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PREFACE

PART I

'

This Financial Statement and Budget Report differs from those of previous’years'. VTax p.roposals and ex}fe%dlzuri
measures are described in Part I, which also inclgdes a new table (Table 4) shomg the d:regt eﬁ'ects of t ;m il gizl
’ on public sector transactions by economic category. Part II sets out the government.s medium-term .dagzsl
strategy. Part TII contains the review of recent egonomic developm;nts and of ecqnpmjc p{quects to mid- .
Part IV (formerly Part II) has been redesigned. The changes
related changes made in the presentation of central government
to Part V. External financing limits of nationalised industries

THE BUDGET PROPOSALS

THE BUDGET AND THE ECONOMIC CONTEXT
The presentation of public sector transactions in

are explained in the introduction to Part IV. The The Budget is a further stage in the Government’s

medium-term policy of reducing inflation and improv-

announced in the Budget Speech. The changes in the
Budget are measured from the expenditure plans for

transactions are explained in the introductory note

are included in Part IV.

ing the supply side of the economy. The central
feature of the anti-inflation policy is the gradual
réduction of monetary growth. To achieve this

1980-81 in that White Paper and the tax rates and
allowances which ruled in 1979-80.

() See also Table 3.
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teduction without intolerably high interest rates public 3. The tax proposals in the Budget are broadly
CONTENTS sector borrowing will be reduced over the medium neutral in their revenue effects. The main proposals
. : AR P term. The Budget is intended to achieve a real level are for a reduction in income tax worth just under
Tables B age of public sector borrowing in 1980-81 significantly #£1-2 billion in 1980-81, and an increase in specific
5 S S . {ower than in 1979-80. duties yielding a little over £1-2 billion. Taking into
PART 1. THE BUDGET PROPOSALS ) : < account a number of other tax changes including those
‘ . 3.4 2. The medium-term plans for monetary growth are  refating to petroleum revenue tax (Table 2), there is
: 1 The Budget and the economic context : ‘ - s 11 dlscussegl , én Pia‘r; . III. lehe Bu&iggt ggoaoglsd ?r_ei gxpected to be a net increase in revenue of £} billion
oséd chaniges in taxation ... e Tene L e o summariseC in 1abe 1 below and described m detall  in 1980-81. The corresponding figures for a full year
B § II;IOP d'@e ﬁiiasureé - R ‘ 12-13 in the ::gl'f‘mt%‘;f (1’:211; art I. t'_rhefe ﬁgggs ?i]?d a:cu g}oie represent a small reduction in revenue.
- xpendi - presented in this are estimates of the direct effects
B 4 Direct effects of the Budget on public sector transactions 14-15 of the Budget on public sector transactions; they are 4. Tt is also possible to measure the change in revenue
. not estimates of the net effects of all the changes in from taxation in relation to a base in which the 1979-80
i public sector transactions, both direct and indirect, specific duty rates and main income tax allowances and
i brought about by the Budget.() The Budget is defined thresholds are fully indexed to allow for inflation. On
i _ TRATEGY to include all _the expenditure decisions since the this basis the; Budget is estimated to increase revenue
R PART II. THE MEDIUM-TERM FINANCIAL S November White Paper(®) and the tax changes by over £1 billion in a full year.
. 16-19
I 5.9  Medium-term financial strategy
i
P TaBLE 1. Direct ErFrFects oN PUBLIC SECTOR TRANSACTIONS(®)
i , : £ millions
| PART III. THE ECONOMY: RECENT DEVELOPMENTS AND
: MID-1981 1980-81 Full Year 1980-81 1980-81
PROSPECTS TO ” Tax Proposals Current 1980-81 Expenditure Measures Current 1979
% % Recent developments in the United Kingdom economy 22(;—28 ‘ prices prices prices p's;;ﬂf(%’)
[ . . - ,
: 10-11  Economic prospects to mid-1981 ... Income tax ... —1,190 | (—1685) | Programmes ... ... —900 (—670)
; Other direct taxes +245 (-+90) | Contingency reserve ... +325 +(250)
i Specific duties 41,245 (+1,275)
i Other indirect taxes —65 (—60)
’ PART IV. PUBLIC SECTOR TRANSACTIONS Total tax proposals +235 —(380) | Total expenditure measures... —575 (—420)
. 29-35
i — duction to public sector transactions ) _ ' .
i 12-15  Intro ) P . . : diture White Paper 36-37 The total net direct effect of the Budget is to reduce the borrowing requirement
Il 16 Public expenditure: comparison with public fzxper} ' .e . 38-39 in 1980-81 by £810 million, the sum of the increase in revenue and the
i 17 Financing of capital requirements of the nationalised industries reduction in expenditure. The PSBR is forecast to be £8,536 million in
;:“:_,‘ 1980-81.
i . (%) The value of expenditure decisions is taken to measure their direct effect.  The direct effects of tax changes are the differences between the yields
e TRANSACTIONS e D el o the wscates OF the Customms and Fxciae paes vo llow For the chasess in ot sesulting From Dot oubsituton
PART V. CENTRAL GOVERNMENT y cousumef's between goods and the change in real incomes. Estimates of both direct and indire%t effects together wougld also allow for second
40-47 T e e et ot Bxlmee s and Enenplovent and henee WxAbIS ioome and expenditire.  Forther
18-24  Introduction and tables details of the definition of the effects of tax changes are provided in the methodological note to Table 2 (on page 11). P ’
(® The Government’s Expenditure Plans 1980-81, Cmnd. 7746.
Index to tables e e e e 48 () +/— indicates an increase/decrease in revenue or_expenditure.
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5. The expenditure decisions included in the Budget
measures are for a direct reduction in public expenditure
programmes of about £900 million at 1980-81 prices.
The Government have increased the contingency
reserve for 1980-81 by £325 million, at 1980-81 prices,
as a precaution. The Government will aim to keep
as much as possible of the reserve unspent. Table 3
also shows for convenience the other revisions to
expenditure programmes since the November White
Paper. The full White Paper on the Government’s
Expendlture Plans 1980-81 to 1983-84 (Cmnd. 7841)
is published today.

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 £810 million, The resulting PSBR in 1980-81 is
forecast to be £8% bllllOD, or 3% per cent of market
price GDP, compared with 43 per cent in 1979-80.
The public sector financial deficit (PSFD) is expected
to decline from 3% per cent of GDP in 1979-80 to
3 per cent in 1980-81. The detailed forecast 1s shown
in Tables 14 and 15 in Part IV.

TreE BupGer AND TBE EconNoMic CONTEXT—continued

7. In the short-term the reduction in public expendi-
ture is likely to reduce economic activity slightly.
This is probably also true of the net effect of reducing
direct and raising indirect taxes. But these measures
are a necessary stép in the medium-term strategy of
reducing the burden of public sector borrowing and
improving incentives. They will therefore be beneﬁclal
to sustainable economic growth. - .

8. The average mctéas'e in specific duties does‘x?qt ng
beyond what is necessary to prevent the erosion in
their real value by inflation ovér thé past year.. It is
estimated to have an immediate lmpact on the' reta
prices index (RPI) of I | per cent. Otherwise the
Budget will not alter the RPIi in the short term, except
for the effects of increases in prescription charges and
council rents in the autumn which will add about
0-2 per cent; Over time, given control of the money
supply, its indirect effects on the RPI will tend to offset
the short run effect. The Budget is. estimated fo
reduce the tax and price index (TPD) slightly, with the
increase in thg RPI being more than offset by the
effects of the meome tax reductlon

Income tax
1t is proposed—
" to increase the single person’s allowance and the

maximum wife’s earned income relief from £1,165 to
*$1,375 and the married allowance from £1,815 to £2,145,

to increase the additional personal allowance from
£650 to £770.

to increase the age allowance for the single person
from £1,540 to £1,820, for the married from £2,455 to
ﬁz 895, and the age allowance income limit from
£5,000 to £5,900.

_.to abolish the lower rate of 25 per cent on the first
5.750 of taxable income.

to extend the basic rate band to £11,250.

* to increase the width of the 45 per cent band to
£3,500 and the widths of the 50 per cent and 55 per
cent bands to £5,500.

As a consequence of these changes, the structure of
personal tax rates in operation in 1980-81 will be:

-BANDS OF TAXABLE INCOME

£ Per cent

- 0-11,250 ... 30
11,251-13,250 - ... 40
13,251-16,750 ... 45
16,751-22,250 ... 50
22251-27,750 ... .. .. .. 55
"Over27,750 ... ... .. .. 60

Tt is proposed—
,, to raise the threshold for the investment income
surcharge for 1980-81 from £5,000 to £5,500.

to extend to the income tax rate bands and the invest-
ment income surcharge threshold the provisions
requir'mg an annual revision in the light of changes in
the prlces index. ,

110 exempt wholly from tax the pensions and annuities
from certain gallantry awards..

" to ifitroduce a relief for w1dows in the year of the
Hisband’s death,

, to reduce tax allowances for chlldren overseas in
1981—82 and 'withdraw them in 1982-83.

to make certain changes in the measurement of the
taxable benefit from beneficial loans and the provision
of assets for employees, and, with effect from 1981—82

PROPOSED CHANGES IN TAXATION

INLAND REVENUE

to alter the scales which measure the taxable benefit of
company cars and the provisions which modify them
by reference to the extent of business use.

to amend the law so as to provide tax reliefs for
savings-linked share option schemes and to improve the
reliefs for profit sharing schemes.

to reduce the rate of tax relief for life assurance
premiums from 17} per cent to 15 per cent with effect
from the year 1981-82, and to withdraw relief for
premiums on insurance policies taken out from today
in connection with certain short-term bonds.

to increase the normal percentage limit on retirement
annuity relief from 15 per cent to 17} per cent, to
increase correspondingly the limits for individuals
born before 1916;.to abolish the premium limit and to
introduce a carry-forward of unused relief.

to extend from 1981-82 onwards, the tax relief
allowed to individuals for covenants in favour of
charities, to the higher and additional rates; to reduce
from *“ over 6 years > to * over 3 years ”’ the minimum
period for which a covenant in favour of a charity
must run to be effective for tax purposes.

to allow incdme tax relief on certain capital losses
on equity investment in unquoted trading companies.

to allow relief for interest paid on money borrowed
for investment in a close company to borrowers having
a material interest, but who do not work for the greater
part of their time in the company’s business.

Income tax and corporation tax
It is proposed—

to allow certain stock relief recovery charges to be
deferred for one year.

to replace the 100 per cent first year allowance by
25 per cent writing down allowances for expenditure
on certain plant and machinery for leasing; and that
certain income tax losses arising from leasing should
not be available against non-leasing income.

that expenditure on the construction of industrial
or commercial buildings in enterprise zones should
.qualify for,100 per cent capital allowances.

that expenditure in the next three years on the
construction of small industrial buildings should
qualify for 100 per cent capital allowances.

to end the apportionment of the trading income of
close trading companies.

to end the close company restrictions on interest
paid to directors.




to tax as trading receipts certain grants made under
the Industry Act 1972 to the extent, if any, that this
is pot achieved under existing law.

to allow certain costs of ralsmg business loan ﬁnance
and expenditure incurred prior to the commencement
of a trade.

to allow certain voluntary redundancy payments
made on the cessation of a business.

to reduce the tax charge on certain demergers.

to revise the rules of the sub-contractors’ tax deduc-
tion scheme.

Corporation tax

It is proposed for the ﬁnanc1a1 year. 1979 to-fix the
* small cothpanies ** rate of corporatton tax at 40 per
cent (previously 42 per.cent) and to-increase. the: limit
for that rate from £60,000 to £70,000 and ithe limit for
matgmal relief from £100 000 to £130,000 .

Corporation tax and capital gams tax

1t is proposed— .
to exempt authorised unit, and approved mvestment

trusts from tax on their capltal gains, and end the

present credit system for their mvestors

to end the treatment of tradmg options.as wastmg
assets.

Petroleum revenue tax (PR'D
It is proposed—

to increase the rate of PRT from 60 per cent to
70 per cent for chargedble periods: endmg after
31 December 1979. :

to- advance payments of PRT for the chargeable
period to 30 June 1981 and succeeding chargeable
periods.

Special provisions are proposed for gas fractlonatlon
and valuation; for gas banking arrangements; “for
unrelieved expenditures on the transfer of an interest
in an oil or gas field; and for fields spanning the median
line between the Contin‘ental Shelf of the United
Kingdom and that of another country.

Capital gains tax
It is proposed—

to increase the threshold from 1980—81 50 as to
exempt individuals on the first £3,000 of capital gains
in a year and most trusts on the first £1,500.

PrROPOSED CHANGES IN TAXATION—continued

INLAND REVENUE—continued

to introduce a rollover relief for lifetime gifts between
individuals and to allow the capital transfer tax paid
as a deduction agamst any subsequent gam on the
transferee.

to provide . rehef for private residences used for
residential lettmgs '

Development land tax
It is proposed— -

to mtroduce measures allowing a taxpayer to elect
to have the tax on a déémed disposal ﬁxed earlier than
at present

to exempt ‘cHarities from the tax in respect of dis-
posals of an interest in land made on or after 26 March
1980.

to exempt from the, tax disposals of an interest in
land wrthm an enterprise zone within 10 years of the
zone bemg SO deslgnated

‘Capital transfer tax
Itis proposed—-

to increase the upper limit of the nil rate band for
both death and lifetime transfers from £25,000 to
£50,000 and to increase the exemption limit for trans-
fers to non-domiciled spouses correspondingly.

to increase the small gifts exemption to £259, and the
exemption for transfers on death or within a year of
death to charities to £200,000.

Capital transfer tax and income tax

It is proposed to widen the scope of the provisions
under which tax réliefs are available for trusts set up
for the maintenance of certain kinds of heritage
property, so as to embrace a wider range of property
and to permlt w:thdrawa]s from such trusts for purposes
unconnected with the heritage:

Stamp duﬂw
Tt is proposed—

to raise with effect from 6 April 1980 the level below
which transfers of property r(other than stocks and
shares) are not liable to stamp duty from £15,000 to
£20,000, to adjust the, associated bands, of reduced
rates of duty con'espondmgly and to alter certain. hrmts
affecting stamp duty on new leases.

to apply an. exxstmg 'special stamp duty. treatment
affecting stock eéxchange jobbers to dealings in unlisted
stocks and shares by hcensed dealers.

to free certam charltable deeds of covenant from
stamp duty. ‘

R

Surcharges and rebates in respect of excise duties

It is proposed to amend the Excise Duties (Surcharges
or Rebates) Act 1979 to abolish the annual statutory
renewal of the Treasury’s power to make orders under
the Act, to remove the restrictions on the purposes for
which such Orders may be made, and to alter the pro-
visions of the Act relating to Parliamentary control.

Value added tax

It is proposed .that from 1 May 1980 the zero rate of
VAT shall cease to apply to lubricating oils. Schedule 4,

Group 7 of the Fmance Act 1972 will be amended
accordingly.

It is proposed to amend Section 20(1) and Schedule 1
to the Finance Act 1972 relating to VAT so as from
27 March 1980 to increase the registration limit to
£13,500 per annum and to introduce a single quarterly
registration limit of £4,000. From 1 June 1980 the
deregistration limit, where future turnover is con-
cerned, will become £12,500 per annum and, where
past turnover is concerned, £13,500. It is also pro-
posed from the same date to grant additional relief on
stocks and assets at deregistration.

Alcoholxc drmks

It'is proposed from midnight 26-27 March 1980, to
increase:

(@) the rate of duty on spirits by £1- 43 per htre of
alcohol in the spirits; :

(b) the rate of duty on beer by £2-40 per hectohtre
and the charge for each additional degree of

original gravity above 1030° by £0-08 per
hectolitre;

() the rates of duty on wine by the following
amounts per hectolitre:

Wine of an alcoholic strength:

not exceeding 15 per cent £9-93
exceeding 15 per cent but not exceed-
ing 18 per cent £11-45
exceeding 18 per cent but not exceed-
ing 22 per cent £13-48
exceeding 22 per cent... . £13-48
plus £1-43 for every 1 per cent, or
part of 1 per cent, in excess of 22 per
cent;
surcharge on sparkling wine £2-18

PrOPOSED CHANGES IN TAXATION—continued

CUSTOMS AND EXCISE

() the rates of duty on made-wine, by the fo]lowmg
amounts per hectolitre:

Made-wine of an alcoholic strength:

not exceeding 10 per cent £6-44
exceedmg 10 per cent but not exceed-

ing 15 per cent . £9-65
exceedmg 15 per cent but not exceed-

ing 18 per cent £10-61
exceeding 18 per cent .. . £10-61
plus £1-43 for every 1 per cent, or

part of 1 per cent, in excess of 18 per

cent; )

surcharge on sparkhng made-wme £1-00

(e) the rate of duty on cider and perry by £0-73 per
hectolitre.

Hydrocarbon oil duties

It is proposed, from 6 p.m. on 26 March 1980, to
increase:

(@) the rate of duty on light hydrocarbon oil, petrol
substitutes and spirits used for power methylated
spirits by 1-9p per litre;

(b) the rate of duty on heavy hydrocarbon oil for use
as road fuel by 0-8p per litre;

(c) ‘the effective rate of duty borne by rebatable oils
(except kerosene used other-than as aviation fue])
by 0-11p per litre;

(d) the rate of duty on gas for use as road fuel by
0-95p per litre.

Tobacco

It is proposed, from mldnlght 2829 March 1980 to
increase:

(@) the specific element in the duty on cigarettes by
£1-65 per 1,000 cigarettes (the ad valorem
element remaining unchanged);

(b) the duty on cigars by £4-66 per kilogram;

(¢) the duty on hand-rolling tobacco by £2-32 per
kilogram;

(d) the duty on other smoking and chewing tobacco
by £1-31 per kilogram.

Gaming licence duty

It is proposed to amend the Betting and Gaming
Duties Act 1972 to provide, with effect from 1 October
1980, for a two-part gaming licence duty. For the
two 6-month licensing periods up to 30 September 1981,

the first tranche will be a payment equal to that payable
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Prorosep CHANGES IN TAXATION—continued

CUSTOMS AND EXCISE—continued

under the current duty arrangements. The. seco_nd
tranche, payable up to five months after the !1c¢ns_mg
period, will be a proportion of the gross gaming yield
(stakes less winnings) as follows:

23 per cent of the first £250,000, plus

5 per cent of the next £500,000, plus

10 per cent of the next £1,7 50,000, plus

20 per cent of the remainder of gross gaming yield;
less the initial payment undéi the first part.
For licensing periods startifig on 1 October 19.81 or
later the first part will be £250. The second will be:

2% per cent of the first £250,000, plus

5 per cent of the next £500,000, plus

10 per cent of the next £1,750,000, plus

20 per cent of the remainder of gross gaming yield.

Bingo duty

It is proposed to increase, with effect from 29 September
1980, the rate of bingo duty to 74 per cent of stakes
plus 3/37ths of any amount by which the total value of
the prizes won in each week exceeds stakes after
deduction of the duty payable.

Gaming machine licence duty .

Tt is proposed to amend the Betting and Gaming
Duties Act 1972, with effect from 1 Oct.ober 1980, to
restructure the rates of duty on ordinary gaming
machine licences.

Tt is proposed to abolish the duty on penny machines
and, with it, the holiday season licence for such
machines.

It is proposed to amend in a similar manner the com-
parable Gaming Machine Licence provisions in the
Miscellaneous Transférred Excise Duties Act (Northern
Treland) 1972.

VEHICLE EXCISE DUTY

It is proposed to increase the exci'se duty on
mechanli)calllby-propelled vehicles which is chargeable
under Section 1 of the Vehicles (Excise) Act 1971 and
under Section 1 of the Vehicles (Excise) Act (No1_'thern
Ireland) 1972. The increases have effect in relation to
licences taken out after 26 March 1980. The annual
rates of duty on cars will be increased by 20 per cent
with the exception of goods vehicles over 9 tons

unladen weight whose rates of duty will be increased ]Jy
approximately 30 per cent. These percentage 1n-
creases aré broadly descriptive and there W}H be somé
variations within particular vehicle categories.

It is also proposed to exempt el_ectrica}ly—propelled
vehicles from duty and such exemptions will take effect
after 26 March 1980.

TABLE 2. DmRecTt EFFECTs OF CHANGES IN TAXATION

This table presents the information previously shown in the Annex to the Financial Statement and Budget Report.
The equivalent table of Financial Statement and Budget Report 1979-80 (H.C. 98) was Table 16 ** Forecast

effects of changes in taxation ».

£ million
Forecast for Forecast for
1980-81 a full year
INLAND REVENUE
[ncome tax ‘
Increase in single allowance by £210 and married allowance by £330 —1,630 —1,994
Increase in additional personal allowance by £120 ... —10 —12
Increase in age allowance by £280 (single) and by £440 (married) and in
income limit by £900 ... —169 211
Abolition of lower rate band ... -+748 4901
Increase in higher rate threshold to £11,250 ... —58 —106
Changes in further higher rate thresholds —40 —86
Increase in investment income surcharge threshold ... —2 —-31
Extension of indexation provision . (a) ()
Exemption from tax of pensions and annuities from certain gallantry awards Negligible Negligible
Widows’ bereavement allowance e e — =2
Withdrawal of child tax allowance for non-resident children ‘Nil +7
Changes in taxation of fringe benefits ... Nil 415
Relief for savings-linked share option schemes Nil (o)
Further relief for profit sharing schemes . Negligible —150(d)
Reduction in relief on life assurance premiums Nil +77
Withdrawal of life assurance relief on certain policies +7 415
Changes in retirement annuity relief —32 —65
Changes in relief on covenanted gifts to charities Negligible . =25
Income tax relief for capital losses Negligible —20
Extension of interest relief for borrowing to invest in close companies Negligible Negligible
Income tax and corporation tax
Stock relief: deferral of recovery charges —210 Negligible(e)
Capital allowances: leasing Negligible +225(f)
Capital allowances: enterprise zones ... Negligible —20
Capital allowances: small industrial buildings Negligible —20
Ending apportionment of trading income of close trading companies Negligible -5
Relief for cost of raising loan finance ... . . Negligible -5
Relief for demergers (2 (9]
Corporation tax
Reduction in small companies’ rate and increase in limits ... —~20 —35
Corporation tax and capital gains tax :
Exemption for unit and investment trusts (and removal of credit for I
investors) : : Negligible —10
Petroleum revenue tax
Increase in rate 4350 +170(h)
Advance petroleum revenue tax 4200 Nil
Gas fractionation; valuation; and gas banking —15 —7(i)
Capital gains tax ) '
£3,000 exempt slice for individuals and £1,500 for trustees ... Negligible —65(7)
Rollover relief for lifetime gifts ... Negligible -5
Development land tax ’
Option to have liability on a deemed disposal fixed in advance Nil —1
Other minor items . Nil Negligible
Capital transfer tax
crease in threshold —60 —125(k)
Increase in exemption limit for charitable gifts -2 -5
Other minor items . Negligible Negligible




TABLE 2—continued. DIRECT EFrECTS OF CHANGES IN TAXATION

£ million

Forecast for

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

METHOD OF ESTIMATION OF DIRECT EFFECTS OF A TAX CHANGE
(See Table 2 on pages 9 and 10)

at current market prices is unchanged. However, since

: Fcirgeé:anfg {or i the difference bet_vsfeen the yield of the tax on the basis consumers might be expected to alter their spending
of the law prevailing before the Budget and the yield patterns in response to the change in relative prices
¥ INLAND REVENUE—continued on the basis of the law after the changes proposed in resulting from the tax change (the substitution effect)
Capital transfer tax and income tax g;:um%ltlg)g;st, as%‘éﬁ:ﬁgg beolxcl)w certain conventional and 1tlhe general volume of their consumption in response
Maintenance funds for historic buildings, etc. Nil 0 . to the change in real income (the income effect), the
tax base also changes. The estimated direct eﬁ‘cc’t f
- Stamp duties 2. For a change to an Inland Revenue tax, both changes in an e itu; -~
, | : s xpenditure tax, other than
%?&Ti?ﬁﬂfgggms by £5,000 Ne;igble Neaigble yields are calculatefl on the same tax base. This is Duties and Vehicle Excise Duties, take accoﬁ?ng;
g e m ce the level of taxable income, profits, etc., which is fore- changes in revenue from other expenditure taxes
ToTAL INLAND REVENUE 1,020 —1,680 cast for the first year to which the change fully applies, affected by these substitution and income effects. A
; CUSTOMS AND EXCISE assuming that all the changes proposed in the Budget fuller description of the estimation of the direct effects
# Value added tax 51 take; effect. For a change in f:apltal gains tax and of expenditure tax changes is provided in an article in
‘ Increase in registration liiits ... ... -5 ~10 capital transfer tax, the proportionate change in yield ~Economic Trends, March 1980.
- Increase in rate of VAT on lubricating oils +12 +17 for the first year to which the change applies is estimated N ~
i oo ‘ : and is applied to the forecast of receipts of the tax 4. The direct effect for 1980-81 is that part of the
) Excise ditles . ol ' . ‘ - , (before the change) in 1980-81. full year effect expected to come through into tax

Increase in rate of duty on light oil, etc. * - ~... © ... 77 4450 4450 ; receipts during that financial
< Ilgcrease in rzﬁge of duty onf‘hegvy gil foltl' gse in road vehicles igg +g(5) 3. For diture tax 0 Clal year. ‘
” crease in effective rate of rebatable oil duty IR 4+ 5 + . expen e es, the post-Budget yield is 5. The estimates . . .

Increase in rates of tobacto products duty +180 +195 based on the same forecast as the yields for the main not allow for chalf fe;h?’ d:IIJCCt eﬁ'%'ts e do
¢ Increase in rates of spirits duties : +40 +40 Inland Revenue taxes. For Stam i "Vehi i ges in the tax base resulting from
; Increase in rates of beer duty’ .. .. .. +190 +205 ] Sovenue taxes. | For Stamp Duties and Vehicle - changes in money incomes, the general level of prices
: Tncrcase in rates of wine an 3 made-wine duties 140 40 xcise Duties the same base is used for the pre-Budget and other economic variables which may be induced

Increase in rate of duty on cider and perry Y3 +3 change yield. But for other expenditure taxes the b by th i : Y nauce
. Reola 2 of waming lic P N o(m) for calculati laxes ase by the tax change under consideration. Such indirect

Rgtgucgﬁ:; goofgammgam ixi"g" ﬁ%ﬁn eultiycen.c'é duty” - Negligible il' m fj?; niat I’(l:.l :;tmg the pre-Budget measures yield is derived  effects would of course have to be taken into account

e e 105 o bingo duty .. =15 o ] io) s by assuming that total consumers’ expenditure  in estimating the impact of the tax change on the PSBR
. ToraL CustoMs AND EXCISE 41,020 41,065 5 ‘

. , VEHICLE EXCISE DUTY
Increase in rates of duty Lo +240 4240
Abolition of Vehicle Excise Diity- on electrically-propelled vehicleg B — — !
“OTHER 5 o
i Bus Fuel Grants(n) -3 -3 ; .
Total Changes in Taxation ... "33 —380 /
(a) Effective from 1981-82. - s ’ ' :
B (b) The cost will depend on increases in prices; and implementation will be subject to review by Parliament. . - -
- (¢) The yield from new option schemes, if they were subject to taxation, might eventually reach a figure of the order of £100 million, No cost is
e show:c ::ec:iwevcr since new schemes would be unlikely to be introduced without the proposed relief and the yield of income tax is therefore -
a (d) The gtimate of the cost is highly tentative since it will depend on the extent to which the reliefs are used. ) 7 :
(¢) The cost in 1981-82 will be £125 million.
(f) The yield in 1981-82 will be £90 million.
i (g) Large sums could be involved but no cost is shown since the demergers are unlikely to occur without the new relief. Lo .
N (#) Petroleum revenue tax +£350 million; corporation tax —£180 million. : -
< (i) Petroleum revenue tax —£15 million;. corporation tax -+£8 million.
(j) The cost in 1981-82 will be £25 million.

(k) The cost in 1981-82 will be £115 million. ) .
(1) There could be a long-term cost but its extent cannot be quanu‘ﬁed.‘ o b L
(m) The yield in 1981-82 will be £5 million.

(n) This is a consequence of the increases in road fuel duties. These grants are treated as tax refunds in Tables 14, 15, 23'and 24.
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EXPENDITURE MEASURES

The public expenditure decisions included in the Budget
in this Report are those made between the interim
White Paper (Cmnd. 7746) published in November
1979, and the main White Paper on the Government’s
expenditure plans 1980-81 to 1983-84 (Cmnd. 7841),
published today. Earlier decisions shown in the
interim White Paper (and incorporated in the main
White Paper) are excluded from the Budget.

Table 3 shows the changes from Cmnd. 7746 analysed
by Department and main programme. The figures
are in 1979 survey prices.

Notes on the main wcmmoﬁ changes

Ministry of Defence

The reduction of £62 million in the defence programme
includes £31 miilion on the previously EEE& works
programme,

mwuo: Credit Guarantee Umw!.gm.:

The reduction of £182 million results from more re-
financing by the Trustee Savings Banks of fixed rate
export credit.

Department of Employment

The reduction of £26 million represents mainly
economies in administration and savings on the
programme of the Manpower Services Commission.

Department of the Environment

As a result of decisions announced on 21 February
the Department’s housing programme is reduced by

£392 million. The reduction of £57 million in the
programme of the Property Services Agency includes
£31 million shown in the defence programme. .

Department of Health and Social Security

The prescription charge. will be increased to £1 on
1 December 1980, with an estimated increase of £5
million in income from charges. The net effect of
changes on the social security programme is an increase
of £31 million. This includes reductions in oxbaua;:aa
stemming from the uprating proposals for November
1980. ‘The rafe of child benefit will be Eﬂmmm& by
75p per week in Noyember.

Department of Industry

There is increased provision of £116 million for British
Leyland. This follows the announcement in December
1979 that the Government would provide British
Leyland with a total of up to £300 million nmmr in
1980-81.

Otbher differences in expenditure programmes in Cmnd.
7841 from Cmnd. 7746

The bottoitr lifi¢ of Tablé 3 shows for convenience
estimating and @an changes to programmes since
Cmnd. 7746. ' They inclade a reduction in forecast
Common >mdoc:ﬁw_ Policy expenditure in the
United Kingdom and changes reflecting revisions to
inflation and other assumptions from those used in
Cmnd. 7746. Table 5.10 of Cmnd. 7841 summarises
all differences between the White Papers, including
revisions to debt interest costs.

12

EXPENDITURE MEASURES—1980-81

TABLE 3.

£ million 1979 survey prices

Total

-31
-17
—15
—182

—~26

—449

+25
+113

4

7
—668
+250

1
-1

—418

+90

Northern Ireland

—14

—14

—14

Common services

—26

—26

—26

+4

Other public services

—10
—10

—10

—-11

Social security

+34

Health and personal
social services

—6 | +31

=7 | +31

-7 431

—1

Education and science,
arts and libraries

17

—21

—21

Law, order and
protective services

-12

Other environmental
services

—14

—14

—7

Housing

—392

—-32
—19

—443

—443

+65

Roads and transport

-5

-5

-5

Nationalised
industries(')

—100 | +1

Industry, energy, trade
and employment

—15
—182

—26

+113

+17

-93

Agriculture, fisheries,
food and forestry

+2

+1

—115 |4-215

Overseas aid and
other overseas services

-3

Defence

k]|

—31

—62

—62

-3 421

Department/Programme

anges

Budget ch
; Defence

Education and Science

Energy ...

Export Credit Guarantee Department

Employment

vices Agency)
Health and Social Security

Industry

Environment (including Public Ser-

—
w

Scottish Office and Departments
Welsh Office and Departments

Northern Ireland Office and Depart-
ments

Other departments

Total programmes

Contingency reserve

Total Budget changes(®)
Other differences in Cmnd. 7841 from

vao

Cmnd. 774609 ...

(%) The changes in this column cover both government lending to nationalised industries and the market and overseas borrowing of the industries,

(%) These two lines sum to the change in the planning total shown in Table 5.10 of Cmnd. 7841.
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DIRECT EFFECTS OF THE BUDGET ON PUBLIC SECTOR TRANSACTIONS

The estimated direct effects of the tax and expenditure
measures at current prices are brought together and
classified in Table 4 according to the economic cate-
gories used in the national income accounts. The final
line shows the direct effects of the Budget on the public
sector borrowing requirement.

2. This table can be used with the tables in Parts IV
and V, to obtain estimates of public sector and central
government transactions on the conventional definition
of * before Budget changes >’ used in previous editions
of the Financial Statement and Budget Report.

TABLE 4, DIRecT EFreCcTs ON PUBLIC SECTOR TRANSACTIONS(Y)

B R s A S S S A S e RS R e

£ million
1980-81
Tax Expenditure Total
proposals measures
GENERAL GOVERNMENT
CURRENT RECEIPTS
Taxes on income . —1,026 —1,026
Taxes on expendlturc . . +1,180 +1,180
National insurance, etc., contrlbutlons
Gross trading surplus .. .
Rent .
Capital consumptlon
Interest and dividends from—
Public corporations
Other...
TotaL +154 — +154
CURRENT EXPENDITURE
Final consumption —168 —168
Subsidies ... . —92 —92
Debt interest .
Current grants to personal sector +11 +11
Current grants abroad -7 -7
ToraL ... —_ —256 —256
CURRENT SURPLUS
Central government +154 +202 +356
Local authorities ... +54 +54
General government +154 +256 +410
CAPITAL RECEIPTS
Current surplus ... +154 +256 +410
Taxes on capital ... —62 —62
ToTAL ... +92 +256 +348
CAPITAL EXPENDITURE
Gross domestic fixed capital formation —336 —336
Increase in stocks . .
Capital grants to—
Public corporations +23 +23
Private sector —116 —116
ToraL ... —_— —429 —429

%) For general government -+/— indicates an increase/decrease in revenue or expenditure, for the current surplus a + in the column headed
xpenditure measures indicates a reduction in expenditure. For financial transactions +/— indicates a change in revenue or expenditure which

increases/reduces the public sector borrowing requirement.
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TABLE 4. DIReCT EFFECTS ON PUBLIC SECTOR TRANSACTIONS(Y)—continued

£ million
1980-81
Tax Expenditure Total
proposals measures
FlNANCIAL TRANSACTIONS OF THE PUBLIC SECTOR
Financial deficit—
Central government —92 —272 —364
Local authorities —413 —413
Public corporations -71(» -71
PuUBLIC SECTOR FINANCIAL DEFICIT ... —92 —756 —848
FINANCIAL TRANSACTIONS
Receipts from certain pension schemes (net) ...
Accruals adjustment ... . —143 ~143
Miscellaneous capital receipts (net)
Net lending to private sector +54 +54
Net lending, etc., abroad —200 —200
Cash expendlture on company securmes
Contingency reserve +325 +325
TotAaL ... —235 —577 —812
NET BORROWING FROM THE PRIVATE SECTOR AND OVERSEAS BY:
Central government .. —235 —322(3) —557
Local authorities ... —431 —431
Public corporations —149 —149
Contingency reserve +325 4325
PuBLIC SECTOR BORROWING REQUIREMENT ... —235 —577 —812

(*) For general government +/— indicates an increase/decrease in revenue or expenditure, for the current surplus a +- in the column headed
nditure measures indicates a reduction in expenditure. For financial transactions +/— indicates a change in revenue or expenditure which

increases/reduces the public sector borrowing requirement.
(3 Reduction in expenditure on gross domestic fixed capital formation.

() Includes a net increase in Supply Services of about £20 million and a reduction in other central government funds and accounts of about £342

million.
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PART II

MEDIUM-TERM FINANCIAL STRATEGY

Objectives and Instruments

The Government’s objectives for the medium-term
are to bring down the rate of inflation and to create
conditions for a sustainable growth of output and
employment.

2. To reduce inflation it will progressively reduce the
growth of the money stock and will pursue the policies
necessary to achieve this aim. After 1980-81, for
which a target range of 7-11 per cent has been

announced for £M3, the Government intend to set
a target range consistent with the annual growth of
money supply being reduced to about 6 per cent in
1983-84. The Government intend that there should
be a progressive deceleration over the period, broadly
along the lines shown in Table 5, though the precise
target rate of growth in the intervening years will be
decided at the time.

TABLE 5

RANGES FOR GROWTH OF THE MONEY STOCK (£M3)*

1980-81

1981-82 1982-83 1983-84

Percentage change during year ...

7-1

6-10 5-9 4-8

* As the Green Paper on Moneta.ry Control (Cmnd. 7858) explains, the way in which the money supply is defined for target purposes may need

to be adjusted from time to time as circumstances change.

3. Control of the money supply will over a period of

years reduce the. rate of inflation.  The speed w1th}
which inflation falls will' depend crucially on expect-

ations both within the United Kingdom and overseas.
It is to provide a firm basis for those expectations that
the Government has announced its firm commitment
to a progressive reduction in money supply growth.
Public expenditure plans and tax policies and interest
rates will be adjusted as necessary in order to achieve
the objective. At the same time the Government will
continue to pursue policies to strengthen the supply side
of the economy, by tax and other incentives and by
improving the working of the market mechanism.

4, 1t is not the intention to achieve this reduction in
monetary growth by excessive reliance on interest rates.
The Government is therefore planning for a substantial
reduction over the medium-term in the Public Sector
Borrowing Requirement (PSBR) as a percentage of
Gross Domestic Product (GDP). The relationship
between the PSBR and the growth of money supply is
important but is not a simple one; it is affected by
the economic cycle, the rate of inflation and the
structure of the tax and public expenditure flows
generating the borrowing requirement. But although
the relationship between the PSBR and £M3 is erratic
from year to year, there is no doubt that public sector
borrowing has made a major contribution to the

excessive growth of the money supply in recent years.

: The consequence of the high level of public sector

borrowing has been high nominal interest rates and
greater financing problems for the private sector.
Even in the context of rapid inflation, high nominal
interest rates are a deterrent to investment. If interest
rates are to be brought down to acceptable levels the
PSBR must be substantially reduced as a proportion of
GDP over the next few years. The projections
summarised in Table 9 below show how, given the
Government’s plans for public expenditure, the PSBR
could be reduced progressively to 1-2 per cent of GDP,
which would be a little below the average ratio recorded
in the 1960s. On the cautious assumption made about
GDP growth, fiscal and monetary objectives are fully
consistent with such a path for the PSBR.

Public Expenditure

5. A key element in this strategy is a reduction in
public expenditure. The plans announced in the
public expenditure White Paper (Cmnd. 7841) show a
reduction of 4 per cent in the volume of public ex-
penditure between 1979-80 and 1983-84 and the
assumptions about GDP growth described below
imply a fall in expenditure as a proportion to GDP
from 42 per cent to under 40 per cent over the period.
Table 6 below shows the expenditure plans in cost

‘

SR

MEDIUM-TERM FINANCIAL STRATEGY—continued

TABLE 6

GENERAL GOVERNMENT EXPENDITURE

(£ billion)
1?78—79 1979-80 1980-81 1981-82 1982-83 1983-84
General government expeudmxre at 1979 survey
prices(?) .. . 68-1 71 70 68% 67% 67%
At 1978-79 prices
General government expenditure in cost terms(®) 646 66} 66 64% 63 63
Special sales of assets(®) ... — -1 —% — — —
Shortfall(*) — -3 o —3 —% -3
Interest payments(®) - 7-6 8 8 7% 7% 7
National accounts adjustment(ﬁ) 1-8 1% 13} 1} 13 13
Total expenditure in national accounts terms(”) 74-0 74% 74% 13 71 70%

(Y Expenditure on programmes by central government and local authorities and the contingency reserve.

See Cmnd. 7841, Table 1.1, lines 1, 2

and 5. Debt interest payments are shown separately below. Since most plans are not decided in detail yet for the years after 1980-81 broad
assumptions have been made about the share of general government in the total of expenditure on programmes shown in- Cmnd. 7841, Table 1.1
for 198182 to 1983-84. For convenience, the whole of the contingency reserve is allocated to general government in all years in this table. It

is not allocated by sector in the columns for 1980-81 in Part IV of this

this Report.
(") Line 1 revalued to 1978-79 prices in cost terms, i.e. including the relative price effect.

For each category of public expenditure its relative

price is the ratio of its deflator to the deflator for GDP at market prices. The figure for 1978-79 is equal to the sum of the lines for central govern-

ment and local authorities in Cmnd. 7841, Table 5.3.

(*) Cmnd. 7841, Table 1.1, line 10, revalued to 1978-79 prices. For 1979-80 includes revenue offsets to planned expenditure and a small element

attributable to pubhc corporauons

(Y Cmnd. 7841, Table 1.1, line 12 revalued to 1978-79 prices with certain adjustments in respect of public corporations. Includes the net effect of

different economic assumptions from those used in Cmnd. 7841

(%) For 1978-79 as in Financial Statistics, March 1980. For 1979-80 and 1980-81, revalued figures for general government in line 12 of Table 14

of this report.

(%) Adjustment to convert line 2 to the definitions used in national accounts statistics. For 1978-79 includes residual measurement differences.
) For 1978 -79 equal to line 4 of Financial Statistics, March 1980, Table 2.4. This base year is chosen because it is the latest complete year

or which outturn figures, and full details of relative prices, are available.

terms (i.e. including the relative price effect) at 1978-79
prices and allowing for shortfall. General Govern-
ment expenditure in cost terms is gradually reduced
over. the next four years—from £74} billion in 1979-80
to £70% billion in 1983-84. The financial framework
described below sets these expenditure projections
against an illustrative projection of government
revenue.

Revenue in the Medium-Term

6. The growth of government revenue over the
medium-term will be dependent upon the growth of
output. This is heavily conditioned by the underlying

growth of productivity, the growth of the world
economy, and the speed of reduction of the recent
high rate of inflation.

7. Since 1973 growth in output has fallen both in the
United Kingdom and in the rest of OECD (see Table
7). Over this period growth in OECD output and in
world trade in manufactures has roughly halved. It
is very possible that, given the recent rise in oil prices,
world output and trade will not grow faster over the
next few years than in the past five years. In most
industrial countries there is strong evidence of a slow-
down in productivity growth in recent years. In
Britain, recorded productivity growth (for the whole

TABLE 7

WoRLD AND UNITED KINGDOM GROWTH RATES

(Annual average per cent)
1964-73 1973-78 1978-80
.- Growth ‘of Output
OECD* 5-2 26 2
United ngdomT 3-0 1-0 ~1

T Weighted average of Gross National Product (GNP) of OECD countries, excluding United Kingdom.

t GDP.
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MEDIUM-TERM FINANCIAL STRATEGY—Ccontinued

economy excluding the North Sea sector) over the
period 1973-79 averaged only 4 per cent a year—
compared with an average of 24 per cent in the pre-
ceding decade. The consequence of the slower growth
in productivity in the 1970’s is that thére has been less
excess capacity in' the economy than might have been
expected, on earlier experience, given the slow growth
of output. -

8. The process of reducing inflation almost inevitably
entails some losses of outputinitially, though it promises
a better growth of output in the longer-term. The
United Kingdom is unlikely to be an exception to this
rule. The size and duration of these initial effects,
however, will depend in large measure on how quickly
behaviour, particularly in pay bargaining, takes
account of the new monetary environment. As
inflation subsides, the basis will be laid for sound,
sustainable growth. The sooner inflation comes down
the faster the rate of economic growth that can b
accommodated within the monetary guidelines set out
in Table 5.

9. Since the growth of the economy strongly affects
the growth of government revenue at unchanged tax
rates the illustrative projections in Tables 8 and 9
make the deliberately cautious assumption of an average

- growth rate of 1 per centa year for the years after 1980,

that is at about the same rate as recorded between 1973
and 1979. The economy should be capable of growing
faster than this, but for the purposes of these pro-
jections it is prudent to assume a low growth rate.

10. The implications for government revenues of this
illustrative growth rate are shown in Table 8. Revenue
is projected on the conventional assumption of constant

indexed tax rates and allowances at current, 1980-81,-

levels. Between 1979-80 and 1983-84 total govern-
ment receipts are projected to rise by £5 billion, with
the contribution from North Sea oil revenues account-
ing for about half of the increase. If the average
growth rate were higher than assumed here, the rise in
non-North Sea receipts could be expected to be
greater.

TABLE 8

GENERAL GOVERNMENT RECEIPTS

1978-79 1979-80 1980-81 1981-82 1982-83 1983-84
General Government Recezpts at 1978-79 pnces"
(£ billion) . ) )
Taxes on income, expenditure and cap1ta1 48-3 52 52% 52 54 55§
National Insurance, etc. ... 10-2 10 10 10% 10% 10%
Interest and other receipts ... 65 4 5 5 5 5
Total Receipts ... 65-0

66 . 67% 67% 69% :

* Converted to 1978—679 prices by using the deflator for GDP at market prices, so that these projections are directly compatable with the expenditure

projections in Table

Money Supply and Public Sector Borrowing

11. The revenue profile in Table 8, in conjunction
with the declining profile of public expenditure, would
permit a progressive reduction in the PSBR after
1980-81. This is shown in Table 9.

12. This particular course for the PSBR is not to 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 compatiblé with the monetary objectives.
Fiscal policy will be operated so that the PSBR for
any particular year will be consistent with declining
monetary growth in the particular circumstances of
the time. The PSBR path shown requirés, on the

18

assumptlons made, “ fiscal adjustment ”. If such
adjustment turns out to be appropriate for a particular
year the Government would assess nearer the time
whether it should adjust public expenditure, tax, or
some combination of the -two, and also the precise
items within these that would be changed.

13. As is now generally recognised, projections of this
sort are subject to wide margins of error not just
because they depend crucially on the assumptions
about developments in the rest of the economy, but
because even with reasonably firm knowledge of such
developments it would be difficult to predict revenue
and expenditure with any precision. Nevertheless if

MEeDIUM-TERM FINANCIAL STRATEGY—continued

TABLE 9

PusLic SECTOR BORROWING

1978-79 Prices (£ billion)

1978-79 1979-80 1980-81 1981-82 1982-83 1983-84

Total expenditure 74-0 74% 74% 73 7 703
Total receipts . . —65-0 —66 —67% —67% —69% =71
Implied fiscal adjustment — — — — 2% 3%
General Government Borrowmg Requlrement

(GGBR) . 9-0 8% 7 5% 4 3
PSBR() ... 9-3 8 6 5 33 2%

(as percentage of GDP at market pmm) 5% 43 32 3 2% 1%

(9) The difference between the GGBR and the PSBR—public corporation borrowing from the private sector and overseas —is consistent with
Table 14 of this report for 1979-80 and 1980-81, and with Cmnd. 7841, Table 1.1, line 9 for subsequent years. .

their limitations are borne in mind the projections
described above suggest that if GDP growth after 1980
were at about the same rate as in 1973-79 there should
be scope for tax reductions in the later years.

14. The path for the PSBR set out in Table 9 is
consistent with achieving the planned reduction in the
growth of money supply over the medium-term with
lower interest rates. It is not possible to predict the
path of interest rates year by year, but the strategy set
out above implies that though financial conditions must
remain quite tight in the immediate future while
inflation remains high relative to the monetary target,
there should over the period as a whole be a significant
reduction in nominal rates and a steadily improving
environment for investment.

Responses to alternative outcomes

15. The projections shown in Tables 8-9 fall within
a wide range of possible outcomes. Events at home or

abroad could develop so as to produce a very different
situation. World trade could grow faster or more
slowly than assumed; the supply response of the
United Kingdom economy could be very different,
with consequences for productivity and trade per-
formance; oil and other commodity prices could show
different movements; and the behaviour of earnings is
always difficult to predict. Any of these outcomes,
and many others, could significantly change the growth
rate of the economy over the next few years, and hence
the finances of the public sector.

16. To maintain a progressive reduction in monetary
growth in these circumstances it may be necessary to
change policy in ways not reflected in the above pro-
jections. The Government would face a number of
options for policy changes to achieve this aim, including
changes in interest rates, taxes and public expenditure.
But there would be no qumtion of departing from the
money supply policy, which is essential to the success
of any anti-inflationary strategy.

19

12247

c*2




PART II

THE ECONOMY : RECENT DEVELOPMENTS AND

PROSPECTS

TO MID-1981

RECENT DEVELOPMENTS IN THE UNITED KINGDOM ECONOMY

World economic developments

1. The rate of price inflation accelerated in almost all
countries reaching 11 per cent in the major economies
by the end of 1979, compared with 73 per cent during
1978. Wages, however, accelerated relatively little.
Crude oil prices almost doubled between the end of 1978
and the end of 1979. Most countries moved towards
restrictive monetary and fiscal policies accompanied by
rising interest rates. Output in the industrial countries
was relatively buoyant, given the sharp rise in oil prices.
Unemployment, however, began to rise again. World
trade in manufactures (on a United Kingdom trade
weighted basis) grew by around 6 per cent in 1979,
somewhat faster than in 1978 but a long way below
the pre-1973 trend of 10 per cent. There was a major
swing in the pattern of the world’s current balances
with the re-emergence of a large OPEC surplus. The
industrial countries as a whole moved into deficit, and
the current account deficit of less developed countries
continued to deteriorate.

Strategy of the 1979 Budget

2. The Budget of June 1979 was the first step in a
campaign to overcome long-term weaknesses of the
United Kingdom economy. The Chancellor in his
Budget speech identified these as high inflation, slow
growth and poor industrial performance. He drew
attention to the long-term nature of the problems and
to the time that would be needed to reverse the decline.
The Budget strategy was to curb inflation by firm fiscal
and monetary policies and to improve the supply side
of the economy by rémoving obstacles and allowing
market forces to work. To strengthen incentives the
burden of taxation was shifted from direct to indirect
taxation. Income tax was reduced at an estimated
cost of £41 billion in a full year and VAT and some
duties raised to yield an estimated £43% billion.

Monetary developments

3, Underlying monetary growth accelerated in the
early part of 1979 largely because of a strong demand
for bank credit and high government borrowing. In
the six months to mid-April 1979 £M3 grew at an
annual rate of nearly 12 per cent. This was at the
top end of the previous administration’s 8-12 per cent
target range, which had been rolled forward to
the 12 months to mid-October 1979. In his Budget
speech the Chancellor made clear his intention to

reduce progressively money supply growth in future
years. He accordingly announced a money supply
target of 7-11 per cent at an annual rate for the
10 months to mid-April 1980. Measures were taken
to reduce public spending and borrowing, and Minimum
Lending Rate (MLR) was raised by 2 percentage points
to 14 per cent.

4. In the months following the Budget the rate of
growth of bank lending remained persistently high.
This, coupled with the higher than expected PSBR as
a result of strikes and other industrial action and the
modest net public sector debt sales in the autumn,

meant that £M3 grew at an annual rate of over 14 per.

cent in the four months to mid-October, significantly
above the target range. There had also been, parti-
cularly since May, a substantial increase in the volume
of acceptances held by the non-bank private sector
(such acceptances are not included in money supply
or Domestic Credit Expansion (DCE)); by mid-October
the volume had risen to £1-9 billion, compared with
£0-8 billion in May 1979 and October 1978 and
£0-2 billion in May 1978. This take-up reflected the
pressure exerted on the banks by the Supplementary
Special Deposits Scheme (the “ corset **),

5. Money market rates, which had remained stable
since the Budget at about 14 per cent, began to rise
at the end of October, partly as a belated response to
rises in overseas rates—US rates rose sharply in early
October—and partly as a result of market uncertainties.
The market reacted nervously to the eligible liabilities’
figures for banking October which suggested an
acceleration in the trend of monetary growth. By
14 November three month rates stood at 16 per cent;
yields on Government stock had risen by more than
money market rates, although they remained below
them.

6. On 15 November the Government announced a
series of measures which underlined its determination
to secure monetary control. MLR was increased to

17 per cent, its highest ever level, and somewhat

beyond the rise in market rates, At the same time
the target of 7-11 per cent for £M3 was extended to mid-
October 1980. Payments of petroleum revenue tax
were advanced by two months in order to bring the
estimate of the PSBR for 1979-80 back into line with
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the £84 billion Budget forecast. The SSD scheme was
continued for six months and it was announced that
the Bank and Treasury were conducting a review of
methods -of monetary control and would publish a
consultative document*. Following these measures
there were substantial sales of gilt-edged stock
(£3-5 billion to non-banks in the three months to
mid-January). However, bank lending remained buoy-
ant, the monthly increase continuing to average some
£0-7 billion. Thus although the rate of growth of
£M3 fell back somewhat in the eight months from
mid-June to mid-February by comparison with the
eight months to mid-June, growth at an annual rate
of 121 per cent was still above the upper end of the
target range.

7. Monetary aggregates other than £M3 moved some-
what differently over the year. In the eight months
to mid-February, domestic credit expanded by £6:6
billion, compared with £€M3 growth of £4-2 billion,
the difference in part reflecting successive relaxations
of exchange control which will have contributed to
an outflow from the non-bank private sector. Ml
rose at an annual rate of less than 4 per cent over
the same eight-month period. There was, in particular
a substantial decline in M1 over the four months to
mid-February, a reflection of the rise in interest rates
in the summer and autumn of 1979. Among the
wider aggregates, M3 moved roughly in line with,
although in later months slightly slower than, £M3.
The various measures of private sector liquidity moved
in a broadly similar fashion, in spite of a secular
tendency for such measures to grow somewhat faster
than £M3.

8. Following the November increase in MLR, three-
month interest rates remained steady at around
17 per cent until mid-January, but later increased
slightly, largely in response to money market pressures.
Three-month interest rates stood at about 18 per cent
in mid-March; one-year rates remained below three-
month rates, as they had throughout 1979. The yield
on gilts also remained below money market rates,
with the yield on 20-year stocks at about 143 per cent
in mid-March.

Public expenditure and borrowing

9. The ratio of public expenditure to GDP, which
had risen to a peak of 46} per cent in 1975-76, fell
back in 1976-77 and 1977-78 but with a 6 per cent
increase in public expenditure in 1978-79 rose to
42% per cent. In the 1960s the ratio ranged between
34 and 39 per cent. The previous administration
planned, in its White Paper (Cmnd. 7439), for public
expenditure in 1979-80 to rise by 2 per cent. Had

" * Now published as Cmnd. 7858,
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these plans been maintained the ratio of public ex-
penditure to GDP would have risen. Firm action was
necessary to contain the PSBR and to reduce spending
plans so as to restore the balance of the economy and
provide scope for reducing the burden of taxation.

10. A reduction in public spending was thus an
integral part of the Budget strategy. The plans of the
previous Government for public expenditure in 1979-80
were cut by £1-6 bilion. The Government announced
that cash limits for 1979-80-——which had been set by
the previous Government—would not be raised to
accommodate price rises higher than those allowed for
at the time the limits were set and would only be
raised to a limited extent to provide for pay rises
higher than allowed for at that time. This policy was
expected to reduce the previously planned volume of
public expenditure by a further £1 billion in 1979-80.
Special sales of public sector assets were also announced.
These yielded close to £1 billion in 1979-80.

11. In the nine months to December 1979, the PSBR
(seasonally adjusted) was £10-0 billion. The estimated
outturn for the financial yvear is close to £9 billion,
slightly higher than expected earlier.

Market economy

12. The Government has taken steps to free the
workings of market forces. Exchange control was
relaxed in the Budget and in one further stage before
its abolition in October (controls on Rhodesia lasting
until mid-December). Dividend controls were allowed
to lapse and price controls removed. Responsibility
for pay bargaining has been restored to management
and union negotiators. The Government has also put
forward proposals for reforming certain parts of
industrial relations legislation.

Output and expenditure

13. The economy grew slowly in 1979. GDP on the
output measure rose by 14 per cent; of this about half
was contributed by North Sea oil. This follows an
average rate of growth of 1 per cent a year for the
economy as a whole in the period 1973-78, compared
with 3 per cent a year from 1963 to 1973. Output of
manufacturing industry in 1979 was almost 4 per cent
lower than 1973. Output of North Sea oil and gas
rose by over 40 per cent in 1979 following a four-fold
increase over the period 1976-78.

14. Consumers’ expenditure in 1979 was 4 per cent
higher than in 1978 thus continuing the recovery begun
in the second half of 1977, from the substantial falls
experienced in 1974 -and 1975. Over the period
1973-79, however, consumers’ expenditure grew at an
average rate of about 4 per cent a year compared with
more than 23 per cent a year between 1963-73.
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15. Present estimates suggest that gross domestic
fixed capital formation reached a peak in the first half
of 1978 and fell back slowly during the second half of
1978 and in 1979. Public sector investment in total
fell by about 3% per cent in 1979. Private investment
in manufacturing industry (including the capital value
of leased assets) appears to have levelled off during
1979 after two years of relatively rapid growth. Invest-
ment by distributive and service industries (after
adjusting for leasing) rose by about 9 per cent in 1979,
the fourth successive year of growth. Recorded
stockbuilding in 1979 was higher than in 1978,

16. Total domestic ‘demand rose by 6 per cent
between the second half of 1977 and the second half
of '1979, an increase met mainly by imports. The
volume of goods imported in 1979 was 111 per cent
higher than in 1978 with import of manufactures up by
nearly 15 per cent. The volume of goods exported in
1979 was about 3% per cent higher than“in 1978. The
volume of fuel exported rose by 33 per ecént. Exports
of manufactured goods were at much the same level
as in 1978, despite the growth in world trade.

17. The slow rise in the number of employees in
employment since the end of 1977 appears to have
ended in mid-1979, reflecting slow grthh of output.
Since then unemployment has risen and the number
of notified vacancies unfilled has fallen.

18. In the period 1973-74 to 1978-79 average earnings
rose by 17 per cent a year, almost twice as fast as
during the previous ten years. Average earnings rose
similarly by around 16 per cent in the twelve months
to July 1979 in part reflecting the effects of delayed
wage increases and distortions to differentials. By
January 1980 average earnings were 20 per cent higher
than in January 1979. Some of this further rise was due
to staged Clegg Commission and other comparability
awards negotiated as part of settlements prior to July
1979. ~ .

19. Retail prices rose by an average of 16 per cent a
year between 1973 and 1978. The rate of increase,
which dipped temporarily in 1977 and early 1978 began
to accelerate toward the end of 1978 as the previous
year’s favourable movement in commodity prices came
to an end and accelerating wage costs were reflected in
prices. By February of this year, the retail prices index
was 19-1 per cent higher than a year earlier, partly
reflecting the once-for-all effect of indirect tax increases
in the June 1979 Budget. ‘The underlying rate, how-
ever, has been lower. The GDP deflator, for example,
in' the fourth quarter of 1979 was about 14 per cent
higher than in the fourth quarter of 1978. The tax
and price index in February was 16-9 per cent higher
than a year ago. S S :

Company sector

20. With output flat and costs rising rapidly company
profits have been squeezed. The index of the prices
of materials and fuels purchased by manufacturing
industry rose by 28% per cent in the year to February.
Higher crude oil prices accounted for about three-
quarters of the increase. The slow growth in produc-
tivity has also meant that most of the increase in
average earnings has been reflected in unit labour costs.
Manufacturers’ wholesale prices, however, rose by
18} per cent in the year to February well below the
rise in costs of inputs. Export prices have risen more
slowly than both costs and domestic wholesale prices,
so that the absolute profitability of exports and the
profitability of exporting relative to supplying the
domestic market have fallen. The rapid rise in unit
labour costs in the United Kingdom, coupled with
sterling’s firmness has led to a deterioration in com-
petitiveness—in terms of relative unit labour costs—of
over 20 per cent between the end of 1977 and the end
of 1979; see figure 1.
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21. Gross trading profits (excluding stock apprecia-
tion) of non-oil industrial and commercial companies
fell substantially in 1979. Average real pre-tax rates
of return on trading assets—which had recovered

slightly in the mid-1970s—fell again. During the 1970s »

these rates of return were substantially below those of
the 1960s, when rates averaged 11 per cent.

22, In spite of disappointing results, companies’
interest payments, dividend payments, profits due
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abroad and tax payments were higher in 1979 than in
1978. As investment and stockbuilding remained at
relatively high levels companies’ liquidity deteriorated.
In 1979 companies appear to have acquired net new
financial liabilities totalling about £5 billion equivalent
to approximately 2% per cent of GDP.

Personal sector

23. Average earnings rose faster than prices during
most of 1979 and with the changes in income tax
introduced in the Budget real personal disposable
income rose by 6 per cent compared with 1978. The
savings ratio fluctuated during the year but its average
underlying level was significantly higher than the
14 per cent recorded in 1978.

Balance of payments :

24. The visible trade deficit in 1979 was about £3-3
billion, compared with £1-5 billion for 1978. This
deterioration- reflects mainly the adverse volume
movements in imports and exports which more than
offset the increased contribution from North Sea oil.
The balance of trade in oil improved from a deficit of
£2-0 billion in 1978 to a deficit of £0-8 billion in 1979.
The terms of trade (excluding oil) improved largely as
a result of the strength of sterling.

25. The surplus on invisibles in 1979 was £0-9
billion, compared with a surplus of about £2-4 billion
in 1978. The surplus for the private sector and public
corporations (excluding transfers) fell from £5-5 billion
in 1978 to £4-5 billion in 1979 primarily because the
profits of overseas oil companies in the United Kingdom
increased sharply and United Kingdom residents
spent more on travel abroad. With higher contri-
butions to the European Community and higher grants
abroad, the deficit on government transfers increased
by £0-3 billion to £2-0 billion. Movements in com-
ponents of the invisible balance are shown in figure 2.
The deficit on the current account in 1979 was £2-4
billion compared with a surplus of £0-9 billion in 1978.

26. The deficit on current account in 1979 was more
than offset by capital inflows, Within the capital
account there was an outflow of around £2 billion in
the second half of the year as a result of the relaxation
and subsequent abolition of exchange control. This
was more than matched by increases of over £4 billion
in overseas holdings of gilts, Treasury bills and bank
deposits.

27. Sterling ‘opened 1979 around £1 = $2-04 and
about 64 in effective terms; but rose in the course of the
year, reflecting the market’s favourable assessment of
the United Kingdom’s position as an oil producer at
a time of rising oil prices, tight monetary policies which
required relatively high United Kingdom interest rates
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and market confidence in the Government’s commit-
ment to firm fiscal and monetary policies. Intervention
by the authorities in the foreign exchange market was
limited to that necessary to smooth fluctuations in the
rate and preserve orderly market conditions.

28. The foreign exchange reserves stood at $15-7
billion on 31 December 1978 and rose to $22-7 billion
at the end of 1979 after net debt repayments of $2-1
billion. $4.5 billion of this increase was due to the
revaluation of gold and non-dollar currencies in the
reserves on 31 March 1979 and a further $0-5 billion
to valuation changes arising from swapping gold and
ECUs with the European Monetary Co-operation
Fund. The reserves rose further in the early part of
1980. '

Forecast and outturn

29. The figures below compare the main elements of
the forecast for 1979 published in the 1979-80 FSBR,
with currently estimated outturns. Although the
forecast covered the period to. the first half of 1980 the
comparison is to the end of 1979. The National
Accounts data for the second half of 1979 are provi-
sional and there are significant differences between the
various estimates of GDP.

Forecast  OQutturn
G DP percentage growth between
second halves of 1978 and
1979 ... . % +1%
Current account of the -balance
of payments in 1979 ... —£3bn ~—£2%bn
Retail Price Index: percentage
increase third gquarter 1978 to
third quarter 1979 16%, 169,
PSBR 1979-80 ... £8} bn £9 bn

The forecast failed to predict the growth of GDP in
1979. 1t is not easy to pinpoint the reasons for this
because the divergence in movements between the
expenditure and compromise measures of GDP is
greater than the forecasting error. The provisional
outturns for consumers’ expenditure and stockbuilding
are higher than forecast. The unexpectedly strong
growth in imports was only partly offset by an outturn
for exports more favourable than expected; these
were the main sources of error in the forecast of the
current balance. A detailed comparison of forecast
and outturn for the components of the PSBR is given
in Table 14.

.

. T

Summary

As in the autumn Industry Act forecast a significant
decline in economic activity is projected for 1980.
This is partly the consequence of a poor projected real
trade balance, reflecting both weak world demand and
the effects of a rate of inflation in the United Kingdom
in excess of the money supply target. The second
major factor is a likely swing from positive to negative
stockbuilding. Very tentatively a GDP fall of 2% per
cent between 1979 and 1980 has been projected. In
recent months there have been further increases in oil
prices and a disappointingly high average rate of pay
settlement. The rate of inflation this year is likely to
be higher than expected in the autumn, though a
considerable slowing down in both pay and price
increases should be visible before the end of the year.
The Retail Price Index (RPI) increase on 12 months
earlier is forecast to be 163 per cent in the fourth
quarter of 1980 falling to 13-14 per cent in the second
quarter of 1981. Both the timing of the reduction in
inflation and the pace of the subsequent recovery in
personal consumption, investment and output depend
critically on the development of pay settlements.
Conditions of declining output and profit margins
squeezed by international competition should be
favourable to a comparatively rapid adjustment of pay
expectations. A higher than expected PSBR of just
over £9 billion is expected for 1979-80 in part because
some payments—notably receipts of VAT-—have been
delayed beyond the end of the financial year. In
1980-81 the PSBR is forecast to decline to £8% billion;
a fall from 4% per cent to 33 per cent of market price
GDP.

Policy assumptions

2. The forecast is based on the public expenditure
and taxation policies set out in the Budget speech and
public expenditure White Paper (Cmnd. 7841) and in
this report. The growth of the money supply is
assumed to be at the centre of the 7-11 per cent range.
The exchange rate is assumed to be determined by
market forces. No credit is taken for changes to be
negotiated in the present arrangements determining
United Kingdom contributions to the EEC.

Inflation ;

3. The fall in inflation during 1980, which seemed
likely in the autumn, will have been delayed by a
disappointingly high average rate of pay settlement
during the winter and by further large increases in the
prices of materials and fuel used by industry and by the
increase in mortgage rates. Pay settlements so far
indicate that the 1979 rate of earnings increase of
around 19 per cent may continue into the early months
of 1980, though there is evidence of a wide dispersion
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of settlements reflecting the differing economic circum-
stances of the negotiating groups involved. Prices of
inputs into non-food manufacturing rose by 41 per cent
in the 12 months to February. Although nearly three-
quarters of this increase reflects crude oil prices, there
have been significant increases in some other com-
modity prices, notably metals. The strength of sterling
has helped to moderate these increases.

4. With a weak prospect for output and employment
and with the financial pressures on many companies
enhanced by strong international competition the
prospect is still for the pace of inflation to slow down
fairly quickly, though the increase in retail prices during
1980 may be only slightly below that of 1979, A
12 month increase of 164 per cent is forecast for the
fourth quarter of 1980 falling to 13% per cent by the
second quarter of 1981. In the second quarter of 1980
the 12 month increase is likely to peak at slightly over
20 per cent, largely because the index will reflect the
short-term effects of both the 1979 and 1980 Budgets.
Over the same period the Tax and Price Index (TPD),
which takes account also of changes in the burden of
direct taxation is likely to increase by 3—4 per cent less
than the RPI.

External trade

5. Any assessment of trade prospects must take into
account the large deterioration since 1978 in the
United Kingdom’s cost and price competitiveness and
also the effect of recession or weak growth in much of
the rest of the world. For the main industrial coun-
tries in total a low rate of real output growth of less
than 1 per cent is projected for 1980 although, taking
into account the pattern of United Kingdom exports,
including the OPEC countries, the growth in potential
markets may be of the order of 4 or 5 per cent. The
current level of United Kingdom manufacturing labour
costs relative to our competitors is estimated at
around 30 per cent above that for 1978, and on the
assumption that the effective exchange rate remains
constant an early improvement cannot be expected.
With such a large change in competitiveness, the fore-
cast is greatly affected by the view that is taken of the
elasticities and time lags involved. In addition, there
is scope for different assessments of the effects of the
recession, notably on import propensities. Large
increases in import penetration for manufactures have
occurred mainly when domestic output has failed to
keep pace with substantial increases in demand; apart
from the effects of competitiveness it seems likely that
the import propensity would drop back in the recession,
as it did in 1975. Although a reduced level of home
demand is likely to benefit exports this will probably
have more effect in later years than in 1980, The
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forecast also takes account of longer term trends in
import penetration and in export shares and allows for
a better relative performance of exports since 1975.
Given all these factors, and allowing also for a further
rise in net exports of oil, changes in both exports and
imports of goods and services are forecast to be small
this year; an increase of less than 1 per cent in exports
and of about 2 per cent in imports. Since this occurs
in conjunction with a drop in United Kingdom demand
the trade balance is an important factor contributing
to the projected recession.

Domestic demand and output

6. While both measurement and prediction of stock-
building movements are hazardous there are reasons
for expecting a substantial contractionary effect from
this source. Stock-output ratios were probably high
by normal standards at the end of 1979 and financial
pressures on manufacturing companies, as well as
declining sales, will encourage stock reductions. This
is one of the more important reasons for the forecast
recession. A significant cyclical decline in manu-
facturing investment is also likely, though a small rise
is forecast for total private sector investment.

7. General Government expenditure on goods and
services is also forecast to fall in 1980—by about 2 per
cent—after taking account of the reduced programmes
reflected in the current White Paper (Cmnd. 7841).

8. Personal consumption, however, may rise slightly
in 1980, though this forecast depends on the savings
ratio falling in response to a small decline in real
personal disposable incomes; since real incomes had
been rising quickly until 1979 some significant change
in savings behaviour is likely. The check to real
incomes is partly an effect of the recession and partly
reflects the substantial non-wage element in inflation
already referred to. By the end of 1980 and in 1981
a declining rate of pay increase may also have adverse
short-term effects on real incomes, but the associated
decline in actual and expected inflation should be a
further factor tending to bring down the savings ratio.

9. The forecasts for domestic demand and external
trade point inevitably to an output recession this year.
In view of the large changes involved and given the
uncertainties of a period of adaptation to a change in
policy, the extent of recession must be exceptionally
uncertain and the true margin of error is substantially
greater than the average figures of 1 per cent quoted in
Table 10 on the basis of previous forecasting experience.
For the first half of 1981 a small further decline has
been forecast though the rate of fall is less than in
the two previous half years; the emphasis on un-
certainty must be even greater.

10. The implication of this forecast is for a further
decline in employment and an increase in unemploy-
ment. The duration and scale of the rise in un-
employment depends a great deal on how quickly the
rate of inflation comes down. This will affect both the
recovery in output and the severity of the financial
pressures on employers in both public and private
sectors who will be influenced in their employment
policies by the level of their total labour costs.

The current account

11. To offset against the marginal worsening of the
trade balance in volume terms there may be an improve-
ment in the United Kingdom’s terms of trade in 1980,
largely reflecting the strength of sterling. Unless world
conditions produce a sharp reaction in commodity
prices, however, the improvement is likely to be
modest, though perhaps sufficient to produce a signi-
ficant improvement in the goods and services component
of the current account. A further worsening in the
balance of interest, profits and dividends and transfers
is likely, however; increases in North Sea oil profits
due abroad and in United Kingdom contributions to
the EEC (taking no credit for reductions to be nego-
tiated) are among the major factors.

12. -For the current account as a whole a deficit of the
same order as for 1979 is forecast for 1980. By the
first half of 1981, however, the trend in the current
account is likely to be favourable.

The PSBR

13. The PSBR for 1979-80 is likely to be just over
£9 billion. The upward revision since the autumn
reflects some delays in tax payments—notably for
VAT—and rather higher borrowing by local authorities
and public corporations, reflecting both higher fixed
investment and lower trading surpluses.

14. For 1980-81 a fall is projected even in nominal
terms to about £8% billion. As a share of GDP the
forecast falls from 5% per cent in 1978-79 to 4% per cent
in 1979-80 and 3% per cent in 1980-81. A PSBR
forecast reflects a large number of diverse transactions
and the reasons for a particular year to year movement
are complex. The forecast fall can, however, be
accounted for in broad terms by a small number of
major developments; of these the most important is
the receipt of a complete year’s VAT at the increased
rate in 1980-81, whereas this applied to only about half
of 1979-80. The other factors involved are sum-
marised in Part IV of this report. ‘

Margins of error : ; ,

15. Table 10 shows alongside the forecast the custom-
ary estimates of margins of error based on past fore-
casting experience. Apart from being average rather
than maximum margins, past forecasting errors may

i
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not be a good indicator of present uncertainties. For
one thing, uncertainty is almost certainly greater when
large fluctuations in economic activity are expected
both for the United Kingdom and for the world as a
whole. Secondly, the period of adjustment to a large
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reduction in inflation and a different approach to policy
inevitably introduces major uncertainties. For ex-
ample, the margin of error of 1 per cent attaching to
the GDP volume forecast looks unrealistically low in
present circumstances.

TaBLE 10 SHORT-TERM EcoNoMic PROSPECTS

1979 to 1980 Margins of
error*
A. Output and expenditure at constant 1975 prices
Per cent changes:
Gross domestic product (at factor cost) —23 1
Consumers’ expenditure ... 1 1
General Government expenditure on goods and services ... -2 14t
Other fixed investment 1 3
Exports of goods and services ... 3 21
Stockbuilding (as per cent of GDP) -2 2
Imports of goods and services ... 21 2
B. Balance of Payments on current account
£ billion:
1980 First half ... —13% ¥
1980 Second half ... —1} 3
1981 First half .. -1 13
C. Public_ Sector Borrowing Requirement
£ billion; in brackets per cent of GDP at market prices:
Financial Year 1979-80 ... 9 (4% .
Financial Year 1980-81 ... 84 (39 3
D. Retail Price Index
Per cent change:
Fourth quarter 1979 to fourth quarter 1980 164 23
Second quarter 1980 to second quarter 1981 ... 134 5%
E. Money Supply (Sterling M3)
Per cent change at annual rate:
Mid-February 1980 to mid-April 1981 ... 9

* 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 now derived from forecasts made during
the period June 1965 to November 1977. For the current balance and the retail price index forecasts made between June 1970 and November 1977
are used. For the PSBR in 1980-81 the error is based on the mean absolute error of PSBR forecasts (measured as a percentage of GDP) published
at Budget time. The errors are after adjustment for the effects of major changes, where excluded from the forecasts, in fiscal policy and hire purchase
terms controls. Quarterly forecasts are grouped so as to be comparable with the forecasts for calendar years and half years as shown. us, for
a constant price variable forecast made in quarter 0 the errors relate to the forecast period (quarters 0 to 3) compared with the * base year ”’ (quarters
~4to —1), For retail price index the matgin relates to the absolute error applicable to quarters 3 and 5.

t This margin applies to General Government consumption.
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PuBLIC SECTOR TRANSACTIONS—continued

accounts) and the public sector borrowing requirement.
Consolidated totals are shown for the public sector
as a whole.

Estimated outturn for 1979-80

7. Tables 14 and 15 show the PSBR in 1979-80 is
estimated at just over £9 billion compared with
£8-3 billion in the Budget forecast, despite the measures
announced on 15 November 1979 to speed up the

collection of Petroleum Revenue Tax which brought
in ‘an extra £700 million in March. Factors in the
higher PSBR include higher local authority borrowing,
some delay in receipts from the Post Office billing
dispute and a shortfall in the receipts of Value Added
Tax. The estimates of the components of the PSBR
are as in the following table. The Budget forecast of
these components has been adjusted to take account
of the outturn of the special sales of assets.

TABLE 12. OUTTURN OF COMPONENTS OF PUBLIC SECTOR BORROWING REQUIREMENT

at £14 billion higher than forecast mainly reflecting
higher receipts of Petroleum Revenue Tax and income
tax. The increase in income tax receipts of just under
£1 billion reflects higher earnings than were anticipated
a year ago. Receipts from corporation tax are lower
than expected. Receipts of taxes on expenditure on
a cash basis are some £} billion lower than expected,
thus affecting the PSBR. Income from local authority
rates is less than forecast by £350 million.

9. Current expenditure by general government is
estimated to have been about £1 billion higher than
forecast a year ago. More than half of this increase
is extra debt interest payments reflecting higher interest
rates. Subsidies, which were also affected by higher
interest rates, also contributed to the increase. The
present estimate of expenditure on final consumption
is close to the Budget forecast in total with a higher
estimate for local authorities and a slightly reduced
estimate for central government.

10. On current account, general government as a
whole is estimated to have been close to balance.
But the current surplus of local authorities is now
estimated at £1% billion less than in last year’s Budget
forecast while the central government account has

£ million
Budget forecast
Borrowing requirement of Budget adjusted for Estimated
forecast actual special outturn
sales of assets
Central government 9,564 8,643 8,264
Central government less on-lendmg to local authorities and pubhc :
corporations 6,286 5,365 4,635
Local authorities .. 1,229 1,229 2,250 .
Public corporations 1,790 1,714 2,235
Special sales of assets ... —1,000 — —
‘Public sector 8,305 8,308* 9,120
* Quiturn for special sales of assets is now put at £3 million less than the Budge; forecast.
8. General government current receipts are estimated benefited from the extra tax receipts. The gross

trading surplus of public corporations which depends
on economic developments and on the relative move-
ments of the industries costs and prices, is estimated
at around £% billion less than forecast.

11. On capital account, the value of gross domestic
fixed capital formation by the public sector is estimated
to have been over £% billion higher than expected.
More expenditure by public corporations largely
contributed. This together with lower trading sur-

pluses and the Post Office billing dispute accounted

for the higher net borrowing of public corporations.

Forecast for 1980-81
12. The PSBR is forecast in 1980-81 at £8{r bxlhon,
or 3% per cent of GDP. The expenditure forecast
reflects the published cash limits. Major reasons for
the projected real fall in the PSBR in 1980-81 are:—
(a) In 1980-81 there will be a full year’s receipts of
VAT at the increased rate, whereas this applied
to about half of 1979-80. This effect much
more than offsets the increased loss of revenue
arising from last year’s income tax reductions.
(b) the * tax base  is likely to be more buoyant than
GDP in total. In particular personal consump-
tion rises as a share of GDP and receipts from

0 A S

..

oil taxation rise significantly. Corporation tax,

reflecting profits and allowances in earlier years

should also be fairly buoyant.

(¢) Much of the temporary losses of receipts in
1979-80, notably Post Office receipts and VAT,
should be recovered in 1980-81, and this out-
weighs the delay in payments by British Steel
Corporation (Table 17, footnotes 7 and 8).

(d) On the other hand, the increase in expenditure

includes the full year cost of staged Clegg Com-

mission and other comparability awards; and
special sales of assets will be smaller than in

1979-80.

Special items
13. Tables 14 and 15 show an unallocated item
reducing the PSBR in the Budget forecast for 1979-80

PuBLIC SECTOR TRANSACTIONS—Ccontinued

and increasing it slightly in 1980-81. The first consists
of that planned for receipts of special sales of assets.
The second comprises the net sum of the cash equiva-
lents of the contingency reserve and special sales of
assets in Cmnd. 7841, together with an assumed cash
underspending relating to the general allowance for
shortfall in that White Paper. The White Paper
allowance, which is expressed in volume terms, provides
for the possibility of some downward pressure on the
volume of expenditure from cash limits.

14. The following table shows how the results of the
government’s programme for raising £1 billion from
special sales of assets have been included in Tables 14
and 15. Details are also provided in Cmnd. 7841,
Part 6, paragraph 23. The figure of proceeds of sales
by new towns has been reduced from that in Cmnd.
7841.

TABLE 13. SPECIAL SALES OF ASSETS

Economic category £ million Transaction
CENTRAL GOVERNMENT
Receipts
Taxes on expenditure ... 7 Stamp duty and VAT on selling BP shares
Miscellaneous capital transactions (net) 610 Receipt of advance payments for oil
Expenditure
Current expenditure on goods and services ... —14 Administrative costs, commission and stamp duty
. . incurred in selling BP shares
Grois Siomestlc fixed capital formation (net of Property Services Agency—sale of land and buildings
sales
Cash expenditure on company securities (net) 290 Sale of shares in BP Company Ltd.
: 22 Sale of shares in Suez Finance Co.
Sale of shares in Drake and Scull Holding Ltd.
PuBLic CORPORATIONS
Expenditure
Gross domestic fixed capital formation (net of New Town Development Corporations and the
sales) Commission for New Towns—sales of land and

Cash expenditure on company securities (net)

buildings
Regional Water Authorities—sales of land
National Enterprise Board—sales of certain shares

Total ..." ... 997

A minus sign indicates additional éxpenditure.




1 i ’ TasLe 14. PusLIC SECTOR TRANSACTIONS By EcoNomic CATEGORY £ million
, ‘:; - 1979-80 1980-81 1979-80 1980-81
e e
. - Budget Estimated Forecast
Budget Estimated Forecast
fon ecgas q ontturn ’ forecast outturn
e PUBLIC CORPORATIONS
e GENERAL GOVERNMENT ; APPROPRIATION ACCOUNT: INCOME
: I:’ A CuURRENT RECEIPTS 25.089 26.541 31,482 Gross trading surplus(?) .. . 6,052 5,627 7,089
| Taxes on income . e s 4 R 40160 Rent and other non-tradmg mcome 813 897 1,016
o Taxes on expeudlture . . 32,427 %%’g(l;(s)( ) 14254
O National insurance, etc., contributions e ll,ggg 107 136 TOTAL ... ... 6,865 6,524 8,105
i Gross trading surplus() .. . . I 2624 2610 2978 v
I Rent() .. e e e 153 | 1255 1,439 . APPROPRIATION ACCOUNT: PAYMENTS
o Capital CODSl-lmPUOn(a) e 1 ’ ’ : Interest and dividends to—General govemment 2,008 1,739 2,023
o Interest and dividends from— | 2.008 1,739 2,023 Other . 857 790 580
. Public corporatlons < 1379 1643 Taxes on income . 64 68 90
! ; Other .. . . e 1,439 , , .
c ‘ ToTAL .. 76,608 78,106 94,115 | : TorAL ... 2,929 2,597 2,693
) UNDISTRIBUTED INCOME(®) ... ... ... ... ... ... .. 3,936 3,927 5,412
CURRENT EXPENDITURE
Final consumption 32,&2 ! 3‘9113%(1) 42 g{g | C APITAL RECEIPTS
Subsidies ... 2’898 ' 9'573 10,977 . Undistributed income(?)... S 3,936 3,927 5,412
Debt interest - . 22,273 22155 26 555 Capital transfer from—General government 445 404 411
Current grants to personal sector ... .. . . oo 1511 1970 2'601 Other ... e e 70 101 92
Current grants abroad ... e > i v
Tome . N 76,618 77,583 93,097 ToraL ... 4,451 4,432 5,915
/  CapiTAL EXPENDITURE
CURRENT SURPLUS(?) . 2 560 —801 —1.016 Gross domestic fixed capltal formation 5,119 5,567(Y) 6,729
Central government ... -y 2034 Increase in stocks(*) .. 547 311 615
Local authorities ... 2,550 1,324 K ;
ToraL ... 5,666 5,878 7,344
General government ... —10 523 1,018 :
- FmNANCIAL DerFicrT (balance of appropriation and capital account) ... —1,215 —1,446 —1,429
AP R S —10 523 1,018 :
Taxesoncapital . . L. o 0T UL v 1,087 L |
FINANCIAL TRANSACTIONS OF THE
ToraL ... 1,004 1,610 2,205 PUBLIC SECTOR
4y Exp i ] Financial deﬁcit—Ge]r;ﬁral government 5,960 5,511 5,466
e CAPITAL ENDITURE Public corporations... 1,215 1,446 1,429
i Gross domestic fixed capltal formatmn 4,932 5,lg§(1) 5,%(5);7 2y ;
Increase in stocks(*) . . ] Public Sector Financial Deficit e 7,175 6,957 6,895 ;
Capital grants to— 445 404 411 . Receipts from certain pension schemes (net) 200 - 266 210 i
Public corporations 1.486 1.527 1.800 Accruals adjustment ... —1,549 ~2,262 —1,180 .
Private sector ’ ’ ’ Miscellaneous capital receipts (net)(’) -75 105(Y) 24
6,964 7,121 7,671 Net lending to private sector ... . 410 550 522 ;
ToraL ... > : ! ) Net lending, etc., abroad 85 —165 —147 !
Cash expﬁndlture on company securities 211 —113(%) 300 ;
FinANcIAL DEeercrt (on current and cap;ta] transactions) —3319 4338 .Unallocated items(®) ... . —1,000 —0 20 ;
Central govemment e e e —5,8(5’2 _%,192 T : ;
Local authorities .. . B > ’ e ; TotaL ... —8,305 ~9,120 —8,536
General government ... “ —5,960 —3si —35,466 ' NET BORROWING FROM THE PRIVATE SECTOR AND OVERSEAS BY— E
e a3 Central govemment 9,564(") 8,264 9,313
;“" ‘ (1) For allocation of special sales of assets in 1979-80 see introduction to Part IV, ) ' Local authorities .. . 260 1,723 540 i
e () Before allowing for depreciation and stock appreciation. General government ... 9,824 9,987 9,853 :
() Imputed charge for consumption of non-trading capital. :, Public corporations ... .. .. .. .. Z519(%) 867 —1,337 ;
N () Includes stock appreciation. . Unallocated items(®) . ... —1,000 =0 ‘
LR (*)Includes unidentified transactions. 1 13 of Introduction to Part IV ; . L ) '
o (®) Includes contingency reserve, cash underspending and special sales of assets see paragraph 13 of In A ’ Public Sector Borrowing Requirement . . 8,305 9,120 8,536 :
[ () £8,643 million including actual special sales of assets. ) . : :
e (*) —£595 miflion including dctual special sales of assets,




TABLE 15. SuUB-SECTOR TRANSACTIONS

1979-80 Estimated outturn
General government Nation- Other
Receipts positive/payments negative alised public
Central Local industri Total
govern- . Total | industries | corpora-
ment authorities v tions(*)
CURRENT RECEIPTS
Taxes on income 26,541 — 26,541 —56 —12 26,473 -
Taxes on expenditure ... 25,908(%) 6,702(*)| 32,610 — — 32,610
National insurance, etc., contributions 11,865 — 11,865 — — 11,865
Gross trading surplus(* ) —28 135 107 4,631 996 5,734
Gross rental income(*)... 62 2,548 2,610 46 311 2,967
Capital consumption(’) . . 404 851 1,255 — — 1,255
Interest—private sector and overseas 873 408 1,281 186 346 1,813 ¢
Dividends—private sector and overseas 98 — 98 4 4 106
“TOTAL..." 65,723 10,644 76,367 4,811 1,645 82,823
CURRENT EXPENDITURE
Final consumption —23,716(%)) —15,951 | —39,667 — — —39,667
Subsidies . —3,521 —697 —4,218 — —4,218
Inter&st—prlvate sector ‘and overseas —17,356 —2.217 —9,573 —619 —171 | -10,363 .
Current grants to personal sector —21,224 —931 | —22,155 — — —22,155
Current grants abroad —1,970 — —1,970 — — —1,970
ToTAL.. —57,787 | —19,796 | —77,583 —619 —171 | -—178,373
TRANSACTIONS WITHIN PUBLIC SECTOR
Current grants . —11,871 11,871 — — — —
Interest payments 3,077 —1,395 1,682 —947 —1735 —
Dividends . 57 — 57 —34 —-23 —
CURRENT BALANCE(*) —801 1,324 523 3,211 716 4,450
CAPITAL RECEIPTS: i -
Taxes on capital . 1,087 — 1,087 — — 1,087
Capital transfers from prrvate sector — — — 94 7 101
CAPITAL EXPENDITURE
Gross domestic fixed capital formation —1,529(3)| —3,606 —5,135 —4,340 —1,227(3)| —10,702
Increase in stocks(®) ... . —55 — —55 311 — —366
Capital grants to private sector —1,393 —134 —1,527 — — -1,527
ToTAL.. . -2,977 —3,740 —6,717 —4,651 —1,227 | —12,595
Capital grants wrthm publrc sector ... —628 224 —404 101 303 —
Financial Deficit
(balance of current and capital accounts) —3,319 —2,192 —5,511 —1,245 —201 —6,957
FINANCIAL TRANSACTIONS: )
Receipts from certain pension schemes (net) 266 — 266 — — 266
Accruals adjustment ... —2,336 41 -2,295 25 8 2,262
Miscellaneous capital recelpts (net)(") 163(3» 336 499 =77 —317 105
Net lending to—private sector . —23 —435 —458 — —92 —550
—overseas governments etc.. —24 — —24 — —_ —24
Other net lending and investments abroad . 326 — 326 —13 —124 189
Cash expendlture on company securities 312(3 — 312 —18 —181(® 113
TOTAL.. —1,316 —58 —1,374 —83 —706 —2,163
Loans within public sector —3,629 527 —3,102 1,700 1,402 —
Borrowing from private sector and overseas 8,264 1,723 9,987 —372 —495 9,120
Sectoral borrowing requirements 4,635 2,250 6,885 1,328 907 9,120
Contribution to:
Public Sector Borrowing Requirement 8,264 1,723 9,987 —372 —495 9,120 -

(%) Excludes 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.

(5) Includes stock appreciation.
(") Includes unidentified transactions.

(® Includes contingency reserve, cash underspending and special sales of assets see paragraph 13 of Introduction to Part IV,
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sy EcoNoMiC CATEGORY £ million
1980-81 Forecast
. . General gowv t :
Receipts positive/payments negative goveen Naplon- Other
, Central _alised public Total
govern- Local Total industries | corpora-
ment authorities ® tions(t)
CU‘RRENT RECEIPTS
Taxes on income 31,482 —_— 31,482 —75 —15 31,392
Taxes on expenditure ... 31,860 8,300¢)) 40,160 — — 3
National insurance, etc., contributions 14,254 — 14,254 — — 14:254
Gross trading surp us( ) —32 168 136 5,969 1,120 7,225
Gross rental income(*) 60 2,918 2,978 54 364 3,396
Capital consumption(*) . 453 986 1,439 — —_ 1,439
Interest—private sector and overseas 1,064 486 1,550 224 366 2,140
Dividends—private sector and overseas 93 — 93 4 4 101
ToTAL... 79,234 12,858 92,092 6,176 1,839 100,107
CURlll:EN'aI‘J EXPENDITURE:
inal consumption —29,669 | —18,985 | —48,654 — —_ —48,6
Subsidies . . —3,873 —737 —4,610 — —42 6%
Interest—private sector and overseas —8,374 —2,603 | —10,977 —407 —173 | —11,557
Current grants to personal sector —25, 076 —1,179 | —26,255 — — —26 255
Current grants abroad.. -2 601 — —2,601 — — —2,601
TorAL.. —69,593 | —23,504 | —93,097 —407 —173 | —93,677
TRANSACTIONS WITHIN PUBLIC SEcmR
Current grants . —14,271 14,271 —_ — — —_—
Interest payments 3,565 —1,591 1,974 —1,021 —953 —_
y Dividends 49 — 49 —26 —-23 —
CURRENT BALANCE(*) —1,016 2,034 1,018 4,722 690 6,430
CAPI’;AL RECEIPTS: 1
axes on capita . 1,187 — 1,187 — —
Capital transfers from prlvate sector., — — —_ 86 6 l’lgz
CAPréAL E)épmrrunﬁxn
ross domestic fixed capital formation —1,965 —3,292 —5,257 —5,281 —1,448 | —11
Increase in stocks(®) .. . —203 - =203 615 - Jg?g
Capital grants to private sector —1,610 -—190 —1,800 — — —1,800
ToraL.. —3,778 —3,482 —7,260 —5,896 —1,448 | —14,604
Capital grants w1thm pubhc sector ... —-1731 320 —411 105 306 —
Financial Deficit
(balance of current and capital accounts) —4,338 —1,128 —5,466 —983 —446 —6,895
FINAI}{ICIAL TRfANSACI'IONS
eceipts from certain pension schemes (net) 210 — 210 — —_
Accruals adjustment ... —1,315 90 —1,225 28 17 —1 %5138
Miscellaneous capital receipts (net)(") —274 100 174 285 —87 T 24
Net lending to—private sector —17 —502 —519 — -3 —522
—overseas governments etc.. —4 — —4 — — —
Other net lending and investments abroad . 321 — 321 —40 —130 151
Cash expenditure on company securities —234 — —234 —15 —51 —300
Unallocated items (&) . . . .. .. . .. —20
TotaL.. .. . .. .. .. —1,641
Iﬁg;‘}g Wlth?l public se;ctor 3 i —3,662 900 —2,762 1,400 1,362 —
wing from private sector an overseas 9,313 - -
Unallocated items(®)... . .. .?40 9.’ ?53 673 562 8,558
Sectoral borrowing reqmrements 5,651 1,440 7,091 725 "700
Public Sector Borrowing Requirement 8,536
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Table 16 shows the estimated outturn and the forecast
for public expenditure in outturn prices. It translates

. the forecasts of expenditure in Tables 14 and 15 onto
L the definition of public expenditure used in the White
Paper (Cmnd. 7841).

2. The outturn of the planning total in 1979-80 is
. estimated at £13 billion higher than forecast a year ago.
e Of this, higher external financing of nationalised
R industries and some public corporations was some
i £% million. Higher subsidies and interest support costs
. in respect of fixed rate export credit, accounted for
£ £400 million of the indrease; this expenditure is not

‘ covered by cash limits. On the alternative definition

- of “total public expenditure” (corresponding to
B Cmnd. 7841, Table 1.1, line 7), higher debt interest
’ contributed.

T 3.  For 1980-81 the planning total m volume terms,
T as in Cmnd. 7841, is estimated to decline by % per cent

e froi that now estimated for 1979-80. The expenditure
o plans and the GDP forecast in Part III suggest a ratio(*)
- of 424 per cent in 1980-81.
) Coverage of public expenditure

G 4, Public expenditure as defined in Cmnd. 7841 is
B equivalent to general government ‘capital and current

(1) As defined in paragraph 36 in Part 1 of the Government’s
Expenditure Plans 1980-81 to 1983-84 (Cmnd. 7841).
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.PUBLIC EXPENDITURE: COMPARISON WITH PUBLIC EXPENDITURE WHITE PAPER

¢

TABLE 16. PUBLIC EXPENDITURE

expenditure shown in Table 14 and general government £ million
net lending and expenditure on company securities
as shown in Table 15, together with certain adjustments, IOQZtStEZg 1333_8? ]319-79“80(1 1980-81
These adjustments are: forecai?(l) gﬁ{?ﬁﬁ Forecast
(a) The capital expenditure of certain public cor- al government diture:
porations is added and government lending and General g ent expenditure:
grants to them are deducted from general Current 65,178 76,618 77,583 93,097
government expenditure. . ’ ’ ’
Capital ... 6,691 6,964 7,121 7,671
(b) Debt interest payments are omitted to the extent Net lending, etc
they are matched by interest receipts or provision . & ete. 2145 2,484 2,946 3,198
for interest in trading surpluses or rent. § Total 74,014 86,066 87,650 103,966
(c) Other differences of definition and valuation. = ~sniingency reserve
In particular, the figure for public expenditure ; gency o - - 1,300
excludes the value of capital consumption. . . Net adjustments(d:
, . Certain public corporations(®) 262 398 87 206
These adjustments are described more fully in Cmnd. ?E 7 Debt interest(9) ;
7841, Part 6, and evaluated for past periods in Financial —35,166 —5,886 —5.960 —6,887
Statistics, Table 2.4. The planning total used ih % ' Other, including capital consumption —936 —1,134 —1,008 —1,131
Cmid. 7841 and referred to in these notes includes g - - - ’
the contingency reserve for forward years and also § Total public expenditure, White Paper coverage(®) 68,174 79,444 80,769 97,454
borrowing by the nationalised industries from the = =
domestic market and from overseas (including short- § Add net overseas and market borrowing of nationalised
term borrowing and the capital value of leased assets). g industries ... 446 —427 —183 —495
It excludes debt interest which is not susceptible to the Subtract unallocated sal ¢ ts and cash
same controls as other expenditure. spending Oca o ei.o asse an cash under- — 1,000(%) 654(") 1,280
Subtract adjusted debt interest 2,520 3,012 3,613 4,090
Estimated outturn of White Paper planning total(®) 66,100 75,005 76,319 91,589

() Differences from the figures given in Table 7 of the Financial Statement and Budget Report 1979-80 (H.C. 98) reflect changes of classification.

() These adjustments are described in Part 6 of Cmnd. 7841 and evaluated for past periods in Table 2.4 of Financial Statistics.

g:gd their capital expenditure and subtract government grants and lending to them. Full list of these public c orporations is shown in Cmnd. 784i

(*) Subtract internally financed payments.

(*) Column 2 includes an allowance for the minor changes in definition of public expenditure between Cmnd. 7439 and Cmnd. 7841.

() Special sales of assets,

37

(") Special sales of assets: revenue offsets to expenditure and cash expenditure on company securities of public corporations, See Table 13.
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FINANCING OF CAPITAL REQUIREMENTS OF THE NATIONALISED INDUSTRIES

TABLE 17. FINANCING OF CAPITAL REQUIREMENTS OF THE NATIONALISED INDUSTRIES

A. 1979-80 Estimated Outturn

£ million
Capital requirements(?) Financed by()
External finance
Nationalised Industries )

Fixed ) Total | Govern: | Issues of Net Net Other

assets internal ment - public | borrowing | overseas | domestic

in the | Other | Total [resources| grants(®) | dividend | from the | borrowing |borrowing/| Leasing { Total(*)

U.K. Q) capital NLF lending

(PDC)
National Coal Board ... 636 | —89 547 | —107 255 — 185 185 14 15 654
Electricity (England and Wales) 804 115 919 687 5 — 837 —340 —280 10 23209
North of Scotland Hydro-Electric Board 47 33 80 25 11 —_— 14 8 20 2 55(5
South of Scotland Electricity Board ... 69 52 121 70 — —_ 67 48 —65 1 51(%
British Gas Corporation 324 84 408 858 — — —109 —89 —276 24 |—450
British National Oil Corporatlon 230 -5 225 254(7) — — —23(% —6 — — —29
British Steel Corporation 313 168(%) 481 —219 — 977 —209 —32 —49 13 700(°)
Post Office .| 1,207 | —40(*% 1,167 1,277 —_ — —184 —63 89 48 |—110(19
British Airways Board ... 287 | —44 243 71 — 10 —6 150 —8 26 172
British Airports Authority 52 —8 44 44 1 — —1 — — — —
British Railways Board . e 377 |—173 204 | —509 706 —_ 41 —6 —52 24 713
British Transport Docks Board 14 1 15 2 — — — — -7 — -7
British Waterways Board -5 — 5 21 23- — 3 — — — 26
National Freight Corporation ... Lo 39 7 46 18 11 — — — —1 18 28
National Bus Company ... 63 3 66 —15 57 — 12 — 4 8 81
Scottish Transport Group . . 16 — 16 3 13 — 2 — -2 — 13
British Aerospace 62 43 105 52 —_ 33 20 — — — 53
British Shipbuilders e e 19 56 75 | —166 34 236 —55 — 26 —_ 241
ToOTAL ... ... | 4,564 203 4,767 2,344 1,116 1,256 594 —145 —587 189 2,423

(®) The capital value of leased assets is included.

(?) Comprising balance of revenue, depreciation and provisions, sales of fixed assets and other capital receipts (including Regional Development Grants).
(®) Shows subsidies and capital grants received in the year.

(Y Except ifi the case of BNOC, the figure shown against each industry is the provisional external financing limit outturn for the year,

(%) An increase in the Electricity (E & W) external financing limit has been announced.

(%) Increases in the two Scottish Electricity Boards 1979-80 external financing limits were announced on 20 December 1979.

(7) Excludes the proceeds of advance payments for oil.

(®) Includes BNOC’s net payments into the National Oil Account.

(*) Includes an amount to be carried forward into 198081 in respect of liabilities which the BSC have been unable to meet during the steel strike, currently estimated at £150 million.
(1*) The PO figure will be adjusted when the final figure for the effect of the billing dispute is known. TheJatest estimated effect:is £360 million.

. .

TABLE 17—{(continued). FINANCING OF CAPITAL REQUIREMENTS OF THE NATIONALISED INDUSTRIES(Y)

B. 1980-81 Forecast

£ million
Capital requirements(?) Financed by(?)
External finance
Nationalised industries
Fixed assets Other Total Total internal | Government Net
in the UK. resources(3) grants(*) borrowing
issues of PDC Total(®)
and leasing
National Coal Board e 812 —18 794 —40 253 581 834
Electricity (England and Wal&s) 961 335 1,296 1,109 6 181 187
North of Scotland Hydro-Electric Board 52 39 91 32 16 43 59
South of Scotland Electricity Board 131 17 148 75 — 73 73
British Gas Corporation ... 589 155 744 1,144 — —400 —400
British National Oil Corporanon 300 28 328 528 — —200(%) —200
British Steel Corporation ... 250 700) 320 —130 — 450(%) 450(7)
Post Office ... 1,541 139(8) 1,680 1,615 — 65(%) 65(%)
British Airways Board 390 3 393 163 . — 230 230
British Airports Authority 99 — 99 79 1 19 20
British Railways Board ... 366 —110 256 —494 661 89 750
British Transport Docks Board ... 20 2 22 32 — —10 —10
British Waterways Board ... 7 — 7 —23 26 4 30
National Freight Corporation ... 48 4 52 28 4 20 24
National Bus Company ... 71 2 73 —12 64 21 85
Scottish Transport Group ... 15 — 15 6 13 —4 9
British Shipbuilders 30 21 51 —69 38 82 120
Deduction for shortfall ... —130 — —130 — — —130 —130
ToraL ... 5,552 687 6,239 4,043 1,082 1,114 2,196

(%) No figures are included for British Aerospace in view of the assumption, subject to the passage of the British Aerospace Bill, of a sale of shares in a successor company in 1980-81.
(% The capital value of leased assets is included.

(*) Comprising balance of revenue, depreciation and provisions, sales of fixed assets and other capital receipts (including Regional Development Grants).

(*) Shows subsidies and capital grants to be received in the year.

(®) Except in the case of BNOC, the figure shown against each industry is its external financing limit for the year.

(%) Includes BNOC's net payments into the National Oi! Account.

(7) Excludes an amount to be brought forward from 1979-80 in respect of liabilities which the BSC have been unable to settle during the steel strike, currently estimated at £150 million.
(%) The PO figures will be adjusted when the final figure for the effect of the billing dwpute is known. The latest estimated effect is —£360 million.

(°) Of which: Government Joans ... 600
Overseas borrowing —55
Other domestic bonomng/lendmg e .. —260
PDC issues and other issues under Section 18 of the Iron and Steel Act 1975 650

Leasing 180




PART V

CENTRAL GOVERNMENT TRANSACTIONS

The tables in this Part present the transactions of the central government in more detail both by reference to the
activities of the relevant funds and accounts and in accordance with the national income accounts classification,
All figures for receipts and expenditure both in 1979-80 and in 1980-81 are at the estimated prices of each year.
Estimates for 1980-81 of the direct effects of Budget changes on expenditure and taxation are shown in Part I,

TABLE 18. SUMMARY OF CENTRAL GOVERNMENT TRANSACTIONS

£ million
1979-80 1979-80 1980-81
Budget Estimated Forecast .
forecast outturn
ConsoLmDATED Funp
Revenue (Table 19) 51,013 53,369 65,415
Expenditure (Table 20) ... 59,371 60,753 73,175
Deficit 8,358 7,384 7,760
NaTtioNAL Loans Funp
Consolidated Fund deficit (as above) ... —8,358 —7,384 —7,760
Other transactions:
Receipts (Table 21)... 8,150 8,460 10,000
Payments (Table 21) ~10,119 -—10,505 —12,905
Total net borrowing by the National Loans Fund —10,327 —9,429 -—10,665
Other funds and accounts (net) (Table 24) ... 4763 +1,165 +1,352
CENTRAL GOVERNMENT BORROWING REQUIREMENT —9,564(4) —8,264

—9,313

(*) £8,643 million including the actual receipts from the special sales of assets.

TABLE 19. TAXATION AND MISCELLANEOUS RECEIPTS

£ million
1979-80
1980-81
forecast
Budget Estimated
forecast outturn
TAXATION
Inland Revenue—
Income tax 19,655 20,500 23,830
Surtax ... 10 11
Corporation tax() 4,850 4,650 4,860
Petroleum revenue tax ... 730 1,435® 2,560
Capital gains tax... 390 410 490
Development land tax 20 25 25
Estate duty 25 30 17
Capital transfer tax 360 400 400
Stamp duties 550. 610 670
Total Inland Revenue 26,590 28,071 32,860
Customs and Excise—
Value added tax ... 8,325 - 8,000 12,450
Spirits, beer, wine, cider and perry 2,400 2,395 2,825
Oil ... 2,900 2,925 3,650
Tobacco ... 2,550 2,580 2,775
Betting and gaming 410 400 475 '
Car tax ... 510 515 575 :
Other excise duties 10 10 10
EEC own resources(®)
Customs duties, etc. 860 935 950
Agricultural levies ... 285 240 290
Total Customs and Excise ... 18,250 18,000 24,000
Vehicle excise duties ... . 1,148 - 1,137 1,411
National insurance surcharge 2,952 2,964 3,509
TOTAL TAXATION 48,940 50,172 61,780
MISCELLANEOUS RECEIPTS
Broadcast receiving licences ... 383 427 535
Interest and dividends . 310 270 300
Other(*) e e ‘ 1,380 2,500 2,800
Total ... 51,013 53,369 65,415
(%) Corporation tax receipts include advance corporation tax:
Gross .. ... 1,630 1,925 1,800
Net of repayments 1,580 1,815 1,700

(9 The Budget forecast did not include the receipts amounting to £709 million under the Petroleum Revenue Tax Act 1980.
(®) 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.
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TABLE 20. SUPPLY SERVICES AND CONSOLIDATED FUND STANDING SERVICES

£ million
1979-80
1980-81
Forecast
Budget Estimated
forecast Outturn
SUPPLY SERVICES
1. Defence.. 8,463 9,008 10,668
II. Overseas Servxces - 1,291 1,246 1,391
111. Agriculture, Fisheries and For&stry 644 663 725
1V. Trade, Industry, Ener; and Employment 3,078 3,142 4,150
V. Government Invmtme t in Natlonallsed Industrles 1, 044 1,232 648
V1. Roads and Transport.. . 1 491 1,529 1,700
VII. Housing 3, 1020 3,018 3,422
VIII. Other Enwronmental Servnces . ‘411 394 465
1X. Law, Order and Protective Services .. 1,562 1,579 1,988
X. Education and Libraries, Science and- Arts 2,105 2,124 2,656
XI. Health and Personal Soc1al Semces 7,681 8,009 10,582
X11. Social Security .. . - 6,011 6,105 7,276
XII1. Other Public Services .. 1,311 1,379 1,676
XIITA. House of Commons Admlmstratlon — 11 11
XIV. Common Services - 1,489 1,446 1,530
XV. Northern Ireland ... 924 862 982
XVII..Rate Support Grant, Fmanctal Transactlons, etc. 11,633 11,853 14,742
Total 52,158 53,600 64,612
Revised and supplementary provision (net) 500 —_ 153H
ToTAL SUPPLY SERVICES 52,658 53,600 64,765
CONSOLIDATED FUND STANDING SERVICES
Payment to the National Loans Fund in r%pect of service of the
national debt 3,850 4,105 4,950
Northern Ireland—share of taxm, etc . 883 987 1,136
Payments to the European Commumnes, etc 1,937 2,014 2, 301
Other Services .. . . 43 47 2
TotAL CONSOLIDATED FUND STANDING SERVICES ... 6,713 7,153 8,410
Total 59,371 60,753 73,175

TABLE 21.

SUMMARY OF NATIONAL LoANs FUND RECEIPTS AND PAYMENTS

£ million
1979-80
}980—81
orecast
Budget Estimated
forecast outturn
REecErPTS
Interest on loans, proﬁts of the Issue Department of the Bank of
England, etc. . 4,300 4,355 5,050
Service of the National Debt—balance met from the Consolidated
Fund .. . 3,850 4,105 4,950
TotAL RECEIPTS 8,150 8,460 10,000
PAYMENTS
SERVICE OF THE NATIONAL DEBT
Interest 8,040 8,350 9,885
Management and expenses 110 110 115
TOTAL ... 8,150 8,460 10,000
Loans (NET)(*)
To nationalised industries 275 617 800
To other public corporations 623 864 1,044
To local and harbour authorities 974 502 915
To private sector ... -3 -3 -3
Within central government 100 65 149
TOTAL ... 1,969 2,045 2,905
TOTAL PAYMENTS 10,119 10,505 12,905

() See Table 17B, footnote 7 and bus fuel grants in Table 2.

(') Details in Tables 23 and 24.
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TABLE 23. CENTRAL GOVERNMENT TRANSACTIONS BY EconomICc CATEGORY

£ million
1979-80 1980-81 1979-80 1980-81
Budget Estimated Budget Estimated
forecast outturn Forecast forecast outturn Forecast
CURRENT RECEIPTS CURRENT EXPENDITURE
Taxes on income 25,089 26,541 31,482 Current expendnum on goods and ser-
National insurance contributions 10,526 10 735 13,019 vices 23,833 23,716 29,669
National health contributions . 890 '913 1,033 Subsidies ... . 3,457 3,521 3,873
Redundancy fund contributions 214 217 202 Debt interest . 6,862 7,356 8,374
Taxes on expenditure ... 25,351 25,508 31,860 Current grants to—
Gross trading surplus(‘) 54 —~28 —32 Local authorities 11,975 11,871 14,271
Rent(*) . 61 62 60 Personal sector 21,337 21,224 25,076
Capital consu.mpﬁon(’) 383 404 453 Abroad 1,911 1,970 2,601
Interest, dividends from-—
Local authorities ... 1,467 1,495 1,697 Total current expendlture 69,375 69,658 83,864
Public corporations 1,876 1,639 1,917 Current deficit(!) . . ~2,5 —801 —1,016
Other 904 971 1,157
ToTAL 66,815 68,857 82,848 TOTAL ... 66,815 68,857 82,848
CAPITAL RECEIFTS CAPITAL EXPENDITURE
Current deficit(? —2,560 —801 —1,016 Gross domestic fixed capital formation ... 1,426 1,529 1,965
& Taxes on capit: 1,014 1,087 1,187 Increase in value of stocks 95 55 203
Capital grants to—
Local authorities 314 322 368
TOTAL —1,546 286 171 Public corporations 370 306 363
Financial deficit 5,054 3,319 4,338 Private sector 1,303 1,393 1,610
TOTAL 3,508 3,605 4,509 TOTAL ... 3,508 3,605 4,509
FINANCIAL TRANSACTIONS: RECEIPTS FINANCIAL TRANSACTIONS: E)CPENDITURB
Receipts from certain pension schemes {net) 200 266 210 Financial deficit ... . 5,054 3,319 4,338
Accruals adjustment ... —1,565 -2,336 -—1,315 Net lending to—
Miscellaneous capital receipts (net) 74 163 =274 Local authorities .- 969 527
Public corporations - 2,309 3,102 2,762
Private sector . 20 23 17
Net lending to overseas governmcnts 41 24 4
Drawings from United Kingdom sub-
scriptions to international lending
bodies ... 129 90 86
Other net lending and transactions ‘abroad —249 —~416 —407
R h expenditure on company securltiw
Borrowing requirement 9,564(3) 8,264 9,313 (net) . — ~312 234
ToTAL 8,273 6,357 7,934 TOTAL ... 8,273 6,357 7,934

(%) Before allowing for depreciation and stock appreciation.
(» Imputed charge for consumption of non-trading capital.
(®) £8,643 million including actual special sales of assets.
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TABLE 24. CENTRAL GOVERNMENT TRANSACTIONS BY EcoNoMic CATEGORY

A. Analysis and reconciliation by fund—1979-80 estimated outturn

£ million

Consolidated Fund National Loans Fund
Other central Total .
. s . T government otal centra
Receipts positive/payments negative A funds and government
Taxation Supply Standing
and other services services and Receipts Payments accounts(’)
receipts deficit
A T e bli  (see Table 15)
i) Items entering into public sector receipts (see Table
) Taxes on mcgme pub 1p 26,386 =22 — —_ — 177 26,52%
National insurance contn’butmns, etc. . — 874 — — — 10,9&1g 1 ; '308
Taxes on expenditure 22,844 —24 — — — 3,0 2. o
Other current receipts . 212 —35 — 2 — 1%30 1'820
Taxes on capital and other capnnl transamions (net) 1,351 85 — —_ — —2,256 §264
Borrowing requirement(?) — —_ — 9,429 — —1,165 8
ToOTAL... . 50,793 878 —_ 9,431 —_ 12,065 73,167
(ii) Interest and dividends reccwed from local authorities and pubhc 80 —_— — 2,892 — 162 3,134
. corporations ... .
ToTAL RECEIPTS ... 50,873 878 —_ 12,323 — 12,227 76,301(%)
B R Tiems on blic sect diture (see Table 15)
i) Ttems entering into public sector expenditure (see Table B
N Sl;;)rcnt expenditure on goods and services 316 —22,33; , —44 — 6_6%? —l,ggg —2;,;%2
. t interest . . _ ~37 —_ -— —6, — —7,
@ Current grants to personal sector 18 —8,223 —1 — — —13,018 —21,224
Other current expenditure .. 447 —3,688 —2,008 — — —242 —?,ggé
Gross domestic fixed capital formatmn . 29 —1,477 — — — —81 - 2
Other capital expenditure - 879 —1,564 -8 — 3 —167 —
TOTAL...  cov cee oo e e e e 1,689 —37,324 —2,061 — —6,643 —15,834 —60,173
(ii) Grants and net lending to local authorities and public corporations.., 10 —13,493 — — —1,983 —662 —16,128
ToTAL EXPENDITURE 1,699 —50,817 —2,061(%) — —8,626 —16,496 —176,301(%)
C. TRANSACTIONS WITHIN CENTRAL GOVERNMENT 104
Grant to National Insurance Fund e e — —2,304. — —_ — 2, —
lg?hrthcm Irelaxad (&entral govcmmcnt. transfers and loans .- — —612 —987 —_ —65 1,664 -
er loans and advances —_ —_ — — — — -
D:bt interest (including profits of Issue Dcpartment) 15 -5 —4,105 5,566 —1,814 343 —
B. (]3 hccmi:e rctgenue o - ‘gg —‘31%; — — - -——47 —_
us receipts for surrender, etc. - — — -— —42 -
Detehon Comotmed Fand o mm = = 73849 | —7,384¢) = - -
TOTAL INTERNAL TRANSACTIONS ... 797 —3,661 2,292 —1,818 —1,879 4,269 —_
Grand Total (A, B and C) 53,369(") —53,600(%) 231 10,505(") —10,505(") — —

(®) As included within Table 23.
(*) As included in Table 19.
(%) As included in Table 20.
(%) As included in Table 18.
(") As included in Tuble 21.

TABLE 24—(continued).

CENTRAL GOVERNMENT TRANSACTIONS BY EconoMiC CATEGORY
B. Analysis and reconciliation by fund—1980-81 forecast

(% Includes National 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 borrowing requirement of the central government comprises the borrowing of the National Loans Fund (i.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.

£ million

Consolidated Fund National Loans Fund
Other central Total al
Receipts positive/payments negative government otal centr
Taxation Supply Standing funds ancll government
and other services services and Receipts Payments accounts(?)
receipts deficit
A. RECEPTS
(i) Items entering into public sector recmpts (see Table 15)
Taxes on income . 31,008 —6 — — — 480 31,482
National insurance contnbutxons, etc. ... — 991 — —_ — 13,263 14,254
Taxes on expenditure - 29,750 —30 — — — 2,140 31,860
Other current receipts ... 177 —28 — 2 —_— 1,487 1,638
Taxes on capital and other cap:ta.l transacuons (net) 1,514 —21 — — —1,685 —192
Borrowing requirement (net balance)(%) - — —_ — 10,665 — —1,352 9,313
TOTAL... 62,449 9206 — 10,667 — 14,333 88,355
(ii) Interest and dividends recelved from local authonms and pub]u:
corporations ... .- 70 — — 3,260 — 284 3,614
TOTAL RECEIPTS ... 62,519 906 —_ 13,927 — 14,617 91,969¢3)
B. EXPENDITURE
(i) Items entering into public sector expenditure (see Table 15)
Current expenditure on goods and services ... 352 —28,077 —22 — —25 —1,897 —29,669
Debt interest e — —41 —_ — —17,661 —672 -—8,374
Current grants to personal sector 18 —9,863 —1 —_ —15,230 -25,076
Other current ex&‘cnd:ture 253 —4 —2,299 — — —199 —6,474
Gross domestic fixed capital formanon 14 —1,782 —_ — — —197 —1,965
Other capital expenditure e . 551 -2, -2 _ 3 —200 -1, 1747
TOTAL... 1,188 —46,091 —2,324 — —17,683 —18,395 —73,305
(ii) Grants and net lending to local authorities and public corporations ... 244 —15,566 — —_ —2,759 —583 — 18,664
TOTAL EXPENDITURE 1,432 —61,657 —2,324(%) - —10,442 —18,978 —91,969()
C. TRANSACTIONS WITHIN CENTRAL GOVERNMENT
Grant to National Insurance Fund ... — —2,723 — — —_— 2,723 —_
Northern Ireland central government: transfers and Joans . — —750 —-1,136 - —130 2,016 —
Other loans and advances — —1 — — —19 20 —
Debt interest (including profits of Tssue Department) 15 —5 —4.,950 6,738 —-2,314 516 —
B.B.C. licence revenue ... 535 —535 — — — — —
u?lus receipts for surrender, efe. 914 —_— — — — —914 —
cit on Consolidated Fund ... —_ — 7,760(%) —17,760)¢) — — —
TOTAL INTERNAL TRANSACTIONS 1,464 —4,014 1,674 —~1,022 —2,463 4,361 —
Grand Total (A, B and C) ... 65,415(*) —64,765(%) —650 12,905(7) —12,905() — —

(%) As included within Table 23.
(*) As included in Table 19.
(®) As included in Table 20.
(®) As included in Table 18.
(") As included in Table 21.

() Includes National Insurance Fund and the Northern Ireland central government: also includes imputed charge for consumption of non-trading capital and sundry ad;ustmcnts (timing, etc.)

(?) The borrowing requirement of the central government comprises the borrowing of the National Loans Fund (i.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.
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