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Public spending plans

Main points

1.01 The public expenditure planning total has been set at #200-3 billion In
1991-92 and "2\S-Q billion In 1992—93, Increases of *1-9 billion and

("1T6 billion over previous plans. The planning total for 1993-94 Is
N22Db-\ Dbillion. These totals Iinclude Reserves of # 3\ billion, » billion and
A O billion, higher than In last year’s plans. The estimate of privatisation
proceeds Is billion a year.

1.02 The new plans demonstrate the Government’s firm commitment to
maintaining tight control over public expenditure. In real terms the planning
totals are 1 per cent below those set a year ago. The average growth in the
planning total between 1989—90 and 1993-94 is 21 per cent a year In real
terms, compared with about 4 per cent over the 1989 Survey period.

1.03 Nearly two-thirds of the additions to cash plans are for social security
programmes, for the extra central government support for Local Authority
current spending announced inJuly, and for Health. There are also limited
Increases elsewhere, including public transport, education, and the
environment. Some programmes are virtually unchanged In cash terms, and
there are real reductions In spending on Defence over the Survey period.

1.04 About billion has been added to planned Investment by central
government and nationalised industries in 1991-92.

1.05 The latest forecast of the planning total in 1990-91 Is billion,
AT 6 Dbillion (less than 1 per cent) higher than the plans in Cm 1021. In real
terms, the estimated outturn Is 2 per cent lower than implied by last year’s

plans.

1.06 General government expenditure (GGE), excluding privatisation
proceeds, fell as a proportion of gross domestic product’ by over

8 percentage points between 1982-83 and 1988-89. Since then the ratio has
stabilised at around 39” per cent and Is expected to stay close to this level In
the next two years. In 1993-94 the ratio Is set to fall to 39 per cent—

lowest level since 1965—66.

1.07 GGE Is projected to rise by an average |f per cent a year In real terms
between 1989-90 and 1993-94, the same rate of growth as projected
between 1988-89 and 1992-93 In the last Autumn Statement and well within

the underlying growth of the economy.

1.08 The forecast outturn for 1990-91 and the new planning totals for the
three Survey years are shown In Table 1.1, together with projections for
expenditure outside the planning total, for GGE and for the ratio of GGE to
GDP. The main components of the planning total in 1991-92 are shown In

Chart 1.1.

See Annex C.
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Table 1.1

Central government
expenditure’

Central government support
for local authorities’

Financing requirements of
nationalised industries

Reserve

Less privatisation proceeds

Adjustment’

Planning total

Local authority
self-financed expenditure’

Central government debt
Interest
Accounting adjustments

General government
expenditure

GGE excluding privatisation
proceeds as a percent of

GDP5

'For definitions, rounding and other conventions, see notes in Annex A.

"The table shows new plansfor the planning total and its constituents and
projectionsfor the other items in general government expenditure.

AThe new plansfor 1991-92 to 1993-94 include the effect ofall transfers
between departments and spending sectors. Departments principally affected are:
Employment, Defence, DOE-Local government. Education and Science,
Scotland and the Chancellor’s departments. See Annex B.

The planning total and general government expenditure”®

N million

Estimates of

New plans and

Changes from

outturn projections™' 1990 White Paper’
1989 90 1990-91  1991-92 1992-93 1993-94 1990-91 1991-92 1992-93
127 554 140900 152100 161 600 168000 2200 6000 8800
38212 42700 47 900 49700 51100 900 4 000 4 700
1113 2100 2330 2140 1970 1580 630
3500 7000 10500 3000 2500 2000
4224 5300 5500 5500 -5 500 -300
300
162 656 180 600 200 300 215 000 226100 1600 7900 11600
14639 13900 13 500 15 500 17000 2000 1500 3000
17 845 17 800 16 500 16000 15 500 2 500 2500 2 500
3 688 3400 3 500 5000 5500
198 827 215 700 233 700 251100 263 900 5300 11500 17000

“Changesfrom the White Paper are the differencesfrom thefigures
set out In Cm 1021 adjustedfor changes of classification and major
transfers between departments and spending sectors (ie those over
£0-1 billion). Where the effect of major transfers on anyfigure Is
greater than £01 billion the changes are shown In Iitalics. See

Annex B.
NAdjusted to remove the distortion caused by the abolition of domestic

rates. See Annex Cfor a description ofthe GDP figure used In the
calculation ofthe ratiofor 1989—90.

Public spending trends®

1.09 The Government’s medium term objective for public spending Is that,

over time, It should take a declining share of national income, while value

for money Is constantly improved. This Is consistent with the policy of
maintaining a balanced budget over the medium term and reducing taxation

when It Is prudent to do so.

1.10 The public spending objective Is expressed In terms of general

government expenditure (GGE), excluding privatisation proceeds, the mam
I\/I*ed’[ikum — Kp%’\/\PPn

1984-85 and 1988-89, years of exceptionally strong economic growth, real

GDP rose by nearly 18 per cent, while GGE was virtually unchan®™ m rea
terms. The ratio of GGE to GDP fell sharply over this period (see Chart 1.2),

to some 5 percentage points below its level in 1978-79.

"The about,on ofdomestic rates ,n Apnl 1990 has led to disconttnutties ,n

the GDP deflator. To show underlying trends m expenditure more c eary 8 remove

these discontinuities by rescaling the past (pre-199(R91) data for money GDP and the GDP deflator,
adjusted series are described in Annex C.



1 Public spending plans

Chart 1.1 Planning total' in 1991-92

*Excluding privatisation proceeds.
AReserve andfinancing requirements of nationalised industries.

Chart 1.2 General government expenditure (excluding privatisation proceeds)

1965-66 67-68 69-70 71-72 73-74 75-76 77-78 79-80 81-82 83-84 85-86 8/7-38 89-90 91-92 1993-94

| | | N _ Projection
AAdjusted to remove the distortion caused by the abolition of domestic rates.

See Annex C.
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1990-91 outturn

The new plans

1.11 Since 1988-89, the ratio of GGE excluding privatisation proceeds to
GDP has been broadly stable. It is expected to be 39" per cent this year
(lower than the 39| per cent forecast last year), and to stay at about this level
over the next two years. This stability contrasts with previous periods of
relatively slow economic growth, when the ratio of public spending to
national income rose sharply. The downward trend Is projected to resume In

1965-66

1963-64
In cash and real terms In Annex A, Table |A.l. Comparison of the outturn
figures for the ratio In recent years with previous plans iIs given in Annex A,
Table 1A.2. Further analyses of general government expenditure for years
up to 1990-91, by function and economic category, will be published early

next year In the Autumn Statement Supplement, which will replace Chapter
91 nft-he nnblic exnenditure White Paper.

The planning total

1.13 The Government seeks to achieve its medium term objective for GGE
by planning and controlling cash totals for a narrower measure of
expenditure, known as the planning total. This covers expenditure for which
central government is responsible: central government’s spending, central

government support for local authority expenditure, the financing
requirements of nationalised industries, privatisation proceeds and a

Reserve.

1.14 The latest estimate of the planning total for the current year, 1990-91,
IS X 180-6 billion, some JT\-6 billion (under 1 per cent) higher than the
X179-0 billion planned In the last public expenditure White Paper (Cm 1021).
In real terms, the outturn is expected to be 2 per cent less than implied in last
year’splans. A large part ofthe extra spending Isto meet higher financing
requirements for British Coal and electricity, higher costs ofagricultural market

support and costs arising from the Gulfcrisis. The higher expected costs of
Community Charge Benefit reflect the level of charges set by local authorities.

1.15 The planning totals for the three Survey years 1991-92 to 1993-94
X200-3 billion, X215'0 billion, and *226

1001 X7-9 billion and XU

respectively than the plans published in Cm 1021. The real level of the

planning total in 1991-92 and 1992-93 Is about 1 per cent below that

Implied by the plans published in Cm 1021. Between 1989-90 and 1993-94

real growth In the planning total averages 2| per cent a year. This compares

with an average real growth rate of 4 per cent a year over the period

1988-89 to 1992-93 In last year’s Autumn Statement.

1.16 As the Chancellor said in his Statement on 8 November, decisions on

public expenditure for the next three years have been taken against a more
difficult world and domestic background than for some time. After ta mg
account of Inflation, the level of the planning total next year will be rat ler
less than implied by last year’s plans. The new plans F~tect the most
vulnerable groups In soclety against the effects of 1g er Iin ation an

" This definition, which was introduced In last year’s Autumn of public
Cm 1021, M thys document, central government spending mclud g
corporations other than the nationalised industries.
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maintain longer term policies to Improve the working of the economy. But
the government has not made substantial additions to plans in other areas. Its
priority has been to honour existing commitments, within a total for public
spending which Is affordable and fiscally prudent.

1.17 Compared with previous plans, the largest increases are for Social
Security (mainly to meet the cost of uprating benefits and higher
Community Charge Benefit) and for Health. These two programmes,
together with the Increase in central government support for local
authorities, account for about two thirds of the additions to the planning
total. Extra resources have also been provided for Education and spending
on the environment. There are real reductions In the Defence budget over
the Survey period, rising to 6 per cent in 1993-94. The existing plans for the
trade and industry and employment programmes have been broadly

maintained In cash terms.
1.18 The planning totals include Reserves of billion In 199192,

billion In 1992—93 and billion In 1993—94, compared with
Reserves of 3 billion, 6 billion and *9 billion In the three year spending
plans announced last year. Privatisation proceeds are projected at billion

In each of the Survey years, In line with average receipts In recent years.

1.19 As Chart 1.3 shows, the real levels of the planning totals for 199192
and 1992—93 are about 1 per cent lower than in last year’s plans. In other
words, the cash additions to the planning total are less than the increase In

the expected price level.

Chart 1.3 Planning total in real terms’
£ billion (1989-90 prices)

1989 Autumn Statement 1

1990 Autumn Statement

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

ACash totals published In the 1989 Autumn Statement, adjustedfor classification changes and converted to 1989—
90 prices using the GD P deflator set out infootnote 1to Table 1.1 in Cm 879 (ie Increases of5, 3" and

3 per cent respectively in the years 1990-91 to 1992—-93).
"New cash totals converted to 1989—90 prices using the GDP deflator set out in Annex A, Table 1A.1 (ie

Increases of8, 6 and 4” per cent respectively in the years 1990—91 to 1992—93). See Annex Cfor a description of
the GDP deflator series usedfor years before 1990—91.
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Central government
spending

Table 1.2

1.20 Compared with the plans in Cm 1021 central government spending
r6-0 billion In 1991-92 and ¢ s

The new plans for central government spending are set out, by main
department, in Table 1.2 and set out In full In Annex A, Table 1A.5 and (in
real terms) in Table 1A.6.

Central government expenditure”: main departments

£ million
Estimates of Changes from plans In
outturn New plans 1990 White Paper™

1989 90 1990-91  1991-92 1992-93 1993-94 1990-91  1991-92  1992-93

Social Security 463892 51700 53 200 62 600 66700 2000 3100
Defence 20760 21 580 22 800 23350 23 390 380 300

Health 19918 22420 24930 26330 27 510 360 1550 1830
Territories 12016 13070 14600 15420 16080 060 1040
Education and Science 4291 4 550 4600 4720 4860 230
Employment 3410 3 450 2960 2950 3010 1200 1200
Other departments 20268 24120 23970 26260 20470 1780 1340 2 (80
Total 127554 140 900 152100 161600 1638 000 2200 6000 8800
'‘For definitions, rounding and other conventions, see notes in Annex A. "Changesfrom the White Paper are the differencesfrom the plans set out
rSee Annex Dfor the composition ofeach departmental grouping. In Cm 1021 adjustedfor changes of classification and major transfers
AThe new plansfor 1991-92 to 1993-94 include the effect ofall transfers between departments and spending sectors (ie those over £0-1 billion).
between departments and spending sectors. Departments principally Where the effect of major transfers on anyfigure is greater than

affected are: Employment, Defence, DOE-Local government. Education £01 biIIiop the_ changes are shown In italics. Se_e Annex B.

and Science, Scotland and the Chancellor’s departments. See Annex B. “The reductions in 1991-92 and 1992-93 reflect increased supportfor

Central government

support for local
authorities

local authorities under the European Social Eund.

1.21 Central government support for local authorities spending has been

White
. X . : AN A A A | JUIy
Aggregate External Finance (AEF) for English local authorities in 1991-92
1990-91

level, and major improvements will be made to Community Charge
Transitional Relief Increases in AEF for 199192 were also announced for

Wales
£2

£ 2 . . . .
government support for capital spending has also been increased and Is

planned to rise by over 11 per cent next year compared with this year.

L22 hhe © niprent does not plan local-authority expenditure and the
SPRAAI g{ﬁa{ gamt orities flaance from their resoumep_ﬂzh@ Side

the planning total. Hawexey, the Government has given an indic%tio ol the
ameURL of revenue exRaAnMHYrR K/belfeveswould be apprapriate TBF the Yea"

ahead, fogetiier witli a birerkitawoc beBa NI ARG 5 TVip. Afex A
Table IA™.1l shows the resulting figures for Total Stahdard ‘Spending Th

tngiana and Wales ' _In “rnflandn |
Standard spending in Erghapd kas been set about 7 per cent above this year s
budgets (after capping), which are some” 13 pef" ceht dbbve comparab e
buggets i ;@%-%Ahe—neW—pFej;eeﬁeFBQWFWﬁY local authority

expenditure, including expenditure financed from authorities own
resources, are described in paragraphs 1.72 to 1.7°.
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Table 1.3 Central government support for local authorities?
A million
Estimates of Changes from plans in
outturn New plans 1990 White Paper™
1989-90 1990-91 1991-92 1992-93 1993-94 1990-91 1991-92 1992-9
Current
Aggregate External Finance**
England
National non-domestic rate payments™ 9493 10430 12410 I
- 23 040 23 740 > 1530 1900
Revenue support grant 9613 9490 9670 J O J
Specific grants 2 846 3160 3410 3660 3 890 160 250 370
Transitional grants® 190 560 360 210 0 10 40
Total England 21 953 23 260 26050 27070 27840 160 1790 2320
Scotland
Non-domestic rates payments 1219 1190
4040 4130 4250 - 270 260
Revenue support grant® 2346 2480 o |
Specific grants 238 280 310 320 330 -10 10 10
Total Scotland 3803 3950 4350 4450 4580 -10 280 280
Wales
National non-domestic rate payments® 414 440 520 M
EI_ 1750 1740 - 130 80
Revenue support grant 1049 1150 1240 10 |
Specific grants 140 190 180 180 200 40 10 20
Total Wales 1603 1780 1940 1940 1940 40 150 90
Total Aggregate External Finance'™ 27359 29000 32300 33 500 34400 200 2200 2700
Other current grants® 0 522 8600 9800 10500 10900 800 1400 1500
Total current 33 881 37600 42100 43 900 45 300 900 3600 4200
Capital
Capital grants 902 1150 1460 1460 1490 -170 120 130
Credit approvals 3428 4000 4280 4320 4330 180 290 330
Total capital 4 331 5150 5740 5 780 53820 0 420 460
Total 38212 42 700 47900 49700 51100 900 4000 4 700
For definitions, rounding and other conventions, see notes In The transitional grants (GB totals) are: £ million
Annex A.
"The new plansfor 1991-92 to 1993-94 include the effect ofall | 99091 19992 199283 199970
transfers between departments and spending sectors. See Annex B. nside AEF | 100 o " -
AChangesfrom the White Paper are the differencesfrom the plans set ILnOnV:rr::er;i(:enveadlzza::lfr:;t 90 1
out In Cm 1021 adjustedfor changes of classification and major g y 500 290 190
transfers between departments and spending sectors (ie those over Area protection grant 30 ]
£01 billion). Where the effect of major transfers on anyfigure iIs Outside AEF (included in
greater than £01 billion the changes are shown in italics. See Other currentgrants)
Annex B. Transitional Relief 360 540 480 340
NAggregate External Finance (AEF) encompasses revenue support Total 510 1110 850 550

grant, non-domestic rate payments and a number of specific grants
whichfund part of the expenditure on a specific service or activity.
AEF also includes the transitional grants to assist with the transfer of
responsibilityfor education to Inner London boroughs and with the
Introduction of the new local authorityfinance system (Low rateable
value areas grant and Area protection grant). Community Charge
Transitional Reliefis outside AEF.

For 1989—90, the estimated yield of non-domestic rates has been used
as aproxyfor non-domestic rate payments.

AArea protection grant in Scotland has been amalgamated with revenue

supportgrantfor distribution purposes.

AMost current grants outside AEF finance wholly, or almost wholly,
expenditure on certain national policies which local authorities administer,
such as community charge benefit, housing benefit, and student awards.
Community Charge Transitional Relief (see notes 4 and 6 above) Is also
Included In this line.
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Nationalised Industries

Defence

1.23 Extra provision has been made for the external financing requirements
of nationalised Industries remaining In the public sector (see Annex A, Table
1A.8). This reflects substantially increased investment in public transport and

the costs to British Coal of new supply contracts with electricity generating
companies. The figures after 1990-91 reflect the privatisation of electricity,
planned for 1990 and 1991. Nuclear Electric and Scottish Nuclear will

remain in the public sector over the Survey period. Nuclear Electric is

expected to have a positive cash flow and thus a negative external financing
requirement.

The new plans: departmental detalil

1.24 Table 1.4 analyses the planning totals by department. Central
government support for local authorities and the financing requirements of
nationalised industries have been attributed to appropriate departments.
Payments of Revenue Support Grant and National Non-Domestic Rates to
English local authorities which finance, at local authorities’ discretion, a
range of local services, including education, social services and other
environmental services, are included within the entry for the Department of
the Environment—Local government. Details of central government
support by department are shown in Annex A, Table 1A.7.

1.25 The External Financing Limits (EFLs) for the nationalised Industries In
1991-92, and plans for the two later years, are included Zyvi.thizthe
departmental totals in Table 1.4 and are set out separately in Annex A, Table
1A.8. The departmental totals also include provision for a large number of
other public corporations, such as Urban Development Corporations,

Welsh
Electricity and the New Towns. Provision for these public corporations Is
included in the departmental totals set out in Annex A, Table 1A5 and is
shown In total as a memo at the foot of that table.

1.26 The following paragraphs briefly describe the new plans, which will
be set out In more detall in the new Departmental Reports, to be published
for the first time early next year. Further details of the new provisions are set
out in Annex A. Spending by each department sinee'1885 %86 is set ofit in
Annex A, Tables 1A.9 (cash terms) and IA.IO (real terms).

1.27 The Government’s aims for defence are to ensure the security and
freedom of the nation, In particular b]y continuing to make an effective
' n

j’uily Anrr A

announced the Government’s proposals, known __“ Optgj)n @\fﬁ
for reductions of about 18 per cent In thie Ameafierepls Ag{j 10] o&\ﬁﬁﬁﬁ
recent welcome improvements in security in Europe. Those propé‘@an
allowed for a continuing ability to deploy forces outside Europe, as has

proved necessary In the Gulf
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Table 1.4 Planning total by department??

A million

Estimates of Changes from plans In

outturn New plans® 1990 White Paper'
1989-90  1990-91  1991-92  1992-93 1993-94  1990-91 1991-92 1992-93

Defence 20760 21580 22 800 23 350 23 390 380 300 -230
Foreign Office 864 950 1020 1090 1130 50 80 120
Overseas Development 1669 1750 1910 1980 2050 40 100 100
Agriculture, Fisheries and Food 1532 2270 2 280 2 390 2 390 440 230 250
Trade and Industry 1291 1230 980 930 880 -40 -40 10
ECGD 358 390 250 130 30 140 180 160
Energy 474 1420 970 090 040 1580 300 20
Employment 3770 3770 3400 3380 3440 0 0 -30
Transport 3 562 4380 5210 5420 5430 160 740 820
DOE—Housing 2938 6880 7280 7220 7440 590 500 270
DOE—Environment 1387 1560 1430 1400 1530 100 70 100
DOE PSA 70 90 40 10 40 90 50
DOE— Local government 19358 20430 23260 24000 24450 -60 1810 2210
Home Office 4206 5050 5400 5630 5940 200 370 450
egal departments 1137 1360 1460 1580 1660 90 80 no
Education and Science 5689 6 580 7250 7540 7730 20 520 670
Arts and Libraries 446 490 560 580 570 0 30 30
Health 20009 22 540 25 090 26510 27690 360 1610 1900
Social Security 52159 55900 62800 67700 72200 400 2900 4100
Scotland 8908 9740 11060 11470 11780 160 660 790
Wales 3790 4460 4920 5080 5250 0 330 360
Northern lreland 5732 5910 6420 6860 7170 -20 210 430
Chancellor’s departments 4222 4700 4990 5290 5510 90 400 460
Cabinet Office, etc 302 340 400 420 440 -20 20 20
European Communities 2316 1890 1050 2870 2340 20 -620 880
Reserve 3500 7000 10500 -3000 -2500 -2000
Privatisation proceeds -4 224 -5 300 -5 500 -5 500 -5 500 -300 -500 -500
Adjustment® 300 300

Planning total 162656 180 600 200 300 215 000 226100 1600 7900 11600

For definitions, rounding and other conventions, see notes in Annex A.
"See Annex Dfor the composition ofeach departmental grouping.

AThe new plansfor 199192 to 1993—94 include the effect ofall transfers
between departments and spending sectors. Departments principally affected
are. Employment, Defence, DOE-Local government. Education and
Science, Scotland and the Chancellor’s departments. See Annex B.

AChangesfrom the White Paper are the differencesfrom the plans set out
In Cm 1021 adjustedfor changes ofclassification and major transfers
between departments and spending sectors (ie those over fjO-1 billion).
Where the effect of major transfers on anyfigure isgreater than

£0'1 billion the changes are shown In italics. See Annex B.

1.28 The estimated outturn for Defence Iin 1990-91 Is higher than previous
plans, partly because a proportion of Gulf costs cannot be absorbed wMithin
the existing budget.

1.29 Within previously announced plans some XSO million has been
transferred from 1992—93 to enhance provision for 1991-92 to match the
latest estimated profile of expenditure. Net savings on previous plans from
the first phases of iImplementing “ Options for Change ” start in 1992—93;
there are larger savings in 1993-94, for which cash provision has been set
broadly the same as the revised plans for 1992—93. In all years extra provision
of about ;120 million has been made for additional payments to certain war
widows, announced In December 1989.
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1.30 Overall the cash plans imply a reduction of 6 per cent in Defence

spending In real terms over the next three years. Spending will be

3-4 oer cent of GDP bv 1993-94, down from 3-9 per cent in 1990-91 |
World War

planned to be significantly less than one tenth of all Government spending

and falling.

1.31 UK defence capability will continue to benefit from Increased
efficiency In the use of resources and from measures taken to Increase value
for money from the equipment programme.

Foreign Office 1.32 The Foreign and Commonwealth Office (Diplomatic Wing) Is
responsible for representing the UK overseas. It also provides grants to
organisations outside Government, including the British Council and the
BBC World Service. Increased resources are being provided for running
costs, activities In Eastern Europe, and for the BBC World Service for the
next three year period.

Overseas Development 1.33 The Overseas Development Administration’s spending covers aid to
developing countries, economic assistance to Eastern Europe and global

environmental assistance. Spending on these programmes IS set at
X 1,790 million In 1991-92 and X1360 million and £\,92>Q million In the

following two years. The Increase between 1990-91 plans and 1993-94 is
21 per cent, or 5™ per cent in real terms. The programme also includes
spending on overseas superannuation.

1.34 Aid to developing countries will increase by 17 per cent (2 per cent In
real terms) between 1990-91 plans and 199394 and will be used to support,
In particular, economic reform and environmental programmes. Separate
provision has been made to assist poorer countries to address global

environmental 1ssues.

1.35 Provision has been made for the bilateral Know How Fund for Eastern
Europe and for the UK’s contribution to the European Bank for

Reconstruction and Development.

Agriculture, Fisheries 1.36 The Department’s main aims are to seek improvements to the
and Food European Community’s Common Agricultural Policy (CAP) and to create

the conditions Iin which efficient agriculture, fisheries and food Industries can

flourish, to protect the public, to enhance the environment and to
flooding. Spending on agriculture is largely determined by the CAP. The
Government’s objectives In Community discussions are to keep spending
under control, and to secure worldwide reductions in agricultural support
and protection through the Community’s participation in the General
Agreement on Tariffs and Trade (GATT). The increased provision for
market support reflects current market difficulties, particularly in the

livestock sector, and lower world cereal prices.
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Trade and Industry

Export Credits
Guarantee Department

Energy

1.37 There Is Increased provision for flood defence and coast protection, to
cope with damage caused by last winter’s storms and to improve coastal
defences. Additional provision has also been made for the programme to
eradicate bovine spongiform encephalopathy (BSE), and for food safety
Including dissemination of information to the public. There are also Increases
for environmental schemes, for the Royal Botanic Gardens, Kew, and for
departmental administration. These increases are partly offset by savings In
other areas.

1.38 The Department’s aim Is to encourage wealth creation through a
competitive and open economy. The expenditure of the DTI has fallen since
19789 as a result of privatisation, and In response to the improved
competitiveness of industry and the Government’s policy of reducing
Intervention In business. Further reductions have been made to reflect
revised forecasts of demand for DTI services, including reduced levels of
provision for Regional Selective Assistance.

1.39 The planned reduction in expenditure between 1990-91 and 199192
reflects in particular substantial changes, as previously planned, on aerospace
support where levy receipts will now exceed payments and on the Post
Office which will have a negative financing requirement next year. Within a
broadly unchanged baseline, reordering priorities has allowed some increases
to be made Including provision for shipbuilding credit support, regulation of
trade and consumer protection and departmental administration. The Post
Office’s capital expenditure will be increased within its existing external
financing limit in order to improve quality of service.

1.40 The Department provides credit insurance facilities for UK exports. To
match the support given by other major trading nations, ECGD supports the
provision by banks of export finance at fixed rates of interest, paying the
banks the difference between the cost of their funds and the fixed rate they
offer to exporters. The new plans largely reflect the higher estimated cost of
Interest support.

1.41 The Department’saim Is to help ensure that the nation’s needs for
energy are met in a manner which makes the best use of resources. Central
government plans for 199192 to 1993-94 reflect increases In expenditure for
decommissioning and radioactive waste management programmes, for
energy efficiency, and for research and development on renewables and
work related to climate change.

1.42 The plans provide for increases In British Coal’s external financing

limits from previous provisional estimates, and a cash surplus for Nuclear
Electric for which no separate allowance was previously made. The other
electricity companies in England and Wales will be privatised in 1990-91.
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Employment

Transport

1.43 The Department’s main programmes are directed at providing help,
Including training, for the unemployed and training for young people,
largely through the recently created Training and Enterprise Councils
(TECs) and the Employment Service. The new plans provide for total

spending by the Department of billion In 1991-92. This figure Is net of

a transfer from 1 April 1991 to Scottish Enterprise and Highlands and Islands
Enterprise. Allowing for that transfer and other minor technical adjustments,
It represents a slight increase on the provision for 1991-92 in last year’s plans.
There will be some rearrangement of priorities within the total. It includes
an increase In planned expenditure on Youth Training and more provision
for EC payments made under the European Social Fund; new provision for
training credit pilot schemes, and Local Initiative Funds available to the
TECs; and areduction In spending on Employment Training following
reappraisal of measures to help the long term unemployed. There is also
Increased provision for redundancy rebates and payments.

1.44 The Department’s aims are to provide a safe, cost-effective and

environmentally friendly road and public transport system. Expenditure on
X |

19088 [)2,117 million In 1993-94. Increases of nearly *60

been allocated In the two years 1991-92 and 199293 to allow for the Red

Routes and environmental improvements in London; better driver

Information; and faster progress with the motorway widening programme.

In addition Y1O million has been provided for the Child Safety Campaign.

1.45 The Department’s programme also includes credit approvals and
capital grants Iin support of local authorities’ capital expenditure on roads and

other transport facilities. These have been set at a level which should enable
Manchester Metrolink

£2-4 il
1993-94

1990-91
last January)

of bridges.

1.46 The departmental totals include the external financing requirements of
British Rail, London Transport and the Civil Aviation Authority. The
external finance limits (EFLs) for these industries in 1991-92 are over
50 per cent more than in 1990-91. British Rail s EFL Is increased by
A360 million over previous plans for 1991-92, and by
fX1

1990-91

Increases In Investment in rail services for the Channel tunnel. London

Transport’s EFL Is Iincreased by 230 million in 1991-92 and 340 m
1992-93, with provision for investment in 1991-92 of £500 millior

will fund further measures to improve safety, In particular on London
T onrl nrnvidp<5 for the oroDOsed extension of thelJubilee
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via London Bridge and Docklands to Stratford in East London, at a cost (In
C1L
West
the Secretary of State for Transport on 5 October. This will connect
Paddington and Liverpool Street with stations in between, at a cost (in

£730
related projects over the next three years.

DOE—Housing 1.47 The Government’s housing policy aims include increasing home-
ownership, giving greater choice to those wishing to rent accommodation,

and encouraging local authorities to ensure the provision, from arange of
suppliers, of adequate housing In their area.

1.48 The new plans provide for the continued expansion of the Housing
1993-94

new homes by housing assoclations. Gross capital expenditure by the

Corporation will increase by 65 per cent from 71,225 million this year

£2,020 million In 1993-94. The plans also provide million over th(

next two years for the Government’s initiative to tackle the problem of
roofless people in London.

1.49 Government support for local authorities through credit approvals and

f£220
authorities’ ring-fenced housing revenue accounts in 1991-92. This is largely
to provide for the effects of higher borrowing costs than previously
expected.

DOE—Environment 1.50 This programme covers a wide range of services, mainly for
environmental protection, the heritage, inner cities and local authority
environmental services, and includes a number of policy areas discussed In

the recentlv nublished White Paner on the Environment “ This Common
Inheritance” (Cm 1200).

/) 1,530 million Iin 1993—94
research and protection, for the National Rivers Authority and the
Countryside Commission, for the reorganisation of the Nature Conservancy
Council into separate territorial bodies, for the heritage (including cathedrals
and the National Heritage Memorial Fund) and for support for local
authorities to deal with environmental problems, particularly waste disposal;
and for City Grants, for Derelict Land Grant and for the Urban
Development Corporations outside London.

DOE PSA Services 1.52 The settlement provides for a rationalisation programme aimed at
streamlining the organisation, In preparation for privatisation.
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Home Office

Legal departments

Education and Science

Arts and Libraries

1.53 The Department’saim Is to combat crime cost-efFectively by
providing for the needs of the police, prisons, courts and probation services
Central government expenditure will increase in 1991-92 by ;(*150 million
on previous plans, over 25 per cent up on the 1989-90 level. This will allow
an increase In the programme to divert offenders from custody, meet
Increased demand for immigration and passports, provide for a new
Immigration detention centre, and provide for additional work on the
maintenance, repair and upgrading of prisons (including Strangeways).
Three prisons are to be dropped from the prison building programme to
take account of the slower rate of increase forecast for the prison population

1.54 Provision for local authorities in 1991-92 will be over ;{200 million
higher than In previous plans. This will allow for an additional 700 police
officers and a significant increase in spending on police vehicles, plant and
equipment.

1.55 There are additions of ;,(;80 million in 1991-92 for the legal
departments. This includes extra provision for the Government’s civil law
and competition Initiatives, for legal aid, and for accommodation costs.

1.56 The Government s aims are to raise standards of achievement at all
levels of ability, to Increase parental choice, and to widen access to further

and higher education and make them more responsive to the needs of the
economy. Support for higher education institutions will rise by around
N300 million between 1990-91 and 1991-92 and provision for student
maintenance will rise by A”190 million. This will finance a 5 per cent
Increase In student numbers. In 1991-92 one In five of the 18-19 age group
will be able to participate Iin higher education, compared to one In eight a
decade ago. Differential tuition fees ranging from to £A,11Q per
student, paid via local authorities as part of mandatory student awards, will
be introduced from September 1991 so that a greater proportion of the
funding for higher education institutions will be channelled through fees,
with a smaller proportion coming from central government grants to
Institutions. Student loans will be increased so that the total support available
to students, including grants, parental contributions and loans, Is 6 per cent
higher next year. There Is no Increase In parental contributions.

1.57 Support for local authorities’ capital spending through credit approvals
within the Department of Education and Science’s programme will grow by
13 per cent between 1990-91 and 1991-92. This should allow capital
spending on local authority schools and further education colleges to
continue at the substantial level provided for last year.

1.58 The Government’s aim Is to encourage public appreciation of the arts,
and the development and preservation of our cultural heritage. An

- 9million has been provided in 1991-92 for the three year
programme—an Increase of 11 per cent over the current year—with further
Increases In the later years. This will allow for increased levels of expenditure

on the arts bodies supported by the Arts Council, on the National Museums
and Galleries, and on the British Library. Increased provision has also been
made for construction work in 1991-92 and 1992-93 on the British Library s
new building at St. Pancras. The annual grant to the National Heritage
Memorial Fund, funded jointly with DOE, is also being increased.
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Health

Soclal Security

1.59 The programme covers spending on the National Health Service and
on personal social services in England.

1.60 The previous plans for the programme have been increased by
21,610 million In 1991-92 and 1
N2
1990-91 (and billion higher In the
extra cash released by a ne-w round of cost Improvement programmes and
Income generation. Taking these further factors into account, the resources
N2
1991-92 than 1990-91, and ~3-2 hill
than 5 per cent higher in real terms).

1.61 Total current expenditure on hospital and community health services
In England Is planned to rise from X*15-2 billion in 1990-91 to >"™16-9 billion
In 199192 and *17*9 billion In 1992—93. This Increase represents 5 per cent
real growth In 1991-92 and provides scope for health authorities to continue
to expand services. The programme contains provision to fund the
Implementation from 1 April 1991 of the health reforms in the National
Health Service and Community Care Act 1990. Provision for net capital
expenditure on hospital and community health services in 1991-92 will
Increase by over 180 million over 1990-91, or almost 8 per cent In real
terms. Provision for the family health services allows for forecast demand
and for service developments. There are also additional funds for centrally
financed services and for targeted payments to local authorities for services
for the mentally Ill.

1.62 The programme provides for expenditure on social security benefits
(iIncluding Community Charge Benefit), except rent rebates in England and
Wales, and on the administration of paying benefits and collecting
contributions. Provision for 1991-92 is 6 per cent higher In real terms than
In 1990-91, with 3 per cent a year real growth Iin 1992—93 and 1993-94. The
plans allow for the higher benefit rates from April 1991 announced by the
Secretary of State on 24 October 1990.

1.63 The new plans also include extra benefit for pensioners receiving
Income support, helping some 2™ million people, together with a ~45
Increase In the income support limits for elderly people in nursing homes, a
rise of over 21 per cent. Child Benefit Is to be adjusted to give an additional
per family each week, helping nearly 7 million families. The plans
Include higher expenditure on Community Charge Benefit (allowing In
199192 for community charges at standard spending levels), and they allow
for the 1990 Budget decisions for higher capital limits in the income related
benefits, which help some \ million people. They also reflect the proposals
to Improve maintenance for lone parents, announced on 29 October In the
White Paper “ Children Come First ” (Cm 264). These improvements, taken

with the changes In statutory sick pay below, will not add to the overall cost
of uprating benefits.

1.64 The plans provide for uprating the lower rate of statutory sick pay but
not the higher rate; and allow for a reduction to 80 per cent In the support
paid to employers for the costs of making payments of statutory sick pay to
their employees from April 1991. The net change in employers’ costs will.
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Scotland, Wales and
Northern lreland

Chancellor’s departments

European Community

Science and technology

Capital spending

however, be limited by cuts In the employers’ rates of national insurance

contributions (see Chapter 3). These cuts will particularly help employers of
the lower paid.

1.65 The plans allow for the latest estimates of claimant numbers, and
provide for further upratings of benefits in April 1992 and 1993. For the
purposes of the calculations the RPI Is assumed to rise by 5" per cent in the
year to September 1991 (for upratings in April 1992) and by 4 per cent In
the year to September 1992 (for upratings in April 1993). The number of
unemployed In Great Britain Is assumed to average 1-75 million in each of

the three Survey years. The same assumptions have been used In assessing the
Impact on the National Insurance Fund (see Chapter 3).

1.66 The net changes In these programmes mainly reflect the effects of
changes In comparable programmes for England. As in former years the
decisions of the Secretaries of State for Scotland, Wales and Northern
Ireland on the distribution of resources within their responsibilities will be
announced later. For the purpose of this Statement, a notional split between
and within spending authorities has been assumed taking account of the
pattern of expenditure in 1990-91.

\ There Is extra provision for the Inland Revenue for the costs of
Increasing workloads, including the costs of additional work responding to
claims for tax repayments following the abolition of composite rate tax from
April 1991, and for continuing Investment In information technology. Extra
provision for Customs and Excise includes the costs of preparing and
administering new controls associated with the Single Market and the
Channel Tunnel. The new plans take Into account substantial continuing
efficiency gains. Estimates of expenditure on payments of life assurance
premium relief and mortgage interest relief to non-taxpayers have been
Increased.

1.68 Higher contributions, mainly the result of higher Commission
expenditure, are partly offset by higher abatement and higher receipts. The

uneven profile results from adjustments to previous years contributions and
subsequent corrections to the UK'’s abatement.

1.69 The new plans described above continue the policy of switching
resources for science and technology towards basic and strategic research.

Spending on civil science and technology, excluding launch aid, will be
N3-2 billion In 1991-92, some 21 per cent higher than in 1988-89 when the
strategy was decided. The Department of Education and Science budget to
sunnort basic and strategic science will be ;()930 million in 1991-92.

1.70 The new plans include extra provision for investment by central
government (excluding Defence) and nationalised Iindustries amounting to

some billion a year. This Includes increases for hospitals, education and
housing. Planned investment in rail Is to be increased by more than

£\ billion over the three years. The new plans also include provision for
extra support for local authority capital spending on schools, local transport

schemes and housing renovation.
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L_ocal authorities

Other public expenditure

1.71 In addition to expenditure within the planning total, general
government expenditure also includes local authorities’ spending financed
from their own resources, and debt interest, neither of which central
government plans. (See Table 1.1.) The following paragraphs describe the
projections of these items, which arc needed to provide a path for GGE In
the three Survey years. Other technical adjustments needed to relate the
planning total to GGE (national accounts adjustments) were described In

Cm 1021 (Annex C) and will be set out In detail In the Autumn Statement
Supplement early next year.

1.72 Expenditure financed by local authorities out of their own resources

(local authority self-financed expenditure) Is a residual derived by deducting

the planned level of central government support from a projected level of
total local authority expenditure.

1.73 Annex A, Table 1A.12 shows local authority current and capital
expenditure In the UK from 198586 to 1990-91, broken down by territory.
Over this period local authority current expenditure grew by about

50 per cent, whereas central government expenditure grew by about
40 per cent.

1.74 In 199091, total local authority expenditure, including debt interest
payments, Is now expected to be about 56”6 billion. This Is some
A3 billion higher than projected In the 1989 Autumn Statement. This Is
mostly due to the much higher than expected level of revenue spending,
which local authorities in England budgeted to Increase by over 5 per cent In
real terms, before capping. This was taken into account in the projections of
total expenditure in the 1990 FSBR. The estimated outturn is about

billion above the FSBR projection, mainly because of higher than
expected levels of capital spending.

1.75 The level of total local authority expenditure in future years Is largely
for local authorities themselves to decide, In the light of the support
provided by central government, the finance they have available from their
own resources, and In particular the implications for the community charge.
As the Environment Secretary announced on 31 October, however, the
Government iIs prepared to make full use of its powers to cap authorities’
revenue budgets If necessary. The Government’s provisional intention Is to
regard year-on-year Increases of 9, 7 or 5 per cent as excessive, depending on
how far the resulting budget exceeds an authority’s Standard Spending
Assessment (SSA). Any budget more than 12" per cent above the SSA
would also be considered excessive.

1.76 The projections In Table 1.5 assume that total local authority spending
will rise by some 2 per cent in real terms next year. Spending Is projected to
grow more slowly In real terms In the later years, as the accountability of the
community charge and the new capital finance system become increasingly

effective. The projections assume real growth of 1” per cent in 1992—93 and
1 per cent In 1993—94.
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1990-91
'C3

1.78 The new projection for total local authority expenditure next year Is
X 5
,C 2

1990 Budget. The Increase since the last Autumn Statement results mainly
from the much higher than expected levels of local authority budgets In
1990-91. In addition, the inflation projection for next year IS now higher and
the projections have sought to make realistic allowance for likely Increases In
spending. The planned level of central government support next year has
likewise risen sharply, leaving a level of self-financed expenditure which Is
some billion above last year’s Autumn Statement projection but some

billion below the FSBR projection. The proportion of local authority
expenditure financed by central government Is set to Increase next year. The

higher level of spending now projected for next year carries through to later
years.

Table 1.5 Local authority expenditure®

A million
Estimates of Changes from
outturn Projections 1990 White Paper™

1989-90 1990-91  1991-92  1992-93  1993-94 1990-91  1991-92  1992-93

Total local authority

expenditure"/ 52 851 56600 61000 65 000 63000 3000 5500 7500
| ess central government support 38 212 42700 47900 49 700 51100 900 4 000 4 700

equals
Local authority self-financed

expenditure 14639 13900 13 500 15 500 17000 2000 1500 3000
T or definitions, rounding and other conventions, see notes in Annex A. "Chang_esféomlghzel Wdh_ite z?per f]lre the d:cff?ren_i_esfr_om thjfigtfres
AThe newfiguresfior 1991-92 to 1993-94 include the effect ofall transfers setout in &m agjustedior ¢ anges_o w1ass! |cat_|on andmajor
between departments and spending sectors. See Annex B. transfers between departments and spending sectors (ie those over

£01 billion). Where the effect of major transfers on anyfigure Is
greater than £01 billion the changes are shown In italics.

See Annex B.
AIncludes local authority debt interest payments.

Debt interest 1.79 Central government gross debt interest Is projected to fall from abou
ri/7-8 billion in 1989-90 to about A15” billion In 1993-94. Following the
reduction In government borrowing and the move mto budget surplus In

recent years, debt interest payments have declined as a proportion ot GUP
from 51 per cent In 1981-82 to about 3| per cent in 1988-89 and are

projected to fall further to 2” per cent by 1992-93.

1.80 Annex A, Table 1A.13 shows the totals for gross and net general
government debt interest.
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Sales of land and existing
bulldings

Value for money

1.81 In accordance with national accounts conventions, general government
expenditure 1s measured net of sales of land and existing buildings. Estimated
sales In 1991-92 by central government of billion are deducted from
relevant programme expenditure within the planning total. Local
authorities’ self-financed expenditure i1s shown after deducting proceeds from
the sales of land and buildings (mainly Right To Buy recelipts): such sales are
broadly estimated at billion next year, rather below the levels recorded
INn recent years. Details are given in Annex A, Table 1A.14.

1.82 The Government attaches high priority to getting better value for
money from all public expenditure. The improvements in public services
that will result from the new public expenditure plans described above will
be increased further by continuing improvements in value for money. For
central government spending, the continued development of the purchasing
Initiative and the setting up of Executive Agencies will contribute towards
this result. The Departmental Reports to be published early in 1991 will
Include information on the output and performance of departmental
programmes, including performance against specific targets. Such
Information will also appear In the reports of Executive Agencies. For local
authorities, and now the NHS, the Audit Commission has an important
continuing role In spreading best practice and improving efficiency.
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Annex A to Chapter 1

Table 1A.2 General government expenditure*'*; plans and outturn
Per cent of GDP

1985-86 1986-37 1937-88 1983-89 1989-90 1990-91 1991-92 1992-93  1993-94

March 1986 FSBR" 45] 44| 43| 42i Plans

January 1987 White Paper 45] 45] 44} 43} 43] Outturn

(Cmnd 56)

January 1988 White Paper 45] 44 4 3] 42N 421 42

(Cm 288)

January 1989 White Paper 45] 44| 421 40N 39| 39| 391

(Cm 621)

January 1990 White Paper 45] 44| 42 39| 391 39| 391 391

(Cm 1021)

This Autumn Statement 45 44 41] 391 39J 3= 391 39] 39

AExcluding privatisation proceeds.

AThe ratios are based on the adjusted seriesfor money GDP to avoid the
distortion caused by the abolition of domestic rates (see Annex C).
Thefiguresfrom earlier publications are based on thefigures underlying

those publications, but the G D P figures on which they were based have
been similarly adjusted.

AFinancial Statement and Budget Report.

AEstimated.
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Table 1A.4 The planning total and general government expenditure” in real terms®
A billion
Estimated
Outturn outturn  New plan:s and projections™
1985-86 1986-87 1987-88 1988-89 1989-90 1990-91  1991-92 1992-93 1993-94

Central government expenditure” 125-1 128-4 127-5 123-9 127-6 130-4 132-9 134-8 135-4
Central government support for

local authorities™ 38-8 40-2 40-8 38-9 38-2 39-6 41-8 41-5 41-2
Financing requirements of

nationalised Industries 2-1 0-4 0-3 -0-5 11 1-9 2-0 1-8 1-6
Reserve 31 5-8 Q-5
Privatisation proceeds -3-4 -5-4 -5-9 -7-5 -4-2 -4-9 -4 -8 -4-6 -4-4
Adjustment™ 0-2
Planning total 162-6 163-7 162-7 154-8 162-7 167-2 175-0 17973 1822
Local authority self-financed

expenditure™ 10-4 10-5 10-7 | M 14.6 12-8 11-5 13-0 13-5
Central government debt interest 20-0 19-8 19-4 18-7 17-8 16-5 14-5 13-5 12-5
Accounting adjustments 3-8 3-9 4-4 6-3 3-7 3-2 3-0 4-0 4-5
General government

expenditure 196-9 197-9 197-3 190-9 198*3 199-7 204*1 209-4 212-6
AFor definitions, rounding and other conventions, see notes at the end ofthis Annex. AThe new plansfor 199192 to 1993—94 include the effect ofall
ACashfigures adjusted to 198990 levels by excluding the effects ofgeneral transfers between departments and spending sectors. See Annex B

Inflation. The deflator series used Is thatfor GD P at market prices, adjusted to
remove the distortion caused by the abolition ofdomestic rates. See Annex C.
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Table 1A.6 Central government expenditure by department' in real terms®
A billion
Estimated
Outturn outturn  New plans™

1985-86 1986787 1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-94

Defence 22-4 21-9 21-5 20-3 20-8 20-0 19-9 19-5 18-8
Foreign Office 0-8 0-8 0-8 0-8 0-9 0-9 0-9 0-9 0-9
Overseas Development 1-5 1-6 1-5 1-6 1-7 1-6 1-7 17 1*7
Agriculture, Fisheries and Food 2-8 1-9 2-0 1-7 1-6 2-2 2-1 2-1 2-0
Trade and Industry 1-3 2-2 \Y 1-8 1-3 M 0-9 0-8 0-8
ECGD 0-4 0-4 0-2 0-1 0-4 0-4 0-2 0-1 0-0
Energy M M 0-6 0-5 0-4 0-5 0-4 0-4 0-4
Employment 3-9 4-3 4-2 3-8 3-4 3-2 2-6 2-5 2-4
Transport 1-5 1-5 1-6 1-5 1-9 2-2 2-2 2-2 2-2
DOE—Ffousing 1-6 1-6 1-5 1-3 1-5 2-5 2-5 2-4 2-5
DOE—Environment 0-4 0-4 0-4 0-4 0-7 0-9 0-7 0-6 0-7
DOE—PSA 0-1 0-1 0-0 0-0
DOE—Local government 0-0 0-1 0-1 0-1
Home Office 1-2 1-3 1-4 1-4 176 1-8 1-8 1-7 1-7
L egal departments 0-7 0-8 0-9 1-0 1-1 1-3 1-3 1-3 1-3
Education and Science 2-9 3-0 31 31 4-3 4-2 4-0 3-9 3-9
Arts and Libraries 0-4 0-4 0-4 0-4 0-4 0-5 0-5 0-5 0-5
Health 17-7 18-4 191 19-6 19-9 20-8 21-8 22-0 22-2
Soclal Security 48-2 50-2 49-7 47-3 46-9 47-8 50-9 52-2 53-7
Scotland 4-2 4-3 4-2 4-3 4-4 4-6 5-0 5-0 5-0
Wales 1-7 1-8 1-8 1-9 1-9 2-1 2-2 2-2 2-2
Northern lreland 5-3 5-4 5-5 5-7 5-7 5-4 5-6 5-7 5-7
Chancellor’s departments 3-6 3-9 4-0 3-9 4-2 4-4 4-4 4-4 4-4
Cabinet Office, etc 0-3 0-3 0-3 0-3 0-3 0-3 0-3 0-3 0-4
European Communities 1-0 1-3 1-9 M 2-3 1-7 0-9 2-4 1-9
Total 125-1 128-4 127-5 123-9 127-6 130-4 132-9 134-8 135-4
of which:

financing requirements of trading

funds and public corporations 1-2 0-8 0-6 0-3 0-8 1-1 1-1 0-9 1-0

For definitions, rounding and other conventions, see notes at the end of this
Annex. See Annex D for composition ofeach departmental grouping.
ACashfigures adjusted to 1989—90 price levels by excluding the effect ofgeneral
Inflation. The deflator series used Is thatfor GDP at market prices, adjusted to
remove the distortion caused by the abolition of domestic rates. See Annex C.

AThe new plansfor 1991-92 to 1993-94 include the effect ofall transfers
between departments and spending sectors. Departments principally
affected are: Employment, Defence, D O E— Local government,
Education and Science, Scotland and the Chancellor's departments.

See Annex B.
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Table IA.IO Planning total by department” in real terms
A billion
Estimated

Outturn outturn  New plans™®

1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-94
Defence 224 21-9 21-5 20-3 20-8 20-0 19-9 19-5 18-8
Foreign OlFice 0-8 0-8 0-8 0-8 0-9 0-9 0-9 0-9 09 =
Overseas Development 1-5 1-6 1-5 1-6 1-7 1-6 1-7 1-7 1-7
Agriculture, Fisheries and Food 2-9 2-0 2-1 1-7 1-5 2-1 2-0 2-0 1-9
Trade and Industry 1-8 2-4 0-8 1-4 1-3 M 0-9 0-8 0-7
ECGD 0-4 0-4 0-2 0-1 0-4 0-4 0-2 0*1 0-0
Energy 0-8 - 0-2 0-2 -0-4 0-5 1-3 0-8 0*6 0-5
Employment 4-1 4-6 4-4 4-1 3-8 3-5 3-0 2-8 2-8
Transport 3-5 3-3 3-0 2-9 3-6 4-1 4*6 4*5 4*4
DOE— Housing 3-8 3-5 3-3 2-9 2-9 6-4 64 6-0 6-0
DOE—Environment 1-6 1-4 1-3 1-0 14 14 1*2 1-2 1-2
DOE—PSA 0-1 0-1 0-0 0*0
DOE— Local government 19-5 20-5 20-8 20-0 19-4 18-9 20-3 20-0 19-7
Home Office 34 3-7 3-9 3-9 4-2 4-7 4-7 47 4-8
egal departments 0-7 0-8 0-9 1-0 M 1-3 1-3 1-3 1-3
Education and Science 4-2 4-2 4-4 4-5 5-7 6-1 6-3 6-3 6-2
Arts and Libraries 0-4 0-4 0-4 0-4 0-4 0-5 0-5 0-5 05
Health 17-8 18-4 19-2 19-7 20-0 20-9 21-9 22-1 22-3
Social Security 53-8 561 55-6 52-5 52-2 51-8 54-9 56-4 58-2
Scotland 8-9 9-0 8-9 9-0 8-9 9-0 O-7 0-6 O-5
Wales 34 3-6 3-7 3-8 3-8 4-1 4-3 4-2 4%
Northern lreland 5-3 54 5-5 5-8 5-7 5-5 5-6 5-7 5-8
Chancellor’s department 3-6 3-9 40 3-9 4-2 4-4 4-4 4*4 4-4
Cabinet Office, etc 0-3 0-3 0-3 0-3 0-3 03 0-3 0-3 0-4
European Communities 1-0 1-3 1*9 M 2-3 1-7 0-9 2-4 1-9
Reserve 31 5-8 8-5
Privatisation proceeds -3-4 -5-4 -5-9 -7-5 -4-2 -4 -9 -4 -8 -4-6 -4-4
Adjustment” 0-2
Planning total 162-6 163-7 162-7 154*8 162-7 167-2 175-0 179-3 182-2

AThe new plansfor 1991-92 to 1993—94 include the effect ofall transfers
between departments and spending sectors. Departments principally
affected are: Employment, Defence, DOE-Local government, Education
and Science, Scotland and the Chancellor's departments. See Annex B.

Anmx. See Annex D for composition ofeach departmental grouping.
ACashfigures adjusted to 1989—90 price levels by excluding the effect of
general inflation. The deflator series used is thatfor G D P at market prices

adjusted to remove the distortion caused by the abolition of domestic rates.
See Annex C.
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Table A .11

Table 1A.12

Total Standard Spending for 1991-92 by main service block

England and Wales: Total Standard Spending

Education

Personal social services
Police

Fire and civil defence
Highway maintenance
Other services

Capital financing

Total

Scotland: Government Supported Expenditure

Education

Arts and Libraries

Health and personal social services
Law, order and protective services
Roads and transport

Other environmental services
Tourism

Housing

Other services

Capital financing

Total

"The split by main service block is provisional

Local authority expenditure”®

A million

Qutturn

1985-86 1986-37

England 29267
Scotland 3939
Wales 1814
Northern lreland
Total 35140
of which
Current 30901
Capital 4240
Local authority debt interest 4434
Total local authority
expenditure 39574

31328
42172
2026

37748

336018
4130

4351

42099

N million
England Wales™
17 485
4502
4676 230
1039
1786
7389
2122
39000 2436
2420
596
652
5444
Estimated
outturn
1987-88 1988-89 1989-90 1990-91
33501 34888 39 861 42 500
4674 4934 5378 5800
2201 2275 2581 2900
40502 42 240 47966 51400
36578 39084 42632
3924 3156 5334
4624 4810 4885 5200
45126 47050 52851 56600

For definitions, rounding and other conventions, see notes at the end ofthis Annex.
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Table 1A.13

General government gross debt

Interest®
ofwhich: Central government

General government interest and
dividend receipts

General government net debt
Interest

General government gross debt
Interest

General
Interest

government net debt

AOfwhich: Servicing ofindexed securities
(gilts plus national savings)

Table 1A.14

Purchases
Central government

Local authority

Housing
Other

Total

Total general government
purchases

Sales
Central government”®

|_ocal authority™

Housing
Other
Total

Total general government
sales

Sales, net of purchases
Central government

Local authority
Housing
Other

Total
Total

General government debt interest

A billion
Qutturn
1988-89

18-2
17-6

0-5

11-7

1989-90

184
17-8

6-9

11-5

Per cent of GDP

1-5

General government transactions in land and existing buildings

N billion

Qutturn
1985-86

0-1

0-2
0-2
0-3

0-5

“0-3

14
- 0-6
- 2-0

2-2

1986-87

0-1

0-2
0-2
0-5

0-6

-04

- 1-6
-0-9
-2-5

Figures are plansfor centralgovernment andprojectionsfor local authorities.

Figuresfor centralgovernment are rounded to nearest
local authorities andgeneral government are rounded to nearest

\ billion. Figuresfor

1 billion.

Projection
1990-91

18-3
17-8

0-3

12-1

31

30

1987-88  1988-89
0-2 0-2
0-2 0-3
0-3 0-4
0-5 0-7
0-8 0-8
-0-4 - 0-6
- 21 -3-5
14 - 20
-3-5 .54

1991-92

17
161

11

2-4

1989-90

0-3

0-3
0-5
0-8

1-0

-0-5

-3 4
-1-7
-5-1

1992-93

16
16

10

2-1

Estimated

outturn
1990-91

0-5

0*21

0-7 vy

0-9]
1-3

-0-5

-2 41

- 1-2 |

-3-6

1993-94

151

10

21

2-3

New plans and
projections™

1991-92

AExcluding receipts included in privatisation proceeds (Forestry Commission,
Land Settlement, Motorway Service leases— see Table21.5.13 0fCm 1021).
In addition to receiptsfrom sales ofland and buildings, local authorities also
acquire receiptsfrom the repayment ofmortgage principal and other sources.
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Rounding conventions

Central government
expenditure

Central government
support for local authorities

Adjustment

Local authority self-
financed expenditure

Definitions and conventions

1A,1 For tables presenting the new cash plans the following conventions apply:

Figures for future years are rounded as follows. Departmental totals are
rounded to the nearest £10 million (except for Social Security, which is
rounded to £100 million). The planning total, spending sector totals (except
public corporations) and general government expenditure are rounded to the
nearest 2100 million. In the case of general government expenditure, this does
not iImply accuracy to this degree. Local authority self-financed expenditure,

debt Interest and other national accounts adjustments are rounded to the
nearest /500 million.

Figures for 1990-91 have been rounded similarly to reflect their provisional
nature, but with items between the planning total and general government
expenditure rounded to £100 million.

1A.2 The changes and totals are based on the unrounded figures. They may
therefore differ from the changes and sums of the rounded figures.

1A.3 For tables which include figures in real terms, all figures are rounded to the
nearest £0-1 billion, apart from local authority self-financed expenditure, central
government debt Interest and the national accounts adjustments for future years
which are rounded to the nearest £0 ‘S billion. Totals are based on unrounded
figures. They may therefore differ from the sum of the rounded figures.

1A.4 Some figures may be subject to detailed amendments before the publication
of the Supplement to the 1990 Autumn Statement In late January 1991. In
particular the detailed allocation between spending sectors for territorial

departments has not yet been finally decided.

1A,5 This includes the financing requirements of trading funds and public
corporations other than the nationalised industries.

1A.6 This includes such items as mandatory student awards and community charge
benefit which are administered by local authorities but all or most of the cost of
which Is paid by central government.

1A.7 Tables setting out the estimated outturn for the planning total in 1990-91
Include an adjustment for the difference between the assessment of likely outturn

and the sum of the other components shown.

1A.8 Figures for local authority self-financed expenditure are derived by deducting
central government support for local authorities from figures for total local
authority expenditure including debt interest but net of capital receipts.

See Table 1.5.



ANnnex

Chapter

Calculation of changes from plans Iin 1990 public expenditure
W hite Paper

IB.l As In previous years the new plans take account of a number of technical
changes to departmental provision as well as decisions taken in the public
expenditure Survey. These include classification changes and transfers of function or
responsibility between departments. This year there are a number of sizeable
transfers between departments. Although the net impact of transfers on the
planning total Is zero, the effect Is to complicate the interpretation of changes In

departmental totals compared with previous plans and with the current year,
1990-91.

IB.2 This note describes how technical changes to departmental provision are
handled In the Autumn Statement tables.

IB.3 Classification changes are applied across the whole nine years covered by
the tables In the Autumn Statement, so that consistent comparisons can be made
over the full time span. As In previous Autumn Statements “ changes from the
White Paper ” measure the difference between the new plans and the previous plans
adjusted to take account of classification changes. This year, the effect of
classification changes Is to Increase the planning total for 1991-92 set in the 1989
Survey by about A70 million.

1B.4 Transfers between departments reflect new financial responsibilities for
certain functions from 1991-92, for example, following from the introduction of
repayment. The usual practice Is to treat these as “ policy changes ”, in the same
way as decisions taken In the Survey. That Is, provision for forward years Is
adjusted as appropriate but past figures are left unchanged. This tends to distort year
on year comparisons, and means that changes from the reclassified plans in the
previous White Paper include the effect of transfers as well as Survey decisions. In
most years such distortions are relatively minor. This year, however, there are four
transfers, affecting a number of departments, each of which exceeds ;100 million.
The effect Is to distort significantly the profile of spending and the comparisons
with previous plans for the departments principally involved.

IB.5 To minimise these problems and set out more clearly the extent of changes
agreed In the Survey, the effects of transfers exceeding XNCO million have been
removed from the calculation of changes from the 1990 White Paper set out In the
document. The figures for levels shown In the tables include transfers: they
therefore correspond to those which will be translated into control totals for

1991-

1B.6 All changes In the text are on the same adjusted basis. Where appropriate
references to changes between 1990-91 and 199192 are also on an adjusted basls.
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1B.7 Tables IB.l and 1B.2 give a reconciliation for 1991-92 and 1992-93 of the
departmental plans set out in Cm 1021 and the new plans presented here. They

show separately the effect of classification changes and the large transfers discussed
below, which take effect from 1991-92. These transfers are:

Responsibility for training and enterprise activities In Scotland will
switch from the Department of Employment to Scottish Enterprise and
Highlands and Islands Enterprise from 1991-92. As a conseguence provision
for Scotland increases by /;254 million and £265 million in 1991-92 and

1992-93 respectively, with 1dentical reductions for the Department of
Employment.

Responsibility for contributions in lieu of business rates oOn
departments’ estates will be paid from departmental budgets from 1 April
1991 rather than from a central budget. This increases departments’ provision,
with an equivalent reduction for the Chancellor’s departments. The
department principally affected I1s Defence, whose provision rises by

million and £125 million In 1991-92 and 1992-93. The effect on other
departments Is much smaller.

1.  Repayment for valuation services IS planned to be introduced from

1 April 1991. This affects a number of departments; the largest increase Is for
DOE-Local government whose provision rises by £\06 million and

£\\2 million Iin 1991-92 and 1992-93. The changes for other departments are
much smaller. These increases are offset by an equivalent reduction for
Chancellor’s departments.

All of these transfers affect the totals for individual departments but have no effect
on the planning total.

1B.8 In addition, the introduction of differentiated fees for higher education
Involves a switch from central government expenditure to support for local
authorities. The department principally affected Is the Department of Education and
Science where central government expenditure Is reduced by 150 million and
£27=>0Q million In 1991-92 and 1992-93 respectively, with support for local
authorities increasing by broadly similar amounts; related changes for the
programme total and other departments are much smaller.

1B.9 A number of smaller switches between departments will also take effect from
1991-92, but these do not significantly affect the levels or change in levels of
departmental provision. A more detailed reconciliation table will be included In the
Supplement to the Autumn Statement to be published early next year.
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Table IB.I  1991-92 planning total by department: changes from plans in 1990 public
expenditure White Paner

million
Plans in 1990 Classification Other
White Paper changes’ Transfers’ changes New plans
Defence 22360 6 138 300 22 800
Foreign Office 940 80 1020
Overseas Development 1810 100 1910
Agriculture, Fisheries and Food 2 040 230 2280
Trade and Industry 1020 -40 980
ECGD 70 180 250
Energy 670 300 970
Employment 3650 1 -254 3400
Transport 4490 -2 8 5 740 5210
DOE—Housing 6720 58 500 7280
DOE—Environment 1260 01 5 70 1430
DOE PSA 90 90
DOE—Local government 21340 106 1810 23 260
Home Office 5010 6 12 370 5400
| egal departments 1380 80 1460
Education and Science 6 770 -35 10 520 7250
Arts and Libraries 520 4 30 560
Health 23510 -2 9 2 1610 25090
Social Security 59 900 1 2900 62 800
Scotland 10090 38 271 660 11060
Wales 4 590 4 330 4920
Northern lreland 6240 -3 8 3 210 6420
Chancellor’s departments 4880 -287 400 4990
Cabinet Office, etc 380 20 400
European Communities 1670 -620 1050
Reserve 6000 -2 500 3500
Privatisation proceeds -5 000 -500 -5 500
Planning total 192 300 7900 200 300

N These columns show the effect on departmental totals ofclassification changes and the major transfers described in this note. Changes which total less than

£0 5 million are not shown.
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Table 1B.2 199293 planning total by department: changes from plans in 1990 public
exnenditure W hite Paoer

~ million

Plans in 1990 Classification Other

White Paper changes™ Transfers™ changes New plans
Defence 23 430 6 143 -230 23350
Foreign Office 970 120 1090
Overseas Development 1880 100 1980
Agriculture, Fisheries and Food 2140 250 2390
Trade and Industry 920 10 930
ECGD -3 0 160 130
Energy 670 20 690
Employment 3670 1 -265 -30 3380
Transport 4600 -14 6 820 5420
DOE—Housing 6 920 25 270 7220
DOE—Environment 1220 /8 5 100 1400
DOE—PSA -10 50 40
DOE— Local government 21670 112 2210 24000
Home Office 5160 6 12 450 5630
|_egal departments 1470 110 1580
Education and Science 6920 -36 -16 670 7540
Arts and Libraries 540 4 30 580
Health 24630 -29 6 1900 26 510
Social Security 63500 1 4100 67700
Scotland 10400 -4 288 790 11470
Wales 4720 2 360 5080
Northern Ireland 6460 -37 4 430 6 860
Chancellor’s departments 5130 -303 460 5290
Cabinet Office, etc 400 20 420
European Communities 1990 880 2870
Reserve 9000 -2 000 7000
Privatisation proceeds -5000 -500 -5 500
Planning total 203 400 - 3 0 11600 215000

A These columns show the effect on departmental totals of classification changes and the major transfers described in this note. Changes which total less than

£0'5 million are not shown.
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Money GDP and the GDP deflator: adjusted historical series

IC .1 The abolition of domestic rates introduced a discontinuity In the series for
money GDP and the GDP deflator at market prices. This occurred because, unlike
domestic rates, the community charge Is treated In the national accounts as a
deduction from income rather than a tax on expenditure. This has the effect of
reducing the level of money GDP and the GDP deflator by  per cent from
1990-91. There Is no discontinuity In the series for GDP at constant prices. Further
details were given In the August 1989 Issue of Economic Trends.

1C.2 In order to remove the discontinuity caused by the change and to facilitate
consistent comparisons over time of, for example, ratios of general government
expenditure (GGE) to GDP and GGE in real terms, adjustments were made In the
1990 FSBR to future levels of money GDP and the GDP deflator. However, now
that the new local authority finance regime is in operation, the figures for 1990-91
and later years are presented In the Autumn Statement on the same basis as that
adopted In the national accounts by the Central Statistical Office (CSO).

1C.3 To enable consistent comparison with earlier years the CSO has produced
adjusted series for money GDP and for the GDP deflator at market prices for the
years before 1990-91 (when the community charge became applicable throughout
Great Britain) which remove the discontinuity arising from the abolition of
domestic rates.

IC-4 For years up to 1988—-89 money GDP has been scaled by the following ratio:

money GDP In 1988-89 (excluding domestic rates)
money GDP In 1988-89 (including domestic rates)

This approach preserves the pattern of growth in money GDP for years up to
1988-89, The adjusted series Is 1*8 per cent lower than the published money GDP
series. For 1989—90 (the year when the community charge was introduced In

Scotland), the adjusted series excludes domestic rates paid in England and Wales In
that year.

IC-5 The adjusted series for the GDP deflator at market prices has been calculated
from the ratio of the adjusted series for money GDP to GDP In constant prices,
scaled to make current and constant price figures equal In the base year—1985.

1C.6 The adjusted series, which have been specially produced by the CSO for the
purpose of allowing consistent comparisons over time of the GGE ratio and real
GGE and i1ts components, are shown in Annex A, Table |A.l. The effect of the
adjustment Is to preserve the historical patterns for growth rates of money GDP
and the GDP deflator In the years prior to the introduction of the community
charge. The growth rate of expenditure in real terms (deflated by the adjusted
series for the GDP deflator) Is the same as produced by using the unadjusted
deflators for years up to 1988-89. The levels of the GGE ratio calculated using the
adjusted series are Increased by | per cent for years up to 1989-90.
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Departmental groupings

Short title used In tables Departments covered

Defence  Ministry of Defence
Foreign Office Foreign and Commonwealth Office—Diplomatic Wing

Overseas Development Foreign and Commonwealth Office—OQOverseas Development Administration

Agriculture, Fisheries and Ministry of Agriculture, Fisheries and Food
Food Forestry Commission
The Intervention Board

Trade and Industry  Department of Trade and Industry
Office of Fair Trading
Office of Telecommunications

ECGD Export Credits Guarantee Department

Energy Department of Energy
Office of Electricity Regulation
Office of Gas Supply

Employment Department of Employment
Advisory, Conciliation and Arbitration Service
Health and Safety Commission

Transport Department of Transport
DOE—Housing Department of Environment—Housing

DOE—Environment Department of Environment—Other Environmental Services
Office of Water Services
Ordnance Survey
Property Holdings

DOE—PSA Department of Environment—PSA Services

DOE—Local government Department of Environment—mainly block and transitional grants to English
local authorities

Home Office Home Office
Charity Commission

Legal departments Lord Chancellor’s Department
Crown Office, Scotland
Crown Prosecution Service
Land Reqistry
Northern Ireland Court Service
Public Record Office

Serious Fraud Office
Treasury Solicitor’s Department
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Education and Science
Arts and Libraries
Health

Social Security

Scotland

Wales

Northern Ireland

Chancellor's departments

Cabinet Office, etc

Department of Education and Science
Office of Arts and Libraries

Department of Health
Office of Population Censuses and Surveys

Department of Social Security

Scottish Office
Scottish Record Office
Scottish Courts Administration
General Register Office (Scotland)
Department of the Registers for Scotland

Welsh Office
Northern Ireland Office and Departments

HM Treasury
Central Office of Information
Central Statistical Office
Department for National Savings
Government Actuary’s Department
HM Customs and Excise
Her Majesty’s Stationery Office
Inland Revenue
National Investment and Loans Office
Paymaster General’s Office
Registry of Friendly Societies
Royal Mint

Cabinet Office
House of Commons
House of Lords
National Audit Office
Office of the Minister for the Civil Service

Pa_rliamentary Cor_nmissioner and Health Service Commissioners
Privy Council Office



Economic prospects 1991

Financial developments

Demand and activity

Inflation

| abour market

current account

World economy

Assumptions

Ssummary

2.01 All the monetary Indicators are responding to tight policy, with MO
growth now well within Its target range. The framework of monetary

discipline has been further enhanced by the decision to join the Exchange
Mechanism (ERM)

of DM

2.02 The economy has continued to slow over the past year. GDP is likely
to rise by 1 per cent this year after growth of nearly 5 per cent in 1988 and
2 per cent In 1989. Both personal and business sector spending have eased.
Domestic demand may fall in the second half of 1990 and early 1991 before
recovering thereafter. GDP Is expected to fall in the second half of 1990,
though 1t Is projected to recover through 1991. It is forecast to rise by

] per cent between 1990 and 1991.

2.03 Retall price inflation is likely to average IO” per cent In the fourth
quarter of 1990. It Is expected to fall sharply through 1991 to reach
5" per cent in the fourth quarter.

2.04 Employment has continued to rise over the past year; but
unemployment has risen since March and may go on rising In the months
ahead.

X15
It should fall further Iin 1991 with domestic demand remaining weak

World
even before the Gulf crisis. Higher oil prices may further weaken world
activity in the second half of 1990 and Iin 1991. Inflation In the major
Industrialised countries has picked up recently, and is likely to be sustained In

the short term by high oil prices.

2.07 The forecast for 199192 assumes a balanced budget, the medium term
fiscal objective set out In the MTFS; the actual PSDR will be set in the 1991
Budget. Oll prices are assumed to fall back from recent levels to around

$25 a barrel by end-1991. But this is only a working assumption; the
prospect for oil prices, and their impact on the world and UK economies.

are major uncertainties in the outlook for 1991.
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Table 2.1 Economic prospects: summary

GDP and domestic demand at constant prices
Domestic demand

of which:
Consumers’ expenditure
General government consumption
Fixed investment

Change In stockbuilding
(as percent of GDP)

Exports of goods and services
Imports of goods and services
Gross domestic product (average measure)

Non-North Sea GDP

Manufacturing output

Balance of payments current account ("™{jbillion)

Inflation

Retall prices index (fourth quarter)

GDP deflator at market prices (financial year)®

Money GDP at market prices (financial year)®

billion

PSDR (financial year)
JQ billion
per cent of GDP

*Auera”e absolute errors over the previous ten years.

Percentage changes on previous year unless otherwise

stated

1989

04

~w

04

"~
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Forecast

1990

W
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-151

(0]

593

3

1
2

1991

5 re K

N

004

Average
errors
from past
forecasts™

31

31
4

A Throughout this Chapter estimates of money GDP and the GDP
deflator are adjustedfor the discontinuity arisingfrom the abolition of

domestic rates. See Annex C to Chapter 1.
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Recent developments

Chart 2.1

The forecast

World economy

2.08 GNP growth in most G7 economies slowed In the first half of 1990. In
the US and Canada growth is currently about 1 per cent. Only in Germany
and Japan has growth continued at the same pace as last year. The slower
pace of activity Is reflected In the growth of world trade in manufactures,

which Is estimated to have fallen to about 5| per cent in the first half of the
year, compared with 8" per cent in 1989.

World trade in manufactures and major seven economies’ GNP

Forecast

2.09 With activity In the US slowing relative to Japan and Germany,
current account balances continued to narrow In the first half of this year.
The Japanese surplus and US deficit were both lower as a share of GNP than
at any time since 1983.

2.10 The first effects of higher olil prices were seen In consumer price
Inflation, which rose to an average of  per cent in September in G/
countries compared to 4] per cent in early summer. Average short-term
Interest rates have been little changed so far through 1990, at about

O” per cent, but long rates have drifted up. The dollar has weakened
considerably; In early November it was 12 per cent below 1989 levels. The
yen has strengthened since the spring, but still remains below 1988 and 1989
levels. The Deutschmark and ERM currencies are correspondingly strong.

2.11 Prospects for world growth and inflation In large part depend on the
outlook for oll prices, which remains very uncertain. In line with the
practice of international Institutions like the IMF, the forecast assumes that
oll prices will fall during 1991. Higher oil prices depress world trade growth
and are the main factor behind the further slow-down In activity now
forecast for 1991. They are also the main reason why inflation Is forecast to
remain at about 5 per cent in the first half of the year before falling back to

about 4” per cent by the end of the year as olil prices ease.
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Chart 2.2 Real oll price*

2.12 Inflation In the G7 countries Is likely to be higher in 1991, and
economic growth lower—aespecially in the first half of the year—than In any
year since 1982. Even so, compared with their previous experience In the
aftermath of oil price shocks, the G7 economies as a whole are expected to
have more success In containing Inflation and maintaining rising output. The
policy stance I1s now generally tighter. Moreover, they are much less
dependent on oil now, and the oll price Increase Is assumed to be
shorter-lived.

With
rise in the oll price Is expected to prevent any early recovery in growth In
the US or Canada. Growth Is forecast to remain strong in Germany after
With
flapan
Germany are In prospect.

2.14 Growth of world trade In manufactures Is forecast to average just over

5 per cent In 1990 and 1991, below the average of the last five years, but still
around the average for the 1980s.

Table 2.2 World economy

Percentage changes on a year earlier
Forecast
1989 1990 1991

Major seven countries”:

Real GNP
Domestic demand

Consumer price inflation
Industrial production

World trade, at constant prices

Total imports
Trade In manufactures

*US, Japan, Germany, France, UK, Italy and Canada.
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UK demand and output

2.15 Growth of non-oil GDP slowed to  per cent in 1989 after annual
growth averaging  per cent In the previous two years. The slow-down has
occurred across most sectors of the economy. It reflects a sharp deceleration
of domestic demand, which rose by 3 per cent in 1989 after an increase of

8 per cent In 1988. Growth of domestic demand slowed to 1 per cent In the
first half of 1990, and demand Is expected to fall in the second half of the

year as some destocking occurs and investment falls back from its recent
very high levels.

2.16 GDP is likely to rise by 1 per cent in 1990, though It Is expected to fall
In the second half of the year. Domestic demand Is projected to remain very
subdued In early 1991, before picking up later in the year. And the prospects
for net trade In 1991 are slightly weaker because of slower growth of world
trade. GDP Is expected to rise by J per cent in 1991, though It Is forecast to
grow more quickly through the year. Manufacturing output, which Is
usually more cyclical than total output, has been falling recently and is likely
to decline In the second half of 1990. It Is forecast to fall by ” per cent In
1991 though, like GDP, growth Is expected to pick up through the year.

Chart 2.3 Domestic and external contributions to GDP growth

Domestic demand
Percentage contribution to GDP growth

NS
Net exports
Percentage contribution to GDP growth
VA
GDP
Percentage changes on a year earlier
1987 1988 1989 1990 1991

Forecast
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Personal sector

Chart 2.4

Company expenditure
and Income

Domestic expenditure

2.17 After rising by an average  per cent In 1987 and 1988, growth of
consumer spending slowed to 3| per cent In 1989. The weak housing market
has probably contributed to the moderation in consumer spending, just as
the buoyancy of the housing market in the previous two years had
contributed to Its earlier strength. Consumer spending Is likely to slow
further; 1t Is expected to increase by 2} per cent in 1990, and by 1| per cent
In 1991. This reflects much slower growth in real personal disposable income
and a weak housing market. Moreover, the personal saving ratio, which has
already risen from its low point of 5 per cent during 1988 to 7| per cent In
mid-1990, Is expected to recover further in 1991, to about 8" per cent.
Housing Investment may continue to fall in the iImmediate months ahead
before beginning to recover during 1991.

Consumers’ expenditure

Percentage changes on ayear earlier

1987 1988 1989 1990 1991
Forecast

2.18 Business Investment rose by a further 8 per cent in 1989, after average
annual growth of nearly 16 per cent in the previous two years. The rapid
growth of investment over the past three years was prompted by a strong
recovery In profitability, buoyant business optimism, rapid growth In
output, and tightening capacity constraints. Growth of investment has
slowed recently, along with the general slow-down In economic activity.

2.19 Evidence from recent CBI Industrial Trends Surveys shows falling
business confidence and weakening investment intentions, with the economy
slowing from the exceptionally rapid growth of recent years. Despite an

expected decline In the second half of the year, business investment is likely
to reach an all time high Iin 1990. It could fall a little from that high level In

1991 against the background of continued slow growth of domestic demand
and a weaker world trade outlook.
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Chart 2.5 Business investment

2.20 After exceptionally rapid growth last year, general government
Investment In total Is forecast to fall slightly in 1990 and 1991. Central
government investment Is projected to rise further, but local authority
Investment Is forecast to fall back after the surge in 1989—90 In anticipation
of the new capital finance regime.

Table 2.3 Gross domestic fixed capital formation

Percentage changes on previous year

Weights in ~orecast
1989 1989 1990 1991
Business -
Private dwellings
General government
Total fixed investment 100

Includes public corporations.
Includes purchases less sales of land and existing buildingsfor the whole economy,

excludes purchases less sales of land and existing buildings.

Stockbuilding 2.21 Large increases In stock levels in 1988 and early 1989 reversed the
pronounced downward trend in the stock/GDP ratio over the preceding
seven years. The rapid growth Iin demand through 1987 may have taken
firms by surprise, and led them to run down their stocks below desired levels
relative to output. But there may also have been some involuntary
stockbuilding at the end of 1988 and in early 1989 as firms were caught
equally unawares by the slow-down In demand and activity. The
accumulation of stocks seems to have petered out recently; stockbuilding
was close to zero In the second half of 1989 and again In the first half of
1990. Some destocking is likely In the second half of this year, and In 1991,
as activity slows further and firms take steps to improve their finances.



2 Economic prospects for 1991

Chart 2.6 Stockbuilding
Percentage contribution to GDP growth

1986 1987 1988 1989 1990 1991
Forecast

2.22 Non-North Sea industrial and commercial company profits (net of
stock appreciation) are estimated to have risen by 2 per cent in 1989 (though
falling through the year), after five years of growth averaging 18 per cent a
year. Profits may fall in 1990. Profit margins have been squeezed recently by
rapid growth In unit labour costs, and the slow-down In economic activity.
The net real rate of return on capital (a measure of company profitability)

fell In 1989, after seven years of strong recovery, and is likely to fall further
In 1990.

Chart 2.7 Companies’ real rates of return

Per cent

All industrial and commercial companies

- 10
/\
v
U
Excluding North Sea
J L
1962 1964 1966 1968 19/0 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990
Forecast

2.23 Employment continued to rise In the first half of 1990, though more
slowly than In the previous two years. Productivity growth has also slowed,
as It usually does when the economy slows down. Unemployment has risen
by 62 thousand since March, after nearly four years of continuous and
substantial decline. It may continue rising In the months ahead as the
economy slows further. The extent and duration of the increase will depend
on the speed with which wage settlements fall from their recent high levels.
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Competitiveness

Chart 2.9

Trade and the balance of payments

2.24 The current account is estimated to have been in deficit hy £13” billion In
the first nine months of 1990. The visible deficit has fallen sharply through the

year, but the current account was affected by an unexpectedly weak preliminary
estimate of invisibles in the second quarter.

Unit labour costs in manufacturing

Percentage changes on previous year 2
UK - 20
Average of 16 major
Industrial countries
- 15
| 10
! »
-5
| -~
O
-5
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Forecast

2.25 Unit labour costs in manufacturing have risen more rapidly in the UK
than In other major Industrialised countries since 1988. Despite this, relative
unit labour costs fell during 1989 as sterling declined, but this was sharply
reversed as sterling recovered in mid-1990. In the third quarter of 1990 UK
relative unit labour costs against ERM countries are estimated to have been
somewhat below their average level Iin the 1980s. Against a wider basket of
competitors, the position was rather less favourable, reflecting the current
weakness of the dollar. Following ERM entry the maintenance of the UK’s
competitive position will depend crucially on industry’s success In restraining

unit cost INcreases.

UK relative unit labour costs in manufacturing
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Non-oll trade 2.26 The rapid growth In the volume of manufactured exports in 1989 has
continued this year per cent In the latest three months over the same
period In 1989). As a result the UK share of world trade in manufactures has
risen further. On average the share has been stable since the early 1980s,
compared with previous decades of decline. However, there are signs In
recent months that export growth may be easing. With slower growth In

world trade In prospect, the growth of export volumes is expected to be
lower In 1991 than In 1990.

Chart 2.10 UK share of world trade in manufactures

1971 1973 1975 1977 1979 1981 1983 1985 1987 1989 1991
Forecast

2.27 Non-oil import volume growth has fallen markedly, reflecting the
slow-down of the domestic economy. In the third quarter import volumes

were slightly lower than a year earlier. Imports are expected to remain weak
In 1991, consistent with the outlook for demand.

Chart 2.11 Imports and domestic demand

Percentage changes on previous year

Volume of non-oil imports

Domestic demand

1971 1973 1975 1977 1979 19381 1983 1985 1987 1989 1991
Forecast
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2.28 The non-oil terms of trade have improved with the firmer exchange
rate. Sterling import prices have fallen sharply in recent months while
sterling export prices have also eased—but to a lesser extent. The fall In

export prices suggests some squeeze on margins as exporters try to maintain
market share.

Table 2.4 Visible trade volumes

Percentage changes on previous year

Non-oil goods All goods

EXports Imports Exports Imports EXports Imports

1989
1990 Partly forecast
1991 Forecast

OI1l trade

Invisibles

current account

18]

2.29 North Sea oll production in 1990 is likely to be slightly higher than In
1989, despite extended shutdowns in some fields In the second half of this
year to install new safety equipment. Together with higher oil prices, this is

billion In 1989 to S2
1990.

2.30 The average level of the sterling oil price in 1991 Is assumed to be
higher than Iin 1990, despite an assumed decline through next year.
However, oll production iIs expected to fall back somewhat to around Iits
1989 level, reflecting a continuing need for shutdowns to Install safety
equipment. OlIl exports are therefore forecast to fall and the oil trade surplus
IS expected to be billion In 1991.

2.31 Recent estimates of invisibles—wnhich on past experience could be
revised substantially—show a deterioration from a surplus of billion In
the first half of 1989 to just over A1 billion In the first half of 1990. For 1990
as a whole the surplus Is forecast to be #2” billion compared with

NEAN Dbillion In 1989. This fall partly reflects a small decline in the services
surplus. But the main factor Is a deterioration in net earnings from interest,
profits and dividends, as net interest payments abroad by UK banks have
risen sharply. The recent fall in sterling Interest rates should help reduce these
net interest payments and the invisibles surplus Is forecast to recover slightly

to A3 billion In 1991.

2.32 The current account deficit is forecast to fall from ™5™ billion
(21 per cent of GDP) In 1990 to ~11 billion (If per cent of GDP) In 1991,

mainly reflecting a continued fall in the deficit on trade In manufactures as
domestic demand remains subdued.
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Table 2.5 Current account

A billion
Manufactures  Oil Other Total Invisibles  Current  Balancing
visibles balance Item
1989 -17 1 -8 1 -24 4 -19 I
1990 Partly forecast -1H 2 -8 1 -18 -151 ni'
1991 Forecast -3 -7 -14 3 ‘11

*first halfof 1990 at annual rate

Financial balances and the current account

2.33 Over the three years to 1989 the private sector ran increasingly large
financial deficits, with Increases in investment continuously outstripping
savings. This pattern is virtually without precedent since the first world war
The excess of private sector investment over savings has been financed by
Increased borrowing from abroad; Its counterpart has been a rising current
account deficit. With total private sector investment (including
stockbuilding) expected to fall in 1990 and 1991, and some recovery In
savings, the private sector financial deficit Is likely to come down, with a
corresponding reduction in the current account deficit.

Chart 2.12 Financial balances and the current account

Per cent of money GDP

Public sector

'16

Current account

7~ 7 7

FE171111 S R R S S T I

1957 59 87 89 1901
Forecast
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Inflation

2.34 Retall price inflation has taken longer to react to the slow-down In the
economy than in most economic cycles. In part this reflects exceptional
factors, Iincluding unusually rapid food price inflation (partly due to the
droughts Iin 1989 and 1990), and the recent boost to inflation from high olil
prices. But even allowing for these features, inflation has been sustained at a

much higher level than forecast at Budget time, possibly reflecting more
buoyant consumer spending than expected.

2.35 However, retail price inflation i1s now thought to be close to Its peak. It
reached 10-9 per cent Iin September. It should fall iIn November as the recent
cut In mortgage rates takes effect and the rise in mortgage interest rates In
November 1989 ceases to affect the annual inflation rate. Inflation Is expected
to average 10" per cent In the fourth quarter of 1990. Excluding mortgage
Interest payments and the community charge, retail price inflation rose to
8-3 per cent In September, exacerbated by petrol price increases In the wake
of the Gulf crisis. Producer price inflation (excluding food, drink and
tobacco) has been stable over the past few months at a little over 6 per cent.
It may be about 6]; per cent In the fourth quarter of 1990, as higher oil prices
feed through to manufacturers’ prices.

1978 1979 1980 1981 1982 1983 1984 1985 1986 19387 1983 1989 1990

2.36 CBI data indicate that pay settlements in manufacturing averaged

9 per cent In the second quarter of 1990, about 1™ per cent more than a year
earlier. Provisional CBI data for the third quarter show some easing In
settlement levels to 8" per cent, although other evidence suggests that the
upward trend In settlements has at best flattened off. Whole economy
underlying earnings rose by 10" per cent in the year to August 1990.
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Prospects

Table 2.6

|nterest rates

Exchange rate

2,37 Unit labour costs In manufacturing are likely to rise more slowly In
1991 than In 1990 (see Chart 2.8). Earnings growth Is expected to moderate
both as inflation comes down and as the subdued prospect for output growth
sharply reduces bonuses and overtime payments. With a firm exchange rate
and the prospect of weak output, profit margins are also expected to remain
under pressure. Producer output price inflation (excluding food, drink and
tobacco) Is expected to fall to around 5 per cent by the fourth quarter of

1991.

2.38 Retall price inflation Is forecast to abate sharply during 1991. A weak
outlook for consumer spending Is expected to sustain a squeeze on retailers’
margins, and to put downward pressure on underlying inflation. Moreover,
various adverse factors during 1990—the mortgage rate rise iIn March and
the large community charge increase Iin April—will cease to affect the
Inflation rate by the early spring of next year. The recent petrol price
Increases will have a similar effect as they cease to affect the inflation rate
later In the year, with further benefit to come from the assumed fall in world
oll prices. Food price inflation is likely to fall back to more normal levels.
Retail price inflation iIs forecast to fall to 5] per cent by the fourth quarter of

1991.

Retall and producer output price inflation

Percentage changes on a year earlier

Weights in Forecast
1990 198904 199004 199104
Food 15] H N 4
Housing m
Other 65|
Total RPI 100 |OI
Producer output prices™ 5i 6 5

' excludingfood, drink and tobacco.

Financial developments

2,39 Monetary indicators are now clearly responding to the tight policy of
the last two years. This and other evidence of easing Inflationary pressures In
the economy led to the 1 percentage point reduction in short-term interest

rates to 14 per cent on 8 (Detober.

2.40 The sterling effective exchange rate and the rate against the
Deutschmark rose strongly in mid-1990, following falls during 1989.
Sterling has recentlv traded around its central ERM rate of DM 2-95

o9
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Chart 2.14 Sterling exchange rates

Narrow money

Broad money

2.41 The monetary aggregates now all point to a tightening of monetary
conditions. The year on year growth of MO has fallen sharply from around
[ per cent In the spring and Is now well within its target range. It Is expected
to remain within its range for the rest of the financial year.

2.42 Broad money growth has fallen steadily throughout this year to

14"~ per cent In September, its lowest rate since June 1987. Bank and building
soclety lending growth has also slowed sharply, reflecting slower growth In
lending for house purchase, as the housing market has responded to high
Interest rates, and a sharp fall in the growth of lending to industrial and
commercial companies.
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Asset prices

PSDR

Table 2.7

2.43 The behaviour of asset prices provides further confirmation of the

effectiveness of tight monetary policy. Adjustment In the housing market Is
reflected In a substantial fall in the ratio of house prices to average earnings
since the peak In mid-1989. Real equity prices have fallen sharply since late

1989 and arc now well below the level reached just after the global stock
market crash in 1987.

Fiscal developments

2.44 The forecast Is for aPSDR of*3 Dbillion in 1990-91, compared with
A1 billion In the Budget forecast, and an outcome of /A8 billion In the
previous year. This would be the fourth successive year of debt repayment

Public sector debt repayment
A billion
1989-90 1990-91

Outturn Budget | atest
forecast forecast

PSDR 7-9 6-9 30
per cent of GDP ' 9
PSDR excluding privatisation proceeds 37 1-9 -2-3
per cent of GDP L X — %

2.45 Excluding privatisation proceeds, borrowing in the first half of
199091 was billion higher than In the same period of last year. Some
of this Increase Is attributable to delays in collection of national non-domestic
rates and community charge In the early months of the year, which have
since started to unwind. Thus, with the main tax collecting months and the
bulk of privatisation proceeds still to come, a substantial net repayment,
exceeding the first half borrowing, Is forecast for the second half of the year.

Chart 2.16 Public sector borrowing requirement

Forecast
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Public sector debt

Chart 2.17

Expenditure

Table 2.8

Recelpts

2.46 The stock ofnet public sector debt outstanding has fallen in recent years
In cash terms, as well as relative to GDP. It is provisionally estimated to have

X:150
ot 198485
1990-91

Net public sector debt
70

o0

o0

40

30

20

2.47 General government expenditure in 1990-91 is forecast to be 3 billion
higher than In the Budget forecast. Halfthis upward revision is due to a higher
planning total. The upward revision to interest payments Is largely the result of
lower debt repayment and higher inflation increasing the cost of indexed debt.

General government expenditure

£ Dbillion

1989-90 1990-91

Outturn Budget |atest

forecast forecast

Planning total 162-7 179-0 180-6
Local authority self-financed expenditure  14-6 13-3 139
Central government debt interest 17-8 17-0 17-8
Accounting adjustments 37 34 34
General government expenditure 198-8 212-7 215-7
of which:
Privatisation proceeds -4-2 -5-0 -9-3

2.48 The forecast of general government receipts in 1990-91 is little
different from the Budget forecast. North Sea revenues are marginally
lower, despite higher olil prices than assumed In the Budget forecast,
because North Sea production has been lower than expected, and
Investment and other allowances higher. North Sea revenues are forecast

£2
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Table 29 General government recelipts
£ billion
1989-90 1990-91
Outturn Budget Latest
forecast forecast
Taxes on Income, expenditure
and capital® 157-8 170-2 170-7
National insurance and other
contributions 33-1 35-9 36-0
Interest and dividends 6-9 6-4 6-3
Other recelpts -5 6-1 58
Total receipts 205-4 218-6 218-7
of which:
North Sea revenues 2-4 2-8 2-1
also includes community charge
2.49 Within general government receipts, Inland Revenue receipts are
billion higher than In the Budget forecast, with income tax and
corporation tax each accounting for about billion of the Increase.
Nevertheless corporation tax receipts are still forecast to be lower In
1990-91 than In 1989-90. The forecast of Customs and EXxcise receipts Is
billion lower than in the Budget forecast with the decrease largely
accounted for by VAT.
2.50 Total taxes and national insurance contributions are forecast to be
37 per cent of money GDP In 1990-91, the same as Iin 1989-90. The
non-North Sea tax burden Is also forecast to be unchanged at 37" per cent,
some two points below its peak level in 1981-82.
Cha since the 251 The downward revision to the forecast PSDR since the Budget

Budget largely reflects an upward revision to general government expenditure.
But it also reflects a downward revision to public corporations’ market
and overseas debt repayment.

Table 2.10 repayment
A Dillion
1989-90 1990-91
Outturn Budget Latest
forecast forecast
General government expenditure 198-8 212-7 215-7
General government receipts 205-4 218-6 218-7
General government debt
repayment 6-6 5-9 3-0
Public corporations’ market and
overseas debt repayment 1-4 1-0 0-0

PSDR /-9 0-9 3-0
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National itnsurance contributions

3.01 The Secretary of State for Social Security has conducted his annual

review of national insurance contributions, as required by the provisions of
the Social Security Act 1975. Full details were set out In a statement by the
Secretary of State on 8 November 1990. The main proposals are as follows:

—the Class 1 insurance rates for employees should remain unchanged for
1991-92.

—the Class 1 insurance rates for employers should be reduced from
April 1991 by 0-05 percentage points In respect of the main rate and by

0-4 percentage points In respect of each of the rates which apply within
the lower rate bands.

—the lower earnings limit should be increased from April 1991 from the
present level of a week to ;£52

person’s rate of retirement pension.

—the upper earnings limit should be Increased from /1350 a week to
X;390 a week.

—the earnings thresholds for the employers’ lower rate bands should also

be increased from ;80, ;(*125 and /*175 a week to ;(*85, ~130 and
N185 a week.

This would give the following structure of national Iinsurance contributions:

Weekly earnings Percentage NIC rate
Employees Employers®

Below *52 0 0

X;52 to "85 2V0O0f£52 4-6
X;85 to X130 plus 6-0
N130toX;185 9% of earnings 8-6
X;185 to £390 between ;b2 10-4
Above X320 and/;390 104

Rates apply to all earnings.

3.02 The necessary orders will be laid shortly with a report by the
Government Actuary on the likely effect of the changes on the National
Insurance Fund. In accordance with normal practice, the Government
Actuary has been provided with working assumptions for use In preparing

his report. These assumptions, which are not forecasts or predictions, include
the following:

1990-91
T75 millhion in 1991—-92.

the Increase In average earnings on a year earlier is 10 per cent In
1990-91 and 8” per cent In 1991-92. Figures for settlements are (
course lower than these earnings figures In both years.



3 National Insurance contributions

Table 3.1

The report will also allow for an uprating of benefits in April 1991 on the

pasis of the 10-9 per cent increase In the RPI over the year ending In
September 1990, as announced by the Secretary of State on 24 October

1990.

3.03 The estimated effects of the proposed changes are shown In Table 3.1

Estimated total payments by employers and employ

Insurance contributions, 1990-91 and 1991-92°

National insurance contributions

1990-91
1991-92

Total change

0] which:

Change In contributions from
Increased earnings, etch

Change In contributions from
Increase In earnings limits

Change In contributions from reduced
employer contribution rates

AFigures are rounded to the nearest £1 0 million and refer to Great Britain. Detailedfiguresfor national

A million
Employers

20230
21 500

1270

1790

-260

-260

Employees

13330
14180

850

700

150

0

Total

33 500
35 080

2120

2490

-110

-260

Insurance contributions will be included in the Government Actuary’s report on the draft ofthe Social Security
(Contributions, Re-rating) (No. 2) Order 1990. As In previous years, figures In this table are on a receipts basis
excluding self-employed and voluntary contributions. Figures include NH S Allocation contributions. Employers’

contributions are gross of deductions In respect ofstatutory sick pay and statutory maternity pay.

A Including population and employment changes.



Tax revenue ready reckoner

4,01 The tables below show the effects of various illustrative tax changes on
tax receipts In 199192 and 1992—93.

4.02 The effects of tax changes on tax recelpts depend on economic
variables, such as prices, earnings and consumers’ expenditure. The estimates
shown are consistent with the economic forecast given in Chapter 2

4.03 An Iillustrative rate of inflation of 10" per cent has been used to show
the effects of indexation and revalorisation Iin 1991-92. This is in line with
the annual rate of increase in the RPI forecast for the fourth quarter of 1990.

4.04 The tables show estimates of the direct effects of tax changes on tax
receipts. In practice, tax changes will themselves affect economic variables,
which In turn will have further effects on tax yields and on the PSBR. The

estimated direct effects are not, therefore, the same as the effects on the
PSBR.

Indexation of allowances, 4.05 Tables 4.1 to 4.3 show allowances, thresholds, and bands for income
thresholds and bands for tax, inheritance tax and capital gains tax for 1991-92 after 10" per cent
1991-92 Indexation. Estimates of the revenue effects of this Indexation are shown In
Table 4.4. For income tax, rounding of the indexed amounts follows the

rules laid down In the 1980 Finance Act, and for Iinheritance tax and capital
gains tax those laid down in the 1982 Finance Act.

Direct revenue effects of 4.06 Table 4.5 shows estimates of the direct revenue effects of illustrative
IHlustrative changes in  changes In income tax and corporation tax from April 1991. Changes In the

Income tax and jncome tax allowances and the basic rate limit are from an indexed base.
corporation tax

4.07 The effects of the I1llustrative changes can be scaled up or down over a
reasonably wide range. However, the extra cost of increasing allowances
and, In particular, the basic rate limit tends to fall as the allowances or limit
rises. For this reason, effects are given for different percentage changes and
for reductions as well as Increases in allowances.

4.08 The total cost of a group of income tax allowances changes can be
broadly assessed by adding together the revenue effects of each change.
However, If allowances are increased substantially and combined with a
reduction In the basic or higher rate, the effects of the rate reductions will be
reduced. In such cases, the cost or yield obtained by adding components
from the ready reckoner should be considered only as a general guide.
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Table 4.1 Income tax

1990-91 1991-92
Personal allowance 3005 2315
Personal allowance (age 65—4) 3670 4050
Personal allowance (age 75 and over) 3820 4220
Married couple’s allowance 1720 1900
Married couple’s allowance (age 65-74) 2145 2365
Married couple’s allowance (age 75 and over) 2185 2415
Additional personal and widow’s
bereavement allowance 1720 1900
Aged Income limit 12 300 13600
Income tax rates Bands of taxable income
Per cent 1990-91 1991-92
0-20 700 0-22 900
over 20700 over 22900
Table 4.2 Inheritance tax
Rate on death Bands of chargeable value
000
Per cent 1990-91 1991-92
0-128 0-142
over 128 over 142
Table 4.3 Capital gains tax
£
1990-91 1991-92
Annual exempt amount:
Individuals 5000 5600
Trusts 2 500 2 800
Table 4.4 Costs of indexation for 1991-92
million
1991-92 1992-93
Indexation of Income tax allowances and
basic rate limit" 2585 3675
Of which:
Increases in main allowances 2175 2935
Increase In the basic rate limit* 410

Indexation of inheritance tax threshold
Indexation of capital gains exempt amounts

*Cost includes the consequential effects on capital gains tax.
N Additional cost after previous change has been introduced.
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Table 4.5 Direct effects of Hllustrative changes in income tax and

corporation tax

Income tax

Rates

Change basic rate by Ip*

Change higher rate by Ip

Allowances

Change personal allowance by X\QO

Change age-related personal allowances™ by 2100
Change married couple’s allowance by NOCO™*

Change age-related married couple’s allowances™ by XMO

Change aged income limit by 200
Change all main allowances by 1 per cenC
Change all main allowances by 10 per cent:*
Increase (cost)
decrease (yield)
Basic rate limit
Change basic rate limit by 1 per cenC
Change basic rate limit by 10 per cent:”
Increase (cost)
decrease (yield)
Allowances and basic rate limit

Change all main allowances and basic rate limit by 1 per cent®
Change all main allowances and basic rate limit by 10 per cent:

Increase (cost)
decrease (yield)

Corporation tax’
Change full rate by 1 percentage point
Change small companies’ rate by 1 percentage point®

The estimated revenue effects of changes in the basic rate of income tax
and In the main allowances of 10 per cent are rounded to the nearest
fA25 million; other effects over jf50 million are rounded to the nearest
£5 million; effects of less than jf50 million are rounded to the nearest

million. The extent of rounding reflects the desire to avoid undue
compounding of its effects when numbers are pro-rated, rather than the
accuracy of the estimates. Thefiguresfor income tax changes include
consequential effects on the yield of capital gains tax. Changes are
assumed to take effectfrom April 1991.

Including the effects of the change on receipts ofadvance corporation tax
and on consequent liability to mainstream corporation tax. Thefirst year
revenue effect of changing the basic rate iIs closer to the second year effect
than In previous years’ estimates. This is because ofthe abolition of the
composite rate of tax on bank and building society interestfrom April

1991. The composite rate was set a year In arrears, thus delaying some of
the impact ofa change In the basic rate.

£ million cost/yield

1991-92 1992-93
1950 2175
190 370
490 005
3/ o5
220 300
16 23
2 4
205 290
2000 2850
2100 2950
L7 00
315 560
385 6/5
240 390
2 300 3400
2 500 3650
370 520

NAllowancesfor those aged 65—74 and aged 75 and over.

N Figures include revenue effects of changing additional personal
allowance and widow’s bereavement allowance by £100.

Percentage changes are calculated with reference to 1990-91 levels.
NAssessment to corporation tax normally relates to the preceding year.
These estimates are, therefore, the changes to revenue that would occur if
the changed rates were applied to incomesfrom 1 April 1990.

N Thesefigures ignore effects arisingfrom the imputation system.
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Indirect taxes

4.09 Table 4.6 shows estimates of the effects of revalorising excise duties
from April 1991. It shows the total extra revenue (including VAT) if all

duties were to be increased by 10| per cent, together with the price increase
that would result (after allowing for consequential VAT).

Table 4.6 Direct effects of revalorising all excise dutiest

Total®

Of which:
Beer and cider
Wine
Spirits
Tobacco?
Petrol

Derv
VED

A These are estimated on the assumption that total consumers'

expenditure atfactor cost does not change.

AAssuming implementation on 1 April 1991.

N The price change Is assumed to equal the change in duty plus the
consequential change in VA T except In the case of VED where VAT Is
not payable. The price change isfor the typical item given In Table 4.6.

Current level

A million yield® of duty on Price
1991-92 1992-93 Typical item typical items change
2150 2 390 0-7%
200 Pint of beer 204p
/5 cl bottle oftable wine 82-5p
75 cl bottle 61-4p
485 555 20 king size £\m 10-8p
770 Litre of 4 star 22-5p
205 240 Litre 19O
245 Cars and light vans X;100-00 "10-25

Includes receiptsfrom items not listed below.
N Impact effect on the RP1.

N The duty on cigarettes has ad valorem and specific elements;
revalorisation and the illustrative percentage change relate only to the
specific element, but the price change includes the consequential increase
In ad valorem duty and VAT.

4,10 Table 4.7 shows the revenue effects of illustrative changes In specific
Within

IHlustrative changes can be scaled up or down to give a reasonable guide to

the revenue effects. However, with large changes the margins of uncertainty

surrounding the effects on sales and hence on revenue become progressively

larger, and scaled estimates will be less reliable.

Table 4.7 Direct effects of illustrative changes In indirect taxes™

Primed in the UK by HMSO
Dd 0503449 C37 11/90 3203003 19542

Price Assoclated

change of percentage A million cost/yield™

typical item¥™  change In duty 1991-92 1992-93
Beer and cider j 4-3 /0 80
Wine 5?) 53 30 35
Spirits 25p 4-2 45 20
Tobacco?® op 4-7 225 260
Petrol? Ip 39 300 330
Derv | 4-6 20 105
VED "5-0 50 120 125
1 percentage point

1700 2305

change in VAT rate

1.2.3,6 footnotes after Table 4.6.
A"Revenue effects include effects ofchanging duty on all items In the same category by the same percentage.
Estimates are subject to uncertainty about the extent to which consumers would switch between different categories

ofexpenditure. This is particularly sofor switchingfrom one type ofalcoholic drink to another.
"Revenue effects assume duty on both leaded and unleaded petrol is changed by the same percentage.
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