Cmnd. 8175, Table 1.1, line 4 for subsequent years.

18

. are also higher than forecast a year ago.

22, Receipts of non-North Sea taxes are projected to
rise by about 5§ per cent in real terms through the
period. The projected yield of these taxes is, of course,
highly sensitive to the particular growth rate assumed
for the economy.

Money Supply and Public Sector Borrowing

23, The new projections of government receipts and

expenditure are brought together in Table 8 to provide
projections of the general government borrowing
requirement and the PSBR.

24. The PSBR for 1980-81 is now estimated at
£134 billion, compared with the forecast of £8% billion
in the Budget (see Part IV). The PSBR of £104 billion
forecast for 1981-82 is about £3 billion higher than

. that implied in last year’s medium-term projections.

General government expenditure in that year is now
put about £6 billion higher in cash than was then
projected, and revenue about £3 billion higher. A
substantial part of the increase in the forecast of
expenditure in both 1980-81 and 1981-82 is attributable
to the recession being worse than expected, with
spending on social security benefits, special employ-

 ment measures, redundancy fund payments and, in

1981-82, external finance for nationalised industries

- especially affected. In addition, debt interest pay-

ments and some expenditure on goods and services
The main
influence on the revenue forecast is the real increase

_ in taxes in the Budget.

25. These changes carry through into the projections
for later years. Moreover, the increase in expenditure
over the levels projected a year ago is greater when
expressed in cost terms than in cash or volume—
mainly because the general price level is now lower
than was expected a year ago (which has the effect of
increasing the RPE). The figures at 1978-79 prices in

. Tables 6, 8 and 9 of last year’s Financial Statement and

Budget Report can be approximately translated to the
price base used this year by inflating them by 161 per
cent (which was the rise in the GDP deflator between the

~ two years as estimated at the time of the 1980 Budget).

26. As was stressed when the projections were
introduced last year, the particular course shown for the

19
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MEeDIUM-TERM FINANCIAL STRATEGY—continued

PSBR should not be interpreted as a target path. It
is a projection of the course of the PSBR based on the
assumed growth of GDP and present public expenditure
plans that should be broadly compatible with the mone-
tary objectives. Fiscal policy in any particular year
will be operated so that the PSBR for that year will be
consistent with declining monetary growth in the
particular circumstances of the time. Because the
level of activity in the economy is below that assumed
in last year’s projections, the path for the PSBR shown
in these projections is rather higher than that shown
last year. By 1983-84 the PSBR is assumed to be
about 2 per cent of GDP at market prices (compared
with 14 per cent assumed last year).

27. The PSBR path shown requires, on the assump-
tions made, a * fiscal adjustment . As in last year’s
projections, this implies that—given all the assumptions
—on present tax rates-and expenditure plans the PSBR
ratio could be met with some margin to spare for
fiscal relief. However, the higher levels of public
expenditure now projected inevitably mean that the
margin is substantially smaller, and occurs later, than
in last year’s projections. Moreover, it is also starting
from a higher tax base, reflecting the real tax increases
proposed for 1981-82. In broad terms the fiscal
adjustment implied for the later years would do no
more than offset the rise in the personal tax burden in
the coming year. Although this does not prejudice
the achievement of the Government’s monetary policy
and financial strategy, it is clearly unsatisfactory in
the context of the Government’s wider economic
objectives.

28. The projections shown above fall within a very
wide range of possible outcomes. They should be
taken as no more than illustrative of one particular
evolution of the economy. If the economy were to
evolve in a different way, the projections of public
finances could be substantially affected. The policy
response to such changes would depend on their nature,
but although the revenue and expenditure figures
could change substantially, the intention would be to
hold firmly to the main thrust of the financial strategy—
which is to bring about a progressive reduction in the
growth of money supply and inflation over the medium-
term.




Summm'y

1. The past year has been difficult as the economy
has had to adjust, against a background -of world
recession, to a higher exchange rate and lower inflation.
The immediate costs of this adjustment are falling
output and sharply rising unemployment. However,
part of the loss of output and employment could have
been avoided had wage increases been lower; only
since the Autumn has there been evidence of greater
realism in pay- settlements. Profit margins have been
squeezed by a combination of high pay settlements and
~ the strengthening exchange rate, which in part has
. reflected the rising value of North Sea oil. -The rise in
the exchange rate and the excessive wage settlements
have led to a marked contrast between: the financial
position of the personal and company sectors. In the
first three quarters of 1980 compared with the same
period in 1979, total personal disposable income rose
by 20 per cent while industrial and commercial com-
- panies’ undistributed income fell by over 20 per cent.
To preserve their liquidity, companies have responded
by cutting back on stocks and employment, and
. cutting out unprofitable activities. ‘Manufacturing
- companies, in particular; have suffered severe pressure.

2. Public expenditure and the PSBR in 1980-81 were
both well .above expectations. About half of the
£5 billion overrun of the PSBR resulted from the
. recession being worse than expected, particularly in its
impact on unemployment and short-time working. The
recorded increase in £M3 was well above: the top of
- the target range, partly because of the size of the PSBR,

- but partly for other reasons including the ending of
the “‘corset” scheme.” However, taken with -other

. indicators, the high growth of £M3 does not suggest

any, weakening in counter-inflationary pressure; and

| - inflation has contmued to fall, rather more rapidly than

forecast a year ago.

 World economic developments

3 The rise in dollar crude oil prices-of . some 150 per
cent over the: -past two years has imposed a transfer of
real income to the OPEC countries equlvalent to
about 2 per cent of OECD area GNP, roughly the
same as that brought about by the first oil price
explosion in 1973-74. -On this occasion, however, the
general OECD policy response Has not been -accom-
- modating. Countri¢s- have attempted to contain-the:

_PART TII

THE ECONOMY : RECENT DEVELOPMENTS AND
PROSPECTS TO MID-1982 )

RECENT DEVELOPl\rIENTS‘IN THE UNITED KINGDOM ECONOMY

potentially inﬂationa.ry consequences of the oil price
rise. GNP in the OECD area as a whole grew by
around 1 per cent in 1980 compared with 3{; per cent
growth in 1979,

4. TFor the OECD area as a whole, the bottom of the
recession may now have been reached. Unemployment
in OECD countries rose by about 3 million during 1980.
The year-on-year increase in consumer prices in the
major economies declined from an average of 13 per
cent last April to about 11} per cent by the end of
1980. There was some improvement in OECD’s
current account during 1980 as activity declined and
commodity prices apart from oil stabilised. Non-oil
developing countries, however, experienced widening
deficits during 1980, and. the current account surplus
of ‘OPEC almost doubled in nominal terms between
1979 and 1980, to_$115 billion. World trade in manu-
factures (United Kingdom trade-weighted), after rising
rapidly in the early part of 1980, fell back from the
middle of the year. - The rise for the year as a- whole is
estimated to have been about 5 per cent.

Inﬂatlon

1980 saw a rapld slowmg down m the rate of
mcreaSe of prices and costs. In the second quarter of
the -year, manufacturers’ output prices were 18% per
cent higher than a year earlier while their unit labour
costs were nearly 25 per cent higher. - By January 1981
the six-onthly annyalised rate of increase in the price
of manufactures, which provides a useful indication of
the underlying. trend, had fallen from 20 per cent in
mid-1980 to-about 7 per cent (see Figure 1). This
reflected the -intense competitive . pressures - of the
recession, destocking and -the- strength of sterling.
While manufacturing industry bencﬁted in the second
half of 1980 from almost stable prices of materials and
fuels, labour costs—which are the major component of
total ‘costs—were mcreasmg much faster than selling
prices. - Since the - autumn of * 1980, howcver the
average level of pay settlements has moderated sharply,
with a high proportlon of manufacturmg settlements
being i in single ﬁgures

6. Retall price mﬂatlon has also moderated sub-
stantially... The year-on-yéar ‘increase in retail prices
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REeCeNT DEVELOPMENTS IN THE UNITED KINGDOM EcoNoMY—continued

Figure 1
The slowdown of inflation during 1980

Per cent Six-monthly changes, expressed as an annual rate
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declined from a peak of 21-9 per cent in May 1980 to
13-0 per cent in January. The underlymg six-monthly
annualised rate is estimated to be in the range 10-11
per cent and the United Kingdom’s inflation rate is
now broadly in line with the OECD average, compared
with an excess of 7-8 per cent last spring.

Mouetary developments

7. Publication of the Government’s Medium Term
Financial Strategy was the major innovation in the
1980 Budget. This provided for a progressive reduc-
tion in monetary growth over a period of years, and
set out :a . complementary path of declining public
expenditure and public sector borrowing as a propor-
tion of GDP. A target range of 7-11 per cent annual
growth of £M3 was set for the period February 1980
to April 1981, The growth in £M3 and other monetary
aggregates during the year has been discussed in Part IT
above, which drew attention to the major financial
imbalances within the economy.

8. Following the increase in MLR to 17 per cent in
November 1979, short term interest rates varied little
until mid-summer but following reductions in MLR
in July and November they fell to around 13 per cent.
In the light of other indicators such as the growth of
the narrow aggregates and the emergence of strongly
positive real interest rates—brought about by-the rapid
progress in reducing inflation—it became clear that,
even with some reduction in nominal interest rates,
monetary conditions would still be tight. For much of

the year the yield on long term gilts was below short
term rates.

per cent.

9. The volatility-of US interest rates led to sharp
Three month -
inter-bank rates, for example, were about 4 per cent ify -
sterling’s favour in early 1980, rose to 7-9 per cent .=

fluctuations in interest rate differentials.

during May to August of last year, but by early 1981

the differential was reversed to 3 per cent in favour of .
the dollar. Against German rates the differential was -
more stable, declining from about 8 to 5 per cent in

sterling’s favour during 1980.

Public expenditure and borrowing

10. Public expenditure in 1980-81 is now expected to

be some 2 pér cent higher in volume terms than pro=

jected a year ago, and also about 2 per cent higher than.

the volume of expenditure in 1979-80. Spending oni
programines generally has been closer to plan than
expected, so that the shortfall provision in last year’s
White Paper has proved to be an overestimate. Some:
of the higher spending results from effects of the
recession not foreseen at Budget time. .In cash terms,
expenditure in 1980-81 is likely to turn out some 22
per cent higher than a year earlier. . Although cash
limits have generally held, defence expenditure is ex-

pected to exceed even the revised cash limit set last ~ |
August (and this has contributed to the extra volume of

public expenditure). - Adjustments during the year to :
the external financing limits of nationalised industries -

were met from the contingency reserve and thus within,
the total of planned expenditure.
expendxture appears to have been running above the
provisions of last-year’s White Paper.

11. As a percentage of GDP, public expendlture asa
whole is estimated fo be 44% per cent in- 1980-81
compared with. 413 per cent in-each of the previous
two years. The higher ratio for 1980-81 reflects the
increase in both the volume and relative cost of pubhc.:
expendlture at a time when the real level of GDP fell

12. The PSBR for 1980-81 is estimated to be about
£131 billion, or about 6 per cent of GDP. This is
some £5 billion higher than the central estimate in
last year’s Budget forecast and reflects both increased,
expenditure and lower revenue from indirect taxes than'
originally forécast.
expenditure and borrowing is given m Part IV.

13. The impact of the recession on the PSBR was
larger than expected. This directly added some £14.
billion to expenditure and reduced income by some

£1 billion. There were indirect effects which added, -

2

It remained at around 13 per cent until
April and fell slightly thereafter to just under 12 per “
cent, before rising again in December to around 13} .

Local authority :

A" detailed analysis of pubhc :

3 <%

accounted for by these factors.

Exchange rates
14. Between December 1979 and December 1980
sterling appreciated as follows:
) ’ Per cent
Effective rate ... 12
US§ ... 7
EMS currencies 20

The change in the effective rate reflects movements of
sterling against a trade-weighted basket of major
currencies. The larger appreciation against currencies
in the EMS exchange rate arrangements reflects the
weakening of the DM. Sterling appreciation against
the US dollar was limited by the general recovery of
‘the dollar itself.

further to expenditure. Very approximately about half
of the £5 billion increase in the PSBR in 1980-81 is

RECENT DEVELOPMENTS IN THE UNITED KINGDOM BcoNoMy-—continued

15. United Kingdom industrial competitiveness as
measured by relative normalised unit -labour costs
continued to decline. In the year to-the third quarter
of 1980, relative normalised unit labour costs rose by
some 20 per cent, while sterling’s effective rate appre-
ciated by 6 per cent. Thus, less than one third of this
deterioration in competitiveness was attributable to
sterling appreciation. The major factor was high pay
settlements relative to those in competitor countries.
The strong exchange rate helped to stabilise the cost of
industry’s imported raw materials: over most of 1980,
the index of wholesale input prices was flat.

Gross domestic product
16. Overall, the recession in 1980 was in line with the
forecast made at Budget time. Table 9 below shows

that the decline in output was heavily concentrated in
the manufacturing sector.

TABLE 9. SECTORAL CONTRIBUTION TO DECLINE IN OUTPUT IN 1980

Proportion % change in Contribution
of GDP output 1980 to toral
in 1979 on 1979 GDP change

Manufacturing =27 -9 —~2-5
Construction . 07 —6 —0-5
North Sea oil & gas 03 +2 +0-1
Other Sectors(?) <63 -0 —0-1
GDP ... .. e 1-00 -3 -3

() Includes agricuiture, mining and quarrying (excluding oil and gas extraction), gas, water and electricity, transport and

communications, distributive trades and services.

17. In contrast to the 3 per cent decline in output in
1980, the level of total domestic demand excluding
stockbuilding, and its main components, remained
relatively stable. Both consumers’ expenditure and
general Government final consumption are estimated
to have been marginally higher in 1980 than in 1979,
while total fixed investment declined slightly. The
fall in output, and much of the sharp fall in the volume
of imports (see below), were associated with widespread
destocking of finished goods and raw materials.
Destocking is estimated to have exceeded £2 billion
(at 1975 prices) in 1980, mostly concentrated in the
second half of the year.. Following over £13 billion

. (1975 prices) stockbuilding in 1979, the turnround

amounts to about 34 per cent of GDP.

Company sector

18. The character of the recession, namely stable
final domestic demand, substantial destocking and a

severe decline in manufacturing output, reflects the
nature of the pressures on the company sector. Com-
panies’ labour costs rose by well over 20 per cent in
the last pay round, following increases of about 15 per
cent in each of the two preceding years. This, com~
bined with sterling’s appreciation, threatened a financial
deterioration that led to sha.rp cuts in stocks and
employment.

19. The income and proﬁt posmon of mdustrxal and
commercial companies was subject to severe pressures
during 1980. The net rate of return on assets at
current replacement cost is estimated to have declmed
to under 5 per cent in 1980: excluding companies
engaged in the North Sea the estimated rate of return
is under 3 per cent, compared with nearly 43 per cent
in 1979, and about 11 per cent in the 1960s. The net
borrowing requirement of companies improved after
the first quarter of the year, though borrowing from
banks continued at a high level, and this helped to

23
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RECENT DEVELOPMENTS IN THE UNITED KINGDOM ECONOMY-—continued

improve the liquidity position of industry Thus the
vigorous action taken by companies to reduce stocks
and shed labour prevented their financial position
from deterloratmg as had been widely expected but
proﬁtabxhty remains very low

20. The pressures have been most acute en manufac-
turing. industry. In-addition—to the factors already
mentioned, there has been. continued structural adjust-
ment in industries such-:as steel .-and textiles. As
Figure 2. shows, the:fall .in manufacturing output,
more than 15 per cent. from. the spring 1979 level,
exceeded that during the 197475 downturn.

Figure 2 . ,
Decline in manufacturing output

Index durhg the?1974—75 and 1979—80 downturns
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Labour market

21. Between June 1979 and December 1980 employ-
ment in Great Britain is estimated to have fallen by
over 1 million. The bulk of this occlrred in ‘manu-
facturmg‘ mdustry where the fall' of ‘800,000, -or 11%
per cent, over the same penod cormpares with ‘a loss
of 600,000 Jobs in the two ‘years to 1hid-1976. Employ-
ment in service mdustmes ‘has been ofi a rising trend
in recent years, but felI by 200,000 in the second half
of “1980. Unemployment rose- through 1980, with a
monthly rate of increase of over 100;000 in the final
quarter "By February 1981 Ttegistered unemployment
(Umted ngdom, excludmg school- leavers, seasonally
adjusted) had risen'to 2+3- ‘million or-9+6 pér cent, some

pdunng the year, of the savings. ratio, which reached
17 per gent in'the third ‘quarter compared with 13 per
| cent in 1979 as a whole.

.of goods (excluding oil and erratics) rose 1 per cent

| a net outflow approaching £3 billion in the second
_ half of 1980, after a net inflow of about £1} billion in
the first half of the year.

. "The foreign exchange reserves stood at $22-7
pillion on 31 December 1979 and rose to $27-5 billion
at the end of 1980 after net debt repayments of $3-0
illion. $2-8 billion of the increase was due to the
sevaltiation of ‘gold and non-dollar currencies in the
. reserves on 31 March 1980, and a further $1-4 billion
. to valuation changes arising from swapping gold and
llars for ECUs with the European Monetary Co-
operation fund. Official external debt has been
reduced over the lifetime of this Parliament from
322 to 818 billion, "~

1 million up on the level of mid-1979, about the same'
as the fall in employment Notified vacancies fell to'
around 100,000 in early 1981, s1gmﬁcant1y below thet
levels recorded dunng the last recession, but appear to,
have stabilised in recent months. By December 1980-
the number of hours overtime worked by operatives.iti
manufacturing was just over half mid-1979 levels, while:
the number of operatives on short-time working had
increased over the same period from 30,000 to about
half a million. )

Personal sector

22." Average earnings rose faster than prices in 1980;
reflecting’ both high pay settlements and. the high
exchange rate. - Personal disposable income rose by
16} per ‘cent in' the first three quarters of 1980 .com-
pared with: the average for 1979. Real personal
disposable ircome ((RPDI) rose by some 2 per. cent
over the same period, and has risen.more:than 15
per cent in the past three years. The growth in
RPDI during 1980 was one factor in the sharp increase

Forecast and outturn

25. The table immediately below compares the main
élements of the forecast for 1980 published in the 1980
FSBR, with current estimates for the same period.
The figures for GDP, the current account of the
balance of payments and the PSBR are partly provi-
sional outturns, subject to revision, and partly forecasts.
Thus no final comparison of forecasts and outturn can
be made at this stage. ~ :
T ‘ ‘ Provisional

. Forecast
Balance of payments ' S outturn
23, Visible trade moved into surplusin 1980 following GDP at 1975 prices (com-
“the large deficit in 1979. This was largely because of promise measure): growth -
“-an improvement in non-oil trade. ~The oil account between 1979 and 1980 ... —239% = —21%
-moved for the first time into surplus. ' Export volume £84 bn

. PSBR (1980-81) . £133 bn
in 1980 as a whole but generally showed a downward
trend during theyear. Import volume of :'goods
(excluding oil and érratics) fell 5 per cent between 1979
and 1980, due in large measure to the sharp reduction
in domesti¢c stock levels. Tn terms:of value, exports
of goods (excliding: oil and erratics) rose- by 12 per
cent while imports fose By 2 per cent. The terms of
trade (excluditig oif) rose by some 3% per cent, reflecting -
in part sterling’s appreciatlon The ifivisible balancey -
again in strong surplus i 1980, contributed to a turn~
round :of £4% billion in the current account between
1979 and 1980 ‘ :

CON[PONENTS OF CURRENT ACCOUNT BALANCE Y
(£ bl]].lOD rounded to nearest £ bllhon) £ !

" Visible - Current -
’ balance 011 Invisible - Account -
: exclu;img balance -~ balance " balance
o1 : L Cod
1979 —23 —% +13 —13
1980 +1 +3 +13 +2% .

Reﬂectmg ‘the sharp turnround from deficit to surplus .
in the current account, the: capital account showed

%
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Forecast  Provisional
’ ‘ outturn
Retail Prices Index: per-
centage increase between
fourth quarter 1979 and )
fourth quarter 1980 1619 153290
Current account of the
balance of payments in
1980 - . ... —£23bn +£2% bn

() Actual outturn.

26. The compromise measure of GDP is estimated to
have fallen by 24 per cent between 1979 and 1980, the
same as the 1980 Budget forecast (though the forecast
level of output in the first half of 1980 seems likely
to have been somewhat overstated). While the out-
put measure of GDP fell rather more than expected,
the fall in the expenditure measure is estimated to
have been somewhat smaller than forecast. Of the
main expenditure components of GDP, there were
large and broadly offsetting errors in the forecasts of
destocking and imports of goods and services. - General
government- expenditure on goods and services also
fell by about 14 per cent less than forecast. The
current account of the balance of payments is estimated
to have been in substantial surplus compared with a
forecast large deficit. One reason is the lower than
expected volume of imports, but exports; too, have
held up better than expected. Reta11 price mﬂatlon
fell more than forecast.




ECONOMIC PROSPECTS TO MID-1982

Summary

This section sets out the Government’s economic
forecasts for the period to mid-1982. Against the
background of a depressed world economy and a
strong exchange rate, the move to a much lower rate
of inflation of domestic costs and prices—already
under way during 1980—is expected to be maintained.
With a lower PSBR and lower inflation, growth of the
money supply in the target range of 6-10 per cent
should be compatible with lower. interest rates than
have been necessary over the past year. The lower
rate of inflation and some easing of cost pressures on
industry are expected to permit the start of a recovery
in output but recovéry is unlikely to be rapid.

Policy asmfmptions

2, -This fotecast aSsumes the monetary and fiscal
policies set out in the Budget speech and in this report.
The growth of £M3 during 1981-82 is assumed to be
at the. centre of the 6-10 per cent range. Public
expenditure is consistent with the publi¢ expenditure
White Paper except where the underlying -assumptions,
e.g.'on the rate of child benefit, afe now different:
The exchange rate, which will be determmed by market
forces, is assumed for the purposee of this forecast to
remain unchanged.

Government borrowing and monetary developments

3. The PSBR in 1980-81 is estimated to be about
£131 billion. In 1981-82 the PSBR ‘is forecast to
decline to .£10% billion, a fall from 6 per cent to
4} per cent of market price GDP, on the basis of
developments in the economy as now foreseen. The
experience of 1980-81 shows that the precise compo-
sition of demand and output, and developments in the
labour market, are at least as important as the total
change in output in determining the PSBR.

4. Public expenditure in volume terms in 1981-82 is
expected to be much the same as in 1980-81. The
main factors leading to a fall in the PSBR, as a per-
centage of GDP, in 1981-82, despite the increasing
costs of recession, are:—

(i) An increase in North Sea tax revenues, partly
because of the changes to the fiscal regime,
from an estimated £3% billion in 1980-81 to
about £6 billion in 1981-82, both measured in
current prices.

(i) The increase in National Insurance Contri-
bution rates, announced in November along
with other changes.

(iii) The Budget increases in indirect taxation, the
non-revalorisation of personal taxes and the
special tax on banking deposits.

(iv) Lower pay settlements assumed for the public
services by comparison with the private sector.
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5. With a PSBR in 1981-82 foréecast at £103 bllh‘
a fall in the financial surplus of the private sector, anq
a lower rate of increase of bank lending expected, th
growth in the private sector’s holding of financj
assets should be con51derably less than in 1980-81 (se
paragraphs 5-7 in Part II). A £3 billion. inflo
into national savmgs is planned, compared
around £2 billion in 1980-81, contributing to th
reduction in the share of money in the private sect
portfolio of financial assets and a moderate rise
velocity implied by the monetary target set for £M3,

Inflation
6. The fall in the inflation rate began carly lasg
summer under the impact of strong competitive
pressures, and initially took the form of a squeeze on
profit margins. While. there are no signs that the
pressures on margins are letting up, the downwargd
trend in price inflation has been reinforced in rece‘” :
months by 4 much lower rate of pay settlements.

7. In 1981, the year on year increase in manufac+
turers’ output prices is expected to fall to single figures,
with a rise in domestic costs much less than in 1980;
Retail prices will also benefit from these favourablg
trends in costs, but increases in rents and rates, furthet
moves by some of the nationalised industries towards
economic pncmg, and the increases in spec1ﬁc duti
announced in the Budget will contribute to an increa:
in retail prices which is forecast-to be 10 per cent over ¢
the year to the fourth quarter of 1981.

8. For the reasons set out in Part IT of this report,
the growth in £M3 well in excess of the target range in -
1980-81 should not be reflected in a rise in inflation. -
Indeed, a further fall in the inflation rate is in prospect.
for 1982, as a result of the continuing slowdown
forecast for domestic costs, and lower increases in. |
administered prices. By mid-1982, the retail prices :
index may be 8 per cent higher than in mid-1981.
As always, a forecast of prices for more than a year
ahead is subject to a wide margin of error.

The world economy and United Kingdom trade

9. The prospect for 1981 is for only a slow resumption :
of growth in output in the world economy. The
increase in United Kingdom-weighted world trade in
manufactures for 1981 as a whole may be some 2-3 per
cent. Growth in the first half of 1982 could be rather .
stronger as cyclical recovery gathers way in the indus- :
trial countries. .

10. The United Kingdom share of world trade in
manufactures is thought to have fallen in volume.
terms in 1980, but risen in terms of value. By early
1981, the volume of exports of manufactures appeared
to be on a declining trend, probably reflecting worsening

11

. competitiveness over the past three years and weak
- world demand. Past evidence suggests that the

United Kingdom’s share of world trade in manufac-

 tures, in volume, is s1gmﬁcantly affected by changes in
, competltweness with a lag which extends over several

years. But it is impossible to predict with any confi-

dence the consequences of the large change in competi-
_tiveness in recent years (whether defined in terms of

relative unit labour costs or relative export prices).
urveys conducted by the CBI and the trend in engi-
neering export orders suggest a fall in the volume of
export deliveries over the forecast period. Non-
manufactured exports of goods, especially of oil, are
likely to continue rising and so provide some offset to
the trends in manufacturing exports.

Import voiumes fell sharply in the course of 1980,
the turnround in imports of manufactures being

particularly marked. Much of this fall was associated

with the sharp turnround in stocks, and as moves to

C.Ut stocks peter out over the next year, so imports are
- liable to increase, perhaps quite strongly, from recent

low levels. But forecasts of imports in recent years
have .often gone seriously astray, and there is a wide
margin of uncertainty about future trends in import
propensities. The ratio of imports to total final

expenditure, which has been rising slowly over the last

decade, fell back last year, as it did in 1975. Over the

- forecast'period, the ratio is liable to rise again.
- 12. The current account of the balance of payments,

which swung rapidly into large surplus in the course of

t ~ 1980, may return to near balance over the forecast

period. An adverse trend in the volume of net trade
in goods and services should be partly offset by a
further improvement in the terms of trade, on the
basis of the path assumed for the exchange rate.

Domestic demand and activity

13. As a result of wage settlements falling sharply,
flechnmg employment, and the Budget increases
in taxation and the increase in National Insurance
_Contribution rates, the personal sector’s real disposable
income in aggregate is likely to decline over the forecast

EconNoMic PROSPECTS TO MID-1982—continued

period. The rate of personal savings, which is
estimated to have been at the exceptlonally high level
of 16 per cent of dlsposable income in the middle
two quarters of 1980, is likely to fall, partly because
of the usual reaction to a fall in real income, partly
because the recent and forecast declines in inflation
reduce the amount of saving necessary to maintain !
intact the real value of financial assets. Consumers’
exlieg%c}ivture, in total, may decline a little, in real terms, )
in .

14. Spending by companies on stocks fell sharply in A
}980, partly in response to the fall in disposable !
incomes. However, by the end of 1980, the stock-
output ratio in manufacturing was at a high level, as
normally happens to some extent in a period of falling
output. Further destocking may, therefore, occur over
the forecast period, though at a progressively lower
rate, leading to a more normal stock-output ratio by
early 1982. Spending on fixed investment by private !f
companies had not fallen much by the end of 1980, A
though manufacturing investment was clearly on a
downward trend. Survey and other evidence points
to a further decline in manufacturing, but little change
elsewhere. A decline in interest rates and improved
availability of finance should allow investment in private
dwellings to pick up from current low levels,

15. 'General government expenditure on goods and
services, in volume terms, probably declined a little in
1980, with a particularly sharp fall in local authority |
investment (including the effects of council house f
sales). This pattern may continue over the forecast i
period. Fixed investment by public corporations is
broadly flat in real terms.

16. Domestic demand, in total, which declined 3 per i
cent in 1980, mainly reflecting the extent of destocking, :
should recover over the forecast period. But with the i
volume of exports tending to fall, and the import
propensity to recover, the prospect for domestic output E’
is one of only gentle recovery over the next year. i
The table below sets out half yearly paths for total "g
output and for manufacturing output:— e

1975=100
1980 1981 1982
1 11 1 11 )
GDP . 109 106 105 105 10
Mauufacturmg output" 98% k 90} 88 83 88%
98H  (91d) :

* Based on the implied quarterly level of output after adjusting for stock changes. The published monthly productlon figures are given in brackets.

17.- For 1981 as a whole, total output may be 2 per
cent lower than in 1980, and manufacturing output,
6 per cent lower. But by the first half of 1982, total
output could be 1 per cent higher than a year earlier,
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with mapufacturing output also recovering. This
recovery in output will help to limit the rise in unem-
p};)yment, which is beginning to show signs of easing
off.
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Risks and uncertainties
18. At best, forecasts are capable of narrowing the
range of uncertainty over economic prospects.. Fore-
casts attempt to establish stable patterns of past
behaviour—as summarised for instance in relationships
between spending and income—and to use these
patterns, taking -account of special features of the
current economic situation, to predict future behaviour.
The forecasts are, of course, subject to wide margins of
error, but there is no objective way of measuring these
margins, , , The only practicable approach is to examine
the record of past forecasts—made under different
circumstatices with somewhat different methods—over
a run of yeass;. this provides some quantitative indi-
cation of the size of possible errors.

19. The approach developed in official forecasts

stresses the average absolute margin of error (which is

i
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one of a number of possible measures). Table Ii
shows the errors from past forecasts calculated in thig
way. It is convenient to refer to * margins of error
but it should be clear that these are averages whi
by definition, have been frequently exceeded. ’

20. In the case of the PSBR, experience of forecasts
made at budget time over the period 1967-79 point
to an average absolute error of 1% per cent of GDP,;
For 1981-82, this is equivalent to £3% billion. Fg
retail prices, past forecasts looking ahead about seven:
or eight months have been—on average through the
1970s—out by about 2 percentage points, though th
average error on forecasts published at budget tim
over the period 1977-80 looking ahead to the end of the¢
year was about half a percentage point.

b

e : Averageerror
Forecasts -~ from .
past forecasts*
A. Output and expenditure at constant 1975 prices
Per cent changes between 1980 and 1981: :
" Gross domestic product (at factor cost} =2 1
Consumers’ expenditure ...~ ... .. .. -1 1
General Government expenditure on goods and services —-1% 13t
"Other fixed investment ... cer e e e . -1 3
Exports of goods and services ... ) —5% 2%
Imports of goods and services ...” ... —2% 2
. Change in stockbuilding (as per cent of level of GDP) . +3 3
B. Balance of Payments on current account
£ billion: '
1981 First half = ... - ... 2 E
1981 Second half ... e 1 1
1982 First half ... veer e e 0 1}
C.. Public Sector Borrowing Requirement . i i ‘
' £ billion; in brackets per cent of GDP at market prices: X ) .
Financial Year 1980-81 ... 134 (6) : - ‘,
s Financial Year 1981-82 ... 10% (4) 33 (1Y
D. Retail Price Index :
Per cent changé: '
Fourth quarter 1980 to fourth quarter 1981 ... . . 10 2
Second quarter 1981 to second quarter 1982 ... . er 8 4
E. Money Supply (Sterling M3)
Per cent change at annual rate: :
Mid-February 1981 to mid-April 1982... 8
* The errors relate to the average differences (on either side of the central figure) between forecast and outturn. The method of calculating these
errors has been explained in earlier publications on government forecasts notably in November 1978 (see Economic Progress Report Supplement
or Economic Trends No: 301, November 1978). The calculations for the constant price variables are derived from internal forecasts made during
the period June 1965 to October 1978. For the current balance and the retail price index, forecasts made between June 1970 and October 1978 *
are used. For the PSBR Budget time forecasts since 1967 are used. For PSBR forecasts since 1973, the average error has been 2 per cent of
GDP, equivalent to £4} billion in 198182, The status of £M3 as a target variable, and the absence of a reasonable run of years over which to fa
average forecast errors, make it inappropriate to quote averpge errors, 1he errors are after adjustment for the effects of major changes in fiscal .-
Eolicy where excluded from the for . Quarterly forecasts-are grouped so as to be comparable with the changes between periods as shown.
Sor example, the margins for the forecasts of percentage changes between 1980 and 1981 given in Section A above are derived from errors of past
‘year on year forecasts made over the same forecast horizon. . .
1 This margin applies to General Government consumption. ;
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£ million at 1975 prices, seasonally adjusted
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The GDP index in the final column is

Percentage changes are calculated from unrounded levels and then rounded to 0-5 per cent

estimates of gross domestic product.

compromise-*’
£50 million.

A

gures in £ million
calculated from unrounded s;rgnx;ggf[ed 0

(") GDP figures in“the table are based on *

Note: Fi
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PART 1V

. The three main sub-sectors of the public sector
all contributed to the extra PSBR. The Budget
-forecasts for the sectoral borrowing requirements(l)
are compared with the latest estimates of outturn
in Table 12. The Budget forecasts in this table
are adjusted for the use that has been made of the
contingency reserve and for the special sales of

PUBLIC SECTOR TRANSACTIONS

INTRODUCTION

Tables 14 and 15 show the transactions of the 4. Table 14 shows first the current and capital
authorities in the public sector and how they contribute transactions of general government in the concepts o,

PUBLIC SECTOR TRANSACTIONS—continued

assets. They are also adjusted for the transfer of
BL Limited from the National Enterprise Board
(a public corporation) to the Department of Industry
(central government) which increases the CGBR (own
account) and reduces the PCBR, each by some £1-3
billion(®), without affecting the PSBR.

sectors of the public sector with the private sector an
overseas and with one another. The transactions are
arranged to lead to the current balance, the financial
deficit (balance of current and capital accounts) and
the sectoral borrowing requirements. Consolidated
totals for the public sector as a whole are shown.

other items relevant to the appropriation and capital
accounts. The value of their trading transactions is
excluded. Transactions between bodies within the
same sub-sector are not included in the account of the
sub-sector, unless the economic category of the payment
by one part of the sub-sector differs from that of the
receipt by the other part; examples are VAT on goods
and services purchased by government and national Estimated outturn of 1980'81
insurance contributions pald by the govemment in 7. The PSBR in 1980—81 is now estlmated at £13‘i‘ i
respect of its employees, which are included in both billion, some 6 per cent of GDP. This is some
expenditure and revenue. Similarly, transactions be- £3 billion above the%forecast lﬂfﬂcl;e Bl)ldg"i; 01{1 a year

- erally eliminated on consoli- 280 (£8% billion, or 32 per cent of GDP). By Novem-
;wa;o_e;;sub sectors are gen y ber, in the Industry Act forecast, the figure had been

the comparisons by type of transactions shown in
Tables 14-16.

10. For central government, current receipts were only
about £1 billion below forecast. A shortfall of taxes
on expenditure of about £2 billion was partly offset by
. taxes on income and other receipts. Current expendi-

© ture exceeded forecast by about £3 billion on (and
this was fairly evenly divided between) expenditure on
- goods and services (including defence procurement),
. subsidies, grants to persons (mainly social security
benefits and employment measures), and debt interest.
Current grants abroad (which include net contributions

to public sector financial balances and the public sector national income accounts, ending with the financial W
borrowing requirement (PSBR). The tables are based deficit. A summary account for public corporatiois ’;f.f
on the principles and methods used in compiling the follows showing capital expenditure and internally . TaBLE 12. COMPONENTS OF THE PSBR: BUDGET FORECAST AND ESTIMATED OUTTURN, 1980-81 3
national income accounts(!). Table 16 shows how arising funds (including subsidies) and capital receipts, ! S &
the figures can be related to the estimates of public The third section shows the financial transactions £ million i
expenditure in cash included in the public expenditure the public sector as a whole from the financial deficit - ‘F
White Paper (Cmnd. 8175). Table 17 shows the the borrowing requirement. This final section is 1980 Budget forecast 1;:;;
financing of the capital requireients of the nationalised consolidated so that transactions between general - ‘ -
industries. ' government and public corporations are generall Adiustegents ‘tf
. , excluded. The public sector borrowing requiremé justmen . i
Description of Tables 14 and 15 is shown as the sum of net borrowing from the private - Egtllgl?rtned ol
2. The estimates for 1980-81 use partial information. sector and overseas by each of the sub-sectors. Un= ) | Actual special i
For central government the figures are based on feceipts  allocated items are assigned to the central government Borrowing requirement of As sales of assets and i
and expenditure in the first 10 months of the financial porrowing requirement (CGBR) as well as to the total - ‘ published | use of contingency | Transfer of | Adjusted 5
year. For local authorities and public corporations, PSBR. - This is explained in paras 16-18 below. s reserve BL Ltd. 4
Fhe mc:rsttl_u P tol;ﬁate mtt"ormtgtlcg x;ella(’;es onltyh:ofborquw-i 5. The figures shown for taxes on income and expendis Central government 9,313 +628 9,821 12,760
ing, IS IS Xnown for the Lrs mon Or 0¢4  ture in Table 14 are mainly on an accruals basis : » - ;
authorities and for nine months for public corporations . s . Central government less on-lending to ;
as a whole. The forecasts for 1981-82 are consistent reflecting the approach of the national income accounts local authorities and public corpora- i
with the economic forecasts in Part III. A net adjustment from accruals to cash is shown' in tions (central government own account) 5,651 —100 +1,284 6,835 9,335 B!
the final part of the table. Also in the same sectio Local authorities ... .. 1,440 — 1, 1440 2 500 it
3. The public sector is made up of general government  are miscellaneous capital transactions (net); fo %ubllxlc core%qratlons 1,425 +728 —1,284 869 1,620 g
(central government and local authorities) and the 1980-81 these are the residual between the largely %E:)egf:lt sa};s ofassets .. .. | —sso 442 —138 L
nationalised industries and other public corporations. known borrowing figures and the less reliable estimates.: Contingency reserve ... ... .. | +1,300 —1,070 4230
The general government account covers receipts and  of receipts and expenditures. This item thus includes . Cash underspending ... ~700 — —700 :
payments on the Consolidated Fund, the National errors and omissions elsewhere (some of which will | ablic sect 5536 2576 VT
Loans Fund, the National Insurance Fund and other eventually be corrected by new information) as well as ublic sector ’ - - s >
central government funds and accounts together with known miscellaneous items. Later estimates of all - |~ 7
those of local authorities. Central government and categories in Table 14 are recorded as they become . | T Shownasanet sum of £20 million FSBR 1980-81 (HC 500).
local authorities engage ﬁo some exftenthin tra;ligg available in Financial Statistics Table 2.7. ol :
activities; in this respect the accounts for them include - . ' 9. ' The following notes supplement the comparisons to the European Communities) were, however, about
only trading surpluses and rent, capital expenditure and 6. Table 15 shows the transactions of the sub- of borrowing requirements shown in Table 12 and

£1% billion below the forecast in last year’s FSBR,
partly on account of the reduction in the contribution

to the European Communities’ budget negotiated in
May.

11. The worsening of £3 billion in the central govern-
ment’s current balance accounts for the increase in
the central government financial deficit.

12. For local authorities, information about their
income and expenditure is still relatively sparse. In
the 10 months to the end of January they had borrowed
some £1% billion. Heavy borrowing is usual in March
and it is allowed for in the assumption that the local

raised to £11% billion. The effect of the recession -
(¥ A full description of the principles on which the national being deeper—and somewhat different in character— -

h ) . . -
gﬁﬁagg;mﬁg zlrsegaslgd %itﬁga?itggsmgegtﬁléxgg ~ from thail:];)xpected contributed to the higher PSBR .
*(see Part ITI). .

Sources and Methods ”’, HMSO, 1968.

contributions to the PSBR, shown in Tables 14 and 15,
money borrowed by central government for on-lending to

30

(M) Sectoral borrowing requirements are shown as memorandum items at the foot of Table 15. They differ from sectoral

(») The similar transfer of Rolls-Royce Limited had been allowed for in the 1980 Budget forecasts.

bﬁr attributing to local authorities and pubhc corporations
them.
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PusLIC SECTOR TRANSACTIONS—continued

authority borrowing requirement will be £2% billion
for the whole year. It is believed that, if anything,
local authorities’ income exceeded that forecast a
year ago, especially income from rates. If so, the extra
borrowing points to a higher level of expenditure than
had been allowed for in last year’s FSBR (or, in volume
terms, in last year’s public expenditure White Paper—
see also Cmnd. 8175, para 38). The figures in Tables
15-16 (and included in Table 14) reflect a judgement
drawing on, for example, evidence of the rate of fall
of manpower -employed by local authorities. = The
excess on expenditure including debt interest payments
is put at about £1 billion. The uncertainties are also
reflected in the relatively large negative balancing item
used in Table 15 (line 31, miscellaneous capital
transactions, (net)).

13. During 1980-81 the bulk of the contingency
reserve (the unallocated reserve in the Government’s
expenditure plans (see Cmnd. 7841) was allocated to
public corporations, reflecting decisions to increase the
external financing limits of, in particular, 'the British
Steel Corporation, British Shipbuilders, British Airways
and British Rail. The gross trading surpluses of
nationalised: industries, and also those of other public
corporations, are now estimated to have been well
below the forecasts shown in last year’s FSBR, while
interest payments and capital expenditures together
have been a little higher than forecast. .

14. The increase in public corporations’ borrowing
beyond that matched by reductions in the contingency
reserve reflects, at least in part, a misjudgement at the
time of last year’s Budget of the prevailing rate of
borrowing by corporations other than nationalised
industries, which generally are subject to control other
than external financing limits.

Foreécasts for 1981-82

15. The PSBR in 1981-82 is forecast at £10{r bllllon
or 4} per cent of GDP. The expenditure forecasts for
the public sector as a whole reflect the published cash
limits and external financing limits. The major
reasons for the fall in the PSBR in 1981-82 are set out
in Part TII. The proposed gas levy is ignored on both

sides of the accounts. Within the total the generg,l
government borrowing requirement is forecast at
about £11% billion, including government finance fg

nationalised industries and other public corporationg. .
The public corporations continue to repay their ma.rkg :

and- overseas debt. Table 14 shows that ' gener

government revenue is forecast to exceed expendltm;@ ] o

allocated to current account.

Unallocated items

16. The handling of unallocated items has been modi-~ | -
fied in Parts IV and V of this year’s FSBR. They

correspond to the three unallocated items in the public
expenditure White Paper (Cmnd. 8175). The con=
tingency reserve in the White Paper provides for future
additions to specific programmes within the announced

expenditure totals. For 1981-82 this reserve will be

operated as a cash control (see Part I).

17. Cash underspending corresponds to the White
Paper’s general allowance for shortfall. These two

items aré shown as a net provision for contingencies in

Tables 14-16. Experience suggests that the bulk -
of the contingency reserve, at least, tends to affect the .

central government borrowing requirement, -either
directly or on account of extra borrowing for -ons
lending within the public sector. In these tables,

therefore, and in Part V, the provision for net con=
tingencies is arbitrarily attached to the CGBR and, -

within that, to Supply Services (see Part V, Table 20),

This presentation may provide a more useful base.
against which to monitor the development of the

CGBR during 1981-82 than one which ignores these
elements. )

18. The eventual location of the third unallocated
item—the proceeds of special sales of assets—is more
uncertain. Largely for convenience, this relatively
small item has also been attributed to central govern=
ment (and is mcludcd in Part V, Table 19). ‘ i

19. The following table shows how the special sales.

of assets in 1980-81 have been included in Tables 14
and 15. . The figures are more up to date than the
total of the special sales of assets shown in Cmnd.
8175, Table 1.1 (at 1980 Survey prices). .

PusLiCc SecTOR TRANSACTIONS—continued

TABLE 13. SPECIAL SALES OF ASSETS

Economic category £ million Transaction
CENTRAL GOVERNMENT
Receipts k _7 ‘
Taxes on expenditure 210 Receipt of premiums levied on the seventh round of
. . . North Sea oil licences
Miscellaneous capital transactions (net) —49 C}}ange in level of receipts of advance payments
oroil -
Expenditure
Gross domestic fixed capital formation (net of 42 Sale of leases of certain motorway service areas—
sales) . %ales of lasnd and buildings
. . roperty Services Agency—sale of land and buildin.
Cash expenditure on company securities (net) 43 Sale of shares in British Aerospace Ltd. &
PusLiC CORPORATIONS
Receipts
Gross trading surplus —15 Payment of premiums levied on the seventh round of
North Sea oil licences granted to British National
Qil Corporation
Expenditure . .
Gross domestic fixed capital formation (net of 125 New Town Development Corporations and the
sales) Commission for New Towns—sales of land and
buildings
Cash expenditure on company securities (net) 82 National Enterprise Board—sales of certain shares
Total ... 442 ‘




TaBLE 14. PUBLIC SECTOR TRANSACTIONS + py BcoNoMic CATEGORY
] £ million
1980-81 1981-82 1980-81
\ ] 1981-82
Budget Estimated Forecast i
forecast outturn t%Udgett Estimated Forecast
recas outturn
GENERAL GOVERNMENT . L PUBLIC CORPORA' 5
Taxts on income 31,482 32,172 37,017 CAPITAL EXRENDITORE OO
Taxes on expenditure .. .. .. .. . .. .| 40160 38,614() 14,609 D poey] capital formation ..o 6,729 6,784() 8,402
Iélatxonal du;s]urancel, et(g) contributions 14,2§g 14,322 16,743 . 615 667 587
ross trading surplus 1 —
Rent(®) ... 2,978 3,149 3278 TOTAL ... .. 7,344 7,451 8,989 L
Capital CODS‘I[HPthD(‘T) N . “ee ces ..o e vee 1,439 1,647 ' 1,850 INTERNALLY ARISING FUnDs ! i
Interest and dividends from— ; Gross trading surplus(3)(6) L 7089 ‘ E
Puﬂllahc corporatxons e 2,023 2,%(1)4 %,'311;9 * Rent and other non-trading income ... |+ Tots 5,323(1) 8,090 b
Other . P 1,643 1,618 687 : Interest and dividend payments to—General govemment _2:023 o i03 —2,2?3 e
TOTAL . e eer e e e e 94,115 93,745 107,501 Taxes on income . Other ... —sgg —733 —653
CURRENT EXPENDITURE :
Current expenditure on goods and SEIVices ... ... .o e 47,215 48,399 52,535 . . ToTAL .o 5,412 3,886 5,767
g;tgll consumptlon(a) v };’ﬁg . %,?21’; }',ggg . CAPITAL RECEPTS : ) )
Debt intersst Gl e e e 10,977 11,901 13,257 pital receipts ffom—Gteﬁléral govermment ... .. .. .. 411 391 569 B -
Current grants to personal sector 26 255 27,099 32,058 . 92 148 184 e
Current grants abroad ... . 2601 1,403 1,639 ToTAL INTERNAL FUNDS AND CAPITAL RECEIPTS ... 5,915 4,425 6,520 “
CTOTAL oo eer e e e 93,097 95,978 105,777 | Excess oF CAPITAL Emm,m oviR mmm AL FUNDS AND CAPITAL .
CURRENT BALANCE(?) | Reawns .. o : 1,429 3,026 2,469
Central government - ... —1,016 —3,950 —1,605 ‘ 0
Local authorities-... s e NN e ver . 2,034 1,717 3,329 X . P[IBLIC SECTOR 1 ;
General government ... ... . e e e e 1,018 —2,233 1,724 Financial Deficit() ... —6,895 ~—11,823 —6,277 B
- FINANCI.AL AND OTHER TRANSACTIONS OF THE PUBLIC SE 8 '
CAPITAL RECEIPTS T ECTOR(®) Sk
Current balance(?) 1,018 2,233 1,724 7 Arc&él;;gstlggf ugg;g;rtlslmg. ??nam public sector pension schemes ... . %};8 165 145 ‘ ii
Taxes on capital and other capital receipts ... 1,187 1,195 1,685 . Miscellaneous capital transactions ) .. e —1,038(1) -—7;(3) i
Net lending to th - f,
TOTAL ... eor e e e e e 2,205 —1,038 3,409 lé:;h]endmgc’h&c eagi“i)?cie sector _ﬁ% _ggg —fog{ . i
expenditure on company securities (net) —
CAPITAL EXPENDITURE Unall 0—C 300 —318(% —80 ol
Gross domestic fixed capxtal formation 5,257 5,135(% 4,720 . nallocated iterms(" Sgﬁg:zﬁgezgﬁ(:) —600 — —1,600 : ‘
Igacre&semstocks() y e e e e 203 314 173 , : ¢ 580 —O 233 L
pital grants to— . PusLic S i
Public COrpOrations... .. .. e e e o 411 391 569 C SECTOR BORROWING REQUIREMENT ... ... .. .. .| —8536 | —13455 | —10,566 .
Private sector’ P e e vee e . 1,800 1,919 1,755 NET Bgnéglme FROM THE PRIVATE SECI'OR AND OVERSEAS BY: . : {}{
Cent ) o
TOTAL v e e e e e 7,671 7,759 7,217 Unallocoiod domagiey 1 o 9313 12,760 { 10, i
LO l oy ] ) ses Y ) voe e e e » (
FmAggInAL Pmm (on current and caplt al transactlons) e o s cal authorities... ... .. .. .. .. . . 540 1,343 100 j;g
tral govemment e . —4, -1, —4, General il
| st ta R I - I s ) 924 Publecomerations . . . o ool R % e 1
?? General government ... —5,466 —8,797 —3,808 Public Sector Borrowing Requirement 8 536 v 10’566 i j(F
. o o ] s L
(%) For allocation of special sales of assets in 1980-81 see introduction to Part IV. ‘;~ 'i“_
(%) Before allowing for depreciation and stock appreciation. L
€ () Imputed charge for consumption of non-trading capital. ‘: ||§
(4) Includes stock appreciation. i
(%) Further details for the nationalised industries are shown in Table 17, which is presented in terms closer to those of commercial accounts. . élii
(%) Includes revenue grants and subsidies. ’ i m',
(") Comprises general government financial deficit and excess of public corporations capital expenditure over internal funds and capital receipts. gl ffg
(®) For financial transactions — indicates a transaction which increases the public sector borrowing requirement. 1; ¢
(*) Includes unidentified transactions. L
I (3% For the treatment of unallocated items se¢ introduction to Part Iv. ',‘ C’&
- (1) Includes offset for changes to nationalised industry’s tax payments resulting from changes to North Sea taxation. 5": }'f’ﬁ
: ; Al
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TasLe 15. SuUB-SECTOR TRANSAcnom

1980-81 Estimated outturn .
General government Nation- Other
i public Public
C:ggg{ Local Total | industries | corpora- | sector
g authorities ® tions(*)
ment
Taxes on income . 1 32,172 — 32,172 —60 —10 32,102
Taxes on expenditure ... 2 29,909(3) 8,705(3)| 38,614 — — 38,614
National insurance, etc., contributions 3 14,385 —_ 14,385 — 1 14;385
Gross trading surplus(“) 4 10 46 56 5,186(% 719 5,961
Gross rental income(*) 5 69 3,080 3,149 7 331 3,507
Capital consumption(®) 6 619 1,028 1,647 — — 1,647
Interest—private sector and overseas 7 993 520 1,513 162 413 2,088
Dividends—private sector and overseas 8 105 — 105 5 -5 115
ToTAL... . *9 8,262 13,379 91,641 5,320 - 1,458 98,419
CURRENT EXPENDITURE .
Current expenditité on goods and services 10 29,890 18,509 48,399 — — 48,399
Capital consumptlon(s) . 11 619 1,028 1,647 — — 1,647
-Subsidies - 12 4,601 928 5,529 — — 5,529
Interest—prrvate sector ‘and overSeas 13 9,095 2,806 11,901 596 192 12,689
Current grants to personal sector ... 14 25,955 1,144 27,099 — — 27,099
Current grants abroad... . 15 1,403 —_ 1 403 — — 1,403
TOTAL... = ... . 16 | - 71,563 24,415 95,978 596 192 96,766
TRANSACTIONS WITHIN PUBLIC SEcrox(‘)
Current grants ... .. Lo 17 | —14,250 14,250 —_ —
Interest payments ... 18 3,509 —1,497 2 012 -1,151 —861
Dividends 19 92 . — 2 - —63 —29
CURRENT BALANCE(*) o 20| —3,950 1,717 —2 233 3,510 376
CAPITAL RECEIPTS o
Current balance 21 | —3,950 1,717 —2,233 3,510 376
Taxes on capital and other capltal recexpts 22 1,195 — 1,195 . — —
Capital transfers from pnvate sector 23 — — — ’ 142 6
CAPITAL EXPENDITURE ‘ .
Gross domestic fixed capltal formatlon 24 1,772(3» 3,363 5 135 5,370 1,414(»
Increase in stocks(”) ... 25 314 — 314 667 —
Capital grants to private sector 26 1,754 165 l 919 = —
CAPITAL GRANTS WITHIN PUBLIC SeCTOR(®) 27 —681 290 —391 72 319 —
Financial Deficit
(balance of current and capital accounts) 28 | —7,276 | —1,521 | —8,797 | —2,313 —~713 | —11,823
FINANCIAL AND OTHER TRANSACHONS(‘S) i "
Transactions concerning certain public sector o
pension schemes ... e 29 165 — 165 — — ‘ 165
Accruals adjustments . . 30| —-1,141 60 —1,081 —6 29 —1,058
Miscellaneous capital transactions (net)(s) 31 -1 —456 —463 716 —303 10
Net lending to private sector . . 32 —99 —583 —682 - — —107 —789
Net lending, etc., abroad 33 500 — 500 —127 —15 358
Cash expendxture on company secuntws
(net) . " 34| —1477100) — —1,477 — 1,159(%(") —318
TOTAL... v e 35 —2,059 —979 —3,038 643 763 —1,632,
Loans within public sector ... —3,425(°) 1,155 —2,270 —100(%)
Contribution to:
Public Sector Borrowing Requirement 12,760 1,345 14,105 —150

v EconoMIC CATEGORY * £ million
1981—82 Forecast
" General government Natlou- Other
) alised public Public
g;lllgg Local Total | industries | corpora- | sector
Sment authorities Q) tions()
CURRENT RECEIPTS
: Taxes on'income =~ ... 1 37,017 — 37,017 —308 —12 | 36,697
Taxes on expenditure .. 2 34,324 10,285(%)| 44,609 — — 44.609 -
 National insurance, etc., contnbutlons 3 16,743 — 16,743 — — 16,743
Gross trading surplus(‘) 4 —12 10 —2 7,184 906 8,088
Gross rental income(*)... 5 55 3,223 3,278 |- 27 333 3,638
Capital consumption(®) 6 698 1,152 1,850 — — 1,850
Interest—private sector and overseas 7 954 613 1,567 186 413 2,166
Dividends—private sector and overseas 8 120 — 120 5 5 130
7 ToTAL... 9 89,899 15,283 105,182 7,094 1,645 113,921
CURRENT EXPENDITURE ‘
- Current expenditure on goods and services 10 33,083 19,452 52,535 — — 52,535
Capital consumption(®) . e 11 698 1,152 1,850 — — 1,850
Subsidies 12 3,716 722 4,438 — — 4,438
Intemt—pnvate sector and overseas 13 10,437 2,820 13,257 480 173 13,910
Current grants to personal sector 14 30 961 1,097 32,058 — — 32,058
Current grants abroad... . 15 1,639 —_ 1,639 — — 1,639
- TOTAL.. . 16 80,534 25,243 105,777 480 173 106,430
. TRANSACTIONS WITHIN PUBLIC SECTOR(G)
- Current grants . .. 17 | —14,900 14,900 — — — —
Interest payments 18 3,850 —1,611 2,239 —1,256 —983 —_—
i Dividends 19 80 — 80 —56 —24 —
CURRENT BALANCE(*) 20 | —1,605 3,329 1,724 5,302 465 7,491
’{ CAPITAL RECEIPTS
Current balance 21| —1,605 3,329 1,724 5,302 465 7,491
Taxes on capital and other capltal recelpts 22 1,685 — 1,685 — 1,685
Capital transfers from private sector 23 — — — 17 13 184
CAPITAL EXPENDITURE
Gross domestic fixed capital formation 24 2,193 2,527 4,720 6,829 1,573 13,122
Increase in stocks(?) ... 25 173 — 173 587 —_ 760
Capital grants to private sector 26 1,552 203 1,755 — — 1,755
CAPITAL GRANTS WITHIN PUBLIC SECTOR(®) 27 —894 325 —569 366 203 —
* Financial Deficit .
(balance of current and capital accounts) 28 | —4,732 924 —3,808 —-1,577 —892 —6,277
FINANCIAL AND OTHER TRANSACTIONS(®)
Transactions concerning certain pubhc sector
pension schemes ... . . 29 145 — 145 - — 145
Accruals adjustments . 30 —883 37 —846 57 16 —773
Miscellaneous capltal transactlons (net)(“) 31 171 —801 —630 629 —79 —80
Net lending to private sector . 32 —783 —1,160 —1,943 — —322 —2,265
Net lending, etc., abroad 33 283 e 283 —146 —6 131
Cash expendlture on company securities
(net) . . 34 — —_ — —_ —80 —80
TcrrAL... 35| —1,067 —1,924 —2,991 540 —471 —2,922
Unallocated items("“)—Contmgencxes (net)(*Y) 36
Spec1al sales of assets 37
Loans within public sector .. 38
Contribution to:
Public Sector Borrowing Requirement ... 39

Sectoral borrowing requirements
(lines 28 plus 35)

9,335 2,500 11,835 1,670

—50

(¥) Exclades transactions on operating account, i.e., receipts from sales and subsidies, and payments for current goods and services.
(%) For allocation of special sales of assets see introduction to Part IV,

(® Local rates.

(4 Before allowing for depreciation and stock appreciation.
(® Imputed charge for consumption of non-trading capital.
(%) For financial transactions — indicates a transaction which increases the public sector borrowing requirement.

36

Sectoral borrowing requirements(*?)
(lines 28 plus 35)

() Includes stock appreciation.
(%) Includes unidentified transactions.

(®) Includes transfer of BL Ltd. to the Secretary of State for Industry from the National Enterprise Board.
(19 For the treatment of unallocated items see introduction to Part IV. *

(1) See footnote 11, Table 14.
(%) Excludes unallocated items.




PUBLIC EXPENDITURE: RECONCILIATION WITH PUBLIC EXPENDITURE WHITE PAPER

Table 16 has two purposes. It translates the estimates

and forecasts of expenditure in Tables 14 and 15 from

the definitions of the national income accounts to those
of the public expenditure White Paper. The numbers
of the relevant rows of Table 15 are given, to help
explain the translation. The table also provides a
direct comparison with the public expenditure White
Paper, with the inclusion in the latter, for the first time,
of cash totals as well as the -usual totals in 1980
survey prices (late 1979 or 1979-80 prices) for the years

1979-80 to 1981-82. The cash totals for 1979-80 andf
1980-81 are similar in the two publications. Differen
in the cash figures for 1981-82 between the two pub
cations reflect decisions and judgements made aftert
White Paper was completed.

2. Later estimates of the figures in Table 16, an

estimates of actual expenditures, quarter by quart
durmg 1981-82, are recorded as they become avallable
in Table 2.4 of Financial Statistics.

TABLE 16. RECONCILIATION WITH PUBLIC EXPENDITURE WHITE PAPER

b i

£ million
1980-81 | 1980-81
References to rows | 1979-80 Budget | Estimated | 1981-82
in Table 15 Outturn | forecast outturn | forecast
Central government expenditure—national accounts
basis (excluding transactions with local authorities) | 16, 24-27, 32-34, 38 76,408 79,070 88,871
A(Eus;ments to public expenditure White Paper
asis:
Non-trading capital consumption ... 11 —453 —619 —698
Debt interest . 13 -8,374 —9,095 | —10,437
Grants and ]endmg to certain pubhc corpor-
ations .. .| 27 and 38 (part) —1,196 —1,404 —1,580
Other() : 308 289 300
Central government expenditure White Paper basis ... 55,824 66,693 68,241 76,456
- Local authority expenditure—national accounts basis
- (excluding transactions with central government) | 16,24-27, 32-34, 38 27,558 28,596 29,214
Acllsiustments to public expenditure White Paper
asis:
Non-trading caplta.l consumptlon 11 —986 —1,028 —1,152
Debt interest . 13 —2,603 —~—2,806 —2 820
Other(®" 210 245 270
Local authority expenditure—White Paper basis 21,470 24,179 25,007 25,512
Certain public corporations(®) capital expenditure ... 24 (part) 1,126 1,192 1,298 1,490
Adjustments: ’
Nationalised industries net overseas and market .
borrowing(¥) 39 (part) —322 —495 —385 —637
Special sales of assets ... 37 —998 - -580 —442 —233
Contingencies (net)(®) ... 36 — 600 — 1,600
Public expenditure planning total 77,000 | 91,589 | 93,719 | 104,188

(O] lncludes — removal of stock a precmtlon
—_ add:_lt_um o{ roceeds of special sales of assets offset in central government expenditure in 1979-80 and 198081 (far details for 1980-81
see Table
— addition of interest su rt for certain export and slnpbmldlng refinance.
—— deduction of receipts from fees and fines in magistrates’ and Scottish courts.
— differences between the accounting conventions used in the White Paper and the national accounts.
(9 Includes — addition of Passenger Transport Executives capital expenditure.
— addition for local authorities special funds
— difference between the accounting conventions used in the White Paper and the national accounts.
(® Full list of these public corporations is shown in Cmnd, 8175 Part 5.

(® Includes — short term borrowing and capital value of leased assets.
Civil Aviation Authority.

(®) See footnotc 11, Table 14.
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’ u R RN . )
FINANCING OF CAPITAL REQUIREMENTS OF THE NATIONALISED INDUSTRIES
TaBLE 17. FINANCING OF CAPITAL REQUIREMENTS OF THE; NATIONALISED INDUSTRIES
A. 1980-81 Estimated Outturn(’)
£ million
Capital requirements(?) j o : Financed by(?)
Fixed . Internal resources(®) External finance
assets | Other Total . : .
in the - N
UK Current Other Net
cost Interest, | Depreci- | receipts Govern- borrowmg
operating | dividends |{. ation and Total ment issues of | Total(%)
profit [and tax(*) | etc.() payments grants(®) [PDC(7)and
) . leasing
National Coal Board ... 800 —45 755 | —268 —257 433 15 —77 251 581 832
Electricity (England and Wal%) 963 339 1,302 233 —568 1,234 228 1,127 5 170 175
North of Scotland Hydro-Electric
ard . 41 30 2! 39 —61 47 4 29 16 126 42
South of Scotland Electnmty - b - - :
Board ... 134 15. | 149 . —18 —79 157 31 91 — 58 58
8 British Gas Corporatlon . 523 141 664 436 8 444 176 1,064 — —400 —400
British National Oil Corporation 278 -23 255 298 —14 168 8 460(%) — —205(*%)| —205
British Steel Corporatlon 175 53 228 —712 —179 298 —300 —893 -— 1,121 1,121
Post Office . 1,613 —220 " 1,393 807 —529 1,237 15 1,530 — —137 —137 .
British Airways Board . 270 .6 276 —128 -76 160 16 —28 — 304 304 -
British Airports Authority ... 85 S 6 91 14 —13 68 o4 73 . — 18(1Y) 18
British Railways Board... 342 |- —130 212 —818 —74 197 o117 =578 673 117 790
British Transport Docks Board 10 |- 1 11 7 —9 19 . 21 —_ —10 ~10
British Waterways Board 7 = 7 —-24 -2 1 -2 S =23 26 4 © 30
National Freight Company Ltd, 36 -1 35 -5 —11 23 17 24 6 5 11
National Bus Company 64 =1 63 —55 —18, 41 10 —22 66 19 85
Scottish Transport Group 16 | =1 o 15 —10 -1 . 13. 1 3 21 -9 12
British Shipbuilders ... 1316 - 29 *3 -5 9| . (1B —136 42 123 165
ToraL ... 5,370 186 5,556 . "] —1,888 2,665 A 1,106 ‘ 1,785 *3 2,891
8 No figutes are included for British Aerospace. The sale to the public of shnres in & successor company took place in Febroary 1981, leaving the Govcmment holding 484 per cent.
The capital value of leased assets is included. . -
The current cost breakdown of internal resources in general reflects broad ad]ustmems to historic cost data,
(*) The total figure for interest alone is —£1,856 million.
(} Including cost of sales adjustment, monemry working caplta.l ad;ustmcnt and other items not involving the movement of funds.
Shows subsidies and capital grants received during the
(g Including issues under Section 18 of the Iron and Steel Act 1975.
Except in the case of BNOC, the figure shown against each industry is the eslimatcd outturn against its external ﬁnancmg limit for the year,
§') Excludes the proceeds of advance payments for oil. -
19) Includes BNOC’s net payments into the National Qil Account, : ’
Includes £19 million from the redemption of local aut.honty bonds.
Current cost figures not available., o
(**) Of which: Government loans .. 780
Issues of PDC (mcludmg issua uader Section 18 of the Iron a.ud Steel Act 1975) 1,390.
QOwerseas borrowing . wer o e oo =139 h
Market borrowing e =246
Shortterm: hm:mwintandleasinc oo o i e ey +e e, —_—

TABLE 17—{continued). FmANCING OF CAPITAL REQUIREMENTS OF THE NATIONALISED TNDUSTRIES

B. 1981-82 Forecast(!)

£ million
Capital requirements(?) Financed by(%)
Fixed Internal resources(®) : External finance
assets Other Total :
in the _ -
UK Current Other Net
cost Interest, | Depreci- | receipts Govern- |borrowing,
operating | dividends ation and Total ment issues of |Total(®)
profit and tax(¥) | etc.(5) payments grants(®) [PDC(") and
. - leasing
National Coal Board ... 888 —-29 859 —269 —~294 525 11 27 267 619 886
Electricity (England and Wales) 1,221 6 | 1,227 412 —594 1,386 188 1,392 9 —174 [—165
North of Scotland Hydro-Electric . ;
Board . 44 35 79 47 —64 60 4 47 14 18 32
South of Scotland Electr1c1ty
Board . 239 —66 173 —34 —87 180 37 96 —_ 77 77
British Gas Corporatxon(g) 733 136 869 627 —111 489 181 1,186 — —317 -317
British National Oil Corpora-
tion(®) .. 370 19 389 438 —14 288 37 749 —_ —360(19)—360 !
& British Steel Corporation ... 198 149 347 | —399 —152 281 ~113 —383 — 730 730
Post Office: Telecommunications 2,148 38 2,186 1,100 —545 1,440 11 2,006 — 180 | 180
Posts and Giro ... 146 —4 142 59 —7 69 5 126 — 16 16 -
British Airways Board ... 203 5 208 18 —113 193 9 107 — 101 101
British Airports Authority ... 95 2 97 25 —17 71 4 83 1 13 |- 14
British Railways Board... 382 —97 285 | —885 —81 233 98 —635 780 140 920(%)
British Transport Docks Board 13 2 15 4 —7 22 1 20 —_ —5 —5
British Waterways Board 6 — 6 —26 -3 1 2 —26 29 3 32
National Freight Company Ltd. 45 3 48 3 —7 27 18 41 2 5 7(1)
National Bus Company 52 7 59 —46 —22 49 3 —16 60 15 75
Scottish Transport Group ... 16 -1 15 —12 -5 15 — —2 22 -5 17
British Shipbuilders ... 30 50 80 (G)] -3 ()] **» —70 43 107 150
TOTAL ... 6,829 255 7,084 —2,126 4,694 1,227 1,163 (**)] 2,390

No figures are included for British Aerospace. The sale to the public of shares in a successor company took place in February 1981, leaving the Government ho]dmg 484 per cent.
‘% The capital value of leased assets is included.
§ The current cost breakdown of internal resources in general reflects broad adjustments to ]:ustorlc cost data.
(*) The total figure for interest alone is —£1,933 million.
(¥ Including cost of sales adjustment, moneta.ry working capltal adjustment, and other items not involving the movement of funds.
(%) Shows subsidies and caj ital grants received during the yi

(") Including issues under Section 18 of the Iron and Steel Act 1975.
(") Except in the case of BNOC, the figure shown agninst each industry is the external financing limit for the year.
%) In the case of BGC and BNOC the figures exclude the impact of the proposed gas levy and of changes to North Sea taxation.
t“’) Includes BNOC’s net payments into the National Oil Account.
()] Inc]udm £53 million in the case of BR and £13 ‘million in the case of NFC available solely to finance. costs arising as a result of BR’s decision to withdraw from its Collect and Deliver
arcels business.
) 8 rent cost figures not available.

(%) Of which: Government loans ... 891
Issues of PDC (including i issues \mder Section 18 of the Iron and Steel Act 1975) ... 927
Overseas borrowing v .. =544
Market borrowing ... . . =31
Short-term borrowing and leasu:lg 200




PART V TABLE 19. TAXATION AND MISCELLANEOUS RECEIPTS
£ million
CENTRAL GOVERNMENT TRANSACTIONS S
: 1980-81
g 1981-82
The tables in this Part present the transactions of the central government in more detail both by reference to the Budget Estimated forecast
activities of the relevant funds and accounts and in accordance with the national income accounts classification, forecgast outturn
All figures for receipts and expenditure both in 1980-81 and in 1981-82 are at the estimated prices of each year, ’
Estimates for 1981-82 of the direct effects of Budget changes on expenditure and taxation are shown in Part I, TAXATION | !
. Infand Revenye— 1 !
' éncome tax 1 23,83(8) i 24,704 28,202
urtax i 3
TaBLE 18, SuMMARY OF CENTRAL GOVERNMENT TRANSACTIONS ) Corporatlon tax(l)(S) 4,860 i 4,650 | 4,600
‘ S Petroleum revenue fax ... ... 2,560 | 2,420 2,210
£ million - Supplementary petroleum duty — ; — 1,850
- —s Capital gains tax.. . 490 i 520 575
1980-81 1980-81 1981-82 B gprent fand tax B A 23
Budget Estimated Forecast Capital transfer tax 400 415 445
forecast outturn . Stamp duties . . ‘ 670 635 715
h Special tax on bankmg deposxts i — —_ 400
CoNsoLIDATED FUND Total Inland Revenue 32,860 33,400 39,100
Revenue (Table 19) 65,415 66,814 75,524 C“’"{,’{:fu‘;"fdﬁ::g’ﬁ; 12.450 11.300 12650
Expenditure (Table 20) .. 73,175 76,728 83,697. o $ 3850 33 P
. . 2
Deficit 7,760 9,914 8,173 %‘;ﬁ}fg m’gwma i ,°n’g°‘d°r _a“d p"“y 2823 2800 3,200
; — Car tax 575 455 550 |
NATIONAL I'fOANs Funp Other excise duties 10 10 25 ;
Consolidated Fund deficit (as above) .. —7,760 —9,914 8,173 EC own resources() . 850 300 835 .
Other transa cz-llc-mgl - ‘ S Agricultural levies 290 205 210 i
Receipts (Table 21) ... 10, . 9,950 11,100 : i
Payments (Table 21) —12,905 —13,321 —15,134 Total Customs and Excise ... 24,000 22,135 26,000 ;
Total net borrowing by the National Loans Fund —10,665 ~13,285 T12207 | | N e e rchargd 141 L4 Lea :
Other funds and accounts (net) (Table 24)(*) +1,352 +525 +710 ToTAL TAXATION 61.780 60.523 70.537
CeNTRAL GOVERNMENT BORROWING REQUIREMENT —9,313 —12,760 —11,497 ‘ MISCELLANEOUS RECEIPTS
OtherC)(*) 2,800 5,516 4,213
‘ Total ... ... .. e e 65,415 66,814 75,524
(%) Corporation tax receipts include advance corporation tax: net of repayments ... 1,700 1,810 1,760
(9 Customs duties and agricultural levies are accountable to the European Communities as * own resources ”'; actual payments to the Communities
are recorded in Table 20.
(? Includes the 10 per cent of ** own resources ” refunded by the Communities to meet the costs of collection and proceeds from the special sales
of assets
® Includmg estimated receipts of £940 million in 1980-81 and £1,200 million in 1981-82 in respect of oil royalties. These are reflected in the
accounts as a change in the balance on the National Oil Account (inclnded in other funds and accounts in Table 18) and also as part of the
transfer of the NOA surplus into the Consolidated Fund (included in this line). :
. (°) The estimated proportion attributed to North Sea il and gas production is £240 miillion in 1980-81 and £340 million in 1981-82. In addition :
an estimated £240 million in 1980-81 and £280 million in 1981-82 of corporation tax will be satisfied by setting off advance corporation tax (ACT). i
) Thus total revenues from the North Sea, inclusive of royalties, supplemen petroleum duty, petroleum revenue tax and corporation tax, Al
i : befors any ACT set off, are estimated to be £3,840 million in 198081 and £5,880 million in 1981-82. i
17
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TABLE 20. SUPPLY SERVICES AND CONSOLIDATED FUND ‘STANDING SERVICES

£ million

e

1980-81
1981-82
Forecast
Budget(t) Estimated
forecast Outturn :
SUPPLY SERVICES
I. Defence . 10,832 11,300 212,138
II. Overseas Services ... 1,409 1,397 1,581.
I, Agriculture, Fisheries and Forestry . 604 709 652
IV. Trade, Industry, Energy and Employment . 3,945 5,741 4,906 -
V. Government Investment in Natlonahsed Industries 648 1,390 926
VI. Roads and Transport 1,510 1,516 1,733
VII. Housing 2,914 3,030 2,360
VIIL.'© Other Envuonmental Semces 429 423 520
IX. . Law, Order and Protective Services 1,889 1,945 . 2,229
X. Education and Libraries, Science and Arts 2,472 2,463 2,632
XI. 'Health and Personal Socm.l Services 8,766 8,823 9,572
XII. Social Security . 7,311 7,311 9,438
XIM. Other Public Services 1,091 1,070 1, 216
XIIA. House of Commons Admlmstratlon 11 13 14
XIV. Common Services ... " 1,548 1,592 1,922
XV. Scotland 2,505 2,606 2,737 -
XVI. Wales 995 1,014 1,101.
XVII. Northern Ireland ... 990 959 1,118
XVIII. Rate Support Grant, Financial Trausactlons etc. 14,743 15,056 15 315
Total 64,612 68,358 72,110
Supplementary provision 153 — 31
Contingencies (net) — — 1,600¢°)
TOTAL SUPPLY SERVICES 64,765 68,358 73,741
CoNSOLIDATED FUND STANDING SEk\)ICFs
Payment to the National Loans Fund in respect of service of the
national debt 4,950 5,180 6,200
Northern I.reland—sha.re of taxes, etc. . 1,136 1,236 1,279
Payments to the European Commumtles, etc 2,301 1,930 2,450
Other Services .. . 23 24 27
ToTAL CONSOLIDATED FUND STANDING SERVICES ... 8,410 8,370 9,956
Total 73,175 76,728 83,697
() The Budget forecast for 1980-81 has been adjusted for the allocation to individual Votes of the provision taken in the Civil Service, etc.
Tncrease in Remuneration Vote (Class XIII, Vote 31 of 1980-81). The 1980-81 Budget forecast has also been put into the 1981-82 structure of
BEstimates.
(9 Bus fuel grants: see Table 2. ’
(%) See Table 14, footnotes 10 and 11.

TABLE 21. NATIONAL LoANS FUND RECEIPTS AND PAYMENTS
£ million
1980-81
1981-82
forecast
Budget Estimated
forecast outturn
. RECEIPTS
Interest on loans, proﬁts of the Issue Department of the Bank of
England, etc. . 5,050 4,770 4,900
Service of the National Debt-—balance met from the Consolidated ’
Fund ... e e 4,950 5,180 6,200
ToTAL RECEIPTS 10,000 9,950 11,100
PAYMENTS
SERVICE OF THE NATIONAL DEBT
Interest 9,885 9,820 10,970
Management and expenses 115 130 130
ToraL ... 10,000 9,950 11,100
LoANS TO NATIONALISED INDUSTRIES (see Table 17) 600 780 891
British Aerospace ... .. — -3 —
Other National Oil Account transactions 200 205 360
TortaL ... 800 982 1,251
LOIGNS 'glg OTHERII;UBIiIc CORPORATIONS :
ew Towns—Development Corporations and Commission 296
Scottish Special Housing Association . 41 332 44713
Housing Corporation 220 347 466
Covent Garden Market Authonty — — —17
Civil Aviation. Authority 10 7 9
Regional Water Authorities 470 467 655
National Enterprise Board 4 —39 2
Scottish Development Agency 5 2 3
Welsh Development Agency 3 — 1
Land Authority for Wales .. — 1 —_
Development Board for Rural Wales 3 3 5
Royal Mint . —1 —1 -1
Royal Ordnance Factories.. —4 —4 —4
Property Services Agency Supphes Division . -3 -3 —1
Her Majesty’s Stationery Office Trading Fund ... 20 30 -2
ToTAL ... 1,064 1,188 1,634
m]jgga 'lr% L?hCAL AND HARBOUR AUTHORmFs
uthorities ..
Harbour Authorities 9(1)(5) 1’152 902
ToTAL ... 915 1,154 906
LoANS TO PRIVATE SEC’l‘OR
Buﬂdmg Socigties ... —3 -3 -2
' TOTAL .... -3 -3 -2
LoaNs WITHIN CENTRAL GOVERNMENT;
-Northern Ireland ... . 130 50 80
Married quarters for armed forces — — —
Redundancy Fund . — — 165
- ToTAL ... 129 50 245
TOTAL—NET LENDING 2,905 3,371 4,034

ToTAL PAYMENTS

I




(*) Includes National Insurance Fund and the Northern Ircland central government: also includes imputed charge for consumption of non-trading cepital and sundry adjustments (timing, etc.).
(?) The borrowing requirement of the central government comprises the borrowing of the National Loans Fund (/.e. the Fund’s net borrowing together with changes in Exchange Equalisation
Account sterling capital) less any surplus (or plus any deficit) on the National Insurance Fund and changes in departmental balances invested in government debt, etc.

(® Inclades special sales of assets.

(® As included in Table 19.

(9 As included in Table 20,

(%) As included in Table 18.

(® As included in Table 21.

(" Includes supplementary provision for bus fuel grants (£31 million).

i . ool do et e, ‘ ' . ]
i
TABLE 22. CENTRAL GOVERNMENT TRANSACTIONS BY EcONOMIC CATEGORY 0
A. Analysis and reconciliation by fund-—1980-81 estimated outturn
£ million j
Consolidated Fund National Loans Fund
Other central Total Al
Receipts positive/payments negative government otal centr
Taxation Supply Standing . ;und: n%?((‘l) government "
and other services services and Receipts Paymcnts CCco !
receipts deficit
A R Thems enterin bli s (see Table 15)
1) Items entering into public sector receipts (see Table
Taxes on-income p p 31,579 —4 — — — 557 l;%,l'g
National insurance canmbutions, etc. — 1,035 — — — 13,350 43
Taxes on expenditure 27913 -~29 — — — 2,025 A
Other current receipts .. 159 —76 — 2 — 1,71 ’1, 1,79g
Taxes on capital and other cnpxtal transactions (nct) 1,555 —69 -2 — — —1,272 2 %0
Borrowing requirement(?) — — — 13,285 — —~525 s
TotaL 61,206 857 -2 13,287 — 15,886 91,234
(ii) Interest and dividends received from local authoriuw and pubhc :
) corporations ... . 80 — — 3,247 _— 274 3,601 )
TOTAL RECEIPTS 61,286 857 -2 16,534 — 16,160 94,835 :
E(’g EIND 2 i bli di (see Tabl 15) j
tems eptering into public sector expenditure (see Table N ;
&~ gculr)re?nt expcnditure on goods and services ... ... 358 —28,6'{; —21 — 7—932 —%.'Lzsg —38,(5)90‘3‘ /
t . —_ — L= — —, —1, s i
* Current grants to personal sector o 20 —9,908 —1 — ~16,066 —-22.955 \
Other current expenditure e e e . 785 —4,854 —1,930 — — =3 -1.00; i
Gross domestic fixed capital formanon . 73 -1,7121 — — — ~124 —3,54 ;
Other capital expenditure . 820 —3,603() — — 3 —364 -3, k
ToTtAL - e 2,056 —48,782 —~1,952 — —7.974 —19,827 —76,479 r
(i) Grants and net lending to Jocal authorities and public corporations... 1,619 ~16,333 — — ~3,324 —318 —18,356 f
ToTAL EXPENDITURE e 3,675 —65,115 —1,952(% — —11,298 ~20,145 —94,835
C. TRANSACTIONS WITHIN CENTRAL GOVERNMENT
Grant to National Insurance Fund . —_ -2,848 — — — 2,848 —
Northern Ireland central government: transfcrs and lonns . — —709 —1,236 66 —50 1,929 —
Other loans and advances . — -1 — — — 1 -
Debt interest (including profits of Issue’ Department) . 25 —5 —5,180 6,635 —-1,973 498 —
lslB(IZ hcenti:e re’yenue dzr e . ; 252;3 —523 — —_ — 1——591 -
us receipts for surren: ete. . s it — —_— — 1, _
it on Consolidated Fund ... . — — 9,914(%) —9,914(%) — — —
TOTAL INTERNAL TRANSACTIONS ... 1,853 —4,100 3,498 —3,213 —2,023 3,985 —_
Grand Total (A, B and C) 66,814(%) —68,358(%) 1,544 13,321(0) —13,321(%) — —
(%) Includes Nationnl Insurance Fund and the Northern Ireland central government: also includes imputed charge for consumption of non-trading capital and sundry adjustments (timing, etc.).
(9 The borrowlng requirement of the central government comprises the borrowing of the National Loans Fund (Le. the Fund’s net borrowing to?ether with changes in Exchange Equalisation
Account sterling capital) less any surplus (or plus any deficit) on the National Insurance Fund and changes in departmental balances invested in government debt, etc.
(%) Includes transfer of BL Ltd. to Department of Industry from National Enterprise Board. In the Chief Secretary’s Memorandum on the Supply Estimates (Cmnd. 8184) Table 4 this trans-
fer was included as a capital grant. . .
() As included in Table 19.
(%) As included in Table 20,
() As included, id Table 18. T
) As includod'in Table2t. o o
TABLE 22—(continued). CENTRAL GOVERNMENT TRANSACTIONS BY BEcoNoMiC CATEGORY
B. Analysis and reconciliation by fund—1981-82 forecast
£ million
Consolidated Fund National Loans Fund
Other central
Receipts positive/payments negative government Total central
Taxation Supply Standing funds and government
and other services services and Receipts Payments accounts(’)
receipts deficit
A. RECEPTS
(i) Items entering into public sector recelpts (see Table 15)
Taxes on income ... 36,645 —~5 — — — 377 37,017
National insurance conm‘buuons, ete. ... — 1,366 — — — 15,377 16,743
Taxes on expenditure . ... 32,399 —60(*) —_ —_ — 1,985 1324
Other current receipts . 187 14 — 1 — 1,613 1,815
Taxes on capital and other capltal transactions (net) 2,022 —86 -3 — — ~815 ]'1 18
Borrowing requirement (net balance) (%) . — — —_ 12,207 — —710 11 497
ToTAL 71,253 1,229 -3 12,208 — 17,827 102,514
(i} Interest and dividends recexved from locaJ authonues and publxc
corporations 48 — —_— 3,518 — 364 3,930
ToTAL RECEIPTS 71,301 1,229 -3 15,726 — 18,191 106,444
B. EXPENDITURE
(i) Items entering into public sector expenditure (see Tablc 15)
Current expeunditure on goods and services 373 —31,696 —23 — —30 —2,405 -
EN 405 33,781
har Debt interest - — —16 — — —8,869 —1,552 —10,437
Current grants to personal sector 20 —12,217 —1 — - — 18,763 —30,961
Other current expenditure ... 1,120 —4,204 —2,450 — — '179 —5,355
Graoss domestic fixed capital formauon 37 —2,113 — _ — —117 —2'193
Other capital expenditure 539 —2,675 — — 2 —141 —2,225
ToTtaL 2,139 —52,921 —2,474(%) — —8,897 —22,799 —84,952
(ii) Grants and net lending to local authonues nnd pubhc carpomuons 10 —16,444 —_— — — -2
(iii) Contingencies (net)(®) ... 233 ~-1,600 — — 3'—79[ ——1-00 —-(1);%?)'57
ToTAL EXPENDITURE 2,382 —170,965 —2,474 — —12,688 —22,699 —106,444
TRANSACTIONS WITHIN CENTRAL GOVERNMENT
Grant to National Insurance Fund e —2,588 —_ _— —_— 2,588 —
Northern Ireland central govemment “transfers and loans — - —1,279 —_ —80 2,219 —
Other loans and advan — - = — —165 65 —
Debt interest (‘mcludmg profits of Issue Dcpanment) 25 -5 —6,200 7,581 —2,201 800 —_
B .C. licence revenue 552 —552 — — — — —
lus receipts for surrender, etc. 1,264 — — — — —1,264 —
D cit on Consolidated Fund ... — — 8,173(%) —8,173(% _ il _
ToTAL INTERNAL TRANSACTIONS 1,841 —4,005 694 —592 —2,446 4,508 —
Grand Total (A, B and C) 75,524(*") —173,741(% —1,783 15,134(7) —15,134(%) — —
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