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PART 1

THE ECONOMIC BACKGROUND TO THE BUDGET

REVIEW OF THE PAST YEAR

Introduction

1. At the time of the 1976 Budget the worst of the
recession was known to be past. The industrialised
countries including the United Kingdom were clearly
recovering. World trade was reviving fast. In the
United Kingdom exports were making very good
progress while the volume of imports showed no
growth. The sterling exchange rate had remained
steady between November 1975 and early March 1976,
although inflation in this country was high by world
standards. The external deficit on current account
was therefore very small in the first quarter of the year.
Unemployment, which had been rising throughout 1975
at about 40,000 a month, was increasing at about haif
this rate early in 1976.

2. Policies gave priority to bringing down the rate of
inflation. The Budget measures were therefore designed
to add little to total demand but to facilitate agreement
on an extension of the voluntary incomes policy for the
1976-77 wage round. The Budget offered income tax
concessions contingent upon a satisfactory agreement
on pay limits. The aim was to limit the rise in wage
costs without unnecessarily reducing real take-home
pay and so to create favourable conditions for
economic growth. The second round pay agreement
was overwhelmingly endorsed by a special TUC
conference in May and came into operation in August
1976. Like the previous £6 agreement it has been
universally observed.

3. In the second and third quarters of 1976, it gradu-
ally became evident that events were taking a less
hopeful turn. The exchange rate fell sharply in March.
In the second quarter imports rose, and thereafter
stayed at the higher level. Further pressure developed
on the exchange rate, and the second quarter saw a
substantial withdrawal of officially-held sterling
balances. In June overseas countries provided a
temporary $5-3 billion facility to stabilise the exchange
market. In July measures were announced designed to
reduce the expected level of public sector borrowing
by £14 billion in 1977-78, to avoid potential conflict
between public and private financing needs, and thus
strengthen confidence.

4. Tt became clear that the second quarter had
seen a slowing of the growth of United Kingdom
production, which turned to a fall in production and
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in exports in the third quarter. A similar, though less
severe, slowing of growth in other industrial countries
accompanied these developments. With the summer
drought and the passing through of the effects of
sterling depreciation; the rise in retail prices began to
re-accelerate.

5. All these factors affected confidence in the financial
markets. The flow of sales of Government securities
diminished sharply. Consequent fears of inflationary
monetary expansion inter-acted with the exchange
market to produce a further sharp fall in the foreign
exchange value of sterling in September.  To restore
confidence and re-activate sales of Government debt
Minimum Lending Rate (MLR) was raised in two stages
to 15 per cent and an application to the IMF to draw
upon our main credit tranche of $3-9 billion was
announced. In November the Supplementary Special
Deposit scheme to restrain the expansion of banks’
interest-bearing eligible liabilities (*° the corset’’) was
re-introduced. Output and exports ceased to deterio-
rate, and financial confidence steadied somewhat as
discussion with the IMF staff proceeded.

6. On December 15th the Government announced
further measures to reduce public expenditure pro-
grammes in 1977-78 and 1978-79 and their intention
to keep within specified limits for public sector
borrowing and domestic credit expansion. These
measures, together with an additional package to
encourage investment and support employment, looked
forward to a renewed building of the conditions for
sustainable growth.

7. These measures were endorsed by the IMF, and
led to a rapid return of confidence in the financial
markets. Very large amounts of Government stock
were sold, and interest rates began to fall. The US $
exchange rate for the £ rose to $1-70 by the end of
December, and has’ remained between $1-70 and
$1-72 up to the time of writing. Foreign exchange
reserves were rebuilt in January and further increased
in February. Confidence was reinforced by the
agreement with the Bank for International Settlements
on a facility to minimise the de-stabilising effect of
reductions in officially-held sterling balances, and by
the negotiation of a $1-5 billion mediumi-term loan
on favourable terms from a group of commercial banks.
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REVIEW OF THE PAST YEAR—continued

8. Simultaneously, net exports and industrial pro-
duction began to show a slow but perceptible renewed
rise. Manufacturing investment, which had shown a
small rise through most of the year, continued to
expand and showed promise of accelerating in 1977.
Seasonally adjusted unemployment in March 1977 was
90,000 higher than 12 months earlier. Though the
rise was temporarily checked it seemed likely to rise
further during the year. The rise in retail prices
seemed likely to remain rapid for some months. The
success of the pay agreements and the greater stability
in the exchange rate imply that it should then fali, but
whether that fail is sustainable will depend upon
agreement for the 1977-78 pay round.

The World Economy

9. The total gross national product of the main
industrial countries rose by about 6 per cent in 1976
from the depressed level of 1975. The most rapid
growth occurred in the first quarter when there was an
unusually high replenishment of stocks; in the remain-
ing quarters growth was sluggish, but it appears to have
picked up in some countries in recent months. The
increase in output has been insufficient to reduce
significantly the level of unemployment which in many
countries was higher in December 1976 than twelve
months earlier.

10. There was a marked recovery in world trade in
1976 after the fall in 1975. The volume of world trade
is believed to have been about 10 per cent greater in
1976 than in 1975. Total exports of goods from
OECD countries increased by about the same amount,
with growth slackening in the third but beginning to
recover in the final quarter, The imports of the oil
exporting countries appear to have been about 15 per
cent greater by volume in 1976 than in 1975, but even
this was insufficient to prevent their running a current
balance surplus of about £37 billion, The offsetting
deficits were shared unequally between other countries,
exacerbating the persistent problems of current balance
adjustment.

11. Some progress was made in 1976 in bringing down
the average rate of inflation for OECD members; but
the rate remains much higher than at the corresponding
stage of recovery from previous recessions. There are
wide divergences between countries, with the rise in
consumer prices over the twelve months to December
1976 around 4 to 5 per cent in Germany and the
United States, around 15 per cent in the United
Kingdom and around 20 per cent in Italy.

12. Commodity prices rose more quickly in 1976 than
the prices of manufactured exports, especially metals
and agricultural products other than food. The less-
developed countries without oil resources seem also to

have restricted the volume of their imports. These
trends have enabled them as a group to rebuild their
reserves.

The United Kingdom

13. For the United Kingdom economy, the year falls
into three parts; the early months, the check in mid-
year and the final months.

The Early Months

14. The recovery from recession started in autumn
1975 and by the spring of 1976 had been under way
for about six months., Gross domestic product (GDP)
had risen at about 4 per cent per annum, and exports
were moving ahead of imports. Together with an
exchange rate which was stable between November and
March at just over US $2 to the £, this led to an
unexpectedly rapid improvement in the current balance
of payments in the first quarter. The rise in unemploy-
ment was also decelerating more swiftly than appeared
sustainable. The rise in retail prices was decelerating
on more expected lines, under the influence of the
successful £6 pay agreement concluded in August 1975.

15. The volume of consumers’ expenditure was fairly
stable at a level slightly above that of late 1975. Public
expenditure on goods and services was still rising, but
the public expenditure plans announced in February
for five years ahead looked forward to total public
spending levelling off at the level to be reached in the
coming financial year. Total gross fixed investment
was still falling, but investment intentions surveys
showed that a rise in manufacturing investment was on
the way. Stockbuilding figures continued fairly
erratic, but the major fall in stocks in 1975 had been
checked.

16. Market conditions led interest rates to fall about
2 per cent in the first quarter. Meanwhile, M3, the
broader measure of money stock, was showing small
increases on the quarterly figures, and some actual
decreases on the monthly figures. The public sector
borrowing requirement (PSBR) for 1976-77 was
forecast to be just under £12 billion, a high figure
but one which, in the context of the Government’s
medium term plans, was expected to represent a peak.

17. The April 1976 Budget therefore looked forward
to a period of steady recovery. However, it was
recognised that there were a number of major un-
certainties present, and that a continuing watch would
have to be kept on the balance between the calls on
the economy made by industry and by the public
services. The major focus of the Budget was upon’
income tax reliefs contingent upon the conclusion of
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a second satisfactory pay agreement. In the event
such an agreement was negotiated, and the net effect
of the Budget was slightly expansionary.

The Mid-Year Check

18. In March, the foreign exchange value

fell below US $2. By the end of Airil the vglfu;h :vai
9 per cent less than at the end of February. From
the March low point, short-term interest rates rose by
13 per cent during April to around 104 per cent
At this stage longer-term interest rates did not rise.
Il}lport volume rose sharply in April and continue(i
high. T]?e foreign exchange value of the £ slipped
further with large withdrawals of officially-held sterling
palances, until it was checked by the announcement
in early Jl}ne of a $5-3 billion credit facility offered
to 'the Uglted Kingdom by a group of 10 countries
This credl.t was initially for three months, renewablé
for a maximum of another three months.

19. By late June and early July, a prospective confli
was emerging 'between public and privgte borrowing
To guard against an excessive growth in the money
supply, to contain interest rates and to maintain confi-
dence at home and abroad it was judged that there was
a nped to reduce the PSBR to £9 billion in. 1977-78.
This was'£1-5 billion less than the forecast for that
year as it then stood. The main features of the
measures announced for this purpose were a reduction
of £1 billion in plans for public expenditure, and a
surc_:harge on employers’ national insurance contri-
butions to yield a further gross £1 billion in a full
year. Both would take effect in 1977-78.

20. The measures announced on July 22nd assisted
conﬁdpnce, but their impact was offset by the worsening
statistics for output and external trade. After rising
more than 1% per cent in the first quarter of 1976, the
gndex of industrial production rose less than 4 per ,cent
fl‘];s ttl‘{e iﬁcond qtilarter. The volume of imports rose
in the second quarter outstrippi ise i
volume of exports.q SIrippIng the rise in the

21_. The figures for other components of demand were
mixed. Over the first six months of 1976 the volume
of consumer expenditure had risen by 1} per cent.
The tax reb?.tes payable under the contingent provisions
of the' April Budget were supporting spending during
the third quarter. Public authorities’ current spending
was levellm_g off. Gross domestic fixed capital forma-
tion was still falling in total; at its low point in the
second quarter it was over 6 per cent under its level
of the year before. Within this total, there was a
small but encouraging rise in manufacturing invest-
ment. Stock levels fell by about £100 million in the

second quarter, and again by a smaller i
hind g amount in the

22. The broad indicator of money suppl

at an annual rate of some 16 perycentp li)nytgzlzicl;)(;fg
quarter. In his statement of July 22nd, the Chancellor
announced his intention of limiting the growth of M3
Fo 12 per cent for the whole financial year. However
in the third quarter sales of Government securitim’
stagnated, and both M3 and M1 rose at above 20 per

cent annual rates in that quarter as de
lending moved ahead. mand for bank

TABLE 1. ESTIMATED CHANGES IN PERSONAL Income, CoNsUMER PRICES AND CONSUMERS’ EXPENDITURE

1975 to 1976 Zndein mlglgsﬁto
Seasonally adjusted
£ million Per cent £ million Per cent
Wages and salaries 7,500 127 3,300 10-7
Total personal income 14,950 15-5 6’500 12-9
Personal disposable income ... 10,900 14-7 5’100 13-2
Consumers’ expenditure deflator 15-3 ’ 12-5
Real personal disposable income at 1970 prices ... —200 —-0-5 150 0-7
Personal saving at 1970 prices(Y) —300 —200
Consur{:ers’ expenditure at 1970 prices 60 0-2 340 1-9

1
(*) Saving as a percentage of RPDI was 147 per cent in the second half of 1975 and 13-6 per cent in the second half of 1976,

5
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REVIEW OF THE PAST YEAR—continued

23. In September, there was renewed growth in
private sector demand for bank loans and sharp
pressure developed in the foreign exchange market.
Minimum Lending Rate rose to 13 per cent and other
short-term rates moved up with it after remaining stable
since May. Some substantial sales of Government
securities followed as longer-term interest rates
adjusted, but by early October further measures became
necessary. The authorities therefore raised the
Minimum Lending Rate to 15 per cent.

24, The $5-3 billion credit facility agreed in June was
renewed in September for a final three months. Draw-
ings on the credit exceeded $1 billion, and these fell
to be repald in December. Faced with the continuing
pressure in the foreign exchange market, the Govern-
ment applied to the International Monetary Fund to
draw upon the United Kingdom’s second, main, credit
tranche of $3-9 billion. Together, these moves
stabilised the foreign exchange market, but with the £
near what proved to be its low point of US 3155,

25. As the third quarter statistics were assembled, it
became clear that the volume of both output and
exports had fallen. Import volume rose. The only
clear 51gns of nnprovement in the economy were small
increases in manufacturing employment and manu-
facturing investment.

The Final Months

26. Calls for the commercial banks to increase their
special deposits with the Bank of England were made
in the autumn. Cumulatively, they raised the call for
special deposits to 6 per cent, but of this total the last
1 per cent call was repeatedly postponed and in the end
cancelled. In addition the Supplementary Special
Deposit scheme to restrain the growth of banks’
interest bearing eligible liabilities (*“the corset ™)
was reintroduced. Although discussions with the IMF
team had not been concluded, the opening of negoti-
ations and the various monetary measures had already
restored some confidence to the markets. In mid-
November MLR came down % per cent from the peak
rate of 15 per cent, and by the end of November the
dollar exchange rate was 10 cents above its lowest point.

27. On December 15 the Government announced a
further set of measures. Public spending plans were
reduced by £1 billion in 1977-78 and £1:5 billion in
1978-79. Part of the Government’s holding of shares in
the British Petroleum Company were also to be sold in
1977-78 and a further, unspecified, fiscal adjustment
of £500 million was to be made in 1978-79. The
authorities’ primary monetary objective was reformu-
lated in terms of domestic credit expansion (DCE) in
place of M3. Appropriate limits set for DCE were
£9 billion in 1976-77 (year to mid-April); and subject

to review, £7-7 billion in 1977-78. The figure envisaged
for 1978-79 was £6 billion. Limits were also set for the
public sector borrowing requirement of £11-2 billion
in the current financial year and £8 -7 billion in 1977-78.
The relevant figure for 1978-79 was £8-6 billion.
Some additions to planned spending on investment
and employment were to be financed by extra taxes on
alcohol and tobacco. These measures were embodied
in the Letter of Intent to the International Monetary
Fund.

28. The effect of these measures on already reviving
financial confidence was soon felt in sales of Govern-
ment securities, in falling interest rates and in a rising
exchange rate. Just as declining confidence had fed
on itself, so did increasing confidence.

29. The agreement of the IMF to the credit facility
applied for was followed by the successful negotiation
of a ‘““safety net® for the officially held sterling
balances and the negotiation by the Bank of England
for the Government of a $1-5 billion medium-term
euro-currency credit from a group of British and foreign
commercial banks. The official reserves which had
fallen to $4 -1 billion at the end of 1976, after repayment
of drawings on the temporary credit agreed in June,
rose to $7-8 billion at the end of February 1977. This
figure included a first drawing of $1-2 billion from the
IMF credit and a first instalment of the euro-currency

. loan. A major contribution to the inflow had resulted

from the withdrawal, announced in November, of the
facility for sterling finance of trade between third
countries.

30. Sales of gilt-edged stock had begun to rise before
the December 15th announcement. Thereafter they
became very large. Total sales in the four months
period from mid-September exceeded £6 billion. In
the financial year as a whole, well over half the public
sector’s financial needs will have been met outside the
banking system. Late in the year, bank lending to the
private sector also ceased to rise at its earlier rapid rate.
There may be little or no expansion of domestic credit
in the second half of the financial year, and it is expected
that sterling M3 growth will be around the bottom of
the 9-13 per cent range thought likely in December.
Fig. 1 shows the continuing restraint in the growth of
monetary aggregates over the last three years, with a
lower growth rate for sterling M3 than for gross
domestic product at current prices.

31. Since the turn of the year it has become plain that
the public sector’s need to borrow (the PSBR) in 1976-
77 has fallen substantially to below £9 billion (see
Table 6)
surplus in January and extra revenues look likely in
the year as a whole. Requests for supplementary

The central government was in massive_
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expenditure provisions were relatively small and by
mid-March it was clear that cash expenditure by
government departments in the last months of the
financial year might be of the order of £500 million
lower than had been expected in the autumn on the
basis of past patterns of spending. The volume of
expenditure incurred in the year will also have been
lower. In addition, interest payments by central
government made in 1976-77 now seem likely to be
about £300 million less than expected three months ago.
High sales of securities on which interest is paid twice
yearly have transferred interest payments to the early
part of 1977-78 and the fall in interest rates has reduced
payments a little.

32. Borrowing by local authorities, the nationalised
industries and other public corporations, all of which
contribute to total public sector borrowing, has also
diminished. Local authorities stopped taking new
medium and long-term loans from the Public Works
Loan Board (PWLB) in October, when interest rates
were at their peak. At the time, it was assumed that
they had substituted short-term borrowing from other
sources but it is now known that this did not happen:
although they repaid debt to the government in the last
quarter of 1976 they did not borrow any unusual
amount from other sources. They resumed borrowing
from the PWLB in January, on a fairly small scale.
Little is yet known about how much they may have
borrowed from other sources. -Nor is information
about their expenditure sufficiently up to date to
explain the abrupt change in their borrowing. Public

corporations also cut their borrowing from the govern-
ment very heavily from last October; but their total
borrowing continued on a substantial scale in the
fourth quarter, with a large amount borrowed in foreign
currency. Since then some nationalised industries have
reduced their estimates of cash required for the balance
of the financial year; the estimates in Part ITI, Table 13
of financing from outside the industries are significantly
below the figures included in the White Paper on the
government’s expenditure plans (Cmnd. 6721) published
in January and February.

33. As confidence strengthened in the financial
markets, output and export volume began to move
ahead once more in the fourth quarter. Industrial
production, manufacturing production and export
volume all exceeded the second quarter level. Import
volume rose, but more slowly. The current account of
the balance of payments strengthened because of these
improving trends in visible trade and the continued
high surplus on invisibles account. In the three
months to February 1977 the current deficit was about
£300 million, compared with £500 million in the
previous three months. Unemployment appears to be
on a slowly rising trend, although falls were recorded
in February and March. The pay agreement continued
to be observed. Up to the end of February settlements
within this policy have been made by nearly five million
employees.

34. However the rise in retail prices over twelve
months continued to accelerate from 12-9 per cent in
July 1976 to 16-2 per.cent in February 1977. A major
cause was the depreciation of the £ in 1976. Much of
that depreciation reflected a lagged adjustment to the
past rapid rate of inflation in the United Kingdom.
The summer drought and wet autumn raised the prices
of food both in the United Kingdom and elsewhere.
Following the stabilisation of the sterling exchange
rate since December 1976 the price index of materials
and fuels purchased by industry has decelerated from
an annual rate of 33 per cent in the six months to
August 1976, to 25 per cent. Wholesale prices of
manufactured goods for sale in the United Kingdom
showed some acceleration over the past period from
16 per cent per annum in the earlier six months to
23 per cent per annum in the later six months, as the
increase in import prices fed through. As Fig. 2
shows, by the fourth quarter of 1976 these price rises
were working through to some fall in real personal
disposable income. In the 12 months to December
1976 the increase in average earnings was 11:7 per
cent; for the same period the retail prices index rose by
15-1 per cent. Disposable income was suppbrted to
some extent by the tax reliefs lntroduced in the Apnl
1976 ‘Budget,
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2 DISPOSABLE INCOME AND CONSUMER
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The year as a whole

35. 1975 had been a year of falling gross domestic
product combined with some improvement on the
balance of payments. In 1976, although many of the
hopes of the early part of the year were disappointed
by the check to progress in the middle of the year,
gross domestic product rose and the current account
of the balance of payments improved by £200 million
from £1-6 billion (1§ per cent of GDP) in 1975 to
£1-4 billion (1} per cent of GDP) in 1976. The
deficit was £3-4 billion (4% per cent of GDP) in 1974,
In dollar terms the improvement was from $3-7 billion
in 1975 to $2-5 billion in 1976. In 1976 the most
marked improvement was in the invisible surplus; it
rose from £1-6 billion to almost £2-2 billion; by the
fourth quarter it was running at an annual rate of
almost £2-5 billion.

36. North Sea oil and gas production made a signifi-
cant and rising contribution in 1976. Total oil
production for the year was 12 million tonnes, valued
at £600-£700 million. By February 1977 production was
at an annual rate of over 25 million tonnes, more than
a quarter of last year’s consumption in the United
Kingdom.

37. The balance for official financing, including out-
flows on both current and capital account, amounted
to £3+6 billion (36-6 billion) in 1976. This was more
than had to be financed in the whole of both 1974 and

1975 together, despite the improvement on current
account. The total net depreciation of sterling
between February 1976 and February 1977 came to
15 per cent.

38. As Fig. 3 shows, the relative rate of inflation in
the United Kingdom remained high by international
standards. The diagram illustrates that the higher level
of United Kingdom inflation was more than offset
during 1976 by the decline in the exchange rate.

3 RELATIVE INFLATION
AND THE EXCHANGE RATE
Index Q1
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39. Fig. 2 shows that despite the lower level of
national disposable income, consumers’ expenditure
has remained relatively stable, more so than personal
disposable income which has fluctuated both up and
down. The fall in the last quarter of 1976 in personal
disposable income meant that it is now adjusting
towards national disposable income. With no com-
parable fall in consumers’ expenditure, there was a drop
in the savings ratio.

40. The three figures illustrate aspects of progress
being made towards balance in the economy. Figures
2 and 3 also illustrate major problems still remaining;
the gap between trends of personal disposable income
and real national disposable income and the relative
rate of inflation. A further major problem is unem-
ployment. During 1975 it was rising ; (seasonally
adjusted, excluding school-leavers) at about 40,000 a
month. In 1976, the rise was about 13,000 a month.
Over the six months to March 1977 the total rise was
about 2,000. However, total registered unemployed
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stood in March 1977 at 1,384,000, or 5-9 per cent of the
labour force, nearly 100,000 more than a year earlier.
The various selective measures to alleviate unemploy-
ment are estimated to have reduced the total number
on the register at the end of 1976 by over 150,000.
Employment in the public services has broadly stabil-
ised. An encouraging sign has been the small rise in
employment in manufacturing industry month by
month since May 1976.

41. The public sector deficit (the PSBR less net
lending by the public sector to the private and overseas
sectors) amounted to a little over £9 billion in 1976.
This was matched by a continuing substantial surplus
in the overseas sector of about £14 billion (correspond-
ing to the current account deficit), and the private

sector’s financial surplus was about £1 billion higher
than the previous year. The private sector surplus
reflected both the better financial position of the
company sector and a further sizeable increase in the
personal sector’s surplus to about £7% billion.

42. By the end of the year, despite the problems of
mid to late 1976, both financial confidence and some
momentum in the expansion of net exports had been
re-established. The growth of manufacturing invest-
ment and the development of the industrial strategy had
both been maintained through the crises of confidence.
The new procedures for public expenditure control
appear to have had a considerable effect, and despite
the difficulties inflation originating within the United
Kingdom has been reduced.

TABLE 2. BALANCE OF PAYMENTS

£ million
1975 1976
1974 1975 1976
1st half | 2nd half | 1st half | 2nd half
CURRENT A
NT ACCOUNT Seasonally adjusted
- Visible trade: OQil ... —3,422 | —3,106 | —3,964 | —1,456 | —1,650 | —1,917 | —2,047
Other goods v | —1,799 —89 372 —146 57 460 —88
Invisibles ... . 1, 841 1,560 | 2,169 763 797 938 1,231
Current balance —3,380 | —1,635 | —1,423 | —839 | —796| —519| —904
Not seasonally adjusted
Current balance —3,380 [ —1,635 | —1,423 | —990 | —e645| —713| —710
Capital transfers —175 — —_ — — — —_
Investment and capital ﬂows :
Official long term capital —276 | —288 | —156 | —112| —176 —62 —94
Overseas investment in Umted ngdom
public sector.. 250 43 203 66 —23 22 181
Private investment (net) e 1,129 422 201 | —367 789 105 96
Overseas currency borrowing or lendlng (net)
by United Kingdom banks e | —294 238 112 694 | —456 153 —41
Changes in external sterling liabilities ... 1,558 —67 | —1,152 230 | —297 | —1,007 | —145
Trade credit and other short-term flows ... —686 12 | —1,146 | —269 281 —937 | —209
Balancing item 128 —190| —267| —150 —40 | —15%4 -73
Balance for official financing —1,646 | —1,465 | 3,628 | —898 | —567 |—2,633 | —995-

Financed as follows:

Drawings on IMF . . — —_— 1,018 — —_— 1,018
Drawings on other monetary authorities — — —34 —_— —_ 581 —615
Foreign currency borrowing:
By Her Majesty’s Government 644 423 — 423 — — —
By United Kingdom public sector under the
exchange cover scheme 1,107 387 1,791 - 207 180 858 933
Drawings on (+)/additions to (— ) official reserves | —105

655 853 268 387 176 | . 677
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Forecasts in the 197677 financial statement and budget
report, and estimated outturn

43, Table 3 shows the changes in gross domestic
product and its main components forecast last April,
together with the present provisional estimates of
outturn. The past record of comparisons between
forecast and outturn was summarised in the set of
average errors published with the forecast released in

TABLE 3.

December 1976. These errors were not calculated on a
basis strictly comparable with the changes shown here,
but nevertheless provide a rough standard of com-
parison.

44, Last April’s forecast was reasonably accurate by
past standards, with most components within or close
to the past average deviation from outturn. The main
exception was the overestimate of fixed investment.

1976-77 FSBR FoReCcAST AND ESTIMATED OUTCOME

Percentage changes second half 1975 to second half 1976 (at constant prices)

Forecast Estimated outcome

Per cent Per cent
Consumers’ expenditure 2 2
Public authorities’ consumption 13 2
Gross fixed investment ... e e — —5%
Stockbuilding (changes in £ million at 1970 prices) (350) (250)
Exports of goods and services 9% 10
Total final expenditure ... . 4 3
Imports of goods and services 6% 61
Adjustment to factor cost 24 5
Gross domestic product at factor cost(*) 4 2

by oss domestic product figures in Tables 3 and 4 are * compromise " estimates. The compromise GDP index is close to the average of the

gh)rSeraltemative mgasurm ofggrross domestic product at 1970 prices, based upon expenditure, income and output respectively. It differs from
that average in respect of minor timing and other adjustments to some component series. Differences between the compromise aggregate and
components of the expenditure series have been allocated for convenience to investment in stocks.

ECONOMIC PROSPECTS TO MID-1978

In constructing the forecast it has been assumed that
an agreement on pay increases after July 1977 holds the
rate of increase of earnings close to that experienced
under the present pay limit. It is further assumed that
it proves possible to reduce the basic rate of income tax
from 35 to 33 per cent. The competitive position of the
United Kingdom relative to other industrial countries is
assumed to be broadly maintained. Table 5 and the
first column of Table 4 show the main forecast, which
has been used in preparing the public sector tables in
Part II. Essentially, it reflects an interpretation of
economic relationships and trends based on past
experience and statistics. The second column of the
table reflects an assumed improvement in the United
Kingdom’s trading performance: this illustrates the
possible effects of better non-price competitiveness.
The cost and price assumptions are the same in both
columns, .

2. The prospect is for a continued modest increase in
demand and output at a rate below the prospective
growth of productive potential. The current account of
the balance of payments is forecast to be in surplus by
the first half of 1978 and a further reduction in public
sector borrowing in relation to national income is
foreseen. By mid-1978 the growth in the retail price
index (by comparison with a year previously) is forecast
to fall below 10 per cent. The main aspects of the
forecast are discussed in the following paragraphs.

3. Most of the forecast increase in demand consists of
exports and private sector fixed investment. Public
investment is likely to fall and both personal and public
consumption to show little change. With import

volumes rising more slowly than exports, this demand

prospect leads to a growth in GDP, in the main forecast,
of about 14 per cent during the next twelve months,

10

Economic Prospects T0 MIp-1978—continued

The pattern of demand favours a somewhat faster
growth of manufacturing output: an increase of 24 per
cent is forecast for the same period. In the variant with
higher net exports the growth of GDP is raised to
2% per cent and of manufacturing to 4 per cent.

4. The forecasts of public sector demand for goods
and services are based on the plans set out in the recent
White Paper (Cmnd, 6721). For two reasons, the
forecasts shown here fall by less than is indicated for
comparable categories in the White Paper. First, the
forecasts assume that the contingency reserve is fully
used and that part of it is allocated to expenditure on
goods and services, whereas in the White Paper it is not
allocated. Secondly, the latest information suggests
that expenditure in 197677 will be below that shown in
the White Paper. The forecasts show public consump-
tion roughly constant at the level reached in the second
half of 1976. Public sector investment, however, is
likely to fall substantially, the most marked fall being
in the local authority sector. :

5. The development of private sector investment is
likely to vary substantially between categories. Both
recent trends and intentions data suggest a fast rise in
manufacturing investment, but a much more modest
increase for distribution and services: this is also
consistent with the likely demand pattern. Following
the recent fall in interest rates, private sector housing
investment may be fairly stable. The total of private
investment may well have fallen in the current half year
but a fairly brisk rise of 7 per cent is forecast for the
next twelve months,

6. Stock levels were probably falling slightly through-
out most of 1976, though not at a rate comparable to
1975. A significant increase in stockbuilding as com-
pared with 1976 is therefore to be expected as a part of
normal cyclical adjustment; but the forecast shows
most of this process having already happened in the
first half of 1977 so that stockbuilding does not con-
tribute to the demand increases shown in table 4.

7. Real personal disposable incomes have probably
fallen significantly since the autumn as a result of large
price increases (especially for food) which refiected
rises in import prices and poor harvests and were not,
therefore, accompanied by comparable increases in
money incomes. In the final quarter of 1976 personal
consumption nevertheless rose slightly and savings fell
substantially. But consumption has probably fallen
back in the first quarter of 1977 and, while the savings
ratio will probably be well below the 1976 level, further
substantial falls in savings are unlikely. Real incomes
may fall a little further by mid-year, but slower price
increases and the benefits of the Budget measures (on
the assumption that the full tax relief proves possible),
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should lead to modest recovery by the first half of 1978.
Over the year from the first half of 1977 a small (3 per
cent) rise in personal consumption is forecast.

8. After a strong recovery in late 1975 and early 1976
the rate of expansion in world activity and trade
slowed down considerably. Some resurgence of growth
seems likely this year and demand for manufactures,
in markets important to the United Kingdom, may rise
at a little below the longer-term trend rate. Survey
evidence points to strong United Kingdom export
performance, and exporting appears to be relatively
profitable by historical standards. The main forecast
shows a growth rate of 53 per cent for the volume of
exports of goods and services.

9. Imports of manufactures rose sharply in late 1976
and early 1977, and probably reflected speculative
stockbuilding resulting from a period of low confidence
in sterling. The extent to which this has distorted the
figures is very uncertain. In the main forecast there is
some continuing rise in the trend of import penetration
for manufactures; but owing to increasing North Sea oil
production and to some easing of food imports the total
volume of imports of goods and services (at 1970
prices) rises roughly in line with GDP.

10. There must, as always, be major uncertainties
about world prices but there is no reason to expect
large changes in the United Kingdom’s overall terms of
trade (excluding oil). The balance on invisibles account
is likely to improve further. The implication is for a
considerable improvement in the current account,
which is forecast to be roughly in balance in the
second half of this year and moving into surplus during
1978. North Sea oil production is likely to contribute
upwards of £2% billion to the current balance during
1977, though there are, of course, significant offsets
through imports of capital goods and profits and
interest due abroad.

11. The fast rise in retail prices over recent months is
unlikely to be sustained beyond the middle of the year,
provided there are no major crop failures or commodity
shortages. The rise in the exchange rate in the first
quarter will be beginning to affect retail prices from
now on. Compared with a year previously the forecast
is of a 13 per cent increase in the fourth quarter of 1977
(still reflecting the rises of the past few months) falling
to 94 per cent in the second quarter of 1978.

12. The PSBR forecasts reflect the general shape of
the economic forecasts as well as detailed assessment of
public sector transactions. Allowing for the tax
assumptions, the forecast of £8% billion for 1977-78
involves a downward revision of just over £1 billion
since December. Reasons for the revision include lower
prices (partly reflecting a stronger exchange rate),
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PART 11
PUBLIC SECTOR TRANSACTIONS

INTRODUCTION

The tables in this Part present the transactions of the
public sector analysed in accordance with the principles
and methods used in the compilation of the national
income accounts statistics (a full description of the
principles on which the national income accounts are
based and of the methods used in their compilation is
given in ‘ National Accounts Statistics: Sources and
Methods ”’, H.M.S.0., 1968). The tables are designed
to assist in a better understanding of the impact on the
economy of the operations of the public sector and to
show how the transactions of the various authorities
comprising the public sector contribute to the financial
account for the sector as a whole, and in particular to
the public sector financial balance and borrowing
requirement. The tables are different in form from
those in recent financial statements. The changes are
designed to give more weight to the distinction between
Government with its mainly administrative and
regulatory functions and the public corporations with
their trading activities. Transactions between the
various sub-sectors of the public sector are shown in
more detail than previously, particularly in Table 7;
the financial transactions of the public sector as a whole
are consolidated in the final section of Table 6.

The public sector consists of general government,
comprising central government and the local authorities,
and the nationalised industries and other public cor-
porations. The general government accounts cover the
current and capital transactions of the Consolidated and
National Loans Funds, the National Insurance Fund
and all other central government funds and accounts,
together with those of local authorities. Both central
government and local authorities engage to some extent
in trading activities, and in this respect the accounts,
like those of the public corporations sector, include only
trading surpluses and rents, capital expenditure and
other items in the appropriation and capital accounts,
and exclude trading transactions. Transactions between
bodies in the same sub-sector are not included in the
accounts for that sub-sector, and transactions between
sub-sectors disappear when these are combined and
consolidated.

All figures for receipts and expenditures both in 1976-77
and in 1977-78 are at the estimated prices of each year.

The forecasts for 1977-78 take account of the changes
proposed in the Budget, and in particular assume that
a satisfactory agreement on a new pay policy is reached
such as to make possible the implementation of the full
tax changes proposed. They are consistent with the
economic forecasts shown in Part I. In addition
estimates for 1977-78 “ before Budget changes ” are
shown in Table 6. These remove from the forecast
only the direct effect of changes in taxation as set out
in Table 16. They do not remove indirect effects of
changes in the level of economic activity resulting from
the Budget measures. :

In 1976-77 cash limits were widely applied:across public
sector expenditiire. This system will be continued on
similar lines in 1977-78. Details are given in the White
Paper “ Cash Limits 1977-78 ** (Cmind. 6767). The
limits are taken into account in the current price
forecasts in all the relevant tables in Parts II and III.
Cash control is also applied to the financing of national-
ised industries from sources external to them. The
estimates of their external capital requirements which
will also serve as control figures are shown in Table 13.

Table 6 first analyses the current and capital trans-
actions of general government in accordance with the
national income accounts classification, finishing with
the financial balance (Part A). An analysis of the
appropriation and capital accounts of the public
corporations sector is then shown, also leading to their
financial balance (Part B). Finally (Part C) the financial
transactions of the public sector as a whole are set out,
starting with the combined financial balance, taking
into account certain other financial transactions, and
finishing with the borrowing requirement. Part C is a
consolidated table so that transactions between general
government and public corporations are excluded, and
the total public sector borrowing requirement is
analysed to show the net borrowing from the private
sector and abroad by each sub-sector.

Table 7 shows the transactions of the various sub-sectors
of the public sector with the private sector and overseas
and with one another. Nationalised industries and the
other public corporations are treated as separate sub-
sectors. Consolidated totals are shown for general
government and for the public sector as a whole.

197677 ESTIMATED OUTTURN

The estimated outturn figures for local authorities and public corporations are based on partial information

for three quarters of the financial year only.

The most up-to-date information relates to their borrowing only.

For central government, the figures are based on the known totals of receipts and issues up to mid-March.




TABLE 6. PUBLIC SECTOR TRANSACTIONS

1976-77 1977-78 Forecast
Budget(!) Estimated Before Budget | After Budget
_forecast outturn changes changes
A. GENERAL GOVERNMENT(®»
CuURRENT RECEIPTS
Taxes on income 19,543 19,556 22,310 20,480
Taxes on expenditure ... 16,512 17,101 20,498 21,270
National insurance, etc., contnbutlons 8,574 8,810 9,415 9,415
Gross trading surp us("') . . 82 120 102 102
Rent(®) .. ... 2,348 2,626 3,007 3,007
Interest and dlwdends from——
.Public corporanons 1,549 1,613 1,809 1,809
Other . 629 786 873 873
TOTAL ... 49,237 50,612 58,014 56,956
CAPITAL RECEIPTS
Current surplus(®) —1,064 431 1,408 350
Taxes on capital ... 857 876 915 915
Financial deficit (on current and capltal transactlons)—
Central govemment .. 5,093 3,126 2,452 3,510
Local authorities ... 2,334 2,153 1,770 1,770

Gcnera.l government

7,427

5,279

4,222

5,280 °

TOTAL ...

7,220

6,586

6,545

6,545

B. PUBLIC CORPORATIONS

APPROPRIATION ACCOUNT: INCOME

Gross trading surplus(®)

.se

Rent and other non-trading income

3,692
562

4,201
634

4,740
725

4,740
725

TOTAL ... : 4,254 4,835 5,465 5,465
CAPITAL RECEIPTS . .
Undistributed income(®) 1,788 2,435 2,750 2,750
Capltal transfers from—General government 247 292 292 292
40 52 52 52

Fmanc1a1 deficit (balance of appropnatlon and capxtal .
accounts)—Nationalised industries . 2,102 1,312 1,237 1,237
Other public corporatlons 1,057 1,075 1,060 1,060
ToTAL .. R 5,234 5,166 5,391 15,391

C. FINANCIAL TRANSACTIONS OF THE

PUBLIC SECTOR

Receipts from certain pension schemes (net) ... 204 230 168 168
Adjustment for accruals of taxes on expenditure —26 —98 —439 —439.
Miscellaneous capital transactions (net)(g —258 25 78 78
Net borrowing from the private sector an overseas by— i
ntral government e 10,426 5,830 5,801 6,859
Local authorities 937 1,278 890 890
General government 11,363 7,108 6,691 7,749
Nationalised industries 400 1,302 625 625
Other public corporations vee 199 310 97 97
Total (public sector borrowing requirement) 11,962 8,820 7,413 8,471
TOTAL ... 11,882 8,977 7,220 8,278

BY EcoNoMmic CATEGORY

(O] Dlﬁ'crcnm from the figures given in Table 5 of the Financial Statement and Budxet Report 1976-77 (H.C. 306) reflect changes of classification.

() See Introduction to Part IT.

(%) Before allowing for depreciation and stock appreciation.

(® Includes unidentified transactions.
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£ million
1976-77 1977-78 Forecast
Budget Estimated Before Budget | After Budget
forecast() outturn changes changes
A. GENERAL GOVERNMENT(?) o '
CURRENT EXPENDITURE ’
Current expendlture on goods and services ... 27,358 - 27,192 29,891 29,891
Subsidies . 3,187 3,519 3,163 3,163
Debt interest . 5,549 5,365 6,267 6,267
Current grants to personal sector 13,471 13,284 16,048 16,048
Current grants abroad . . 736 821 1,237 1,237
Total 50,301 50,181 ' 56,606 56,606
Current surplus(“)—Central government —2,723 - 1:124 —265 — 1:323
Local authorities ., 1,659 1,555 1,673 1,673
TOTAL ... 49,237 50,612 58,014 56,956
CAPITAL EXPENDITURE
Gross domestic fixed capital formation 5,576 5,114 - 4913 4,913
Increase in value of stocks 54 25 50 50
Capital grants to— : .
Public corporations 247 292 292 292
Private sector 1,343 . 1,155 1,290 1,290
Overseas — J J —_
TotaL ... 7,220 6,586 6,545 - 6,545
B. PUBLIC CORPORATIONS -
APPROPRIATION ACCOUNT: PAYMENTS
Interest and dividends to— -
General government 1,549 1,613 1,809 1,809
Other - 912 778 896 896
Taxes on income 5 9 10 10
Total ... .. 2,466 2,400 2,715 2,715
Undistributed income(®) 1,788 2, 435 2,750 2,750
ToTAL ... 4,254 4,835 5,465 5,465
CAPITAL EXPENDITURE
Gross domestic fixed capital formation 4,850 4,569 5,007 5,097
Increase in value of stocks v 384 © 597 294 2%
TOTAL ... 5,234 5,166 5,391 5,391
C. FINANCIAL TRANSACTIONS OF THE
PUBLIC SECTOR :
EXPENDITURE
Financial deficit— ‘ .
General government 7,427 5,279 4,222 5,280
Public corporations 3,159 2,387 - 2,297 2,297
Total 10,586 7,666 6,519 7,577
Net lending to pnvate sector 517 357 370 370
Net lending, etc.. abroad 654 761 802 802
Cash expend.lture on company securities 125 193 —471 —471
ToTAL . 11,882 8,977 7,220 8,278
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TABLE 7. SUB-SECTOR TRANSACTIONS BY Economic CATEGORY

£ million
1976-77 Estimated outturn 1977-78 Forecast after Budget changes
Receipts positive/payments negative : Receipts positive/payments negative
General government Natiohalisedl  Other General government Nationalised|  Other
industries(*)| public | Total ] industries()| public Total
Central Local Total ¢ | -corpor- ' Central Local Total corporations|
government | authorities .| ations(®) government | authorities Q)
CURRENT ACCOUNT: ‘ . - CURRENT ACCOUNT:
Taxes on income ... 19,556 C— 19,556 -2 —7 19,547 Taxes on income ... 20,480 — 20,480 —4 —6 20,470
Taxes on expenthm'e S 12,507 . 4,594(%) 17,101 — —_ 17,101 Taxes on expendlture . 16,018 5,252(%) 21,270 — —_ 21,270
National insurance, etc., contnbutlons 8,810 — 8,810 | — - 8,810 g National insurance, etc., contrlbutlons... 9,415 — 9,415 — 9,415
Gross trading surp! us(3) . 40 | 80 120 3,876 325 4,321 Gross trading surplus(3) 14 88 102 4,310 430 4,842
Gross,rentdl income(®) - 155 - 2,471 2,626 32 153 2,811 , Gross rental income(®) ... 163 2,844 3,007 45 178 3,230
Intérest recclpts—pnvate sector and . . ) ) . Interest - receipts—private sector and
overseas . 271 460 731 94 348 1,173 overseas . 369 443 812 926 399 1,307
Interest paytnents—prlvate sector and . ) : Interest payments—pnvate sector and .
overseas . —3,644 ~1,721 —5,365 —496 —282 —6,143 overseas . —4,338 —1,929 —6,267 —592 —304 -7,163
Interest payments——wrthm pubhc sector 2 580 —976 1,604 —1,059 —545 — Interest payments—w1tb1n pubhc sector 2,898 —1,124 1,774 -~1,105 — 669 —
Dividends .., 64 - — . 64 3 -5 62 Dividends . 96 — 96 —22 -6 68
Current expendlture on goods and services | — 15 912 | —11,280 —27,192 — — —27,192 Current expendlture on goods and services | — 17,658 —12,233 ~29,891 — — —29,891
Subsidies —2,991 —528 —3,519 = — —3,519 Subsidies v —2,699 —464 - 3 163 — — —3,163
Current grants to. persona.l sector . ... —12,457 —827 —13,284 — — —13,284 Current grants to personal sector —14,916 —1,132 —16 048 —_ — —16,048
Current grants to local authorltles T +9,282 9,282 L — — — — Current grants to local authorities —9,928 9,928 — — —
Current grants abroad - s —821 R —821 — —_ —821 Current grants abroad —1,237 — —1,237 — — -1,237
CURRENT BALANCE(’) +1,124 1,555 431 2,448 —13 2,866 CURRENT BALANCE() —1,323 1,673 350 2,728 22 3,100
CAPITAL; RECEIPTS: AND: EXPENDITURE’ : . e CAPITAL RECEIPTS AND EXPENDITURE:
Taxes on capital :::% N 871 5 876 — — . 876 Taxes on capital ... 895 20 915 — — 915
Capital transfers from pnvate sectar — —_ — 51 1. . 52 Capital transfers from prlvate sector — — — 51 1 52
Gross domestic fixed capital formanon +1,326 | --—3,788 —5,114 —3,425 —1,144 —9,683 Gross domestic fixed capital formation ... —1,360 —3,553 —4,913 —3,919 —1,178 —10,010
Increase in value of stocks ' =25 — . =25, —597 — —622 Increase in value of stocks . —50 — —50 —294 —344
Capital grants to privdte sector .. —1,058" —-97 —1 155 T - —1;155 Capital grants to private sector ... —1,156 —134 —1,290 — — —1,290
Capxtal gra.uts Wlthm pubhc sector e | = ; 172 =292 211 81 — Capital grants within public sector —516 224 —292 197 95 —
FINANCIAL DEFICIT (baIance of cur-' ’ ’ . s FmianciAL Dericrr (balance of cur-
rent and capital accounts) Coee | =3,126 —2,153 —5,279 —1,312 —1,075 —17,666 rent and capital accounts) . —3,510 —1,770 —5,280 —1,237 | -—1,060 ~7,577
FINANCIAL TRANSACTIONS: : ) FINANCIAL TRANSACTIONS:
Net lending to private sector = ... " =115 —101 —216 — —141 —357 Net lending to private sector —179 32 —147 — —223 —370
Net lending to overseas governments, etc. —147 — —147 — — —147 Net lending to overseas governments, etc. —279 — —279 — — —279
Other net lending and transactions abroad . —509 — —509 —64 —41 —614 Other net lending and transactions abroad —406 — —406 —51 —66 - —523
. Cash expenditure on comparny securities =25 . — =25 | . =99 —69 —193 Cash expenditure on company securities 576 — 576 —11 —94 47
Receipts ﬁ'om certain pension schemw B - . ' Receipts from certain pension schemes ‘
- {net) 230 — 230 — S —_ 230 (net) e 168 — 168 — — 168
Adjustments for accruals of — : : ' , Adjustments for accruals of—
Taxes on expenditure —98 — —98 | — — —98 Taxes on expenditure —439 — —439 — — —439
Subsidies e —89 58 - =3 19 12 — Subsidies . — — — — —_—
Muiscellaneous capital transactions (net)(‘) —202 300 98 —160 87 | 25 Miscellaneous capital transactions (net)(") —20 148 128 —70 0 78
Loans within public sector . - —1,749 618 —1,131 314 817. — Loans within public sector . —2,770 700 —2,070° 744 1,326 _
Borrowing from private sector and over- . Borrowing from private sector and over-
seas (public sector borrowmg requ]re- o , seas (public sector borrowmg requlre- -
‘meént) 5,830 1,278 7,108 11,302 410 8,820 ment) . 6,859 890 7,749 625 97 8,471
TOTAL... 3,126 2,153 . 5,279 1,312 1,075 7,666 ‘ TOTAL... 3,510 1,770 5,280 1,237 1,060 7,577

(%) Excludes transactions on operating account, le., receipts from sales and subsidies, and payments for current goods and services.

(% Local rates.

(%) Before allowing for depreciahon and stock appreciatlon

" {*) Includes unidentified transactions.
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PART II

CENTRAL GOVYERNMENT 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.
Al figures for receipts and expenditures both in 1976-77 and in 1977-78 are at the estimated prices of each year.
The forecasts for 1977-78 take account of the changes proposed in the Budget, and in particular assume that a
satisfactory agreement on a new pay policy is reached such as to make possible the implementation of the full tax
changes proposed. The estimates for 1977-78 * before Budget changes remove from the forecast the direct effect
of changes in taxation and expenditure as set out in Table 16. They do not remove indirect effects of changes
in the level of economic activity resulting from the Budget measures. '

TABLE 8. SUMMARY OF CENTRAL GOVERNMENT TRANSACTIONS

‘ £ million
: 1976-77 - 1977-78 Forecast
D | P | ommute | Aty b
CONsOLIDATED FUND
i Revenue (Table 9) - ... 33,197 33,797 38,791 37,742
Expenditure (Table 10) 39,915 39,402 43,480 43,489
‘Deficit v. aen e e e e —6,718 —5,605 —4,689 ~5,747
i  NamoNAL Loans Funp
Consolidated Fund deficit (as above) —6,718 - —5,605 —4,689 —5,747
Other transactions: : ,
Receipts (Table 11) 4,900 4,490 5,300 5,300 i
Payments (Table 11) ... —8,932 —5,525 7,188 —7,188 |
Total net borrowing by the National Loans Fund ... -10,750 — 6,640 —6,577 ~7,635 - \
Other funds and accounts (net) (Table 15) +324 +-810 +776 +776 '
CENTRAL GOVERNMENT BORROWING REQUIREMENT ... | —10,426 —5,830 - —5,801 —6,859
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TABLE 9. TAXATION AND MISCELLANEOUS RECEIPTS o TaBLE 10. SupPLY SERVICES AND CONSOLIDATED FUND
£ million STANDING SERVICES
£ milli
1976-77 1977-78 Forecast ‘ on
1976-77 1977-78 Forecast
Budget Estimated Befo}ll'e Budget Aftgr Budget
fi t tt changes *
orecas outturn & Changes Budget Estimated Before Budget | After Budget
forecast outturn changes changes
TAXATION ’
Inland Revenue— SUPPLY SERVICES
In tax ... 17,045 17,030 19,830 18,065
Surtax ... 30 63 30 30 I. Defence ... 5,604 6,153 6,298 6,298
Corporation taX ... .. e e e 2,650 2,650 2,625 2,560 I Overseas Aid and other Overseas Services ... 815 860 962 962
Petroleum revenue tax - i 5 5 III. Agriculture, Fisheries, Food and Forestry ... 856 846 502 502
Capital gains tax . 400 320 130 330 1V. Trade, Industry and Employment 2,860 3,082 2,945 2,945
Development land tax _ 1 5 5 VI. Roads and Transport ... 1,247 1,302 1,235 1,235
Estate duty ... .. .. e e 70 124 70 70 VIL Housing ... 2,089 2,138 2,449 2,449
Capital transfer tax ... 212 260 320 320 VIIL. Other Environmental Services 337 243 217 217
Stamp duties ... 293 272 320 320 IX. Law, Order and Protective Services ... 991 1,082 1,145 1,145
X. Education and Libraries, Science and Arts ... 1,406 1,515 1,575 1,575
Total Inland Revenue ... .. .. .. 20,700 20,720 23,535 21,705 XI. Health and Personal Social Services ... ... 4,907 5,407 5,578 5,578
XIIL Social Security ... 4,001 4,227 5,025 5,025
Customs and Excise— XIII. Other Public Services ... 915 965 982 982
Value added tax =~ ... .. e e e 3,650 3,750 4,225 4,250 X1V. Common Services .. 890 958 988 988
oil ’ 2,025 2,060 2,125 2,550 XV. Northern Ireland . 526 554 528 528
Tobacco 1,790 1,885 2 025 2,150 XVII. Rate Support Grant Financial Transactlons etc. 7,124 7,738 7,511 7,511
ts, bee: ide d 1,850 1,955 2050 2,050
%ﬂt‘ﬂng oo gawn’?;gc‘ °‘ an pe"y 205 283 315 315 Total . e e e 34,568* 37,070 37,940t 37,940t
Car tax . e e 150 225 250 250
Other revenue duties .. 10 15 10 10 Allowance for price changes (rounded) 2,300 —_ 2,200 2,200
Protective duties, etc. . 555 670 690 690 Supplementary provision ... ... .. .. .. 60 - - 9
i i 60 55 135 135 . .
Agricultural levies ‘ TotAL SUPPLY SERVICES at estimated outturn prices ... 36,928 37,070 40,140 40,149
Toral Customs and Exciset = ... 10,4251 10,900 11,825 12,400
Vehicle claxmse duties . 835 850 . ?gz 1,068 CoNsOLIDATED FUND STANDING SERVICES
— — s 1,1 . .
National insurance surcharge 3 Payment t? t1t1he Natlc;ilal l:’Loans Fund in respect of 1770
31,960 32,470 37,381 36,332 service of the national debt ... ,77 1,157 1,740 1,740
TOTAL TAXATION : Northern Ireland—share of taxes, etc. ... 631 638 688 688
MISCELLANEOUS RECEIPTS Payments to the European Communities, etc. ... 568 549 895 895
Contingencies Fund — —28 — —_
Broadcast receiving licences 2% %47 250 250 Other services 18 16 17 17
Int ddi 1 90 225 225
Otﬁfft an mwdends 860 890 935 935 : TotAL CoNsOLIDATED FUND STANDING SERVICES ... 2,987 2,332 3,340 3,340
Total  wee wee e dee e e 33,197 33,797 38,791 37,742 Total ... ... .. .. .. 39,915 39,402 43,480 43,489
* After all changes, including those which will be implemented when a satisfactory agreement on a new pay policy is reached. * At 1976-77 Est?mate price.s.
t Includes customs duties and agricultural levies accountable to the European Communities as * own resources ”; actual payments to the T At 1977-78 Estimate prices.
mmunities are recorded in Table 10. i This is the estimated net increase in Supply Votes in 1977-78 to take account of the increase in the Bus Fuel Grants which are treated in Tables 6, 7,
1 Increased to £10,475 million when the surcharge on alcoholic drinks and tobacco was imposed on 1 January 1977, 14 and 15 as tax refunds.
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TaBLE 11. SumMary OF NATIONAL LoANS FUND RECHIPTS AND PAYMENTS
; £ million
1976-77 1977-78 Forecast
e | Fouam | ohanges | M ange
RECEIPTS
B ank g?é%aﬁsahgr%%s of the Issue Department of the 3,130 3,333 3,560 3,560
Seev(l)fleso?lt;laﬂt?d llglaiggnal Debt—bala.nce et from the 1,770 1,157 1,740 1,740
TorAL RECEIPTS 4,900 4,490 5,300 5,300
PAYMENTS
SERVICE OF THE NATIONAL DEBT
Interest... 7 4,810 4,400 5,200 5,200
Management and expenses ... 90 90 100 100
ToTAL 4,900 4,490 5,300 5,300
Loans (NeT)*
To nationalised industries 1,286 —254 84 84
To other public corporations 1,023 597 999 999
To local and harbour authorities 1,566 635 730 730
To private sector 6 4 —6 —6
Within central government ... 151 53 81 81
TotAL 4,032 1,035 1,888 1,888
TOTAL PAYMENTS 8,932 5,525 7,188 7,188

* Details in Tables 12 and 13.

TaBrLe 12, LoANs FROM THE NATIONAL Loans Funp

(Net issues)
£ million
1976-77
1977-78
Forecast
Budget Estimated
Forecast outturn
LoANS TO NATIONALISED INDUSTRIES (see Table 13) 1,380 —186 260
Other National Oil Account transactions —94 —68 —176
ToraL ... 1,286 —254 84
LOANS TO OTHER PUBLIC CORPORATIONS:
New Towns—Development Corporations and Commission ... 366 379 403
Scottish Special Housing Assoc1at10n 42 32 43
Housing Corporation 926 49 39
Covent Garden Market Authorlty 5 4 6
Civil Aviation Authority ... . 8 3 10
Regional Water Authorities* 587 447 455
National Enterprise Board 113 98 182
Scottish Development Agency 5 1 6
Welsh Development Agency 1 — 2
Land Authority for Wales .. . — 3
Less shortfall and borrowmg from other sources —200 —419 =150
ToTAL ... 1,023 597 999
Loans TO LocaL AND HARBOUR AUTHORITIF_S
Local Authorities 1,540 620 700
Harbour Authorities 26 15 30
ToTAL ... 1,566 635 730
LoANS TO PRIVATE SECTOR
Shipbuilding Industry Board —1 —1 -1
Building Societies ... -3 -3 —3
British Nuclear Fuels Ltd. . 10 8 -2
TorAL ... 6 4 —6
LoaNs WITHIN CENTRAL GOVERNMENT
Northern Ireland ... 148 50 86
Royal Mint . —_ — —1
Royal Ordnance Factories.. —4 —4 —4
Property Services Agency Sup lies 7 22 —_
Purchase of United States military alrcraft —8 -9 —
Married quarters for armed forces . — —1 —
Town and Country Planmng compensatlon — —1 —_
Redundancy Fund . 8 —4 —_
TorAL ... 151 53 81
4,032 1,035 1,888

Total—Net Lending ...

* Includes borrowing from other sources.
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TABLE 13. FINANCING OF CAPITAL REQUIREMENTS OF THE INATIONALISED INDUSTRIES
1976-77 Estimated Outturn
£ million
Capital requirements(?) Financed by(®)
L . Issues Other net Total
Nationalised industries Fixed Total | Govern- | of Net borrowing grants,
assets | Other | Total |. internal ment public | borrowing Leasing| PDC,
in the resources | grants(®) |dividend| from the borrowing
UK. ® capital NLF Foreign UK. and
@DC) | leasing
National Coal Board ... ven 315 72 387 49 56 — 21 184 50 27 338
Electricity (England and Wales) 697 92 789 661 24 — —320 530 —110 4 128
North of Scotland Hydro-Electric Board 82 25 107 14 57 — —15 50 1 —_ 93
South of Scotland Electricity Board 56 13 69 66 — - —30 45 —13 1 3 i
British Gas Corporation 267 133 400 546 S —_ —136 20 —47 12 —146
8 British National Oil Corporation 127 88 215 5 — — 210(% — — — 210
British Steel Corporation 592 420 1,012 62 — 490 160 215 63 22 950
Post Office ver 974 251 1,225 1,007 —6 — —38 245 —_— 17 218
British Airways Board e e 161 18 179 158 — 10 —25 22 —2 16 21
British Airports Authority e 41 —1 40 35 9 — —1 — -3 — 5
British Railways Board . v 264 —136 128 —422 496(5) — —9 44 15 4 550(%)
British Transport Docks Board 9 5 14 26 1 — —6 —_ -7 —_ —12
British Waterways Board 2 —1 1 —12 12 — 1 — — —_— 13
National Freight Corporation ... . 26 21 47 2 30 — —_ — 3 12 45
National Bus Company ... 40 7 47 9 34(%) — 4 — —6 6 3805
Scottish Transport Group 10 -1 9 — 11(5) — -2 — — —_ 9(%)
ToTAL 3,663 1,006 4,669 2,206 729 500 —186 1,355 —56 121 2,463
(%) The capital value of leased assets is included; a convention of nil dividends on PDC is adopted.
(%) Comprising balance of revenue, depreciation and provisions, sales of fixed assets, other capital receipts (including Regional Development Grants). 1
(% Shows subsidies (including residual payments of price restraint compensation) and capital grants received in the year.
(4 Includes finance from royalty and licence fee revenues in the National Oil Account. 7
(*) Now includes local government grants (BRB £31m, NBC £20m, STG £5m), previously included in internal resources.
TABLE 13—continued. FINANCING OF CAPITAL REQUIREMENTS OF THE NATIONALISED INDUSTRIES
1977-78 Forecast
£ million
Capital requirements(*) Financed by(*)
Nationalised industries(®) Net Total grants,
Fixed assets Total internal | Government borrowing, PDC,
in the UK. Other Total resources(?) grants(®) issues of PDC borrowing
and leasing | and leasing(?)
National Coal Board . . 406 33 439 63 47 329 376
Electricity (England and Wales) 760 90 850 700 10 140 150
North of Scotland Hydro-Electnc Board. .. 82 14 96 16 10 70 80
South of Scotland Electricity Board . 57 17 74 74 - — —
British Gas Corporation ... 282 92 374 642 - —268 —268
British National Oil Corporatxon 244 64 308 29 — 279(*) 279
British Steel Corporation ... 670 230 900 —50 — 950 950
Post Office ... 1,081 27 1,108 1,138 — -30 —30
™ British Airways Board . 226 11 237 166 — 71 71
British Airports Authority.. 43 —1 42 38 5 —1 4
British Railways Board ... 312 —111 201 —484 542(5) 143 685(%)
British Transport Docks Board 13 4 17 25 1 -9 —8
British Waterways Board ... 3 — 3 —14 15 2 17
National Freight Corporation 31 5 36 1 23 10 35
National Bus Company 46 4 50 -1 36(%) 15 51(5)
Scottish Transport Group ... 12 2 14 2 11¢5) 1 12¢%)
Deduction for shortfall —200 — —200 — — —200 —200
TOTAL 4,068 481 4,549 2,345 702 1,502(%) 2,204
(*) The capital value of leased assets is included; a convention of nil dividends on PDC is adopted.
(9 Comprising balance of revenue, depreciation and provisions, sales of fixed assets, other capital receipts (including Regional Development Grants).
(*) Shows subsidies and capital grants to be received in the year.
(*) Includes finance from royalty and licence fee revenues in the National Oil Account.
(®) Includes local government grants.
(%) Of which: Government loans 260
Foreign borrowing .. 500
Other domestic borrowmg 126
PDC issues 490
Leasing ... : 126
(") Except in the case of BNOC the ﬁgure shown agamst each industry is its cash limit for the year.
(V) go provision is included for British Aerospace and British Shipbuilders: it is too early to assess the amount and phasing of the financing requirements and capital expenditure of the two
‘orporations.




T

e 4.. (R R

TABLE 14, CENTRAL GOVERNMENT TRANSACTIONS BY EcoNoMic CATEGORY

£ million
1976-77 1977-78 Forecast 1976-77 1977-78 Forecast
. .
Budget Estimated Before After Budget Estimated Before After
forecast(?) outturn Budget Budget forecast(*) outturn Budget Budget
changes changes changes changes
CURRENT RECEIPTS CURRENT EXPENDITURE
Taxes on income 19,543 19,556 22,310 20,480 Current expcnditu:e on goods and
National insurance contributions ... 7,887 8,084 8, 1640 8,640 services ... 16,124 15,912 17,658 17,658
National health contributions 576 606 655 655 Subsidies ... 2,910 2,991 2,699 2,699
Redundancy fund contributions ... 111 120 120 120 Debt interest 4,061 3,644 4,338 4,338
Taxes on expenditure . 11,955 12,507 15,246 16,018 Current grants to—
Gross trading surplus(?) 18 40 14 14 Local auvthorities 9,316 9,282 9,928 9,928
Rent(?) 134 155 163 163 Personal sectar 12,670 12,457 14,916 14,916
Interest, dividends from— Abroad 736 821 1,237 1,237
Local authorities 1,070 1,116 1,244 1,244
Public corpomuons 1,419 1,473 1,689 1,689 Total current expenditure 45,817 45,107 50,776 50,776
Other ... 381 326 430 430 Current deficit(®) ... -2,723 —1,124 —265 —1,323
ToraL 43,094 43,983 50,511 49,453 TOTAL ... 43,094 43,983 50,511 49,453
CapITAL RECEIPTS CAPITAL EXPENDITURE
Current deficit(*) —2,723 —1,124 —265 —1,323 Gross domestic fixed capital
Taxes on capital 837 871 895 895 formation . 1,478 1,326 1,360 1,360
Increase in value of stocks 54 25 50 50
Capital grants to—
g Local authorities 268 222 286 286
. .. TotaL ... —1,886 —253 630 —428 Public corporations ... 225 242 230 230
Financial deficit 5,093 3,126 2,452 3,510 Private sector 1,182 1,058 1,156 1,156
ToraL 3,207 2,873 3,082 3,082 TOTAL ... 3,207 2,873 3,082 3,082
FINANCIAL TRANSACTIONS:
FINANCIAL TRANSACTIONS: RECEIPTS EXPENDITURE
Receipts from certain  pension Financial deficit 5,093 3,126 2,452 3,510
schemes (net) 204 230 168 168 Net lending to—
Adjustments for accruals of taxes on al authorities 1,567 618 700 700
expenditure —26 —98 —439 —439 Public corporations ... 3,171 1,131 2,070 2,070
Adjustments for accruals of subsidies -87 -89 — — Private sector e 195 115 179 179
Miscellaneous capital transactions Net lending to overseas govcrn-
(net) .. 96 —202 ~20 —20 ments .. 30 16 86 86
Borrowmg reqmrement 10,426 5,830 5,801 6,859 Drawings from Uhited ngdom
subscriptions to international
lending bodies ... 146 131 193 193
Other net lending and transactions
abroad ... 406 509 406 406
Cash expeud]ture ‘on company
securities (net) . 5 25 —576 —576
ToTAL 10,613 5,671 5,510 6,568 ToOTAL ... 10,613 5,671 5,510 6,568
(") Differences in figures given in Table 14 of the Financial Statement and Budget Report 1976-77 (H.C. 306) reflect changes in classification.
(?) Before allowing for depreciation and stock appreciation.
TABLE 15. CENTRAL GOVERNMENT TRANSACTIONS BY EcoNomic CATEGORY
Analysis and reconciliation by fund-—1976-77 estimated outturn
£ million
Consolidated Fund National Loans Fund
Other central ol a
Receipts positive/payments negative government | Total centr
p Taxation Supply Standing funds amil government
and other services services and Receipts Payments accounts(’)
receipts deficit
A. RECEIPTS
(D) Items entering into public sector recexpts (see Table )]
Taxes on income . 19,580 —-24 — — — — 19,556
National insurance contnbutlons, etc. . — 595 —_ —_ — 8,215 8,810
Taxes on expenditure . 12,131 -—16 —_ —_ — 392 12,507
Other current receipts 159 101 — 7 — 254 521
Taxes on capital and other capxtal transactions (net) 924 229 —_ — _ —441 712
Borrowing requirement(?) . — 4 — 6,640 — —814 5,830
TotaL ... 32,794 889 — 6,647 — 7,606 47,936
(ii) Interest and dividends received from Iocal aut.hormﬁ and pubhc
corporations .- 25 — — 2,413 — 151 2,589
ToTAL RECEIPTS 32,819 889 — 9,060 — 7,757 50,525(%)
B. EXPENDITURE
(i) Items entering into public sector expenditure (see Table 7)
Current expenditure on goods a.ud services 103 —15,000 —12 — —25 —978 —15,912
Debt interest .. —_ —28 — — —3,380 —236 —3,644
Current grants to personal sector . 15 —4,001 -1 - —_ -8,470 —12,457
'S Other current expenditure ... 76 —3,253 —544 —_ —_ -91 —3,812
= Gross domestic fixed capital formation 1 -1,234 —_— — — -93 —1,326
Other capital expenditure ... 109 —1,859 -8 —_— —4 -117 -1,879
TOTAL ... . 304 —25,375 —565 — ~—3,409 —9,985 —39,030
(if) Grants and net lending to local authorities and public corporations ... 4 —9,985 — — —978 —536 —11,495
TOTAL EXPENDITURE ... 308 —35,360 —565(%) — —4,387 —10,521 —50,525()
C. TRANSACTIONS WITHIN CENTRAL GOVERNMENT
Grant to National Insurance Fund — —1,387 — —_ — 1,387 —_
Northern Ireland central government: transfers and loans — —414 —638 — —50 1,102 —
Purchase of United States military aircraft . —_ -9 — — 9 — —
Other loans and advances ... — -30 28 — —12 14 —
Debt interest (including profits of Tssue Department) 17 —5 —1,157 2,070 —1,085 160 —
B.B.C. licence revenue o 247 —~247 — — — — —
Surplus receipts for surrender, ete. 406 —507 — — — 101 —_
Deficit on Consolidated Fund —_ — 5,605(%) —5,605 — — —
ToTAL INTERNAL TRANSACTIONS ... 670 —2,599 3,838 —3,535 —1,138 2,764 —
Grand Total (A,Band C) ... 33,7979 —37,0700 3,273 5,525(D —5,525(") — —

(M) Includes National Insurance Fund and the Northern Ireland central government: also includes receipts of and expenditure on imputed rent 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.

(® As included within Table 14.
(" As included in Table 9.

(®) As included in Table 10.

(%) As included in Table 8.

(™ As included in Table 11.




£ million

IS

#
%
,. N
i

, less any surplus (or plus any deficit) on the National Insurance Fund and changes

also includes receipts of and expenditure on imputed rent and sundry adjustments (timing, prices and shortfall).

»

TABLE 15—continued. CENTRAL GOVERNMENT TRANSACTIONS BY Economic CATEGORY
Analysis and reconciliation by fund—1977-78 forecast after Budget changes
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() Including all proceeds of sale of British Petroleum Limited stock. This may involve some Consolidated Fund and National Loans Fund transactions, but these will not affect the central

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

(M Inctudes National Insurance Fund and the Northern Ireland central government
in departmental balances invested in government debt, etc.

(%) As included within Table 14.
(® As included in Table 9.

(%) As included in Table 10.

(") As included in Table 8.

(*) As included in Table 11.

ANNEX
PROPOSED CHANGES IN TAXATION

INLAND REVENUE

Income tax

As part of the scheme to phase out child tax aliowances
and replace them by child benefit, it is proposed to
reduce the child allowances by £104 for first or only
children, and by £130 for subsequent children, from
the 1976-77 levels of £300 for each child not over 11,
£335 for each child over 11 but not over 16, and £365
for each child over 16, The resulting allowances will be
£196, £231 and £261 respectively for first children, and
£170, £205 and £235 respectively for subsequent
children. Transitional measures are proposed for
certain students and children living abroad. Child
benefit will be exempt from tax and clawback.

It is proposed to increase the single person’s allowance
and the maximum wife’s earned income relief from £735
to £805 and the married allowance from £1,085 to
£1,225.

It is proposed to increase the additional personal
allowance from £350 to £420.

It is proposed to increase the age allowance for the
single person from £1,010 to £1,080 and for the married
from £1,555 to £1,695.

1t is proposed to extend the basic rate band by £1,000
to £6,000.

It is proposed to widen the first higher rate band by
£500 so that the thresholds for higher rate bands from
the 45 per cent to the 60 per cent bands are increased
by £1,500. It is proposed that the width of the 60 per
cent to 70 per cent bands should be £2,000 and that
for the 75 per cent band £5,000.

As a consequence of these changes, the structure of
personal tax rates in operation in 1977-78 will be:

BANDS OF TAXABLE INCOME

£ Per cent £ Per cent
0- 6,000 Basicrate 10,000-12,000 60
6,000- 7,000 40 12,000-14,000 65
7,000- 8,000 45 14,000-16,000 70
8,000~ 9,000 50 16,000-21,000 75
9,000-10,000 55 Over 21,000 83

*It is proposed to reduce the basic rate of income tax
by 2p to 33p.

It is proposed to raise the threshold for the investment
income surcharge for 1977-78 from £1,000 to £1,500,
but to reduce the 10 per cent band to £500, so that the
15 per cent rate is reached at £2,000. For persons over
65, however, the threshold will be raised from £1,500 to

* These proposals will be implemented when a satisfactory
agreement on a new pay policy is reached.

£2,000, again with a reduced rate band of £500. As a
consequence the structure of the investment income
surcharge for 1977-78 will be:

BANDS OF INVESTMENT INCOME

Under 65 65 and over
£ Per cent £ Per cent
1,500-2,000 10 2,000-2,500 10
Over 2,000 15 Over 2,500 15

It is proposed to increase the limits for relief for
retirement annuity premiums from £2,250 to £3,000
(with proportionate increases for individuals born
before 1916). For contracts for dependants or life
insurance the limit is increased from £750 to £1,000.

It is proposed to increase the exemption limit for
savings bank interest from £40 to £50 with effect from
1977-78.

It is proposed to amend the law relating to the taxation
of the earnings of employees living in this country and
working abroad. It will no longer be necessary for an
employee to have a separate employment for his over-
seas duties to become entitled to a deduction from his
earnings for those duties. Instead any employee who
works abroad for a total of 30 days or more will be
eligible for a deduction. There will also be changes in
the rules relating to the deductibility of expenses
incurred by those working abroad.

It is proposed to make provision against the avoidance
of tax by the sale of annuities for a consideration the
whole or part of which is not taxable. This will apply
to annuity payments made after Budget day.

Income tax and corporation tax

It is proposed to introduce provision for financial
concerns to compute their trading profits without
regard to exchanges of shares or securities made in
the course of conversions, take-overs and similar
transactions.

Corporation tax

*It is proposed that advance corporation tax for
1977-78 shall be payable at the rate of 33/67ths of the
amount of the distribution.

It is proposed for the financial year 1976 to increase
the lower and upper profit limits for the small companies
rate of corporation tax from £30,000 and £50,000 to
£40,000 and £65,000 respectively.
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ProOPOSED CHANGES IN TAXATION—continued

INLAND REVENUE-—continued

It is proposed to defer a charge on capital gains arising
where a company transfers an overseas branch to a
non-resident company in exchange for shares until there
is a disposal of those shares. Corresponding provisions
are proposed for profits arising on a transfer of an
overseas insurance business.

Corporation tax and capital gains tax

It is proposed to extend the capital gains rollover relief
for share exchanges to cases where more than 25% of
the shares is acquired and to counter avoidance by
confining relief to bona fide commercial mergers, etc.

Capital gains tax
It is proposed to counter schemes for manufacturing
artificial capital losses by shifting value from assets.

CUSTOMS AND EXCISE

Surcharges and rebates in respect of revenue duties
(Section 9 of the Finance Act 1961)

It is proposed to withdraw with effect from 30 March
1977 the surcharge of 10 per cent on the customs and
excise duties on tobacco and on the excise duties on
spirits, beer, wine, made-wine, cider and perry, which
was imposed by the Surcharge on Revenue Duties
Order 1976, made on 15 December 1976.

It is also proposed to extend for a further year the
existing powers under Section 9 of the Finance Act 1961
which enable the Treasury by Order to impose a
surcharge or allow a rebate in respect of the main
revenue duties of customs and excise.

Tobacco

It is proposed to increase from 30 March 1977, the
substantive rates of customs and excise revenue duty
and drawback by £0-585 per 1b., so as broadly to
maintain the existing surcharge-inclusive yield.

It is proposed that from 4 April 1977, the Tobacco
Products Duty (Increase) Order 1976, made on
15 December 1976, shall cease to have effect, and the
rates of the excise duty on tobacco products shall be as
follows:

(a) cigarettes an amount equal to 22
per cent of the retail
price, plus £1-41 per
1,000 cigarettes

(b) cigars... £3-0415 per 1b.

(c¢) handrolling tobacco £3-8250 per Ib.

(d) other smoking and
chewing tobacco £1-7050 per lb.;

such rates incorporating increases, compared with the
rates in force before 4 April 1977, of £1-41 per 1,000
cigarettes, and £1-1850 per Ib. of handrolling tobacco.

It is also proposed that the period in which Orders may
be made under Section 1 (4) of the Finance Act 1973
shall be extended to the end of 1977.

To complete the restructuring of the tobacco duties
introduced in the Finance Act, 1976, it is proposed with
effect from 1 January 1978, to abolish the customs and
excise revenue duties on unmanufactured tobacco and
to substitute revised rates of excise duty chargeable on
tobacco products as follows:

(a) cigarettes an amount equal to 30
per cent of the retail
price, plus £9-00 per

1,000 cigarettes
(b) cigars... £9:50 per Ib.
(o) handrolling tobacco £9:20 per 1b.

(d) other smoking and

chewing tobacco £7-30 per 1b.

Snuff will remain not liable to tobacco products duty.

Spirits, beer, wine, made-wine, cider and perry

It is proposed to increase from 30 March 1977 the
substantive rates of duty on these commodities to
approximately the surcharge-inclusive level, so as
broadly to maintain the existing revenue yield. Accord-
ingly the substantive rates are increased as follows:

(a) the rates of duty on spirits, by £2-46 per proof .

gallon;

(b) the rates of duty on beer, by £1- 584 per 36 gallons *

and the charge for each additional degree of
original gravity above 1,030° by £0-0528 per
36 gallons;

PropPoSED CHANGES IN TAXATION—continued

CUSTOMS AND EXCISE—continued

(c) the rates of duty on wine, by the following
amounts per gallon:

Wine of an alcoholic strength:

not exceeding 15 per cent £0-295
exceeding 15 per cent but not exceeding

18 per cent . ... £0-340
exceeding 18 per cent but not exceedmg

22 per cent ... £0-400
exceeding 22 per cent . £0-400

plus £0-040 for every 1 per cent or

part of 1 per cent in excess of 22 per

cent;
surcharge on sparkling wine ... £0-065

(d) the rates of duty on made-wine, by the following
amounts per gallon:

Made-wine of an alcoholic strength:

not exceeding 10 per cent ... £0-190
exceeding 10 per cent but not exceedmg

15 per cent ... ... #£0-285
exceeding 15 per cent but not exceedmg

18 per cent ... £0-315
exceeding 18 per cent . £0-315

plus £0-040 for every 1 per cent or

part of 1 per cent in excess of 18 per

cent;
surcharge on sparkling made-wine ... £0-030

(e) the rate of duty on cider and perry, by £0-022 per
gallon.

Hydrocarbon oils
It is proposed, with effect from 6 p.m. on 29 March 1977,
to increase:

(a) the rate of duty on light hydrocarbon oils, heavy
hydrocarbon oils used as road fuel, petrol sub-
stitutes and power methylated spirits, by 5p per
gallon;

(b) the rate of duty borne by other oils (except
kerosene used other than as aviation fuel), after
allowance of the rebate prescribed by Sections 9
and 12 of the Hydrocarbon Oil (Customs and
Excise) Act 1971, by 14p per gallon;

(c) the rate of duty on gas for use as road fuel, by
2ip per gallon.

Units of measurement in customs and excise Acts

It is proposed that the Treasury shall be empowered to
amend the customs and excise Acts by Order, so as to
replace:

(@) any unit of measurement by a metric unit, and

(b) the proof system of ascertaining the alcoholic
strength of spirits and other liquids by a system
of measurement by reference to percentages of
alcohol by volume,

but any such amendment shall not have the effect of
altering significantly the incidence of any duty.

Value added tax

1t is proposed to make amendments to the law relating
to value added tax, in particular to enable the United
Kingdom to comply with obligations resulting from
Directives of the European Economic Community
concerning this tax.

VEHICLE EXCISE DUTY

It is proposed to increase, from 30 March 1977, the
excise duty on mechanically-propelled vehicles which
is chargeable under section 1 of the Vehicles (Excise)
Act 1971 and under section 1 of the Vehicles (Excise)
Act (Northern Ireland) 1972. The duty for cars will
increase by 25 per cent, i.e. to £50 for most cars.

The duty for goods and haulage vehicles will increase
by approximately 25 per cent for vehicles up to a limit

of 4 tons unladen weight, approximately 30 per cent for
vehicles between 4 tons and 6 tons and approximately
35 per cent for vehicles over 6 tons. These percentages
are broadly descriptive of the increases in their respec-
tive weight bands; within the bands there will be some
variations.

The duty for other vehicles will, in general, increase by
25 per cent,

NATIONAL INSURANCE SURCHARGE

By virtue of the provisions of the National Insurance
Surcharge Act 1976, a surcharge of 2 percentage points
will be levied along with the contributions paid in
respect of employees by secondary Class I contributors.
The tax base will be the same as for National Insurance
contributions, i.e. earnings up to £105 per week, save

that earnings of less than £15 per week are excepted.
The surcharge will take effect from 6 April 1977. It will
not apply to the self-employed.

It is proposed that charities shall not be required to pay
the surcharge.
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TABLE 16. FORECAST EFFECTS OF CHANGES IN TAXATION

The effects shown are direct effects: i.e. the difference between the yields of pre-Budget and post-Budget tax rates at the
same levels of income and activity. The expenditure tax figures do, however, allow for the effects of relative price changes

on the composition of consumers’ expenditure.

£ million
Forecast for Forecast for
1977-78 a full year
INLAND REVENUE
Income tax
Increase in single allowance by £70 and in married allowance by £140 —720 —901
Increase in additional personal allowance by £70 ... .. —7 -9
Increase in age allowance by £70 (single) and £140 (marrled) —-49 —60
Extension of basic rate band to £6,000 —-71 —90
Changes in higher rate bands —93 —185
*Reduction of 2p in basic rate —797 —960
Increase in investment income surcharge thresholds . -5 —45
Increase in retirement annuity relief ceiling . -5 —12
Increase in exemption limit for savings bank interest Negligible —1
Change in treatment of foreign earnings —20 —30
Change in treatment of annuities +2 ..
Corporation tax
*Decrease in rate of ACT to 33/67ths of the amount of the dividend ... —54 —®
Increase in limit for small company relief . . —11 —20
ToTAL INLAND REVENUE —1,830 —2,313
CUSTOMS AND EXCISE
Value added tax
Alterations in revenue duty rates +25 +35
Amendments to value added tax leglslatlon Negligible Negligible
Revenue duties
Consolidation of surcharge on alcoholic drink and tobacco duties ... Negligible Negligible
Increase in rate of road fue] duty -+275 +275
Increase in effective rate of duty on rebatable oil +150 +150
Increase in tobacco products duty . +125 -+140
ToraL Customs AND EXCISE +575 -+600
VEHICLE EXCISE DUTY
Increases in rates +211 +211
NATIONAL INSURANCE SURCHARGE
Charities —5 -5
Total ... —1,049¢ —1,507

(" Increases subsequent liabilities to mainstream corporation tax.

* These proposals will be implemented when a satisfactory agreement on a new pay policy is reached.

+ In addition, Bus Fuel Grants will be increased by £9 million—see footnote } on page 23.
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TABLE 17. RATES oF VEHICLE ExCISE DUTY

Motor cars, motor cycles, taxis, buses and certain types  the rates for Great Britain and Northern Ireland differ
of agricultural machines pay duty at the same rate in  in some cases.
both Great Britain and Northern Ireland. For other The following tables contain specimen rates of duty

classes of vehicles, e.g. farmers’ goods and general goods  proposed for the main classes of vehicle.

GREAT BRITAIN AND NORTHERN IRELAND

N

ANNUAL RATES
Description of vehicle Not exceeding
- Present Proposed
£ £
Motor Cars—
Three-wheeled 8% cwt. 16-00 20-00
Others ... — 40-00 50-00
Motor CycLES ... 150 c.c. 4-00 5-00
250 c.c. 8-00 10-00
Others ... — 16-00 20-00
HACKNEY CARRIAGES 20 seats 20-00 25-00
For each additional seat ... — 50p 50p
AGRICULTURAL MACBINES ... — 6-65 8-50
GREAT BRITAIN
ANNUAL RATES
Description of vehicle Not exceeding
Present Proposed
£ £
FArMERS’ GooODs ... 12 cwt. 23-35 30-00
1 ton 28-00 35-00
5 tons 71-10 91-00
10 tons 101-40 135-00
GENERAL GOODS ... 1 ton 4865 56-00
2 tons 83-95 112-00
3 tons 123-95 168-00
4 tons 179:95 224-00
5 tons 251-95 324-00
6 tons 323-95 424-00
7 tons 395-95 524-00
8 tons 467-95 624-00
9 tons 539-95 72400
10 tons 611-95 824-00

In both Great Britain and Northern Ireland an additional rate of duty is payable on goods vehicles used for drawing trailers. The proposed rates

will range from £30-00 to £112-00
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