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SIR PETER MIDDLETON 

BUDGET SPEECH: MONEY AND BORROWING 

cc 	Sir T Burns 
Mr Scholar 

/h. Mr Cul ' 
,Mr Hu son 

I attach some suggestions on your draft. The two big questions 

it raises seem to me to be: 

1 

„-,,VIVt-eLfit  

vie ve /20;e1  

Rit 

i. 	What emphasis to give to the exchange rate, in relation 

to MO. I would prefer to put the paragraph on the exchange 

rate earlier and omit the phrase "monetary operations 

will be guided by MO". If - which is not impossible - we 

\face a situation after the Budget in which 2 is strong, 

\MO is at or above the top of its range and interest rates 

are falling the present text could be awkward. 

ii. Do wc mention the money figure for next year's PSBR? 

You have confined the text to ratios. This question needs 

to be considered in the context of the speech as a whole. 

Also I would have thought that some more specific 

explanation of why this year's PSBR is turning out so 

low is called for - though this will be covered in some 

detail in the Red Book. 
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wil l be 2 -6% exactly 

ea 
MOttarget for 

as indicated in last 

6. 

1987-88 17044.e4i 

year's MTFS. 
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In 1 979, I presented to the House the first Red Book of the 

newly elected Conservative Government. It revealed what happens 

when a Government attempts to guide the economy without the 

least sense of monetary strategy. Fifteen Budget packages 

of one sort or another in the five years up to 1979 had left 

inflation at 12 per cent and rising. The country was 

demoralised and falling steadily behind our competitors. 

transformed. 

2. 	In the words of my Rt 
”
new beginning". Since then 

With it has come 

Eon friend, the 1979 Budget marked 
the financial picture has been 

standing in the world today. And it 
is even more apart from the new approach of British management 

and indeed the whole British people to t1i fuLure. New energies 

have been released. And the key which has unlocked them has 

been the stable framework presented by the medium term strategy. 

3. 
This has provided durable framework in which monetary 

policy has been pursued with steady persistence and a clear 
sense of direction. It nas proved adaptable to changing 

circumstances both at home and beyond our shores. Above all 
it has proved a success. 

a 

This is apart from our 
a growing confidence in Britain. 

We shall build on this success, as the 
shows. 

Monetary conditions will be 

gradual reduction in money GDP over 

is demonstrated by the declining growth of 

as measured by MO in the period up to 1991. 

set so as to maintain the 

the medium term. This 

the money supply 

ese. CIA  ski"#*ant eleXa. 	W17•04.0 LWOW \PA- NUI•044 	t, 
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4iiverem-.4sZno target for broad money. ‘Wps....ipemoma.. Rapid 
changes in financial markets associated with wholly 

desirable 
institutional changes have affected monetary indicators 
throughout the world. The interpretation of particular 

monetary conditions has become very difficult. ,I,r("rie United States, P..■■•■ 	
1%•1 	 '••••* t.'11■1•-•-•4 ‘4' 	1` 1%44%44 .. 

	

• ••
.  e. In this country 	1 rapid RM3 

growth has proved consistent with monetary conditions 
which have demonstrably brought about lower inflation. It 

is too uncertain a measure to use for target purpose; as w,s 

vividly demonstrated by thc Governor of the Bank of England 

in his Loughborough speech. We shall continue to make 

judgements about broad money in assessing monetary conditions. 

But I have selected a more reliable guide for the monetary 
target. 

term 

Industrial 

to foster 

uncertainty. 

objectives and 

8. 

part 
The exchange rate will 

in monetary conditions 

interest rates. The 

nations 

the 
to reduce existing imbalances 

stability of exchange 

It is entirely consistent 

has been widely welcomed. 

recent 

continue to play a significant 
pnri thus in decibiuns about short 

agreement by the 6 major 
and co -operate 

rates will reduce 

with our medium term 

Public borrowing 

9. 	A crucial part of the new beginning in 1979 was the need 
to reduce the burden of financing the public sector so as 

to leave room for industry and commerce to prosper. Here 

we have been completely successful. The PSBR in 1978-9 was 
5% 

of GDP and rising. By contrast the PSBR in 1986-7 will 

be around 11/2% of GDP for the second successive year and falling. 

Next year I expect to achieve my ultimate objective of a PSBR 

of no more than 1% of GDP. And I confidently expect to keep 
it there for the medium term. 

number of contributory factors to this 
success. 	

Much the most important has been the control of 
public expenditure which has been falling as a proportion 
of total expenditure in the economy since 1982. 

	But the 

10. There have been a 
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changes in financial markets associated with wholly desirable 
institutional 	changes 	have 	affected monetary indicators 
throughout the world. The interpretation of particular monetary 
conditions has become very difficult. ..Ifr
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rapid £M3 growth has proved consistent with monetary conditions 
which  

have demonstrably brought about lower inflation. It 
is too uncertain a measure to use for target purpose; as was 

vividly demonstrated by the Gnvernor of the Dank of England 

in his Loughborough speech. We shall continue to make 

judgements about broad money in assessing monetary conditions. 

But I have selected a more reliable guide for the monetary 77:B o . .rget 	

will  

objectives and has been widely welcomed. 

uncertainty. 	
It is entirely consistent with our medium term 

to foster the stability of exchange rates will reduce 

industrial nations to reduce existing imbalances and co
-operate 

part in monetary conditions and thus in decisinns about chort 
term interest rates. 

The exchange rate 	continue to play a significant 

The recent agreement by the 6 major 

Public borrowing 

A crucial part of the new beginning in 1979 was the need 
to reduce the burden of financing the public sector so as 
to leave room for industry and commerce to prosper. 

	Here we have been completely surcessful. 	The PSBR in 2978-9 was 51/4Z of GDP and rising. 	By contrast the PSBR in 1986-7 will 
be around 21/2% of GDP for the second successive year and falling. 

Next year I expect to achieve my ultimate objective of a PSBR 

of no more than 1% of GDP. And I confidently expect to keep 
it there for the medium term. 

There have been a number of contributory factors to this 
success. 	

Much the most important has been the control of 
public expenditure which has been falling as a proportion 
of total expenditure in the economy since 1982. 

	But the 
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Am
cumulative effects of the steady increase in output and 

I
,rosperity since 1981 have also been important. 	Companies 
are more profitable than they have been in living memory against 

the background of a reformed tax structure. Activity is booming 
Lo..otil.b.A.) 1%1 in the financial marketstpul_14,44/1r the reduction in stamp 

duty last year. And the population as a whole has achieved 
new levels of prosperity. 

11. 	With continuing prudent policies, there 
why these favourable developments should not c 

year they have enabled us to live through a n 
oil revenues 

lower borrowinz requirement than we expected 
last year. 	In the future they hold out the in 

of both low public borrowing and lower taxes. 

12. 	
Combined with sound monetary policy in tile MTFS, they 

offer a good basis for the further creation of 

as much insurance as is possible in an uncertain 

the economic shocks which beset us from time to time. 

is no reason 

ontinue. This 

ear halving of 

- and achieve a 

at this time 

'iting prospect 

wealth and 

world from 
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BUDGET STATEMENT: SECOND DRAFT 

I enclose a second draft of the Budget Statement, put together in the 

light of your comments on last week's draft. 

2. 	The passage on the economy (paragraphs 4-18) 	ir Terence 

Burns. Monetary policy and public sector borrowing a 	ir Peter 

Middleton. 	Sir Terence Burns is the author of 	erdict. 

Mr Cassell, Mr Hudson and I have reworked the tax propos 	tion. 

The peroration is by Mr Hudson. 
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Amj also attach an alternative version of monetary policy and 

lit sector borrowing which Sir Terence Burns produced this evening 

cwhich he has not been able to clear round the office). 

afraid that all this does not add up to a coherent speech, 

and t e 	is a good deal of overlapping and perhaps some 

inconsagtency between these sections. We will have to iron this out 

next week. 

Some issues which arise: 

The 	ing section at present gives no money figure for 

the P 	t either a ratio (Sir Peter Middleton) or words 

(Sir Te 	Burns). 	That is good theatre, but it does 

make for 	o 	ms at the end of the speech, where it would 

be bathetic 	start up again on the higher non-oil 

revenues and 	buL perhaps unconvincing without this. 

The approach 	present draft means that we will rely 

on the FSBR and riefing to stand up our fiscal forecast. 

There is a case for giving a more specific explanation than 

the present draft does of why the PSBR this year is turning 

out so low. 

Sir Peter Middleton has 	his draft deliberately upbeat, 

on the basis that it is e le to tone down than to lift up 

a draft. 

I have omitted the sente 	 the oil pricing and 

valuation changes as interrupt 	he flow and unnecessary 

(Mr Cassell and the Revenue). 	,Lit your first thought on 

this was that it would be disingenuous to leave it out. 

I have omitted the paragraph (paragraph 96 in the first 

draft) on the material interest test in employee share 

schemes in close companies. 	It seem 	her dull and 

unnecessary. 

There may be a case for removing the on BES, 

company cars and training (paragraphs 74-79) end of 

the Small Business section, so that PRP stand.  .1r"ni)  ts own 

at the end of the Business and Enterprise secti• 
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This draft places, as you suggested, the alignment of 

Corporation Tax payment dates in the anti-avoidance section 

rather than in the streamlining Cr section (ds in the 

ptevious (JtaLL). This perhaps gives too much wPight to the 

anti-avoidance element in the justification of this 

'cl 
 easure: if anti-avoidance were its main motive we would 

be introducing a more limited measure and not one which 

affects all companies. 

6. 	In length 
	

Speech may now be a few minutes over the hour. 

M C SCHOLAR 

BLO enc: 53 pages 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

• 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

BUDGET STATEMENT: SECOND DRAFT 

NOT TO BE COPIED 

Public Sec 	Borrowing 

Q 
The Verdic  7  

43 

48 

31 

31 
35 
38 

40 

Page 

troduction 	 1 

ic Background 	 2 

Monetary Policy 	 9 

11 

13 

Business and ise 	 17 
Corporation 	 17 
Company Cap 	ins 	 18 
Pay and File 	 19 
Oil 	 20 
Small businesse 	 21 
Tax avoidance 	 24 
Business Expansion 	 28 
Profit-related pay 	 29 

Savings and Investment 

Wider Share Ownership 
Pensions 
Capital taxes 

Taxes on spending 

Income Tax 

Peroration 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE  Co!klED 
 3 ' 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET  I  NOT TO BE COPIED 
BUDGET 'LIST ONLY   

Introduction   

\-4) 	 1 	The setting for the Budget this year is more 

favourable than it has been for many years. We are 

entering our seventh year of steady growth, once 

again at the top of the international league table. 

We are entering our fourth year in which this steady 

wth has been combined with low inflation. And we 

ntering one more year in which the public 

are sound and strong. 

Arp the fruits of the GovernmuL's 

determin 7,mto hold to our policies of sound money 

and free markets. I gladly reaffirm these policies 

today. They provide the only sure basis for more 

jobs and lasting, p 	uctive, jobs. 

I shall begin 	y reviewing the economic 

background to the Bud* 	shall then deal with 

monetary policy and wit 	fiscal prospect this 

year and next. Finally I shall propose some changes 

in taxation designed to assist in achieving our 

economic objectives. As usual, 	ber of press 

releases, filling out the details 

will be available from the Vote Offi 

have sat down. 

proposals, 

oon as I 
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Economic Background 

4. 	The past year has been dominated by the sudden 

collapse 	of 	oil 	prices. 	Inevitably, 	the 

difficulties the world economy experienced in 

adjusting to the sharp fall in oil prices has 

influenced our economic performance. 	During the 

0  miner thel_ were worries that the "pauqP" in vity was a precursor of a longer period of 

ion although I explained at the time why it 

wa 	y to be short lived. 	Helped by the 

benef 	prudent fiscal and monetary policies - 

and thep 	essive strengthening ot the supply 

performance of the economy - those worries have now 

been set aside and the economy has developed broadly 

as I set out a year ago. 

5. 	In 1986 as a 

further 21 per cent orl 

output has grown by a 

his compares well with 

other industrialised co 	ies and continues the 

steady economic growth we have experienced since 

1981. We have now had 6 years of growth at around 

3 per cent a year; one of the longe 	and steadiest 

periods of expansion since the 	 nd it has 

coincided with falling inflation. 	 ast four 

years inflation has averaged less than 	cent. 
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in the second half of 

e early months of this 
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lation. 	For 1986 as a 

whole inflation averaged 3.4 per cent - the lowest 

annual figure since 1967. 

6. 	Last year our growth performance was achieved 

against a difficult world background. Demand in the 

industrial economies grew rapidly but the oil 

producers and other developing economies cut back 

0e ir imports more than expected. As a result the 

)04trialised countries experienced weak export 
\> 

in the early months of 1986. 

7. 
e\ 

but hagn strongly since the middle of the 

orts initially reflected this weakness 

year. 	Over the last three months the volume of 

visible exports, excluding oil, was almost 10 per 

cent higher than a ear earlier - a performance 

stronger than in  .4  .ther major economy. 	It has 
been reflected in t 	rformance of manufacturing 

industry; output grew 

1986 having been weak 

year. 

8. 	The steady growth performance 	he economy as 

a whole has contributed to a 	 fall in 

unemployment, although the level is 	•  much too 
high. Since August unemployment has f 	 more 
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1973. 	Adult unemployment, long-term unemployment 

and youth unemployment are all lower than a year 

ago. And since the early months of last yedi. we 

have seen a further surge in productivity, 

particularly in manufacturing industry. This builds 

on the good productivity performance achieved by 

British industry since 1981. In the six years prior 

1979 UK productivity growth in manufacturing was, 

per cent, the lowest of all the Summit Seven 

es. In the seven years since 1979 our annual 

ra 	rowth of output per head in manufacturing 

indus 	s been higher than any other member of 

that  griai9I-LA 

9. 	The current account of the balance of payments 

showed a small deficit in 1986. 	This follows a 

cumulative curre 	ount surplus of £21 billion 

since 1979 which en2 the UK to build up a stock 

of overseas assets inx 	s of [£100] billion - a 

stock second only to at of Japan. Some 

deterioration in our CL. rent account is not 
surprising in the face of £5 billion loss on oil 

trade and the weaker than expected•wth of some of 

our important markets. But the i nce of this 

should not be exaggerated. 	The nge rate 

adjustment that followed the fall in 	ces is 

A 
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performance and the UK's large stock of net overseas 

assets will provide a lasting contribution to the 

current account in the future. 

Looking ahead, I expect 1987 to be a year of 

steady, 	balanced growth with continued low 

inflation. Domestic demand is expected to continue 

to grow rapidly and combined with vigorous export 

th should mean another year of 3 per cent 

The composition of domestic demand growth 

is 	to be more balanced than last year when 

grow h 	onsumers' expenditure was given a boost 

by the 	oil pLice dud the fall in commodity 

prices. 4t year consumer spending is likely to 

show slower growth but industrial surveys point to 

stronger growth of investment. 

The manufacturtp 	ctor in particular faces a 

good year. 	Buildin on the improved performance 

during the second half 	7  1986 I expect to see 

continued strong growth Gbf exports, output and 

productivity. 

And with 31 per cent growt 
	

the non-oil 

economy in prospect there is 	 chance of 

unemployment continuing to fall throu ou 	987 at 

5 - 
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flation may edge up for a time, perhaps to 5 per 

4: -  dill  
the 

the mo 

by the middle of the year, but should then fall 

4 per cent by the end of the year. Since 

Election most of the short-term swings in 

RPI have mirrored changes in the 

6 
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rfftfloanwitAbf &Ivo  months. In last year's 

Budget I said that employment prospects depended on 

a sustained improvement in the performance of 

business and industry. That sustained improvement 

in economic performance has occurred and is 

continuing. 

13. As 	anticipated 	in the Autumn Statement 

mortgage 	est rate. .For example the mohLhly low 

of 3.7 pe cent in 1983 and 2.4 per cent in 1986 

coincided with falling mortgage rates; the monthly 

high of 7 per cent in 1985 reflected a rising 

mortgage rate. T ttern expected this year is 

largely the result gage rate increases at the 

end of last year cou ed ith the effect on the 

12-month comparison of t mporary dip in petrol 

prices last summer. 

14. The recent and prospective•rformance in 

inflation is in historical terms a 	one and one 

that we can point to with some satis 	 But it 

is higher than in most other majo 	i ostrial 

NOT TO BE COPIED 
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cod-mtri-mr—aftet—it—r.mm+,5--,, , important  objective of 

the Government to keep inflation on an unambiguously 

downward underlying trend. 

15. The growth of the UK's main overseas markets 

should be somewhat stronger in 1987 than in 1986. 

There are, however, risks that the outturn could be 

less favourable. It is possible that developing 

ntries and oil producers could import less from 

eveloped economies than we now expect. We 

be sure that protection will be held at bay. 

And 	ms in foreign exchange markets could lead 

to re 	 that dampen demand and output in the 

major eco-. is. 

16. It was for that reason that Ministers and 

Central Bank Go eiors, meeting in Paris on 

21-22 February, gr ed that in current 

circumstances a perKd of stability would now be 

desirable. Accordingl 	UK and other countries 

represented there agree 	o co-operate closely to 

foster stability of exchange rates around current 

levels. The Plaza agreement 18 months ago succeeded 

in reducing dangerous protection 

were building up in the Unite 

subsequent agreement is designed to 

ressures that 

es. This 

breathing 

space for the benefits of past 	 rate 

[
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outstanding oppo 

home and oversea 

y with growing markets at 

low 	inflation, 	improved 
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 BUDGET
URGEtT LAU ghig‘h  ion trade balances. At 

the same time it will give the United States, 

(1ermany and Japan an opportunity to reinforre the 

policies already in place to improve the balance in 

their economies between domestic and external 

demand. 

On the assumption that overseas markets will 

w more quickly in 1987 than in 1986, the prospect 

r continued strong growth of UK exports. But 

non-oil imports have been growing rapidly at 

the 

reduce 

account 	t of [E2 ]billion in 1987; 	around 

1 per cent of GDP. 

To summarise 	ritish industry now has an 

ime as our surplus on oil account has been 

is likely to be a modest current 

profitability and rapidl 	wing productivity. If 

industry is able to con 	its costs and protect 

its competitive advantage we can look forward to 

many more years of strong growth combined with low 

inflation. 
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In 1979, I presented to the House the first Red 

Bonk of thp npwly plprtpd Consprvativp novprnment. 

It followed the attempt of the previous Government 

to guide the economy without the least sense of 

monetary strategy. Fifteen Budget packages of one 

sort or another in the five years up to 1979 had 

inflation at 12 per cent and rising. The 

y was demoralised and falling steadily behind 

(---! 

 petitors. 

words of my Rt Hon Friend the then 
v 

Chanceltdr 	the 1979 Budget marked a "new 

beginning". 	Since then the financial picture has 

been transformed. 	With it has come a growing 

confidence in Brit 	and a transformation of our 

standing in the 	today. 	It has transformed, 

too, the approach aitish management and indeed 

the whole British Pe-))to  the future. 	New 

energies have been relea 	. And the key which has 

unlocked them has been the stable framework 

enshrined in the medium term strategy. 

21. This has provided a durable 

monetary policy has been pursue 

persistence and a clear sense of direc 

in which 

steady 

It has 

[-
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proved adaptable to changing circumstances both at 

home and beyond our shores. Above all it has proved 

a success. 

22. We shall build on this success, as the 1987 Red 

Book shows. 

• Monetary conditions will be set to continue the 

ual reduction in money GDP over the medium term 

bringing about further reductions in 

This is demonstrated by the declining 

growt 	he money supply as measured by MO in the 

period 	1991 and the target range for 1987-88 

which wil 	2-6 per cent - exactly as indicated in 

last year's MTFS. 

24. The exchan e will continue to play a 

significant part in9petary conditions and thus in 

decisions about sho 	t  ii  interest rates. 	[The 

recent agreement by the jor industrial nations 

to reduce existing imbances and co-operate to 

foster the stability of exchange rates will reduce 

uncertainty. It is entirely cons ent with our 

medium term objectives and has bee welcomed.] 

25. In assessing monetary conditi4:11 :- shall 

continue to consider a wide range of 
 16,1.  iion 
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aboutBYPGrEtTecIESTRAII-y  There is no target for 

broad money this year. Rapid changes in financial 

markets 	associated 	with 	wholly 	desirable 

institutional 	changes 	have 	affected 	monetaLy 

indicators throughout the world. The 

interpretation of particular monetary measures has 

become vety difficult. In the United States, ml has 

temporarily lost its target status. In this country 

d £M3 growth has proved consistent with monetary 

tions which have demonstrably brought about 

nflation. It is too uncertain a measure to 

use 	arget purposes, as was explained by the 

Gover 	the Bank of England in his Loughborough 

lecture. 	all continue to make judgements about 

broad money in assessing monetary conditions. But I 

have selected the more reliable guide, MO, for the 

monetary target. 

Public borrowing  

26. A crucial part of t 	ew beginning in 1979 was 

the need to reduce the burden of financing the 

public sector so as to leave room for industry and 

commerce to prosper. Here we have 	en completely 

ki)  er cent of 

1986-87 

second 

successful. The PSBR in 1978-79 

will be around 11 per cent of GDP 

GDP and rising. 	By contrast the 
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here is no 

uld not 

continue. This year they have enabled live 

28. With continuing prudent polio 

reason why these favourable developme 

I BUDGET SECRET 	NOT 1.() BE COPIED 
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successive year and falling. Next year, in 1987-88, 

‹e/) 
	

I expect to achieve my ultimate objective of a PSBR 

of no more than 1 per cent of GDP. [We inherited a 

PSBR of 51 per cent of GDP. During our first 

Parliament it was reduced to 3 per cent; it is now 

down to 11 per cent; and next year I expect to 

achieve my ultimate objective of a PSBR at around 

1 per cent of GDP.] And I confidently expect to 

it there for the medium term. 

re have been a number of contributory 

fact 	this success. Much the most important 

has 	1011 .  control of public expenditure which has 

been fall g as a proportion of total expenditure in 

the economy since 1982. But the cumulative effects 

of the steady increase in output and prosperity 

since 1981 have een important. Companies are 

more profitable thary have been in living memory 

against the backgrou 	f a reformed tax structure. 0 
Activity is booming in inancial markets helped 

by the reduction in stamp duty last year. And the 

population as a whole has achieved new levels of 

prosperity. 
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wealth and as much insurance as is possible in an 

tam n world from the economic shocks which beset 

time to time. 

thJ BUDGET  SECRET I NOT TO BE COPIED 
ougilfilfib64- 114,WEIONLASil  revenues - and achieve 

a lower borrowing requirement than we set at this 

time last year. 	In the future they hold out the 

inviting prospect of both low public borrowing and 

lower taxes. 

Combined with sound monetary policy in the 

MTFS, they offer the basis for the further creation 

The economy is now performing as well as that 

of any developed nation, in marked contrast to the 

record of the 1970s 	That improvement could not 

have occurred 	t the policies we have 

implemented to encod 	enterprise, efficiency and 

flexibility. From the 

taken action to promot 

ing the Government has 

petition, incentives, 

and freer markets and to press ahead with 

deregulation and privatisation. These measures are 

now bearing fruit and we see the p f of this in 

-44P  
the renewed success of Britit ndustry in 

international markets. 
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ial environment within 

y could perform. 

311.  BluDGETaivaTratony  the benefits of prudent 
BUDGET SECRET 	NOT TO BE COPIED 

fiscal and monetary policies set in a clear 

medium-term framework. Over the past 7 years there 

has been a vigorous debate in this country about the 

conduct of fiscal and monetary policies in 

particular whether it was possible to have a 

sustained recovery of output without a fiscal 

stimulus. The post-war npo-Keynesian approach was 

try to stimulate economic performance by 

nsionary fiscal policy and accommodating 

y policy whenever there was any sign of 

growth. In practice it failed to provide 

short-term gains to output and merely 

term trouble; rising inflation and a 

succession of financial crises. We turned our back 

on that approach. 

we 

other 

spelle 

32. Instead we 	directed monetary and fiscal 

policy towards sl1y reducing inflation and 

providing a stable 

which a reinvigorated 

33. Our critics have constantly changed their 

ground as events have confounde 	their gloomy 

predictions. 	Initially they sal 	ould not be 

possible to reduce inflation 	 incomes 

falling 

- 14 - 
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-perpetuating downward 

spiral which meant the PSBR would get bigger rather 

than smaller. Thcn we had the question "where will 

the growth come from?" And the suggestion that it 

was impossible to have steady growth consistent with 

a falling budget deficit. When it became clear that 

the economy was growing we were warned that it was a 

flash in the pan and would peter out. Year after 

Oar  we were told that although growth this year 

be better than expected next year it would 

own. 	And that if we did have sustained 

rec.': 	inflation would roar ahead again. I could 

But what has been the outcome? 	Sustained 

growth at near to 3 per cent a year for about 

6 years against a background of falling inflation - 

from 161 per ccnt 	he end of 1980 to [4] per cent 

over the past 18 mo 

More recently the 	ture of the debate has 

changed and it has been suggested we are in danger 

of overheating which finally will bring the recovery 

to an end. 	Again this demons 	a lack of 

understanding of why this upswin ferent in 

character from other upswings; and wh 4s so well 

based. 
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have eschewed active demand management in 

to expectations of short-term 

we have been prepared to take 
\\ 

difficultac 	n with interest rates when it was 

wrong 

36.1  BlIdLIGIEihldISINDIVO4i 	is not just a matter 
of chance. 	It reflects the soundness of the 

recovery; improved industrial performance; 	an 

absence of artificial tiscal stimulus; an absence 

of speculative build-up of stocks by industry; and 

an absence of inflationary pressure based on easy 

monetary conditions. Above all because the recovery 

has hen at a comfortable pace it has not shown the 

r ains and stresses that once were so familiar. 

necessary to maintain sound monetary conditions; 

and we have made steady progress in bringing the 

PSBR down as a perce tage of GDP. Excluding asset 

BUDGET SECRET NOT TO BE COPIED 

sales the PSBR is lower percentage of GDP than 

any year since l969410, 

38. The debate about mon CI-)  y and fiscal policy is 

0 
surely now over. Given the historically low budget 

deficits of the past two years there can be no 

clearer proof than the enthusiasm w 	which those 

who accused us of starving the econ 	a  demand now 

accuse us of generating excess 	 and of 

changing the conduct of policy. 	They 

then; they are wrong now. 
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area 
\\ v 

success 

een to remove obstacles to business 

national insurance surcharge and the 

• 
&\\V\ 	
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39. I turn now to my proposals for changes in 

taxation. 

Business and Enterprise 

Corporation Tax  

First, 	taxes 	affecting 	business 	and 

rprise. 

central objective of my reforms in this 

development land tax have gone altogether. 	The 

reformed system of corporation tax came fully into 

effect last April, 	d for the past year, the rate 

of tax on company 	its has been lower in Britain 

than in any major 0  ustrial nation, though the 

Americans are now setot ulate us. The sharper 

incentive this gives Irnies to improve their 

performance benefits employees, customers, 

shareholders, and the nation as a whole. 

During the transition to 	 system, 

companies were given advance notice 	am n rate 

of Corporation Tax for the year ahead. 	helped 

them in their forward planning, and I inte 	far 
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as 	0 	LIDEW  let7$Ti ItYie Practice of fixing the 

rate in advance. 

have a further measure of streamlining to 

The present system of taxing companies' 

capi 

corpora 

adjusted 

ns is complicated: gains are charged to 

ax, but the amount of the gain is first 

rtain fraction so that the effective 

less justification 

tax treatment of comp 

this difference between the 

' capital gains and their 

st -1982 

43. Accordingly, I can announce now thaL the main 

rate of Corporation Tax in 1987-88 will be unchanged 

at 35 per cent. 

Company Capital Gains 

rate of tax is the same as on individuals' capital 

gains. But I see much force in the view that, with 

the greatly reduced 	poration Tax rates, there is 

income from other sourcert) 

45. I therefore propose that with effect from 

today, the capital gains of large and small 

companies will be charged at 	appropriate 

Corporation Tax rate, without adj 	t except 

for the indexation which applies to 

gains. 
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48. 

411 
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46 1  Rk)CLEIlfrIeSli.01\11-Y  4m  proposing to enable 

companies to set payments of Advance Corporation Tax 

against their tax liability on capital gain. This 

remedies a longstanding complaint which has been the 

subject of regular representations. 

47. Together, these measures are expected to yield 

about £60 million in 1988-89 and £100 million in a 

I year. 

File 

propose to legislate now to pave the way 

od of collecting Corporation Tax, to 

be known as Pay and File. At present, many company 

accounts are not received in time to agree the tax 

liability before p ment is due. So there is a 

laborious proces 

the Inland Revenue an appeal from the company. 

Under Pay and File comp  tO  iv ,. estimate their tax 

liabilities themselves,  -Do  pay on the normal due 

date. Tax liabilities will be finalised once 

companies submit their returns and accounts. Where 

an estimated assessment from 

it turns out that the company's ini 

too high, the Revenue will pay 

excess; where the initial payment 

company will pay interest. 

1 payment was 

est on the 

1Z4D  low the 
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49.1  al-r1PGKI: Lif,-Frot_ywis 

set out in last 

December's consultative document on the 

recommendations in the Keith Committee Report and 

was generally welcomed both by business and by tax 

specialists. 

50. As this is part of a wider programme of 

streamlining tax collection, including major 

elopments in the Inland Revenue's computer 

, it will not come into force until the early 

But by legislating now we are giving 

taxp 	and their advisers a firm basis on which 

to pre 	 the new scheme. 

Oil 

51. Within the com 	sector, the oil industry has 

faced a year of 

sharp fall in the oi1rice. My Rt Hon Friend the 

Secretary of State forj 	and I have followed 

closely the effects on No 	Sea producers and their 

suppliers. 	The industry itself is generally 

confident about the longer term prospects, but 

companies have suggested that in 	ort-term the 

trough in activity could lead to th 	f some of 

the capacity, in Scotland and elsewh 

certainly be required in the longer run. 
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for r 
\) 

not relete 

3134210 @EPS E EhT  this  eittleF0 iB  E  necl  P I ED 
‹A 	 inkrgetAggEIJJATaPAI-Y  t(b bring forward 	the 

repayment of over £300 million of Advance Petroleum 

Revenue Tax. That has already helped many of the 

small companies with cash flow difficulties. 

I now propose two new Petroleum Revenue Tax 

reliefs. 	First, 	with 	effect 	from 	today, 

participators may elect to have up to 10 per cent of 

e costs of developing new oil fields, until income 

the new fields exceeds the costs incurred, set 

their Petroleum Revenue Tax liabilities in 

oth 	lds. Second, I am proposing a new relief 

expenditure on oil extraction that is 

particular field, and so is not at 

present allowed for Petroleum Revenue Tax. 

Together, the 	changes will give a further 

measure of help 	soth to the oil companies 

themselves and to th for whom they generate work, 

that will assist them i iing the difficulties of 

the next five years or s 

Small Businesses 

55. The growth of the small bus 

been one of the most encouraging deve 

ector has 

in the 
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30FUTOWYFebP31-801WW1985,  550 new businesses, 

on average, were created each week. Small 

businesses have a vital role to play in the economy, 

not least in job creation. The Government has 

introduced a wide range of measures to help this 

sector and to make it easier for small businesses to 

get on with the lob of making profits. 

Representations have been made to me from time 

ime about the difficulties some small businesses 

nce with VAT, both with its impact on their 

and with the record-keeping required. I 

there 
/-\ 
V consult iv 	ocument last autumn proposing certain 

changes, which have been broadly welcomed by 

representative bodies and individual businessmen 

alike. 

uthorised Customs and Excise to issue a 

57. One of the pro 

welcome was that f 

accounting for business 

s which received a very wide 

tional system of cash 

th a turnover of up to 

£100,000. Indeed, there were many requests for this 

option to be available more widely. 

58. In the light of this I now 

effect from 1 October, companies 

turnover of up to £250,000 should 

that, with 

annual 

so 
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chioLEWP5PclikriU  PAU-   or VAT on the basis of 
cash paid and received. They will thus not have to 

pay VAT until Lhey have been paid by their 

customers, which will ease their cash-flow 

problems, as well as giving them automatic relief 

for bad debts. 

The proposal is subject to our obtaining the 

Tcessary derogation from the EC Sixth Directive on 

I am applying for this today. 

elp small businesses with the handling of 

VAT, 	pose an nptional system of annudl 

accounti 	ich will mean that businesses with an 

annual turnover below £250,000 will be able to make 

payments on account and send only one return a year 

to Customs. This•nge will come into effect in 

• 
the second half o 

I have two furth nges to propose here. 

First, the period within 	ch businesses must apply 

to be registered for VAT will be extended from ten 

days to thirty days. 

Second, the rules for the s!•! VAT schemes 

for retailers will be changed to ma 	simpler 

for small and medium-sized businesses. 
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Tax avoidance 

The Government is determined t 

progress in reducing the burden of tax 

further 

But 

I BUDGET SECRET  I NOT ID BE COPIED 

63.   glirlDgifeTeUVpOrtsla-Y  tatters on which the 

representations have persuaded me it would not be 

right to proceed. I shall not bc going ahead wiLh 

the proposal for compulsory dereyistration of 

traders below the VAT threshold; nor with the 

withdrawal of the standard method of accounting for VAT 

used by retailers. 

For the coming year, I propose to increase the 

egistration threshold itself to £21,300, the 

permitted under existing European Community 

shall continue to argue vigorously in 

flexibility to set a higher limit. 

The proposals I have just outlined go further, 

in some respects, than those published in the 

autumn. They will 	lp ease the burden of VAT on 

smaller firms - 	low more of their management 

energies to be conce rated on generating profits. 

Some controls, forms an 	ations are inevitable, 

but we are continuing t 	rune this bureaucratic 

thicket as much as possible. 

FBUDGET  SECR-"Er 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

NOT TO BE  CtIED BUDGET SECRET 
BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUD() ET SECRET 1 	UT T 0 BE COPIED 
h a  hd  BIADtPAT  MAT tO 1-Ye  must ensure that tax is 
collected fairly and effectively, and that the law 

enables the right amnunt of tax to be collected. I 

have a number of proposals to make today in this 

regard. 

67. The first of these concerns VAT, and has 

alieddy been the subject of extensive consultation. 

ere a business' activities are in part liable to 

and in part not, the present rules are 

nerous on the amount of input tax which can 

be ed, and are being exploited. We have 

alrea unced that these rules are to be revised 

so as t tax avoidance and prevent distortion 

of competition. There will be generous and 

straightforward reliefs for small businesses, and 

administration wi be kept as simple as is 

consistent 	with 

unacceptable losses 

come into effect on  10 

prevent a revenue loss i 

prevention 	of 	wholly 

revenue. 	The changes will 

and are estimated to 

87-88 of £300 million. 

68. Second, I propose to take action on dual 

multinational groups will no 1041,A able to 

secure two tax reliefs for one and tht 	interest 

ected. 

BUDGET LIST ONLY 
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residence, so that dual resid companies in 

payment. 	Trading companies will not 
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1 April 1987, 	follows on the 	action 

area by 	the United States last year. 

is one area where we can follow the 

TO BE COPIED 

	

effect 	from 

taken in this 

Indeed, this 

United States, 

since the US tax reforms are substantially concerned 

with removing tax shelters which do not exist here. 

My third proposal concerns the timing of 

poration tax payments. 	At present companies 

Q7 lished before 1965 may pay their corporation 
\> 

to 21 months after the end of the period for 

is due; 	but companies established since 

1965 	1 pay their tax after nine months and 
\\ v 

some build 	societies pay earlier still. 	This 

difference in the treatment of companies no longer 

has any justification; and it is open to an abuse 

which could put te timing of a substantial 

proportion of the ration tax yield at risk. 

I propose, there 	that all companies and 

building 	societies sh be liable to pay 

Corporation Tax nine months after the end of the 

accounting period on which the tax is due. 	This 

will be more equitable between com 	ies than the 

present 	regime; 	it 	will 

arrangements for collecting Corpor 	ax from 

companies; 	and it will smooth the 	f tax 
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rise. 
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eigefri orgt Lwr  ENINuelr.  There will be a 

transitional period during which the change will be 

phased in. 

71. Fourth, I propose to tackle the present 

over-generous treatment of tax credit relief for 

foreign withholding tax paid on interest on bank 

loans. In future, banks will be able to offset this 

credit only against tax on the profit on the 

vant loan, and not more widely. This brings the 

here broadly into line with those in other 

co 	 The change will apply from 1 April 1987 

for e 	ans and from 1 April 1988 for existing 

tax 

loans. 

Fifth, I propose legislation to ensure that the 

tax treatment of Lloyd's Reinsurance to Close is 

made consistent w 	e treatment of provisions for 

outstanding liabili 	iade by insurance companies 

and similar provisi 	 by other financial 

traders. These propo will first apply to 

premiums paid for the 1985>L1oyd's account closing 

at 31 December 1987. 

I have a number of furth 	posals, to 

improve the taxation of business an 
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scheme is now on a generally satisfactory 

I propose two further improvements. 

Busi 
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74. Last year I was glad to confirm that, in view 

of its outstanding success, the Business Expansion 

Scheme would continue in being indefinitely. The 

changes I made to the Scheme in 1986 have improved 

its targetting. More RFS money is now going into 

the higher risk ventures for which the Scheme was 

C7ned. 

The 	rs 	s a measure to deal with the problem 

of end-year bunching, about which a number of people 

have made representations. 	I propose that, for 

investments made in th first half of the tax year, 

the investor will 	ble to claim part of the 

relief against income 	the previous year. This 

measure, which will app 	nvestments made after 

5 April 1987, should make 	sier for companies to 

raise BES finance throughout the year. 

The second measure is a relaxaynif the rules 

to make it easier for independent 
f ‘141d7C 

panies to 

benefit from BES investment. I hope VA:goavs will 

be widely welcomed in the film industry.%. 
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benetir5Cale3 for these wiLh  company cars. The car 

scale charges still fall well short of the true 

value of the benefits and as in the last three years 

I propose to increase them by 10 per cent. 

propose no change to the car fuel benefit scales 

which from 6 April will also used for VAT purposes. 

Training and retraining are vital to a dynamin, 

ble economy. It is most important that there 

be no disincentive for people who are likely 

h 	ing jobs, which might hold them back from 

traini 	acquiring new work skills. At present, 

training 	is kind provided by an employeLs is 

treated as 	a ble benefit. I propose to take it 

out of tax. 

Profit-related pay 

I turn now to pro t-related pay. 

I suggested last yeas the possibility of 

introducing changes to the tax system which would 

run with the grain of, and reinforce, efforts to 

break up the rigidity of the pay 

country. 

in this 

I pointed then to two considerable a‘lai:ges 

of arrangements which relate pay to profits. 
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85. This should end many more firms to bring 

tion. 
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thel  )11 	 Amillot'fication  of employees 

1 	. I-JPULT 

with the firms in which they work. 	Second, they 

make for more flexibility in the face of changing 

market conditions and hence help to make employment 

more stable. 

My remarks led to a lively debate, and last 

July we published a Green Paper on profit related 

I warmly welcome the discussion and responses 

the document generated. Those firms which 

have profit-related pay schemes generally 

bel ve y have worked well. And many other firms 

are c n 	ing introducing them. 
/\\\ 

have(7the-refore decided that the time is right 

to give a measure of tax relief for employees in 

qualifying profit-related pay schemes. 

I 

these schemes into ope 

these schemes will be 

Initially, at least, 

ned to the private 

sector. Certain conditions0will of course have to 

be met before tax relief is available. But firms 

will have as much flexibility as possible to design 

schemes to suit their particular and the 

administration will be kept simple. 
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d to the 1990s. 

1 	BUDGET SECRET  L  NOT TO BE COPIED
86.  PB1,900EltitiggrONIlyve  of tax relief. The 

Green Paper suggested that one quarter of an 

employee's profit-related pay might get tax relief. 

I have now decided to double this to a half. So for 

someone on average earnings receiving 5 per cent of 

their pay as PRP, the tax relief will be equivalent 

to a penny off the basic rate of income tax. That 

underlines the importance the Government attaches 

this major new initiative. Depending on take-up 

ull year cost could well build up to over 

lion by the end of the decade. 

87. 	 related pay is not a panacea. 	But I 

believe be of practical help in tackling 

some of th deep seated problems of the UK economy 

by promoting greater flexibility and enterprise, 

and so help further to strengthen the prospects for 

employment. I h at employees and employers 

alike will now respb 	enthusiastically to this 

opportunity as we look 

Savings and Investment 

88. I now turn to savings and invest 

89. First, share ownership. This 11?uirnt has 
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countering tax avoidance, so as 

flexibility and encouragement to ent 

ow greater 

• 
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action on three fronts: 	employee share schemes, 

privatisation, and the introduction of Personal 

Equity Plans. 

The growth in approved employee share schemes 

since 1979 has been remarkable. 	We started with 

about 30 schemes. Now there are over 1,200 open to 

1 employees which cover some 11 million workers in 

(4 ,0,000 companies. 

propose a further measure in this area. 

In fu u 	employees in a company which is taken 

over wil\'eale to exchange their existing share 

options un r an approved scheme for options over 

shares in the acquiring company, 

I am, furthertituting a review, with the 

help of outside pra9t .  oners, of the effect of 

Section 79 of the 1972 inance Act which deals with 

the tax treatment of 	oyee-acquired shares 

outside approved schemes. OThe aim of the review 

will be to suggest how to improve and simplify the 

rules, consistent with the underlying purpose of 
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PB1.3tEETitlS11150$41_1(  w'cle range of benefits 93. 

for the economy at large, as well as for the 

industries privatised and for their consumers. Not 

the least of these benefits is the breakthrough we 

have been able to make in wider share ownership. 

94. As the House knows, the British Telecom sale in 

1984 brought a step-change in the number. of 

e-owners. Over 2 million people applied, half 

had never owned shares before. Last year's 

wide 

British Gas proved another landmark for 

ownership. 	41 million applications 

were 	d on behalf of 5 million people, the 

largest 	 f applications ever received in a 

flotation a ywhere in the world. [Plus reference to 

TSB? - review in the light of the results of the 

Treasury/Stock Exchange Survey, expected on 

2 March.] 

0 

95. I am particularl 

seized the chance t  

d. that employees have 

come shareholders 

sometimes, it must be said, against the advice of 

their trades unions. No fewer than 90 per cent of 

the employees in the privatised compas floated on 

the stock market have become shareh 

[
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TRU E1GETs LicsTta.16_ I  r-ollicies has been clear 

for some time, but estimates of the number of 

shareholders have varied. I LheLefoLe 

commissioned, in conjunction wiLh the Stock 

Exchange, a major survey of individual shareholders 

and have recently received the results. The survey 

shows that thcre are now [ ] million individual 

shareholders in the UK. [This is fully three times 

Q751

t 	umber in 1979.] 

we are not going to stop there. There is a 

great 	f scope, not only for increasing still 

further 	mber of people owning shares hilt Also 

for 	exis 'n 	shareholders 	to add 	to 	their 

portfolios. Our measures to promote employee share 

schemes and our plans for further privatisation 

sales will continue t..lay an important part. 

The Personal Equi 	lans announced in my last 

Budget came into operat30 

already beginning to 

January 1st and are 

impressive results. 
0 

Already over 165 banks, stockbrokers, unit trusts, 

building societies and investment advisers have 

applied to become plan managers and

Z  

t investor is 

b being offered a wide range of plans 

Over 2,000 people a day are currentl 

PEPs, and there is evidence that many 

se from. 

g out 

had 
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now to pensions. 100. 

consultative documen 
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not  'previously owned  snares directly and are basic 

rate taxpayers. 

99. PEPs are now successfully launched, and going 

well. In time they, with the other measures we have 

taken, will alter the landscape of attitudes towards 

saving, investment and share-ownership in this 

country. 

101. In my 	stBudget, I promised to bring forward 

proposals for the tax treatment of the new personal 

pensions 	which 	are 	to 	be 	introduced 	from 

1 January 1988. 	ordingly, we published a 

November. 

102. Personal pensions ar 	important development 

in three ways. First, they will enable employees - 

if they so wish - to opt out of their employers' 

schemes and make their own arrangements. 	Second, 

they will be a new opportunity for 	millions of 

employees who at present do not 	 to an 

occupational scheme. And third, peopl 	again 

if they so wish, use them to contract out 

I  
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one further, import 

arrangements 	which 

io3 . 1
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Ailu lfleftfrapysar  idi Niecit  ear 's Budget, and in 
1 	  

the consultative document, I now propose to extend 

to these new personal pensions broadly the same tax 

treatment that applies to retirement annuities. 

104. I also propose to implement other reforms 

contained in the consultative document, which have 

been widely welcomed. 

mployers will be able to set up simplified 

onal schemes with the minimum of red tape. 

Thi 	 e particularly good news for many small 

employe 	ho have been discouraged by the 

complexi open-ended commitment of a 

full-blown inal salary scheme. And there will be 

much greater scope for transferring between 

different types of pension scheme. 

106. I intend to go 	my original proposals in 

I propose new 

allow 	members 	of 

occupational schemes to make additional voluntary 

contributions with full tax relief to a separate 

plan of their own choice instead of, as now, being 

restricted to plans within their em 1 s schemes. 

They will be able to top their pensi 

the present tax approval limits. 

- 	36_- 
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107 All tnese proposals . will make it easier for 

people to take their pensions with them when they 

change jobs, which will be good for labour mobility 

and independence. 	It will widen the range of 

choices people can make about their pensions; and 

it will mean that in future they will have more 

control over the way in which their pension 

contribution 	ACti invested. 

jus 

safeg 

of the 

these far-reaching improvements can be 

only if they are properly used. Some new 

necessary to discourage exploitation 

nerous reliefs, particularly by a few 

very highl said people. 	I intend, therefore, to 

introduce some limited changes to the present rules 

to restrict the excessive relief which can be 

obtained in some ci 

for all arrangement 

on the maximum tax-fr 

stricter rules on how pe 

tances. These will include, 

d into from today, a cap 

lump sum of £150,000 and 

and lump-sum benefits 

can be calculated, including a stricter definition 

of final salary. 

109. All these changes are set o 

document which we are publishing tod 

further 
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(^ 	 nol  AUrPG1T4UgaN.11-v  'relormed the limits that 
apply to tax exempt life assurance issued by 

friendly societies. 	I did so because certain 

societies had widely abused 	the privileges 

traditionally enjoyed by the friendly society 

movement. These societies were set up purely for 

commercial reasons, far removed from the mutual 

self-help role which the movement has sponsored for 

,,des. 

11 	improve the position of the older, 

long 	rth,.  ished societies, I now propose that 
societi 	ckould in future be able to offer 

tax-exemp pØcies based on annual premiums of up 

to £100. This will enable the older societies to 

operate economically, without effectively changing 

the position of comm ial societies. 

Turning to the 	pital taxes I propose to 

increase the annual exe 	ount of capital gains 

from £6,300 to £6,600. m also increasing the 

maximum amount of capital gains relieved from tax on 

retirement from £100,000 to £125,000. 

The burden of inheritance t 

with relatively small estates, many of  w° 
over El billion - falls disproportion 	those 

h raises 
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changes will concentrate relief on asse 

in rates and bands will 
0 

help businesses. 	Bu I propose to go further by 

115. The proposed 
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entirely of Lhe family huube. I therefore propose a 

substantial increase in the threshold from £71,000 

to £90,000 and a simplification of the rates 

structure. The effect will be to reduce the number 

of estates liable to the tax by about a third and to 

give worthwhile reductions at all levels, 

particularly for smaller estates. 

Last year I removed a widely resented obstacle 

etime giving by exempting outright gifts 

bet en individuals made more than 7 years before 

the d 	death. This year I can go further. I 

propose 	and the exemption on similar Leilllb Lu 

gifts invol ii settled property in which there is 

an interest in possession, though this will not 

apply to discretionary trusts. 

increasing business rel.]. 	shares in unquoted 

companies. 	The rate of relief for substantial 

minority holdings in such companies will be 

increased from 30 per cent to 50 per cent. 	To 

reflect the progress of the un 	securities 

market, in future all holdings in US 	nies will 

be treated like those with a full ii 	These 

h do 

not readily provide funds to pay the tax 

could only do so at the risk of damagi 

business, 
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terminally ill; to drugs and chemic 

charities and directly used in medical 

lied to 

' Pl23
h; to  
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Taxes on spending  

I turn now to taxes on spending. 

I have no changes to announce in the rate or 

coverage of Value Added Tax, except for some further 

reliefs for charities. 

have a very generous tax regime for 

le giving, following the package of new 

introduced last year, and in particular 

iving scheme which starts next month. 

As I 	ou 	before Christmas, I propose to 

increase the limit on donations under the scheme to 

£120 a year. 

119. I know chari 	will not expect any major 

changes this year. 	following representations 

from the Charities VATi 	x Reform Group, I have 

decided to extend the VA 	liefs introduced last 

year to certain new are: 	to installing or 

adapting lavatory or bathroom facilities in charity 

residential homes for the disable 	certain 

welfare vehicles used by hospices 	nsport the 

An 
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120. On excise duties, I announced last year that I 

had decided to introduce a duty differential in 

favour of unleaded petrol, to offset its higher 

uction costs. 	I can now announce that the 

ential will be 5 pence. 	This means that 

un 	petrol should be no dearer at the pump than 

4 st 	d petrol. The measure will take effect 

from 6 	k this evening. 

411 
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good  Pilahg-TfAriql-  N v 
`-')--" 	 charity for relief of 

distress; 	and 	to 	specialised 	location 	and 

6 	 identificaLion equipment used by mountain rescue 
\----/ 

and first aid services. 

121. The gaming machine licence duty has not been 

changed since 1982, and I propose to increase it by 

about a quarter, 	will restore it to its 1982 

value. I propose 	ange in the level of duty on 

off-course betting, wre the reforms introduced by 

my Rt Hon Friend the Hoa retary have done much 

to improve betting shops 	ospects. But, mindful 

of the adverse effects of declining attendances at 

racecourses, and with a view to consoling those 

Hon Members who, but for my choice 

would have spent the day at Chelten 

Champion Hurdle, I propose to abolis 

on-course betting from 29 March. 

udget date, 

tching the 

duty on 
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122. Taken together, these measures are broadly 

revenue-neutral. 

123. I propose to increase the rates of vehicle 

excise duty on farmers' lorries, to bring them into 

line with the use they make of the public roads. 

This change will take effect from midnight tonight. 

also ptopose to increase the rates of duty on 

licences and to create a new taxation class 

overy vehicles. These changes will take 

1 January 1988. eff 

124. n excise duties to be drafted later.] 
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Income Tax  

Finally I turn to income tax. 

Lower rates of tax are good for incentives and 

a stimulus to enterprise. 	The best chance of 

increased prosperity for all will come when Britain 

is placed firmly in the league of countries with low 

taxation and high growth. Our tax rcform straLeyy 

been to move as quickly as is prudently possible 

direction. 

127. 	ve already made a very substantial 

reducLi 	le top rate ot income tax, reducing it 

from the aefI1 level of 83 per cent under the 

previous Government to 60 per cent. We have 

abolished the investment income surcharge and 

brought the basic r f tax down from 33 per cent 

to 29 per cent. 

22 per cent higher 	real terms than in 1979, 

taking 1.4 million peo 	out of income tax 

altogether. 	The married,man's allowance will 

therefore remain at its highest level in real terms 

since the war. 

tax thresholds are now 

128. We now need to carry this 

further. 
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i propose tor 1987-88 to raise the main 

personal allowances in line with the statutory 

indexation provisions. 

The single person's allowance will therefore 

rise by £90 to £2,425 and the married man's 

allowance by £140 to £3,795. 

The single age allowance will rise by £110 to 

and the married age allowance by £170 to 

£4, 

132. I%  in 	

to give an extra increase 

in the age ak ance to people aged 80 or over. For 

them, it will be raised by twice the amount due 

under indexation so that, for the very elderly, the 

single age allowanc 1 be £3,070 and the married 

age allowance, £4,84 und 400,000 single people 

and married couples 	11 benefit from this new 

provision and the extra 	ase in the allowance 

will take up to 25,000 of them out of income tax 

altogether. 

I% o 

133. The blind person's allowance w 

1981 when it was increased by £180 

level of £360. For 1987-88, I am 

further £180 increase, to £540. 

raised in 

present 

ing a 
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1987-88. 

137. This reduction to a rate o 

pound 	brings 	down marginal 	ra 

ce in the 

for 	the 

BUDGET SECRET 	NOT TO BE COPIED 
134   ABUGGEE LiSTIONLAe  of income tax, the 

threshold for the 40 per cent rate will be raised in 

line with statutory indexation to £17,900 and the 

threshold for the 45 per cent rate will go up by 

£200 to £20,400. But I have decided that the 

thresholds for the 50 per cent, 55 per cent and 

60 per cent rates will remain at their 1986-87 

levels. 

al 

basi 

cent. 

n my Budget speech last year, I reaffirmed the 

'put by my predecessor in 1979, to reduce the 

of income tax to no more than 25 per 

emains my objective. 

136. But reductions in the basic rate are expensive. 

It costs well over El billion to reduce the rate by 

one percentage point. Given the overriding need for 

prudence on publi 

prepared to compromi 

of a 25 per cent basicl 

take a further useful 

cannot achieve the goal 

-

0 

 this year. But I can 

towards it. 	I am 4 

owing - on which I am not 

therefore cutting 2 pence off the basic rate for 

overwhelming majority of taxpayers. 	• 11 be 
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11 cost of 
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married man on average 

earnings. 

The income tax changes T have announced today 

will take effect under PAYE on the first pay day 

after 17 May. 

The basic rate reduction will, of course, mean 

0  imilar reduction in Advance Corporation Tax. 
a further measure to help small businesses, 

I h 

rate o 	oration tax to 27 per cent. Following 

the propa1 	announced earlier, this rate will 

also apply to small companies' capital gains, which 

are currently taxed at 30 per cent. The changes to 

income tax and co oration tax will mean a 

significant fall 	the tax burden on small 

companies and the um 	porated sector. This gives 

the best possible inc 

which are so crucial 

employment. 

to small businesses, 

future growth and 

141. The total cost of the income tchanges will 

be some £2* billion in 1987-88. Th 

all the measures I have announced tod 

over £2 billion. 	This is consiste 
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re than 1 per cent of 

GDP. I have accordingly set the PSBR for 1987-88 at 

£4 billion. 
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goal that has eluded successive Governments for 

decades. 

0 

This achievement 

prudent economic policies 

direct result of the 

ued since 1979. 
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Peroration 

142. Mr Deputy Speaker, we now have a vigorous and 

resilient economy, entering its seventh year of 

steady growth. Inflation remains low; the number 

of people in work continues to risc; and 

unemployment is now on a downward trend. 

this Budget, I have been able to reduce 

orrowing to 1 per cent of GDP, and to make a 

fur 

public 

but spen 

uction in income tax; in the next year, 

will fall as a proportion of GDP, 

priority areas will increase. 

To succeed on all Lhese fronts together is a 

This Budget carries forward those policies. I 

commend it to the House. 
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BUDGET STATEMENT: SECOND DRAFT 

I enclose a second draft of the Budget Statement, put together in the 

light of your comments on last week's draft. 

2. 	The passage on the economy (paragraphs 4-18) 	ir Terence 

Burns. Monetary policy and public sector borrowing a 	b 	ir Peter 

Middleton. 	Sir Terence Burns is the author of 	erdict. 

Mr Cassell, Mr Hudson and I have reworked the tax propos 	tion. 

The peroration is by Mr Hudson. 
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also attach an alternative version of monetary policy and 

sector borrowing which Sir Terence Burns produced this evening 

which he has not been able to clear round the office). 

4. 

and St 

incon 

afraid that all this does not add up to a coherent speech, 

is a good deal of overlapping and perhaps some 

tency between these sections. We will have to iron this out 

next week. 

5. 	Some issues which arise: 

ing section at present gives no money figure for 

t either a ratio (Sir Peter Middleton) or words 

Burns). That is good theatre, but it does 

ms at the end of the speech, where it would 

start up again on the higher non-oil 

but perhaps unconvincing without this. 

present draft means that we will rely 

on the FSBR and riefing to stand up our fiscal forecast. 

There is a case for giving a more specific explanation than 

the present draft does of why the PSBR this year is turning 

out so low. 

Sir Peter Middleton has 	his draft deliberately upbeat, 

on the basis that it is e le to tone down than to lift up 

a draft. 

(a) 	The 

the P 

(Sir Te 

make for 

The approach 

.% 'elk  
NP Ole) 

be  bathet 
%I* 

411(1(\,  

revenues and 

(d) I have omitted the sente 

valuation changes as interrupt 

(Mr Cassell and the Revenue). 

the oil pricing and 

he flow and unnecessary 

#ut your first thought on 

this was that it would be disingenuous to leave it out. 

(e) I have omitted the paragraph (paragraph 96 in the first 

draft) on the material interest test in employee share 

schemes in close 

unnecessary. 

There may be a case for removing the 

company cars and training (paragraphs 74-79) 

the Small Business section, so that PRP stand 

at the end of the Business and Enterprise secti 

on BES, 

end of 

ts own 

companies. 	It seeme her dull and 
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(g) This draft places, as you suggested, the alignment of 

Corporation Tax payment dates in the anti-avoidance section 

rather than in the streamlining CT section (as in the 

previous draft). This perhaps gives too much weight to the 

anti-avoidance element in the justification of this 

easure: if anti-avoidance were its main motive we would 

be introducing a more limited measure and not one which 

affects all companies. 

6. 	In length 
	

Speech may now be a few minutes over the hour. 

M C SCHOLAR 
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Introduction 

 

The setting for the Budget this year is more 

favourable than it has been for many years. We are 

entering our seventh year of steady growth, once 

again at the top of the international league table. 

We are entering our fourth year in which this steady 

wth has been combined with low inflation. And we 

ntering one more year in which the public 

s are sound and strong. 

are the fruits of the Government'c 

hold to our policies of sound money 

and free markets. I gladly reaffirm these policies 

today. They provide the only sure basis for more 

jobs and lasting, p uctive, jobs. 

3. 	I shall begin by reviewing the economic 

background to the Bud14 shall then deal with 

monetary policy and wit 	e fiscal prospect this 

year and next. Finally I shall propose some changes 

in taxation designed to assist in achieving our 

economic objectives. As usual, 

releases, filling out the details 

will be available from the Vote Offi 

have sat down. 

ber of press 

proposals, 

tron  as I 
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Economic Background 

4. 	The past year has been dominaLed by the sudden 

collapse of oil prices. Inevitably, the 

difficulties the world economy experienced in 

adjusting to the sharp fdll in oil prices has 

influenced our economic performance. During the 

0  mmer there were worries that the "pause" in vity was a precursor of a longer period of 

ion although I explained at the time why it 

wa 

benef 

to be short lived. 	Helped by the 

prudent fiscal and monetary policies - 
V  ■ 

and the pdlroAessive strengthening of the supply 

performance of the economy - those worries have now 

been set aside and the economy has developed broadly 

as I set out a year 

5. 	In 1986 as a e output has grown by a 

further 21 per cent or<p 	his compares well with 

other industrialised co 	ies and continues the 

steady economic growth we have experienced since 

1981. We have now had 6 years of growth at around 

3 per cent a year; one of the longe 	nd steadiest 

periods of expansion since the 	 nd it has 

coincided with falling inflation. For Ait ast four 

years inflation has averaged less than 
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s  au DiG  B,Tph13.STies  ipat  ion. For 1986 as a 

whole inflation averaged 3.4 per cent - the lowest 

annual figure since 1967. 

Last year our growth performance was achieved 

against a difficult world background. Demand in the 

industrial economies grew rapidly but the oil 

producers and other developing economies cut back 

0  eir imports more than expected. As a result the 

t7orts initially reflected this weakness 

but hav)a- g 	n strongly since the middle of the 

year. 	Over the last three months the volume of 

visible exports, excluding oil, was almost 10 per 

cent higher than a ear earlier - a performance 

stronger than in Other major economy. It has 

been reflected in tEerformance of manufacturing 

industry; output grew 

1986 having been weak 

year. 

t
roy  in the second half of 

e early months of this 

The steady growth performance 	e economy as 

a whole has contributed to a  Jr.e  fall in 

unemployment, although the level is 	much too 

more 

trialised countries experienced weak export 

in the early months of 1986. 

high. Since August unemployment has f 
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-monthly fall since ix 

1973. Adult 	unemployment, long-term unemployment 

and youth unemployment 	are 	all 	lower than a year 

ago. And since the early months of last year we 

have seen a further 	surge 	in productivity, 

particularly in manufacturing industry. This builds 

on the good productivity performance achieved by 

British industry since 1981. In the six years prior 

1979 UK productivity growth in manufacturing was, 

1(4  

aper cent, the lowest of all the Summit Seven 
(

.c  )  es. In the seven years since 1979 our annual 

ra rowth of output per head in manufacturing 

0 
s been higher than any other member of 

\> \2  

indus 

that 

9. 	The current account of the balance of payments 

showed a small deficit in 1986. 	This follows a 

cumulative curre3 ount surplus of £21 billion 

since 1979 which en the UK to build up a stock 

of overseas assets ieess of [£100] billion - a 

stock second only to-at of Japan. Some 

deterioration in our Crrent account is not 

surprising in the face of £5 billion loss on oil 

trade and the weaker than expected•wth of some of 

our important markets. But the  t i. 	nce of this 

should not be exaggerated. 	The e; -nge rate 

adjustment that followed the fall in •ces is 

4 - 
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LI 

performance and the UK's large stock of net overseas 

assets will provide a lasting contribution to the 

current account in the future. 

Looking ahead, I expect 1987 to be a year of 

steady, 	balanced 	growth 	with continued 	low 

inflation. Domestic demand is expected to continue 

o grow rapidly and combined with vigorous export 

th should mean another year of 3 per cent 

The composition of domestic demand growth 

is ik 	to be more balanced than last year when 

grow 	onsumers' expenditure was given a boost 

by the dx4e' oil price and the fall in commodity 

prices. xt year consumer spending is likely to 

show slower growth but industrial surveys point to 

stronger growth of investment. 

The manufactur g 	ctor in particular faces a 

good year. 	Building\Spn the improved performance 

during the second half 	1986 I expect to see 

continued strong growth of exports, output and 

productivity. 

12. And with 31 per cent growt 

economy in prospect there is 

unemployment continuing to fall throu 

the non-oil 

hance of 

987 at O U 

5 
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Budget I said that employment prospects depended on 

a sustained improvement in the performance of 

business and industry. That sustained improvement 

in economic performance has occurred and is 

continuing. 

As anticipated in the Autumn Statement 

flation may edge up for a time, perhaps to 5 per 

by the middle of the year, but should then fall 

4 per cent by the end of the year. Since 

Election most of the short-term swings in 

RPI have mirrored changes in the 
 

mortgagepr  • st rate. For example the monthly low 

of 3.7 perKnt in 1983 and 2.4 per cent in 1986 

coincided with falling mortgage rates; the monthly 

high of 7 per cent in 1985 reflected a rising 

mortgage rate. T 	ttern expected this year is 

largely the result o 	gage rate increases at the 

end of last year cou d ith the effect on the 

12-month comparison of t mporary dip in petrol 

prices last summer. 

The recent and prospective performance in 

inflation is in historical terms a 	one and one 

that we can point to with some satis 	 But it 

is higher than in most other majo 	i 	strial 

6 - 

the 

the mo 
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BUDGET  important objective of 

the Government to keep inflation on an unambiguously 

downward underlying trend. 

The growth of the UK's main overseas markets 

should be somewhat stronger in 1987 than in 1986. 

There are, however, risks that the outturn could be 

less favonrahlP. 	It is possible that developing 

ntries and oil producers could import less from 

eveloped economies than we now expect. We 

be sure that protection will be held at bay. 

ms in foreign exchange markets could lead 

to re 	that dampen demand and output in the 

major eco 	s. 

It was for that reason that Ministers and 

Central Bank Go  s  ors, meeting in Paris on 

21-22 February, 	gr d 	that 	in 	current 0 
0 

of stability would now be circumstances a pe 

And 

desirable. Accordingl UK and other countries 

represented there agree 	o co-operate closely to 

foster stability of exchange rates around current 

levels. The Plaza agreement 18 months ago succeeded 

in reducing dangerous protection 

were building up in the Unite 

subsequent agreement is designed t 

ressures that 

es. This 

breathing 

space for the benefits of past 	 rate 

- --- 
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adjk.V411PPU lajrcNE4 LI  trade balances. At 
the same time it will give the United States, 

Germany and Japan an opportunity to reinforce the 

policies already in place to improve the balance in 

their economies between domestic and external 

demand. 

On the assumption that overseas markets will 

w more quickly in 1987 than in 1986, the prospect 

continued strong growth of UK exports. But 

non-oil imports have been growing rapidly at 

the 	ime as our surplus on oil account has been 

reduce 	 is likely to be a modest current 

account 	t of [E2 ]billion in 1987; 	around 

1 per cent of GDP. 

To summarise 	itish industry now has an 

outstanding oppor 	y with growing markets at 
0 

home and overseas 	low inflation, 	improved 

profitability and rapid/ wing productivity. If 

industry is able to cont 	its costs and protect 

its competitive advantage we can look forward to 

many more years of strong growth combined with low 

inflation. 
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In 1979, I piebenleJ to the House the first Red 

Book of the newly elected Conservative Government. 

It followed the attempt of the previous Government 

to guide the economy without the least sense of 

monetary strategy. Fifteen Budget packages of one 

sort or another in the five years up to 1979 had 

inflation at 12 per cent and rising. 	The 

y was demoralised and falling steadily behind 

petitors. 

words of my Pt-  Ron Friend the then 

Chancell 	he 	1979 Budget marked a "new 

beginning". 	Since then the financial picture has 

been transformed. 	With it has come a growing 

confidence in Brit 	and a transformation of our 

standing in the today. 	It has transformed, 

too, the approach of ritish management and indeed 

the whole British pe0 
	

the future. 	New 

energies have been relea And the key which has 

unlocked them has been the stable framework 

enshrined in the medium term strategy. 

21. This has provided a durable 

monetary policy has been pursue 

persistence and a clear sense of direct 

in which 

steady 

It has 
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24. The exchang 

significant part in 

welcomed.] 
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proved adaptable to changing circumstances both at 

home and beyond our shores. Above all it has proved 

a srirrpss, 

22. We shall build on this success, as the 1987 Red 

Book shows. 

NOT TO BE COPIED 

23. Monetary conditions will be set to continue the 

ual reduction in money GDP over the medium term 

bringing about further reductions in 

This is demonstrated by the declining 

e money supply as measured by MO in the 

1991 and the target range for 1987-88 

which wilt/ e 2-6 per cent - exactly as indicated in 

last year's MTFS. 

in 

grow 

period 

will continue to play a 

ary conditions and thus in 

decisions about shor term interest rates. 	[The 

recent agreement by the 	jor industrial nations 

to reduce existing imbalghces and co-operate to 

foster the stability of exchange rates will reduce 

uncertainty. It is entirely consistent with our 

medium term objectives and has been 

25. In assessing monetary conditio 	shall 

continue to consider a wide range of 	tion 

- 10 - 
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the Bank of England in his Loughborough 0\f, 

I BUDGET SECRET 	NOT TO BE COPIED 
abciutBYDGEEetylSsTip9iNi-Y,  T ere is no target for 

broad money this year. Rapid changes in financial 

markets 	associated 	with 	wholly 	desirable 

institutional 	changes have 	affected monetary 

indicators throughout the world. The 

interpretation of particular monetary measures has 

become very difficult. In the United States, Ml has 

temporarily lost its target status. In this country 

id EM3 growth has proved consistent with monetary 

tions which have demonstrably brought about 

nflation. It is too uncertain a measure to 

use 

Gover 

lecture. 

arget purposes, as was explained by the 

all continue to make judgements about 

broad money in assessing monetary conditions. But I 

have selected the more reliable guide, MO, for the 

monetary target. 

Public borrowing  

26. A crucial part of t 	ew beginning in 1979 was 

the need to reduce the burden of financing the 

public sector so as to leave room for industry and 

commerce to prosper. Here we have 

successful. The PSBR in 1978-79 tP
en completely 

er cent of 

1986-87 

second will be around l per cent of GDP f 

GDP and rising. 	By contrast the 

T BUDGET SECREf 
BUDGET LIST ONLYr] 

NOT TO BE COPIED 



 

• 
NOT TO BE COPIED  , BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



I BUDGET SECRET I NOT TO BE COPIED 
BUDGET LIST ONLY   

successive year and falling. Next year, in 1987-88, 

I expect to achieve my ultimate objective of a PSBR 

of no more than I per cent of GDP. [We inherited a 

PSBR of 5i per cent of GDP. During our first 

Parliament it was reduced to 3 per cent; it is now 

down to 11 per cent; and next year I expect to 

achieve my ultimate objective of a PSBR at around 

per cent of GDP.] 	And I confidently expect to 

it there for the medium term. 

have been a number of contributory 

facto 	this success. Much the most important 

has be 	control of public expenditure which has 

been fallYng as a proportion of total expenditure in 

the economy since 1982. But the cumulative effects 

increase of the steady 

since 1981 have 

more profitable thatl> 

against the backgroun 

in output and prosperity 

een important. Companies are 

have been in living memory 

reformed tax structure. 

Activity is booming in 	inancial markets helped 

by the reduction in stamputy last year. And the 

population as a whole has achieved new levels of 

prosperity. 

,28. With continuing prudent polici( 4ere is no 
■ 

reason why these favourable developme  .  -0-ou1d not 

continue. This year they have enabled 	live 
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ABAJDOET USWIR45Pal6iii  revenues  -  and achieve 

a lower borrowing requirement than we set at this 

time last year. In the future they hold out the 

inviting prospect of both low public borrowing and 

lower taxes. 

Combined with sound monetary policy in the 

MTFS, they offer the basis for the further creation 

wealth and as much insurance as is possible in an 

tam n world from the economic shocks which beset 

time to time. 

The economy is now performing as well as that 

of any developed nation, in marked contrast to the 

record of the 1970s 	That improvement could not 

have occurred 

implemented to encod 	enterprise, efficiency and 

flexibility. From the.b ing the Government has 

taken action to promot ompetition, incentives, 

and freer markets and to press ahead with 

deregulation and privatisation. These measures are 

S bearing fruit and we see the p f of this in 

the 	renewed 	success of 	Britilt. 	1. c1ustry 	in 

international markets. 

the policies we have 

NOT TO BE COPIED 
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• 

try to stimulate economic performance by 

nsionary fiscal policy and accommodating 

policy whenever there was any sign of 

and reducing inflation 

providing a stable 	ial environment within 

which a reinvigorated could perform. 

Instead we 

policy towards 

directed monetary and fiscal 

Our 

ground as 

predictions. 

possible to 

policy. They 

Initially they sal 

reduce inflation 

then said inflation wa 

constantly changed their 

confounde their gloomy 

ould not be 

incomes 

falling 

- 14 - 

critics have 

events have 
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31-  UDGETaLsISTrONIVI   he benefits of prudent 

fiscal and monetary policies set in a clear 

medium-term framework. Over the past 7 years there 

has been a vigorous debate in this country about the 

conduct of fiscal and monetary policies - in 

particular whether it was possible to have a 

sustained recovery of output without a fiscal 

stimulus. The post-war neo-Keynesian approach was 

we 	growth. In practice it failed to provide 

other 	short-term gains to output and merely 

spelle 	term trouble; rising inflation and a 

successio of financial crises. We turned our back 

on that approach. 
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spiral which meant the PSBR would get bigger rather 

than smaller. Then we had the question "where will 

the growth come from?" And the suggestion that it 

was impossible to have steady growth consistent with 

a falling budget deficit. When it became clear that 

the economy was growing we were warned that it was a 

flash in the pan and would peter out. Year after 

Q1). 
 ar we were told that although growth this year 

t be better than expected next year it would 

own. 	And that if we did have sustained 

rec 	inflation would roar ahead again. I could 

go Q/1 

But what has been the outcome? 	Sustained 

growth at near to 3 per cent a year for about 

6 years against 	kground of falling inflation - 

from 161 per cent 	he end of 1980 to [4] per cent 

over the past 18 mo 

More recently the 	ure of the debate has 

changed and it has been suggested we are in danger 

of overheating which finally will bring the recovery 

to an end. 	Again this demons 

understanding of why this upswin 

character from other upswings; and 

based. 

a lack of 

ifferent in 

(Vs  so well 
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36.1 	 icliThQINVeYinlg  is not just a matter 

of chance. 	It reflects the soundness of the 

recovery; improved industrial performance; 	an 

absence of artificial fiscal stimulus; an absence 

of speculative build-up of stocks by industry; and 

an absence of inflationary pressure based on easy 

monetary conditions. Above all because the recovery 

has been at a comfortable pace it has not shown the 

,,a  ins and stresses that once were so familiar. 

have eschewed active demand management in 

resp 	 to 	expectations 	of 	short-term 

fluctu 	 we have been prepared to take 

difficul 	n with interest rates when it was 

necessary to maintain sound monetary conditions; 

and we have made steady progress in bringing the 

PSBR down as a perce age of GDP. Excluding asset 

sales the PSBR is lower percentage of GDP than 

any year since 1969-70 

38. The debate about mon 	y and fiscal policy is 
0 

surely now over. Given the historically low budget 

deficits of the past two years there can be no 

clearer proof than the enthusiasm w 	which those 

who accused us of starving the econ 	demand now 

accuse us of generating excess 	 and of 

changing the conduct of policy. 	They 	wrong 

then; they are wrong now. 
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39. I turn now to my proposals for changes in 

taxation. 

Business and Enterprise  

Corporation Tax  

First, 	taxes 	affecting 	business 	and 

rprise. 

41 

area 

success 

central objective of my reforms in this 

een to remove obstacles to business 

national insurance surcharge and the 

development land tax have gone altogether. 	The 

reformed system of corporation tax came fully into 

effect last April, 	d for the past year, the rate 

of tax on compan 	its has been lower in Britain 

ustrial nation, though the 

Americans are now se t '  ooulate us. The sharper 

• w-nies to improve their 

performance benefits employees, customers, 

shareholders, and the nation as a whole. 

than in any major 

incentive this gives 

42. During the transition to 

companies were given advance notice 

of Corporation Tax for the year ahead. 

them in their forward planning, and I inte 

system, 

am n rate 

helped 

far 
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the greatly reduced 

less justification 

poration Tax rates, there is 

this difference between the 
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as 10 	Ea 617$ -41 	It&  practice of fixing the 

rate in advance. 

43. Accordingly, I can announce now that the main 

rate of Corporation Tax in 1987-88 will be unchanged 

at 35 per cent. 

Company Capital Gains 

have a further measure of streamlining to 

The present system of taxing companies' 

ns is complicated: gains are charged to 

ax, but the amount of the gain is first 

rtain fraction so that the effective 

is the same as on individuals' capital 

gains. But I see much force in the view that, with 

tax treatment of comp 	es' capital gains and their 

income from other source 

45. I therefore propose that with effect from 

today, the capital gains of large and small 

capi 

corpora 

adjusted 

rate of tax 

companies will be charged at 

Corporation Tax rate, without adj 

for the indexation which applies to 

gains. 

appropriate 

t, except 

t-1982 
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46   BUQQE-EalaLSTiCOLY  am  proposing to enable 

companies to set payments of Advance Corporation Tax 

against their tax liability on capital gains. This 

rcmcdics a longstanding complaint which has been the 

subject of regular representations. 

47. Together, these measures are expected to yield 

about £60 million in 1988-89 and £100 million in a 

n appeal from the company. 

I year. 

File 

48. 	 ropose to legislate now to pave the way 

for a n d of collecting Corporation Tax, to 

be known as Pay and File. At present, many company 

accounts are not received in time to agree the tax 

liability before p 	ent is due. 	So there is a 

laborious process 	an estimated assessment from 

the Inland Revenue 

Under Pay and File com 	 -  will estimate their tax 

liabilities themselves, 	pay on the normal due 

date. Tax liabilities will be finalised once 

companies submit their returns and accounts. Where 

it turns out that the company's ini 1 payment was 

too high, the Revenue will pay 

excess; where the initial payment 

company will pay interest. 
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the capacity, in Scotland and elsewh at will 

certainly be required in the longer run. 

1  BUDGET SECRET I NOT TO BE COPIED 
49.i  444) Cita L'Agrra-Y wjs  set out in last 
December's 	consultative 	document 	on 	the 

Leuommendations in the Keith Committee Report and 

was generally welcomed both by business and by tax 

specialists. 

As this is part of a wider programme of 

streamlining 	tax 	collection, 	including 	major 

elopments in the Inland Revenue's computer 

it will not come into force until the early 

But by legislating now we are giving 

taxp 	and their advisers a firm basis on which 

to pre 	 the new scheme. 

Oil 

Within the corn 

faced a year of 1101 tment following last year's 

sharp fall in the o 	rice. My Rt Hon Friend the 

Secretary of State for 	and I have followed 

closely the effects on N 	Sea producers and their 

suppliers. 	The industry itself is generally 

confident about the longer term prospects, but 

companies have suggested that in 	ort-term the 

trough in activity could lead to th 	f some of 

sector, the oil industry has 
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that will assist them ing the difficulties of 

the next five years or s 

repayment of over £300 million of Advance Petroleum 

Revenue Tax. That has already helped many of the 

small companies with cash flow difficulties. 

I now propose two new Petroleum Revenue Tax 

reliets. 	First, 	with 	effect 	from 	today, 

participators may elect to have up to 10 per cent of 

e costs of developing new oil fields, until income 

the new fields exceeds the costs incurred, set 

their Petroleum Revenue Tax liabilities in 

oth• lds. Second, I am proposing a new relief 

for r 	expenditure on oil extraction that is 

not rela 	a particular field, and so is not at 

present allowed for Petroleum Revenue Tax. 

Together, the 	changes will give a further 

measure of help 	0th to the oil companies 

themselves and to th 	for whom they generate work, 

Small Businesses 

55. The growth of the small bus 	sector has 

been one of the most encouraging deve 	ts in the 

- 21 - 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

• 
NOT TO BE COPIED  . BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



welcome was that foroa 

accounting for business - - 0i ional system of cash 

th a turnover of up to 

58. In the light of this I now p 

effect from 1 October, companies 

turnover of up to £250,000 should, 

- 22 - 

that, with 

annual 

SO 

    

BUDGET SECRET 
80gUlDtEkETAIST8DIVIdY19 

 

NOT TO BE COPIED 
35, 550 new businesses, 

  

    

on average, were created each week. 	Small 

businesses have a vital role to play in the economy, 

nnt least in job creation. The Covcrnmcnt has 

introduced a wide range of measures to help this 

sector and to make it easier for small businesses to 

get on with the job of making profits. 

Representations have been made to me from time 

me about the difficulties some small businesses 

nce with VAT, both with its impact on their 

ca 	and with the record-keeping required. I 

there 	uthorised Customs and Excise to issue a 

consult iv 	ocument last autumn proposing certain 

changes, which have been broadly welcomed by 

representative bodies and individual businessmen 

alike. 

57. One of the proz s which received a very wide 

19 

£100,000. Indeed, there were many requests for this 

option to be available more widely. 
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chog444cFaTA1 1 .5iT clNat  for VAT on the basis of 
cash paid and received. They will thus not have to 

pay VAT until they have been paid by their 

customers, which will ease their cash-flow 

problems, as well as giving them automatic relief 

for bad debts. 

59. The proposal is subject to our obtaining the 

cessary derogation from the EC Sixth Directive on 

I am applying for this today. 

elp small businesses with the handling of 

VAT, 	pose an optional system of annual 

account 	ich will mean that businesses with an 

annual turnover below £250,000 will be able to make 

payments on account and send only one return a year 

to Customs. This  •  ange will come into effect in 

the second half o 8. 

61. I have two furtli 	nges to propose here. 

First, the period within 	ch businesses must apply 

to be registered for VAT will be extended from ten 

days to thirty days. 

60 

62. Second, the rules for the s 

for retailers will be changed to ma 

for small and medium-sized businesses. 

VAT schemes 

simpler 
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Tax avoidance 

66. The Government is determined t 

I BUDGET SECRET I NOT ID BE COPIED 

63.   PUD Pg.Te l- I  4Tp°   _atters on which the 

representations have persuaded me it would not be 

right to proceed. I shall not be going ahead with 

the proposal for compulsory deregistration of 

traders below the VAT threshold; nor with the 

withdrawal of the standard method of accounting for VAT 

used by retailers. 

For the coming year, I propose to increase the 

egistration threshold itself to £21,300, the 

permitted under existing European Community 

law  c  shall continue to argue vigorously in 

Brusse 	flexibility to set a higher limit. 

65. The proposals I have just outlined go further, 

in some respects, than those published in the 

autumn. They will 	lp ease the burden of VAT on 

smaller firms - a  e 	low more of their management 

energies to be conce rated on generating profits. 

Some controls, forms and> ations are inevitable, 

but we are continuing t 	rune this bureaucratic 

thicket as much as possible. 

further 

progress in reducing the burden of t 	 But 
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ha pa  BIALIQAT MAT tQN 1--Ye  thust ensure that tax is 

collected fairly and effectively, and that the law 

enables the right amount of tax to be collected. I 

have a number of proposals to make today in this 

regard. 

67. The first of these concerns VAT, and has 

already been the subject of extensive consultation. 

ere a business' activities are in part liable to 

and in part not, the present rules are 

nerous on the amount of input tax which can 

ted, and are being exploited. We have 

unced that these rules are to he revised 

so as t. 	tax avoidance and prevent distortion 

of competition. 	There will be generous and 

straightforward reliefs for small businesses, and 

administration w41\

0 

 be kept as simple as is 

consistent 	withie 	prevention 	of 	wholly 
0 

unacceptable losses 	revenue. The changes will 

come into effect on  0 	and are estimated to 

alrea 

87-88 of £300 million. 

68. Second, I propose to take action on dual 

residence, so that dual resid companies in 

multinational groups will no li*oe able to 

secure two tax reliefs for one and t interest 

payment. 	Trading companies will not 	ected. 
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take 	effect 	from 

1 April 1987, 	follows on 	the action taken 	in 	this 

area by 	the United States last year. Indeed, 	this 

is one area where we can follow the United 	StatPS, 

since the US tax reforms are substantially concerned 

with removing tax shelters which do not exist here. 

69. My third proposal concerns the timing of 

poration tax payments. At present companies 

lished before 1965 may pay their corporation 

to 21 months after the end of the period for 

whi 	is due; 	but companies established since 

1965 	 I pay their tax after nine months and 

some b 	societies pay earlier still. 	This 

difference in the treatment of companies no longer 

has any justification; and it is open to an abuse 

which could put 

proportion of the 

timing of a substantial 

ration tax yield at risk. 

0 

70. I propose, there 

building societies sh 

hat all companies and 

be liable to pay 

Corporation Tax nine months after the end of the 

accounting period on which the tax is due. 	This 

will be more equitable between com 	ies than the 

present 	regime; 	it 	will 

arrangements for collecting Corpor 

companies; 	and it will smooth the 

lise 	the 

ax from 

tax 
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r. There will be a 

transitional period during which the change will be 

phased in. 

71. Fourth, I propose to tackle the present 

over-generous treatment of tax credit relief for 

foreign withholding tax paid on interest on bank 

loans. In future, banks will be able to offset this 

credit only against tax on the profit on the 

vant loan, and not more widely. This brings the 

here broadly into line with those in other 

The change will apply from 1 April 1987 

ans and from 1 April 1988 for existing 

\‘A' 
Fifth, I propose legislation to ensure that the 

tax treatment of Lloyd's Reinsurance to Close is 

made consistent w 	Ce treatment of provisions for 

outstanding liabili 	ade by insurance companies 

and similar provisi 	made by other financial 

traders. These propo will first apply to 

premiums paid for the 1985>L1oyd's account closing 

at 31 December 1987. 

I have a number of furth 	posals, to 

tax 

improve the taxation of business an 
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74. Last year I was glad to confirm that, in view 

of its outstanding success, the Business Expdnsion 

Scheme would continue in being indefinitely. The 

changes I made to the Scheme in 1986 have improved 

its targctting. More BES money is now going into 

the higher tisk ventures for which the Scheme was 

Z6gned. 

basin 	I propose two further improvements. 

The:  s a measure to deal with the problem 

of end-year bunching, about which a number of people 

have made representations. 	I propose that, for 

investments made in t 	first half of the tax year, 

the investor will 	ble to claim part of the 

relief against incom6) 	the previous year. 	This 

measure, which will app 	nvestments made after 

5 April 1987, should make 	sier for companies to 

raise BES finance throughout the year. 

The second measure is a relax 	 the rules 

to make it easier for independent aftci.f panies to 

benefit from BES investment. I hope;le: is will 

be widely welcomed in the film industry. 

- 28 - 

Bus ' 

7 scheme is now on a generally satisfactory 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

• 
NOT TO BE COPIED, BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



• 
78.11 eicuiDGETs&EQRET9889 	pg.coppED 

L  BUDGET LIST ONLY   
benefit scales for those wiLh company cars. The car 

scale charges still fall well short of the true 

value of the benefits and as in the last three years 

I propose to increase them by 10 per cent. I 

propose no change to the car fuel benefit scales 

which from 6 April will also used for VAT purposes. 

79. Training and retraining are vital to a dynamic, 

ble economy. It is most important that there 

be no disincentive for people who are likely 

h nging jobs, which might hold them back from 

traini 	acquiring new work skills. At present, 

trainilly4\  is kind provided by an employers is 

treated as 	a able benefit. I propose to take it 

out of tax. 

Profit -related pay 

I turn now to pro 	-related pay. 

I suggested last yeas the possibility of 

introducing changes to the tax system which would 

run with the grain of, and reinforce, efforts to 

break up the rigidity of the pay 

country. 

in this 

82. I pointed then to two considerable 

of arrangements which relate pay to profits. 

ages 
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with the firms in which they work. 	Second, they 

make for more flexibility in the face of changing 

market conditions and hence help to make employment 

more stable.  

83. My remarks led to a lively debate, and last 

July we published a Green Paper on profit related 

pa . I warmly welcome the discussion and responses 

the document generated. Those firms which 

have profit-related pay schemes generally 

beli y have worked well. And many other firms 

introducing them. 

84. I havecfherefore decided that the time is right 

to give a measure of tax relief for employees in 

qualifying profit-related pay schemes. 

85. This should enc 	many more firms to bring 

these schemes into ope tion. Initially, at least, 

these schemes will be ned to the private 

sector. Certain conditionswill of course have to 

be met before tax relief is available. But firms 

will have as much flexibility as possible to design 

schemes to suit their particular 

administration will be kept simple. 
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Green Paper suggested that one quarter of an 

employee's profit-related pay might get tax relief. 

(P 	I have now decided Lo double Lhis to a half. So for 

someone on average earnings receiving 5 per cent of 

their pay as PRP, the tax relief will be equivalent 

to a penny off the basic rate of income tax. That 

underlines the importance the Government attaches 

this major new initiative. Depending on take-up 

%Ill year cost could well build up to over 

' lion by the end of the decade. 

86.  AB  OD  CI  Elatl  85T t)N 12-Y"  1  BUDGET  SECRET NOT TO BE COPIED 
of  tax  relief. The 

related pay is not a panacea. 	But I 

believe I be of practical help in tackling 

some of th deep seated problems of the UK economy 

by promoting greater flexibility and enterprise, 

and so help further to strengthen the prospects for 

employment. 	I h  OQI  at employees and employers 
alike will now respO, 	enthusiastically to this 

opportunity as we look 	d to the 1990s. 

Savings and Investment 

I now turn to savings and invest 

89. First, share ownership. 	This 

given a major boost to wider share owner 
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action on 	three 	fronts: employee share schemes, 

privatisation, 	and 	the introduction 	of Personal 

Equity Plans. 

90. The growth in approved employee share schemes 

since 1979 has been remarkable. We started with 

about 30 schemes. Now there are over 1,200 open to 

all employees which cover some 11 million workers in 

10,000 companies. 

91.t 	-.w propose a further measure in this area. 

In fu u 	employees in a company which is taken 

over wi 	e ble to exchange their existing share 

options un r an approved scheme for options over 

shares in the acquiring company. 

92. I am, furtherç4jtituting a review, with the 

help of outside p 

Section 79 of the 1972 inance Act which deals with 

the tax treatment of 	oyee-acquired shares 

outside approved schemes. 	The aim of the review 

will be to suggest how to improve and simplify the 

rules, consistent with the underlying purpose of 

I  BUDGET SECFIET2 -1_ 
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U4GEaTititS 1Fr ONLY ide range of benefits 

for the economy at large, as well as for the 

industries privatised and for their consumers. Not 

the leAst of these benefits is the breakthrouyh we 

have been able to make in wider share ownership. 

As the House knows, the British Telecom sale in 

1984 brought a sLep-change in the number of 

share-owners. 

Q 	

Over 2 million people applied, half r 

had never owned shares before. Last year's 

e 	British Gas proved another landmark for 

wid0 e ownership. 41 million applications 

were 	 on behalf of 5 million people, the 

largest hiof applications ever received in a 

flotation anywhere in the world. [Plus reference to 

TSB? - review in the light of the results of the 

Treasury/Stock Exch nge Survey, expected on 

2 March.] 

95. I am particularl 

seized the chance to 

cl\  that employees have 

eOome shareholders 

sometimes, it must be said, against the advice of 

their trades unions. No fewer than 90 per cent of 

the employees in the privatised compas floated on 

the stock market have become share 
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icies has been clear 

for some time, but estimates of the number of 

shareholders have varied. i therefore 

commissioned, in conjunction with the Stock 

Exchange, a major survey of individual shareholders 

and have recently received the results. The survey 

shows that there are now [ ] million individual 

shareholders in the UK. [This is fully three times 

umber in 1979.] 

97. 

great 

further 

we are not going to stop there. There is a 

f scope, not only for increasing still 

mber of penple owning shares but also 

shareholders to add to their 

portfolios. Our measures to promote employee share 

for 	exis 

schemes and our plans for further privatisation 

sales will continue 	1 y an important part. 

98. The Personal Equi 	Plans announced in my last 

Budget came into operattio 

already beginning to 

January 1st and are 

impressive results. 

Already over 165 banks, stockbrokers, unit trusts, 

building societies and investment advisers have 

applied to become plan managers and t1 investor is 

being offered a wide range of plans 

Over 2,000 people a day are currentl 

PEPs, and there is evidence that many 

se from. 
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not  1,,Lviyuly wiied  shdres  directly and are basic 

rate taxpayers. 

99. PEPs are now successfully launched, and going 

well. In time they, with the other measures we have 

taken, will alter the landscape of attitudes towards 

saving, investment and share-ownership in this 

country. 

In my 	t Budget, I promised to bring forward 

proposals for the tax treatment of the new personal 

pensions 	which 	are 	to 	be 	introduced 	from 

1 January 1988. 	 rdingly, we published a 

consultative docume 	las4 November. 

Personal pensions ar 	important development 

in three ways. First, they will enable employees  - 

if they so wish - to opt out of their employers' 

schemes and make their own arrangements. 	Second, 

they will be a new opportunity for 	millions of 

employees who at present do not 	 to an 

occupational scheme. And third, peopl ma 	again 

if they so wish, use them to contract out ..RPS. 
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mployers will be able to set up simplified 

onal schemes with the minimum of red tape. 

106. I intend to go 

ar's Budget, and in1 ATAIRWellt410(51ft ie BUDGET SECRET 	nicnr E3E CC)PIED 

the consultative document, I now propose to extend 

to these new personal pensions broadly the same tax 

treatment that applies to retirement annuities. 

I also propose to implement other reforms 

contained in the consultative document, which have 

been widely welcomed. 

Thi 	be particularly good news for many small 

employe 	who have been discouraged by the 

complexi open-ended commitment of a 

full-blown final salary scheme. And there will be 

much greater scope for transferring between 

different types of pension scheme. 

my original proposals in 

one further, importa 	way. 	I propose new 0 
arrangements 	which 	w 	allow 	members 	of 

occupational schemes to make additional voluntary 

contributions with full tax relief to a separate 

plan of their own choice instead of, as now, being 

restricted to plans within their em 

They will be able to top their pensi 

the present tax approval limits. 

's schemes. 

ght up to 
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if they are properly used. Some new 

necessary to discourage exploitation 

nerous reliefs, particularly by a few 

jus f 	only 

safeg 

of the 
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1)V 

stricter rules on how pe 
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107 All these proposals will 

NOT TO BE COPIED 

make it easier for 

people to take their pensions with them when they 

change jnhs, which will be good for labour mubiliLy 

and independence. It will widen the range of 

choices people can make about their pensions; and 

it will mean that in future they will have more 

control over the way in which their pension 

contributions are invested. 

these far-reaching improvements can be 

very highl paid people. I intend, therefore, to 

introduce some limited changes to the present rules 

to restrict the excessive relief which can be 

obtained in some ci 

for all arrangemen  <pn 

on the maximum tax-f 

tances. These will include, 

d into from today, a cap 

lump sum of £150,000 and 

and lump-sum benefits 

can be calculated, including a stricter definition 

of final salary. 

109. All these changes are set o 

document which we are publishing tod 

further 
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no. PUIWWWT4 1-0-ga l"11-Yr  Ito r me d the limits that 
apply to tax exempt life assurance issued by 

friwidly bouieLies. 	I did so because certain 

societies had widely abused the privileges 

traditionally enjoyed by the friendly society 

movement. These societies were set up purely for 

commercial reasons, far removed from the mutual 

self-help role which the movement has sponsored for 

(tlades. 

11 	• 	improve the position of the older, 

long- 	ished societies, I now propose that 

societt 	ould in future be able to offer 

tax-exemp 110‘cies based on annual premiums of up 

to £100. This will enable the older societies to 

operate economically, without effectively changing 

the position of comm ial societies. 

Turning to the 	apital taxes I propose to 

increase the annual exe 	ount of capital gains 

from £6,300 to £6,600. 	am also increasing the 

maximum amount of capital gains relieved from tax on 

retirement from £100,000 to £125,000. 

The burden of inheritance tax 	h raises 

over El billion - falls disproportion 	 those 

with relatively small estates, many of wh &nsist 

NOT TO BE COPIED 
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enti  ly  uf the family house. I therefore propose a 

substantial increase in the threshold from £71,000 

to £90,000 and a simplification of the rates 

structure. The effect will be to reduce the number 

of estates liable to the tax by about a third and to 

give worthwhile reductions at all levels, 

particularly for smaller estates. 

Last year I removed a widely resented obstacle 

etime giving by exempting outright gifts 

bet en individuals made more than 7 years before 

the death. This year I can go further. 

propose 	end the exemption on similar terms to 

gifts invo 	settled property in which there is 

an interest in possession, though this will not 

apply to discretionary trusts. 

115. The proposed 	ng 	in rates and bands will 

help businesses. 	BuI propose to go further by 

increasing business relq 	shares in unquoted 

companies. 	The rate of 	elief for substantial 

minority holdings in such companies will be 

increased from 30 per cent to 50 per cent. 	To 

reflect the progress of the unl 	securities 

market, in future all holdings in US 	nies will 

be treated like those with a full 11 	 These 

changes will concentrate relief on asse 	jich do 

not readily provide funds to pay the tax 	ch 

could only do so at the risk of damagi 

)".11,•;WN.W 
Xat-4.7111.7.7* 

BUDGET SECRET9  - 
BUDGET LIST ONLY 

NOT TO BE COPIED 



• 
BUDGET SECRET 

BUDGET LIST ONLY 
NOT TO BE COPIED 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



• 
I  BUDGET SECRET 	NOT TO BE COPIED 

BUDGET LIST ONLY 
Taxes on spending  

I turn now to taxes on spending. 

I have no changes to announce in the rate or 

coverage of Value Added Tax, except for some further 

reliefs for charities. 

have a very generous tax regime for 

le giving, following the package of new 

re1t 	introduced last year, and in particular 

the pay 	iving scheme which starts next month. 

As I a 	 before Christmas, I propose to 

increase the limit on donations under the scheme to 

£120 a year. 

119. I know chari 	will not expect any major 

changes this year.  CB 	following representations 

from the Charities VAT 	 Reform Group, I have 

decided to extend the VA 
	

liefs introduced last 

year to certain new are: 	to installing or 

adapting lavatory or bathroom facilities in charity 

residential homes for the disable 	certain 

welfare vehicles used by hospices 	nsport the 

terminally ill; to drugs and chemic 	lied to 

charities and directly used in medical 	h; to 

	 - 
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gocAREPAPPPAATP0 14 A  charity for relief of 
distress; 	and 	to 	specialised 	location 	and 

identification equipment used by mountain rescue 

and first aid services. 

On excise duties, I announced last year that I 

had decided to introduce a duty differential in 

favour of unleaded petrol, to offset its higher 

uction costs. 	I can now announce that the 

ential will be 5 pence. 	This means that 

d 	petrol should be no dearer at the pump than 

4 s 	ded petrol. The measure will take effect 

k this evening. 

The gaming machine licence duty has not been 

changed since 1982, and I propose to increase it by 

about a quarter, 	will restore it to its 1982 

from 

value. I propose ange in the level of duty on 

off-course betting, 	re the reforms introduced by 

my Rt Hon Friend the Hail retary have done much 

to improve betting shops 	ospects. But, mindful 

of the adverse effects of declining attendances at 

racecourses, and with a view to consoling those 

Hon Members who, but for my choice  •  Budget date, 

would have spent the day at Chelten 	tching the 

Champion Hurdle, I propose to abolis 	duty on 

on-course betting from 29 March. 
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Taken together, these measures are broadly 

revenue-neutral. 

I propose to increase the rates of vehicle 

excise duty on farmers' lorries, to bring them into 

line with the use they make of the public roads. 

This change will take effect from midnight tonight. 

lso propose to increase the rates of duty on 

licences and to create a new taxation class 

overy vehicles. 	These changes will take 

1 January 1988. eff 

124. [Pa ageqn excise duties to be drafted later.] 
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Income Tax  

Finally I turn to income tax. 

Lower rates of tax are good for incentives and 

a stimulus to enterprise. 	The best chance of 

increased prosperity for all will come when Britain 

is placed firmly in the league of countries with low 

taxaLion and high growth. Our tax reform strategy 

een to move as quickly as is prudently possible 

direction. 

e already made a very substantial 

reductio 	e top rate of income tax, reducing it 

from the •ena 	level of 83 per cent under the 

previous Government to 60 per cent. 	We have 

abolished the investment income surcharge and 

brought the basic raçf tax down from 33 per cent 

to 29 per cent. 

22 per cent higher ih real terms than in 1979, 

taking 1.4 million peo out of income tax 

altogether. 	The marriedo man's allowance will 

therefore remain at its highest level in real terms 

since the war. 

tax thresholds are now 

128. We now need to carry this 

further. 

BUDGET SECRE41-3  
BUDGET LIST ONLY 

NOT TO BE COPIED 



0 
BUDGET SECRET 

BUDGET LIST ONLY 
NOT TO BE COPIED 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



The single age allowance will rise b y  £110 to 

and the married age allowance by  £170 to 

132. I 

in the age 	o ance to people aged 80 or over. For 

them, it will be raised by twice the amount due 

however, to give an extra increase 

BUE)GE7 SECF1 Ej 	NOT TO BE COPIED 
BUE)GFT 	LIST C)NLY I 

I propose for 1987 788 to raise the main 

personal allowances in line with tlie statutory 

indexation provisions, 

The single person's allowance will therefore 

rise by  £90 to £2,425 and the married man's 

allowance by  £140 to £3,795. 

1 

under indexation so that, for the very elderl y , the 

single age allowanc ;  
\D 

age allowance, £4,84 

1 be £3,070 and the married 

und 400,000 single people 

and married couples 	11 

provision and the extra 

will take up 

altogether. 

benefit from this new 

ase in the allowance 

them out of income tax to 25,000 of 

133. The blind person's allowance w 

increased by  £180 

For 1987-88, I am 

raised in 

present 

ro ing a 

1981 when it was 

level of £360. 

further £180 increase, to £540. 
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pound 	brings 	down marginal 	ra or 	the 

threshold for the 40 per cent rate will be raised in 

line with statutory indexation to £17,900 and the 

threshold for the 49 per cent rate will go up by 

£200 to £20,400. But I have decided that the 

thresholds for the 50 per cent, 55 per cent and 

60 per cent rates will remain at their 1986 87 

levels. 

n my Budget speech last year, I reaffirmed the 

rout  by my predecessor in 1979, to reduce the 

of income tax to no more than 25 per 

emains my objective. 

7'\ 

But reductions in the basic rate are expensive. 

It costs well over El billion to reduce the rate by 

one percentage point. Given the overriding need for 

prudence on publi 	rowing - on which I am not 

prepared to comprom 

of a 25 per cent basi 

take a further useful 

I cannot achieve the goal 

this year. But I can 

towards it. 	I am 

therefore cutting 2 pence 'éff the basic rate for 

1987-88. 

This reduction to a rate o 	nce in the 

overwhelming majority of taxpayers. 	 11 be 

bas 

cent. 

- 45 - 
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be some £21 billion in 1987-88. Th 

all the measures I have announced tod 

over £2 billion. This is consiste 

11 cost of 

just 

h my 

- 46 - 
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earnings. 

The income tax changes I have announced today 

will take effect under PAYE on the first pay day 

after 17 May. 

The basic rate reduction will, of course, mean 

imilar reduction in Advance Corporation Tax. 

Z° a further measure to help small businesses, 

ided also to reduce the small companies' 

rate o ew, 49ration tax to 27 per cent. Following 
\> v  

the prop 	1 	announced earlier, this rate will 

also apply to small companies' capital gains, which 

are currently taxed at 30 per cent. The changes to 

income tax and co poration tax will mean a 

significant fall 	ithe tax burden on small 

companies and the uni 	porated sector. This gives 

the best possible inc t'a to small businesses, 

employment. 

141. The total cost of the income 	changes will 

I h 

which are so crucial future growth and 
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GDP. I have accordingly set the 

£4 billion. 

NOT TO BE COPIED 
than 1 per cent of 

PSBR for 1987-88 at 
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(S 	
142. Mr DepuLy Speaker, we now have a vigorous and 

resilient economy, entering its seventh year of 

steady growth. Inflation remains low; the number 

of people in work continues to rise; and 

unemployment is now on a downward trend. 

In this Budget, I have been able to reduce 

fu:(7

orrowing to 1 per cent of GDP, and to make a 

1 duction in income tax; in the next year, 

public ing will fall as a proportion of GDP, 

priority areas will increase. 

144. To succeed on all these fronts together is a 

goal that has elude successive Governments for 

decades. 

145. This achievement 

prudent economic policie 

146. This Budget carries forward those policies. I 

commend it to the House. 

- 48 - 
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MONETARY POLICY 

\ 
For its part the Government will continue to pursue sound and 

t financial management. The framework for that policy will 

e to be the Medium Term Financial Strategy, as it has been 

0. It is designed to bring inflation down further over a 

years and ultimately to achieve price stability. 

The MTFS has provided a durable framework in which monetary 

policy has been pursued with steady persistence and a clear sense 

of direction 	has proved adaptable to changing circumstances 

both at hom 	beyond our shores. Above all it has proved a 

success. We sh 	ild on this success. 

elonetary condJ 	will be set so as t- maintain the gradual 

reducLion in money 	over the medium term. In the short run 

there will be fluctuat 	t it is the medium term trend which 

is important. 	Experieee over the past seven years shows that 

this policy will deliver a combination of low inflation and steady 

growth. 

4. 	The achievement of a d 

requires firm monety policies 	
_
o 

borrowing. Our commitment to ant 

is demonstrated by the declining pat 

money supply as measured by MO. 

g path for money GDP growth 

red by low public sector 

flationary monetary policies 

1991 for growth of 

5. 	Short-term interest rates remain the essential instrument of 

monetary policy. Changes in interest rates are made in response 

to changes in monetary conditions. In turn monetary conditions 

are assessed in the light of movements in narrow, 

and the behaviour of other financial indicators 

exchange rate. There is no mechanical formula fo 

factors into account; a balance must be struck. 

broad money, 

ticular the 

ng these 

6. 	For narrow money the target range for 1987- 

2-6 per cent - exactly as indicated in last year's MTFS. 

1 be 
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There is no target for broad money this year. Rapid changes 

financial markets associated with wholly desirable 

'ns itutional changes have affected monetary indicators throughout 

orld. The interpretation of particular monetary conditions 

me very difficult. In the United States, M1 has been put 

tem ly into cold storage. In this country rapid £M3 growth 

has proved consistent with monetary conditions which have 

demonstrably brought about lower inflation. It is too uncertain a 

measure to use for target purposes, as was vividly demonstrated by 

the Govern the Bank of England in his Loughborough speech. 

We shall 	 to make judgements about broad money in 

assessing mo 	conditions. 	But I have selected a more 

reliable guide fr 	monetary target. 

6. 	Tha excnaii,j e r 	11 continue to play a significant part in 

monetary condition thus in decisions about short-term 

interest rates. The re1agreement by the 6 major industrial 

nations to reduce existing imbalances and co-operate to foster the 

stability of exchange rates will reduce uncertainty. It is 

entirely consistent with our medium-term objectives and has been 

widely welcomed. 

PUBLIC SECTOR BORROWING 

An important component of the success of the MTFS has been 

the reduction in the level of public sector borrowing. 

Last year the Budget arithmetic was dom 	d by the sudden 

collapse of our oil revenues, which have fa 	rom Ell 1/2 

billion in 1985-86 to an estimated £4 1/2 bill 	1986-87. I 

introduced a cautious Budget which nevertheless 1 	some room 

to reduce taxes. The PSBR was expected to be aroun 	llion in 

the current financial year. 

In spite of lower oil revenues it now appears that t 	SBR 

this year will, for the second year in succession, be lower than 
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BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

the Budget estimate. We now estimate that this year's PSBR will 

£5 billion, or about 1 1/4 per cent of GDP. 	If privatisation 

oceeds are added back, it is still lower as a share of GDP than 

Q,  try  year since 1959-10. 
1 	last year, this successful outcome is due to two factors. 

Firs 	p lic expenditure has been held within the planning total 

and continues to fall as a proportion of GDP. The second factor 

has been a marked surge in non-oil revenues. 	This is not the 

result of a short-lived boom; the economy has performed in line 

with our pro 	ons. 	It is the consequence of higher than 

expected ef 

activity. 

13_ This means th 	PSBR t'ls year, as a proportion of GDP, 

about k.,ne 	 he level we inherited in 1978-79. There 

have been two marked eownwards. The first step brought the 

PSBR from 5 1/4 per to around 3 per cent in 1981-82. The 

second step brought it down from 3 per cent to 1 1/4 per cent in 

1985-86. 

Last year's MTFS indicated  -  ?SBR for 1987-88 of £7 billion. 

There is a sensib14 .  presumption 	I stick to the pre-announced 

figure. 	But given the outturn 	his year and the buoyancy of 

revenues projected for next year I ve decided to aim to make 

faster progress towards the desired 	vel for the PSBR. [I am 

not sure whether it is intended to me 	on the figure here or 

later]. 

North Sea revenues are forecast at about £5 billion, the same 

y surrounding 

ear that oil 

from the 

s set out 

level as in 1986-87. In the light of the uncer 

oil prices I have stuck to the assumption made 

prices will average $15 dollars a barrel. The pr 

privatisation programme are expected to be £5 bil 

in the Autumn Statement. 

16. This is a cautious and prudent policy. 	Unfortun' è 	it 

will not allow room for the substantial reduction in tax 	to 
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levels despite the sizeable additions we have 

of public expenditure, and despite the slashing 
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lch this Government attaches such 	importance. 	That 	is 

ettable, but necessary, for we are determined, as we have been 

past eight years, to take no risks with inflation, and no 

ri k %  . th our management of the public finances. :,- 
17. Even so I will be able to announce some reductions in 

taxation. It is a measure of the soundness of our policies that 

at the same time we shall be able to maintain public borrowing at 

unequivocall 

made to the 

of our oil re 
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1  4  

BUDGET STATEMENT: SECOND DRAFT 

I enclose a second draft of the Budget Statement, put together in the 

light of your comments on last week's draft. 

2. 	The passage on the economy (paragraphs 4-18) 

Burns. Monetary policy and public sector borrowing 

Middleton. Sir Terence Burns is the author of 

Mr Cassell, Mr Hudson and I have reworked the tax propos 

The peroration is by Mr Hudson. 

Sir Terence 

Sir Peter 

Verdict. 

ction. 
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(a) The 

the 

(Sir T 

make for 

be bathet 

revenues and 

The approach 

wing section at present gives no money figure for 

t either a ratio (Sir Peter Middleton) or words 

Burns). 	That is good theatre, but it does 

ro 	ms at the end of the speech, where it would 

start up again on the higher non-oil 

, but perhaps unconvincing without this. 

present draft means that we will rely 

DC, 
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I also attach an  alternative version  of monetary policy and 

lic'sector borrowing which Sir Terence Burns produced this evening 

which he has not been able to clear round the office). 

m afraid that all this does not add up to a coherent speech, 

is a good deal of overlapping and perhaps some 

incon y between these sections. We will have to iron this out 

next week. 

Some issues which arise: 

on the FSBR and rief ing to stand up our fiscal forecast. 

There is a case for giving a more specific explanation than 

the present draft does of why the PSBR this year is turning 

out so low. 

Sir Peter Middleton has 	his draft deliberately upbeat, 

on the basis that it is 	er to tone down than to lift up 

a draft. 

I have omitted the sente e 	n the oil pricing and 
/i 

valuation changes as interrupt 	he flow and unnecessary 

. 	 (Mr Cassell and the Revenue). 	t your first thought on 

this was that it would be disingenuous to leave it out. 

I have omitted the paragraph (paragraph 96 in the first 

draft) on the material interest test in employee share 

schemes in close companies. 

unnecessary. 	

It seemether dull and 

There may be a case for removing the 

company cars and training (paragraphs 74-79 

the Small Business section, so that PRP stan 

'j 	 at the end of the Business and Enterprise secti 

e on BES, 

o he end of 

ts own 
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(g) This dra t places, as you suggested, the alignment of 

Corporation Tax payment dates in the anti-avoidance section 

rather than in the streamlining CT section (as in the 

previous draft). This perhaps gives too much weight to the 

anti-avoidance element in the justification of this 

measure: if anti-avoidance were its main motive we would 

be introducing a more limited measure and not one which 

affects all companies. 

6. 	In length the Speech may now be a few minutes over the hour. 
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BUDGET SPEECH: EXCHANGE CONTROL 

... I attach the Chancellor's own draft of this section of the 

Budget Speech. 

2. 	Please could I have any comments as soon as possible. 

A C S ALLAN 

'1/4'1''s • 

Cie\ 

ES-I Feel 
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likely to persist a nagging  aim crtairity  that, in 
C4074AN 

circumstances, exchange control might be 

BUDGET SECRET AND PERSONAL 

X. EXCHANGE CONTROL 

Xl. Before I turn to my proposals for changes in 

taxation, I have one other important change of a 

specific nature to announce. 

In 1979, a few months atter we had first taken 

office, my predecessor announced the abolition of 

exchange controls, which had been in continuous 

operation ever since the outbreak of war in 1939. 

That bold action has, over the past 71 years, proved 

wholly beneficial to the British economy; and I am 

glad to note that other European countries are now 

moving in the same direction. 

But although the operation of exchange control 

has ceased, the Exchange Control Act itself remains 

on the Statute book. So long as it does, there is 

reimposed; and such uncertainty could be damaging. 

I have therefore concluded that the time has 

come to repeal the Act. The necessary legislation 

will be contained in this year's Finance Bill. 

kiletali  144 	PA.44-1  
I note that, in 

declared that, and I quote: 

0- 

i: 
a major speech in New York;in 

1-:  

Septembe , the Deputy-Leader of the Labour Party 
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.. * 
"The Labour Party has no intention of 

reintroducing statutory exchange controls". 

I am confident, therefore, that the proposal I have 

just made will be welcomed on all sides of the 

House. 



BUDGET CONFIDENTIAL 

Turning now to the duties on betting and gaming, I note that the gaming 

machine licence duty has not been changed since 1982. I propose to in-

crease it by about a quarter, to restore it to its 1982 value. I propose no 

change in the level of duty on off-course bets [,where the efforts of my rt 

hon Friend the Home Secretary have done much to improve betting shops' 

prospects]. But, mindful of the adverse effects of declining attendances 

at racecourses (particularly on the setting of starting prices), I propose 

a measure that will console those hon Members who, but for my choice of 

Budget date, would have spent the day at Cheltenham, watching the Champion 

Hurdle. The duty on on-course bets will be abolished from 29 March. Taken 

together, thes,,,e measures are broadly revenue neutral. 

Atv 

4-rwtov4 ■ v`s. 
Wt. 	t...totot 

r  

CAAArpyvvy. 
	24 . 
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MR SCHOLAR 	 cc Mr Cassell 

BUDGET SPEECH: OIL TAXATION 

I attach the Chancellor's own draft of the section on North Sea oil 

taxation. 

2. 	The Chancellor noted that something would have to be said 

about the cost of the package. He also asked what the position is 

on oil companies' ACT. I shall minute out these questions when 

circulating the full draft. 

A P HUDSON 
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BUDGET SECRET 

While business and industry as a whole is doing 

well, the North Sea oil sector has inevitably been 

hard hit by last year's oil price collapse. My Rt 

Hon Friend the Secretary of State for Energy and I 

have followed closely the effects on North Sea 

producers and their suppliers. The industry itself 

is generally confident about the longer-term 

prospects; while as for the tax system, not only is 

it inherently price-sensitive, but the companies 

themselves have always stressed their desire for 

stability. 

However, in the light of the immediate problems 

I introduced last autumn legislation to bring 

forward the repayment ot over £300 million of 

Advance Petroleum Revenue Tax. 	This has already 

helped many of the smaller companies faced with cash 

flow difficulties. 

I now propose two further Petroleum Revenue Tax 

reliefs. First, as from today and until such time 

as income from new fields exceeds the costs 

incurred, companies may elect to have up to 10 per 

cent of the costs of developing new oil fields set 

against their Petroleum Revenue Tax liabilities in 

existing fields. Second, there will be a new relief 

against PRT for research spending on oil extraction 

not related to any particular field. 

I hope that these carefully targeted changes 

will give a worthwhile measure of help to the North 
(flk 
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BUDGET STATEMENT: TAXATION SECTION: THIRD DRAFT 

... I attach the Chancellor's own draft of the second half of the 

Budget Statement covering the taxation measures. He will draft 

Sections A-C next weekend. 

Please could I have any comments as soon as possible. 

There are a number of paragraphs with gaps for figures, and I 

should be grateful if Mr Beighton and Mr Wilmott could make sure 

that these are filled in. 



4. 	The Chancellor has a number of other questions. 

Paragraph D20. He notes that something will need to be 

said about the cost of the North Sea oil measures. He 

has also asked about the position on oil companies' ACT. 

[Action: Mr Beighton.] 

Paragraph D29. He would be grateful if the Minister of 

State could look at the drafting of the middle sentence. 

Paragraph D31. Please could Mr Wilmott check that this 

paragraph is accurate. 

Anti-avoidance Section. The Chancellor would be grateful 

for advice on whether the remaining Keith measures need 

to be mentioned. He thinks they probably do, since they 

raise a significant sum (£45 million in 1988-89). If so, 

he would be grateful for advice on where they should be 

mentioned, and for a short and clear draft paragraph. 

[Action: Mr Scholar, Mr Isaac.] 

Paragraph E15. Please could Mr Beighton make sure that 

the wording of this paragraph is checked carefully. 

Paragraph F4. 	The Chancellor would be grateful if the 

Minister of State could look at the drafting of this 

paragraph, and in particular the item described as "goods 

donated for export by a charity for relief of distress". 

Paragraph F8. Please could Mr Wilmott suggest a form of 

words to clarify the final sentence. 

A C S ALLAN 



D. BUSINESS AND ENTERPRISE 2M LlaA4 

Dl. I now turn to the taxation of business and 

enterprise. 

The fundamental reform of the Corporation Tax 

system which I introduced in 1984 came fully into 

effect last April. The new system has undoubtedly 

improved the quality of business 	investment 

decisions in Britain, and is encouraging overseas 

companies to set up here, thus creating more jobs. 

During the transition to the new system, 

companies were given advance notice of the main rate 

of Corporation Tax for the year ahead. This helped 

them in their forward planning, and I intend as far 

as possible to continue the practice of setting the 

rate in advance. Accordingly, I can announce now 

that the main rate of Corporation Tax in 1987-88 

will be unchanged at 35 per cent - lower than in any 

other major industrial nation, though the United 

States is now set to emulate us. 

The low rate of Corporation Tax enables me to 

introduced a further simplification into the 

system. 

a 



At present, while companies' capital gains are 

liable to Corporation Tax, the amount of such gains 

is first adjusted by a certain fraction so that the 

effective rate of tax is the same as that on capital 

gains made by individuals. This dates back to the 

time when the two rates of tax were far apart. 

This is no longer the case: 	indeed, the 

Corporation Tax rate for small companies is now 

below the Capital Gains Tax rate. 

I 	therefore 	propose 	that, 	from 	today, 

companies' 	capital gains be charged at the 

appropriate Corporation Tax rate, without 

adjustment, save for the indexation which applies to 

all post-1982 gains. 

It has, however, been argued that capital gains 

made by companies can in some cases be taxed twice, 

once in the hands of the company and once in the 

hands of the shareholder. I believe there is some 

justice in this complaint. Accordingly, I propose 

to remedy it by allowing companies to set payments 

of Advance Corporation Tax against their liability 

to tax on capital gains. 

Taken together, these changes should yield 

£60 million in 1988-89. 

2 



I 	have 	one 	further 	simplification 	and 

rationalisation of the Corporation Tax system to 

announce. 

At present, companies established before 1965 

do not have to pay their Corporation Tax until 

21 months after the end of the period for which it 

is due, while companies established since 1965 have 

to pay their tax after 9 months - and some building 

societies have to pay sooner still. 

This difference in treatment of different 

companies cannot be justified. Moreover, it is open 

to an abuse which could put the timing of a 

substantial proportion of the total Corporation Tax 

yield at risk. 

I therefore propose that all companies and 

building societies should be treated the same way, 

with all liable to pay Corporation Tax nine months 

after the end of the accounting period on which the 

tax is due. 	There will be a transitional period 

during which the change will be phased in, but I 

would expect it to yield around E100 million in 

1988-89. 

I also propose to legislate now to pave the way 

for a new method of collecting Corporation Tax, to 

be known as Pay and File. At present, many company 



accounts are not received in time to agree the tax 

liability before payment is due. 	So there is a 

laborious process ot an estimated assessment from 

the Inland Revenue and an appeal from the company. 

Under Pay and File companies will estimate their tax 

liabilities themselves, and pay on the normal dne 

date. 	Tax liabilities will be finalised once 

companies submit their returns and accounts. Where 

it turns out that the company's initial payment was 

too high, the Revenue will pay interest on the 

excess; where the initial payment was too low the 

company will pay interest. 

This new approach was set out in last 

Deccmber's 	consultative 	document 	on 	the 

recommendations in the Keith Committee Report and 

was generally welcomed by the business community and 

their tax advisers. 

As this is part of a wider programme of 

streamlining 	tax 	collection, 	including 	major 

developments in the Inland Revenue's computer 

systems, it will not come into force until the early 

1990s. But by legislating now I am giving taxpayers 

and their advisers a firm basis on which to prepare 

for the new scheme. 

• 

D17. While business and industry as a whole is doing 

well, the North Sea oil sector has inevitably been 



hard hit by last year's oil price collapse. My Rt 

Hon Friend the Secretary of State for Energy and I 

have followed closcly thc effects on North Sca 

producers and their suppliers. The industry itself 

is generally confident about the longer-term 

prospects; while as for the tax system, not only is 

it inherently price-sensitive, but the companies 

themselves have always stressed their desire for 

stability. 

However, in the light of the immediate problems, 

I introduced last autumn legislation to bring 

forward the repayment of over £300 million of 

Advance Petroleum Revenue Tax. 	This has already 

helped many of the smaller companies faced with cash 

flow difficulties. 

I now propose two further Petroleum Revenue Tax 

reliefs. First, as from today and until such time 

as income from new fields exceeds the costs 

incurred, companies may elect to have up to 10 per 

cent of the costs of developing new oil fields set 

against their Petroleum Revenue Tax liabilities in 

existing fields. Second, there will be a new relief 

against PRT for research spending on oil extraction 

not related to any particular field. 

I hope that these carefully targeted changes 

will give a worthwhile measure of help to the North 

Sea oil sector. 

• 



I have to set the 1988-89 car and car fuel 

benefit scales for those with company cars. The car 

ocale charges still fall well short of the true 

value of the benefit, and as last year I propose to 

increase them by 10 per cent. 	There will be no 

change in the car fuel benefit scales which, from 

6 April, will also be used for VAT purposes. 

Last year I put the Business Expansion Scheme 

onto a permanent footing. 	This year I have two 

further improvements to propose. First, the rules 

will be relaxed to make it easier for independent 

film companies to benefit from the scheme. Second, 

for investments made in the first half of the tax 

year, the investor will be able to claim part of the 

relief against his previous year's income. 	This 

should deal with the persistent problem of the 

end-year bunching of BES investment, thus making it 

easier for companies to raise BES finance throughout 

the year. 

[Training para: 	to be written when policy 

decision finally taken.] 

The past few years have seen a remarkable and 

most welcome growth in the number of small 

businesses and the self-employed. 	The Government 

has done a great deal to lighten the burdens on this 

vitally important sector of the economy. But I am 



well aware that problems remain, not least in the 

field of VAT. 

Accordingly, I asked Customs and Excise to 

issue 	a 	consultative 	document 	last 	autumn 

canvassing d number of changes. In the light of the 

responses to that document, I have four proposals to 

make. 

Perhaps the biggest problem faced by the small 

bsuinessman today is the trade customer who is late 

in paying his bills: so late, sometimes, that VAT 

becomes due before the bill has been paid. I can do 

nothing about late payment; but I can, I hope, do 

something about the VAT problem. 

My 	first 	and 	most 	important 	proposal, 

therefore, is that, as from 1 October, companies 

whose annual turnover is under Ei million will be 

able to choose to account for VAT on the basis of 

cash paid and received. In other words, they will 

have no liability to pay VAT until they themselves 

have received the money from their customers. 	In 

addition to easing the cash flow problems caused by 

late payers, this system will of course provide 

automatic VAT relief for bad debts. 

I have to warn the House, however, that I 

cannot legally introduce this change without first 



• 
obtaining 	a 	derogation 	from 	the 	European 

Community's Sixth VAT Directive. I am applying for 

thp nprpssary derogation today. 

Second, I propose to give businesses whose 

annual turnover is under El million the option of 

accounting for VAT on an annual basis. That is to 

say, they will be able to make payments on account 

and send only one return a year to the Customs and 

Excise. 	This change will come into effect next 

year. 

Third, the period within which businesses must 

apply to be registered for VAT will be extended from 

ten to thirty days. 

Fourth, the rules for the special VAT schemes 

for retailers will be changed to make them simpler 

for small and medium-sized businesses. 

I believe that the changes I have outlined, and 

in particular the option to move to cash accounting, 

will be widely welcomed by the small business 

community. They will cost £115 million in 1987-88 

and £60 million in 1988-89. 

In addition, I propose to increase the VAT 

threshold to £21,300, the maximum permitted under 

existing European Community law. 



D34. The House will also note that, in the light of 

the responses to the consultative document, I shall 

not be going ahead either with the withdrawal of the 

so-called standard method of accounting for VAT for 

retailers or with the compulsory deregistration of 

traders below the VAT threshold. 

D35, T have one further measure to help the small 

businessman, unrelated to VAT. I propose to 

increase the limit for Capital Gains Tax retirement 

relief by 25 per cent, from £100,000 to £125,000. At 

the same time the annual exempt amount will be 

increased to £6,600, in line with statutory 

indexation. 

An essential element in any ongoing programme 

of tax reduction and reform must always be the 

elimination of unintended or unjustified tax breaks 

which cause rates of tax generally to be higher than 

they need to be. Accordingly, I have four proposals 

to make today to this end. 

The first concerns VAT, and has already been 

the subject of extensive consultation. 	The House 

will be aware that a business that provides a 

service that is exempt from VAT cannot in turn 

deduct input tax on its purchases. But where the 

activities of a business are in part liable to VAT 

and in part exempt, the existing rules are 

• 



excessively generous as to the amount of input tax 

that can be deducted; and this generosity is being 

exploited on a growing scale. The rules must 

therefore be changed, and the changes will come into 

effect on 1 April. 	There will be special 

arrangements to help small businesses. 	The yield 

from this, which in effect is a measure of the 

potential revenue loco, will be come £300 million in 

1987-88 and £400 million in 1988-89. 

Second, I propose to change the law so that 

companies in multinational groups which enjoy dual 

residence will no longer be able to secure tax 

relief twice on one and the same interest payment. 

Genuine trading companies will not be affected. 

This change, which will take effect on 1 April, 

follows the similar action taken by the United 

States as part of its recently-enacted tax reform 

package. [The House may be interested to note that, 

of all the substantial tax shelters removed by the 

American tax reform package, this is the only one 

that exists in this country: the others have either 

never existed here or have been abolished some time 

ago.] 	The change will yield £125 million in 

1988-89. 

Third, I propose to end the present excessively 

generous treatment of tax credit relief for foreign 

withholding tax paid on interest on bank loans. In 

• 
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future, banks will be able to offset this tax credit 

only against tax on the profit on the relevant loan, 

and not more widely. This will bring our rules 

broadly into line with those in most other 

countries. The change will apply from 1 April this 

year for new loans and from 1 April next year for 

existing loans. It will yield some £20 million in 

1988-89. 

Fourth, I propose to bring to an end the 

unsatisfactory tax treatment of Lloyds syndicates as 

it applies to the so-called Reinsurance to Close 

system. At present, tax relief is in effect given 

for provision for losses that may or may not 

materialise, with no subsequent adjustment when 

the facts are known. I therefore propose to bring 

the tax treatment of Lloyds into line with the tax 

treatment of provisions for outstanding liabilities 

made by ordinary insurance companies and indeed of 

similar provision made by other financial traders. 

I have asked the Inland Revenue to consult urgently 

with Lloyds about the details of an equitable 

scheme. The new rules will first apply to premiums 

paid for the Lloyds account which closes on 

31 December this year. The yield will depend on the 

precise details of the new treatment. 

I have one further proposal to make in the 

broad field of the taxation of business and 

enterprise. 

• 



In my Budget last year I suggested the 

possibility of introducing a measure of tax relief 

for profit-related pay. 

I pointed then to two considerable advantages 

that might be expected to flow from arrangements 

which relate pay to profits. First, the workforce 

would have a more direct personal interest in the 

profits earned by their company; and, second, there 

would be a greater degree of pay flexibility in the 

face of changing market conditions, which is 

absolutely essential if, as a nation, we are to 

defeat the scourge of unemployment. 

Last July my Rt Hon and Noble Friend the 

Secretary of State for Employment, my Rt Hon Friend 

the Secretary of State for Trade and Industry and I 

presented a Green Paper on Profit-Related Pay; and I 

believe the time has come to introduce a scheme of 

tax relief broadly along the lines floated in the 

Green Paper. 

The principal change I propose is to double the 

proportion of an employee's profit-related pay that 

is eligible for tax relief from a quarter to a half. 

So for someone on average earnings receiving 5 per 

cent of their pay in profit-related form, the tax 

relief will be equivalent to a penny off the basic 

rate of income tax. Full details of the scheme are 

• 



IP- 
contained in an Inland Revenue press release 

published today. The cost will depend on take-up: 

it could be 35 million in 1988-89, rising year by 

year as take-up grows. 

D46. Profit-related pay is no panacea. 	But then 

there are no panaceas. What it is is a tool to help 

British business gradually to overcome one of our 

biggest national handicaps: 	the nature and 

behaviour of our labour market. 	I am today 

challenging British management to take advantage of 

that tool and to make good use of it, for the good of 

their company, their workforce and their country. 



E. TAXES ON SAVING 

El. I turn now to the taxation of savings. 

A central theme and purpose of the Government's 

policies is the creation of a genuine popular 

capitalism: what used to be called, when ambitions 

were more limited and language more inhibited, a 

property-owning democracy. 

That means wider home ownership, wider share 

ownership, and wider pension ownership. 	Over the 

past eight years, the Government has actively 

promoted the first two, and has now embarked on the 

third. 	Home ownership, above all through the 

council tenant's right to buy. And share ownership, 

through 
	

the encouragement of employee share 

schemes, which now involve 11 million workers, 

compared with 	[40,000] 	in 1979; 	through the 

massively successful privatisation programme, where 

Britain has led the world; and most recently through 

the Personal Equity Plan scheme, which I announced 

in last year's Budget and which started up on 

1 January this year. More than 2,000 people a day 

[UPDATE AS NECESSARY] are currently taking out 

Personal Equity Plans, many of them first-time 

investors, as I had hoped. 



We know that 63 per cent of households now own 

their own homes, compared with 55 per cent in 1979. 

There are, however, no official figures for the 

rather more explosive growth of share ownership in 

Britain over the past eight years. The Treasury and 

the 	Stock 	Exchange 	have 	therefore 	jointly 

commissioned a major independent survey of 

individual shareholding in Britain. The results are 

now available. They show that there are now some 

xx million individual shareholders in this country, 

amounting to yy per cent of the total adult 

population, and fully three times the number there 

were in 1979. 

And than there is wider pension ownership. 

This will be brought about by the introduction on 

1 January next year of the new personal pensions 

developed by my Rt Hon Friend the Secretary of State 

for Social Services. 

Personal pensions are an important dimension 

of ownership in three ways. First, they will enable 

employees - if they so wish - to opt out of their 

employers' schemes and made their own arrangements. 

Second, they will be a new opportunity for the 

] million employees who at present do not belong 

to an occupational scheme. And third, people may, 

again if they so wish, use them to contract out of 

SERPS. 



In my Budget last year I undertook to bring 

forward proposals to give personal pensions the same 

favourable tax treatment as is currently enjoyed by 

retirement annuities. These were duly contained in 

a consultative document published last November, 

and the necessary legislation will be contained in 

this year's Finance Bill. 

This will also implement other useful reforms 

proposed in the consultative document. 	In 

particular, employers will be permitted to set up 

simplified occupational schemes with the minimum of 

red tape. This will be particularly welcome to many 

small employers who have been discouraged by the 

complexity 	and 	open-ended 	commitment 	of 	a 

full-blown final salary scheme. And there will be 

much greater 	scope for 	transferring between 

different types of pension scheme. 

In addition, I have decided to go beyond the 

proposals set out in the consultative document in 

one important respect. I propose to allow members 

of occupational pension schemes to make additional 

voluntary contributions, with full tax relief, to a 

separate plan of their own choice instead of, as 

now, being restricted to plans within their 

employer's schemes. They will be able to top their 

pensions right up to the present tax approval 

limits. 

• 
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E10. The cost of the proposed tax concessions for 

personal pensions and freestanding additional 

voluntary contributions will be £75 million in 

1988-89. 

Ell. The proposals I have outlined will make it 

easier for people Lo Lake Lheir pensions wiLh them 

when they change jobs, which will be good for labour 

mobility and independence. It will widen the range 

of choices people can make about their pensions; and 

it will mean that in future they will have more 

control over the way in which their pension 

contributions are invested. 

But the generous tax treatment of pensions can 

be justified only if it is not abused. I propose, 

therefore, to introduce some limited changes to the 

present rules to restrict the excessive relief which 

can be obtained in some circumstances, particularly 

by a few very highly paid people. 	These will 

include, for all arrangements entered into from 

today, an upper limit of £150,000 on the maximum 

permissible tax-free lump sum, coupled with more 

rigorous rules on how pension and lump-sum benefits 

can be calculated, including a stricter definition 

of final salary. 

Details of all these changes are set out in an 

Inland Revenue press notice published today. 



In my 1984 Budget I tightened the limits that 

apply to tax exempt life assurance issued by 

friendly societies. 	I did so because certain new 

friendly societies, set up purely for commercial 

reasons, far removed from the mutual self-help role 

which the movement has sponsored for decades, were 

engaged 	in 	large-scale 	exploitation of 	the 

movement's tax privileges. 

To improve the position of the older, 

long-established societies, I now propose to permit 

societies to offer tax-exempt policies based on 

annual premiums of up to £100. This will enable the 

older societies to survive and flourish, without 

creating a new loophole for the commercial societies 

to exploit. 

Finally, in this section, I turn to Inheritance 

Tax. 

In my Budget last year I abolished the 

pernicious 	tax 	on 	lifetime 	gifts 	between 

individuals, which was particularly damaging to the 

ownership and health of family business. This year 

I propose to extend the same exemption from tax, on 

similar terms, to gifts involving settled property 

where there is an interest in possession. This will 

not, however, apply to discretionary trusts. 

• 



I also propose to make two minor changes 

affecting business assets. 	First, in what is 

perhaps an unwanted tribute to the unlisted 

securities market, holdings in USM companies will 

henceforth be treated for Inheritance Tax purposes 

in precisely the same way as holdings in companies 

with a full Stock Exchange listing. 	Sccond, 

business relief for minority holdings in excess of 

25 per cent in unquoted companies will be increased 

from 30 per cent to 50 per cent. 	The purpose of 

both these changes is to concentrate business relief 

more accurately on those assets which could provide 

funds to pay the tax only at the risk of damaging 

the business. 

I am, however, conscious that the reform I 

introduced last year, with the transformation of 

Capital Transfer Tax into Inheritance Tax by the 

abolition of the tax on lifetime giving, while of 

the first importance to family businesses, did 

little to help the smallest taxable estates, many of 

which consist almost entirely of the family home, 

and which can find themselves taxed more heavily 

than when the Rt Hon Member for Leeds East first 

enacted the Capital Transfer Tax in 1975. 

I therefore propose to make a substantial 

increase in the threshold for Inheritance Tax, from 

£71,000 to £90,000, coupled with a simplification of 



the rate structure from seven rates to four. As a 

result of this change, the number of estates liable 

to InheLitance Tax will be cut by roughly a third. 

The cost will be £70 million in 1987-88 and 

£150 million in 1988-89. 

E21. Despite this substantial relief, however, and 

all 	the other much-needed reliefs that my 

predecessor and I have introduced since 1979, the 

House may be interested to learn that the expected 

yield of Inheritance Tax in 1987-88, at over 

El billion, is three times the yield of Capital 

Transfer Tax in 1978-79, an increase in real terms 

of zz per cent. 



F. TAXES ON SPENDING 

Fl. I now turn to the taxation of spending. 

I have already announced some important 

changes in VAT La pLevenL avoidance and Lo help the 

small businessman. 	I have no other proposals for 

major changes in value added tax this year. 

However, in the light of representations I have 

received, I have decided to extend slightly the VAT 

reliefs I introduced last year for certain aspects 

of charitable work. 

I propose to relieve charities from VAT on 

certain welfare vehicles used by hospices to 

transport the terminally ill; on installing or 

adapting lavatory or bathroom facilities in charity 

homes for the disabled; on goods [donated for export 

by a charity for relief of distress]; and on drugs 

and chemicals supplied to a charity and used 

exclusively in medical research. I also propose to 

relieve 	from 	VAT 	specialised 	location 	and 

identification equipment used by mountain rescue 

and first aid services. 

While on the subject of charitable giving, I 

should remind the House that this year's Finance 



Bill will increase the limit on donations to 

charity under the new payroll giving scheme, which 

ctartc ncxt month, from £100 to £120 a year. 

Next, the excise duties. I do not believe it 

would be right to reduce the revenue I get from the 

taxation of gambling. But I do believe that some 

readjustment within the total is called for. 

therefore propose to increase the gaming machine 

licence duty by about a quarter, which will restore 

it in real terms to its 1982 level, when it was last 

increased; and to offset this by abolishing, from 

29 March, the tax on on-course betting. I hope this 

measure will be of some assistance to the racing and 

bloodstock industry, as well as consoling those hon 

Members who have complained to me about the clash 

this year between Budget Day and the Champion 

Hurdle. 

In my Budget Statement last year, I gave 

advance notice of my intention to introduce a duty 

differential in favour of unleaded petrol so as to 

offset its higher production cost. 	I can now 

announce that the differential will be 5 pence a 

gallon. This means that the pump price of unleaded 

petrol should be no higher than that of 4-star 

leaded petrol. The change will take effect from 6 

o'clock this evening. 
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Following on from the action I took last year, 

I propose to increase the rates of Vehicle Excise 

Duty on farmers' lorries, to bring them into line 

with the use they make of the public roads. This 

change will take effect from midnight tonight. 

also propose to increase the rates of duty on trade 

licences and to create a new taxation class for 

recovery vehicles. 

I have no further changes to propose this year 

in the rates of excise duty. 

• 



G. INCOME TAX 

Gl. Finally, I turn to income tax. 

There is now a worldwide consensus on the 

economic desirability of tax reform and tax 

reduction, and in particular the reduction of income 

tax. 	This was demonstrated most recently by the 

various national policy declarations that emerged 

from last month's meeting of Finance Ministers from 

the major industrial nations. 

Lower rates of tax sharpen up incentives and 

stimulate enterprise, which in turn is the only 

route to improved economic performance. And it is 

only by improving our economic performance that we 

will be able to afford to spend more on public 

services; 	only 	by 	improving 	our 	economic 

performance that we will be able to create jobs on 

the scale we all want to see. 

That is why, ever since we first took office in 

1979, we have consistently sought to reduce the 

burden of income tax. We have cut the basic rate of 

tax from 33 per cent to 29 per cent and sharply 

reduced the punitive higher rates we inherited from 

the Party opposite. We have increased the main tax 

allowances by 22 per cent more than inflation, 

• 



taking almost 11 million people out of income Lax 

altogether. 

Year in, year out, we must seek, step by step, 

to carry this process further. 

For 1987-88 I propose to raise all the main 

thresholds 	and 	allowances 	by 	the 	statutory 

indexation factor of 3.7 per cent, rounded up. Thus 

the single person's allowance will rise by £90 to 

£2,425 and the married man's allowance by £140 to 

£3,795. The single age allowance will rise by £110 

to £2,960 and the married age allowance by £170 to 

£4,675. 	The age allowance income limit becomes 

£9,800. I propose to raise the first, 40 per cent, 

higher rate threshold by £700 to £17,900, in line 

with statutory indexation; but the threshold for the 

45 per cent rate will go up by only £200 to £20,400. 

The other higher rate thresholds will remain 

unchanged. 

I have two other changes in allowances to 

announce. 	First, I propose to give an additional 

increase in the age allowance for those aged 80 or 

over. 	For them, the increase will be double the 

amount due under statutory indexation, so that, for 

the very elderly, the single age allowance will rise 

by £220 to £3,070 and the married age allowance by 

£340 to £4,845. 	Around 400,000 very elderly 

• 



taxpayers will benefit from this new concession, and 

up to 25,000 of them will be taken out of income tax 

altogether. 

Second, the blind person's allowance has 

remained unchanged since 1981, when it was increased 

by £180 to its present level ot £360. For 1987-88 I 

propose to increase it by a further £180, to £540. 

Finally, I turn to the basic rate of income 

tax. This is the starting rate of income tax for 

everyone and the marginal rate for the overwhelming 

majority of taxpayers. 

In my Budget speech last year I reaffirmed the 

aim set out by my predecessor in 1979, to reduce the 

basic rate of income tax to no more than 25 per 

cent. That remains my firm objective. 

Gil. However, given my decision to use the greater 

part of the fiscal scope I now have to reduce the 

Public Sector Borrowing Requirement, that goal 

cannot be achieved in this Budget. 

G12. I can, however, take a further step towards it, 

as I did last year. I am therefore reducing the 

basic rate of income tax by twopence, to 27 per 

cent. This reduction will be worth over £3 a week 

to a married man on average earnings. 

• 



There will, of course, be a consequential 

reduction in the rate of Advance Corporation Tax, 

and - as last year - I also propose a corresponding 

cut in the small companies' rate of Corporation Tax 

from 29 per cent to 27 per cent. 

The income tax changes I have announced Loday 

will take effect under PAYE on the first pay day 

after 17 May. 	They will cost a little over 

£2 billion in 1987-88 over and above the cost of 

statutory indexation. 

The overall cost of all the measures in this 

year's Budget, again on an indexed basis, is a 

little over 	billion. This is fully consistent 

with my objective of a PSBR of £4 billion. 

• 
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Budget Statement covering 
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There are a number of paragraphs with gaps for fig 

should be grateful if Mr Beighton and Mr Wilmott could 

that these are filled in. 
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The Chancellor has a number of other questions. 

Paragraph D20. He notes that something will need to hp 

said about the cost of the North Sea oil measures. He 

has also asked about the position on oil companies' ACT. 

[Action: Mr Beighton.] 

Paragraph D29. He would be grateful if the Minister of 

State could look at the drafting of the middle sentence. 

Paragraph D31. Please could Mr Wilmott check that this 

par 	h is accurate. 

Anti- 	nce Section. The Chancellor would be grateful 

for a 	 whether the remaining Keith measures need 

to be m 	d. He thinks they probably do, since they 

raise a si 	pant sum (£45 million in 1988-89). If so, 

he would be 	ful for advice on where they should be 

mentioned, an 	a short and clear draft paragraph. 

[Action: Mr SciIlar, Mr Isaac.] 

Paragraph E15. Please could Mr Beighton make sure that 

the wording of this paragraph is checked carefully. 

Paragraph F4. 	The Cha 	or would be grateful if the 

Minister of State cou 	ook at the drafting of this 

paragraph, and in particdi 	the item described as "goods 

donated for export by a ch it for relief of distress". 

Paragraph F8. Please could M 	mott suggest a form of 

words to clarify the final senttnce. 
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1(,D. BUSINESS AND ENTERPRISE 

Ciot, 
C Dl. I now turn to 44te—taxation -€•-€ 

L. 
usiness,  and. 

(,enterprise. 

CD2. The fundamental reform of the Corporation Tax 

s stem which I introduced in 1984 came fully into 

et last April. The new system has undoubtedly 

the quality of ,business 	investment 
alSo 

in Britain, and is encouraging overseas 

o set up here,[ +44.trs-43.6.eating_mar.e_42, 

C' D3. Duri 	t e transition to the new system, 
4,A 

companies were given advance notice of the main rate 

of Corporation Tax for the year ahead. This helped 

them in their for lanning, and I intend as far 

as possible to contjuvhe practice of setting the 

rate in advance. Ac rdingly, I can announce now 

that the main rate of Oration Tax in 1987-88 

will be unchanged at 35 percent - lower than in any 

other major industrial nation, though the United 

States is now set to emulate us. 

D4. The low rate of Corporation T 	b1es me to 

introduced a further simplification 	o the 

system. 

Ate, co-ntivt 

1,170 17 0,3  
,44 4.01,,C3Y cL  

t,)i,..k ? .  

BUDGET SECRET].  
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE  COIOD  _ 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



This is no longer the case: 	indeed, the 

oration Tax rate for small companies is now 

the Capital Gains Tax rate. 

compani 

D8. It has, howeve) 
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D5. At present, while companies' capital gains are 

liable to Corporation Tax, the amount of such gains 

is first Adjnsted by a certain fraction so LhdL Lhe 

effective rate of tax is the same as that on capital 

gains made by individuals. This dates back to the 

time when the two rates of tax were far apart. 

,-- D7. I 	ierefore 	propose 	that, 	from 	today, 

apital gains be charged at the 

appropria Corporation Tax rate, without 

adjustment, save for the indexation which applies to 

all post-1982 gains. 

n argued that capital gains 

made by companies can  \.n  some cases be taxed twice, 

once in the hands of t mpany and once in the 

hands of the shareholder.  <>I  believe there is some 

justice in this complaint. Accordingly, I propose 

to remedy it by allowing companies to set payments 

of Advance Corporation Tax again 

to tax on capital gains. 

liability 

1J9. Taken together, these changes 	 ield 

£60 million in 1988-89. 
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D10. I  k  have  ten414",e)  further 

ation Tax nine months 

APIA/mcs 
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simplification and 

rationalisation of the Corporation Tax system to 

announce. 

e: Dll. At present, companies established before 1965 

do not have to pay their Corporation Tax until  16 

21 months after the end of the period for which it 

due,  wirk+e  companies established since 1965 have 

y their tax after 9 months - and some building 

's have to pay sooner still. 0e 

T 	ifference in treatment 	 t 

compa t be justified. Moreover, it is open 

to an ab se which could put the timing of a 

substantial proportion of the total Corporation Tax 

yield at risk. 

Sze, FS/ 

D13. I therefore pgp 	that all companies and 

building societies sh ld 	treated the same way, 

with all liable to pay 

after the end of the accourking period on which the 

tax is due. •There—w+44 be a transitional period 

during which the change will be phased in, but I 

would expect it to yield around million in 

1988-89. 

,D14. I also propose to legislate now to p 	way 

for a new method of collecting Corporation 

be known as Pay and File. At present, many coff6any 
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accounts are not received in time to agree the tax 

liability before payment is due. So there is a 

laborious process ot an estimated assessment from 

the Inland Revenue and an appeal from the company. 

Under Pay and File companiPs will estimate their tax 

liabilities themselves, and pay on the normal due 

date. Tax liabilities will be findlised once 

panies submit their returns and accounts. Where 

Lri 

 

ms out that the -eeittrearrvit-1-4- initial payment was 

lb.4,5 1~ 
 the  =IQ  will pay interestVtt.A.14  

LA'11-- ) 
ere the initial payment was too lew the 

pay interest .J40  

D15. This new approach was set out in last 

December's consultative document on the 

recommendations in t e Keith Committee Report and 

was generally wel Sey the business community and 

their tax advisers.  0  

N./ £D16. As this is part Oa wider programme of 
streamlining tax 

developments in the Inland Revenue's computer 

systems, it will not come into force.'til the early 

1990s. But by legislating now I g taxpayers 

and their advisers a firm basis on w 

for the new scheme. 

D17. While business and industry as a whole  k  do 

well, the North Sea oil sector has inevitably been 

f.s.r 

including major 
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D19. I now propose ther Petroleum Revenue Tax 
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pe-444+, 	ye,"-  

Iwve teat 

hard hit by last year's oil price collapse. My Rt 

Hon Friend the Secretary of State for Energy and I 

have followed closely the eifeLs on North sea 

producers and their suppliers. The industry itself 

is generally confident about the longer-term 

prospects; while as for the tax system, not only is 

it inherently price-sensitive, but the companies 

emselves have always stressed their desire for 

ility. 

ver, in the light of the immediate problems, 

I int 	d last autumn legislation to bring 

forward 	repayment of over £300 million of 

Advance Ptroleum Revenue Tax. 	This has already 
et4 044.444" -4 ■1041 

helped many of the smaller companies faced with cash 

flow difficulties. 

reliefs. First, as f 	day.and ntil such time 
V4r. 

as income from- new 	 exceeds the costs 

incurredlcompanies may elitt to have up to 10 per 

cent ofof the costs of developing new ell fields set 

against their Petroleum Revenue Tax liabilities in 

existing fiel
/  

ds 	Second, there wi 

against PRT for research spending 

not related to any particular field. 

&..egoAe....(kz 
Fc wmaa . 50 wwwi.4 4sretrceitil.aastod&---.  

a new relief 

xtract ion 

EiLe IR 	 eo.,6 

-r AAce  

AgittriAvia 

vne4L1  
,tre4 &A-  FS Z 

t:o 	 (ft.  

D20. I hope that these 

will give a worthwhile 

Sea oil sector. 

carefully targeted 

measure of help to theld8Ah 
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D21. I have to set the 1988-89 car and car fuel 

benefit scales for those with company cars. The car 

scale charges still fdll well short ot the true 

value of the benefit, and as last year I propose to 

increase them by 10 per cent. There will be no 

change in the car fuel benefit scales which, from 

6 April, will also be used for VAT purposes. 

Last year I put the Business Expansion Scheme 

cx,47-4 	V.kra\ 
F51  

lwvteao-ko-0.0 -46r-pm e  

Avii;drgvastitgSed 

bt,s4e 	 toiwpl•w;■b 
r..44.."krmAs4  

f■41— a4.r 17tA" 	 8s 

4vve4V-4,0, a.4k. LL-v 4=e- C-tertA 

o•st cer+.u. roja4t0 844‘. 

,  } tivrol 	"4„.4 

■,.0-e,A.,r -6 cAe.Z.4#t 1f-

teLtf 

Otete ■4seemMe'  , 

Wak vNetsAt5 

Scotkrat-4- Z...IRA,to-y 

aexh.olAge,  port-trial 

permanent footing. 	This year I have two 

mprovements to propose. First, the rules 

axed to make it easier for independent 

benefit from the schemev econd, 

ents made in the first half o the tax 

year, the investor will be able to claim 1art of the 

his previous year's inCome. This 

/persistent p oblem of the 

investment, ,,  thus making fit 

easier for companies t ra e BES finance throughout 

the year. 

ç K 
16 

D23. 4-7ratnlm-g para: 

AFeeti-sicm-f-inzlly  taken,] 

fur 

will b 

film co 

for invest 

relief 

should 

against 

0 

end-year bunching of0B 

cv) 

D24. The past few years have seen a 

most welcome growth in the numbe 

businesses and the self-employed. The 

kable and 

small 

ment 

has done a great deal to lighten the burden 

vitally important sector of the economy. 

1 

But/-4 am 
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respnnsps 

ake. 

IG-t 

to that document, I have four proposals to 

aps the biggest problem faced by the small 

today is the trade customer who is late 

bills: so late, sometimes, that VAT 

ore the bill has been paid. I can do 

provide 

most important proposal, 

L4setz.-60-wiar4V-
from 1 Octob r, eempaft*es 
."--1-st.,M%-S rake or:Aj -  tircrEjEAArvi--  

' i1 be 

D27. My 	first 

therefore, is th t, 
d 

able to choose to account, 	 r VAT on the basis of 

cash paid and received. In other words, they will 

BUDGET LIST ONLY 

well aware that problems remain, not least in the 

field of VAT. 

D25. Accordingly, I asked Customs and Excise to 

issue 	a 	consultative 	document 	last 	antumn 

canvassing a number of changes. In the light of the 

BUDGET SECRET I NOT TO BE COPIED 

.PO4 	 ti4441), 

rtiAlxf' 
Ii  cp4i,LI he...e.)2Afrt.6" 

bt&\41.41 	rout. 

It1Q cot.ittiz,f 

ot6ut-,4-1 14-144n-EJ 

bikA. 	
s)40,A41 

.te4etittitJ't cwrfrtilve:42' 

olury 0.4kAAAJ 

wv--“Ajv 

I 1.44,‹ A" 04'414  
towt 

tt4,4 4 
ok. 1.44,\ vri 

Lt) 

nothing about late payment; but I can, I hope, do 

something about the VAT problem. 

have no liability to pay VAT until they themselves 

have received the money from theil iwtomers. In 

addition to easing the cash flow  plj‘ Or  caused by (( 

automatic VAT relief for bad debts. 

D28. I have to warn the House, however, 

cannot legally introduce this change without Yirst 

w4te,44 	Vvej% 

f'sfms 7./o vejtinm.tc, 

v6v Vst-, 	
VAIMA 

tli2.464t- 

— 

MS1 

late payers, this system will of 

BUDGET SECRET  
BUDGET LIST ON Y 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COOD  . 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



r."7 : 

lazza 

tettry..3 1  61,tv 

eL4-,,0-1.44-.t,4".41 44424,t, kle., 

41;i1a,  re-r..41n. 61- 4,.. 0.4 of-

0-02- 

estfe-ri 

rse/rA-  jeive. 

BUDGET SECRET 	NOT TO BE COPIED 
BUDGET LIST ONLY   

obtaining 	a 	derogation 	from 	the 	European 

Community's Sixth VAT Directive. I am applying for 

the necessary derogation today.-  IAA /614 wa/ 
fh,f 	in.1411- 	 hipby- 	e41---D-4frviA4> 

ets, O %4 J _  Att4, 14... c  •  u 

C.D29. Second, I propose to give L businesses 441-elter 

e option of 
•  r •  • • 

accounting for VAT on an annual basis. --01-a-t---4-s—ta 

D30. Th 	, he period within which businesses must 

C -t 

 

apply to 	registered 

ten to thirty days. 

for VAT will be extended from 

 

C441,  Le 
D31. Fourth, the 

for retailers 
AfAtiaiJ  

terlsmall and medium - z d  businesses. (/  

6 

for the special VAT schemes 

) 

ylniao-  Um- 

' D32. I believe that the choges I have outlined, and 

e 

4;v4iv 	ilt 

koe-, 

,4y A c.r31  •  ) 

in particular the option to move to cash accounting, 

will be widely welcomed by the small business 
Lt 

community. 1044-ey—w4-14--eel-s-t £115 

and £60 million in 1988-89. 

D33. In addition, I propose to incre 	 VAT 

threshold to £21,300, the maximum permit 	der 

existing European Community law. 

n in 1987-88 
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4. The House will also -n-e-t-e - that, in the light of 

BUDGET SECRET I NOT TO BE COPIED 

the responses to the consultative document, I shall 

not be going ahead either with the withdrawal nf the 

so-called standard method,/  AW-aAeeertlmrtnrn-g for VAT,--ik&D,r- 
eidasAvtirvo! 

x.40t..1- or with the compulsory deregistration of 

traders below the VAT threshold. 

D35. I have one further measure to help the small 

.:11e-tetale-4..vv 
Vaitm,,s  taw  VS* 

C-I 
;..1 .47,14- 14A9 

t 	.) 

increas 

indexatio 

L.- D36. An essential element in any ongoing programme 

of tax reduction reform must always be the 

elimination of urni 

which cause rates of 

they need to be. Accord' 

generally to be higher than 

I have 	t proposals 

or unjustified tax breaks 

to make today to this end. 

nessman, unrelated to VAT. 	I propose to 

se the limit for Capital Gains Tax retirement 

re 	25 per cent, from £100,000 to £125,000. At 

the 	ime the annual exempt amount will be 

£6,600, in line with statutory 

Ctf- 	 V.40 A • 

4;x4 c,c-nrilAs-gt 

(-0-rf/P. rA704 	,:n.€1“itatt) 
D37. The first concerns VAT, and has already been 

the subject of extensive consult 	The House 

will be aware that a business 	rovides a 

service that is exempt from VAT ca 

deduct input tax on its purchases. Bu 

activities of a business are in part liab 

in turn 

the 

AT 

and in part exempt, the existing rules 
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excessively generous as to the amount of input tax 

that can be deducted; and this generosity is being 

exploited on a growing scale. The rii1e mnst 

therefore be changed, and the changes iwill come into 
Feravol o144, 	 a opoil,14-e 

effect on 1  Apr t13: k 	here will be specd-a-1--  
4,74te4n 	getrwaLlassenniam, 11044•• paG;wal t-el■ght  40•`701,°••"•4•144"..." • 

arCZ:ari.  • 	 • • 	 The yield 

from this, which in effect is a measure of the 

tential revenue loss, will be uitie £300 million in 

A■NO.: 
p4A- 	41-4•f 

1(5s:8  and £400 million in 1988-89. 

n , I propose to change the law so that 

compan 	multinational groups which enjoy dual 

residen w no longer be able to secure tax 

relief twi e on one and the same interest payment. 

Genuine trading companies will not be affected. 

This change, which will t ke effect on 1 April, 

ctiontaken by the United 

nacted -tax refor 

[The House m rested to rte that 

of all t 	substantia  •elters  remo ed by the 
merica 	reform packaq 	this is the only one 

hat ex sts in this country: the others have eithe 

ted here-or have treen-mturi4zhed some tim 

follows the sim 

The change will yield 

1988-89. 

million in 

(2109. Third, I propose to end the present 

generous treatment of tax credit relief f 

withholding tax paid on interest on bank loan 

vely 
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future, banks will be able  t offset this tax credit 

only against tax on the profit on the relevant loan, 

and not more widely. This will bring our rules 

broadly into line with those in most other 

countries. The change will apply from 1 April this 

year for new loans and from 1 April next year for 

existing loans. It will yield some £20 million in 

1988-89. 

ourth, I propose to bring to an end the 

actory tax treatment of Lloyd's syndicates as 

to the .s. -e—ea-1-1-eo& Reinsurance to Close 

• 

4aci-E —_fa 	I therefore propose to bring 

y  the tax treatment 	loyd's into line with the tax 

treatment of provi 	ns for outstanding liabilities 
0 

made by ordinary ins ance companiesc andi  indeed/  of 

similar provision made yô.her financial traders. 

with Lloyd' about the details 

ikebeilt"r.bur  , The new rules will first apply to premiums 

rotti-  for the Lloyds account 

i t 

- • 

I have asked the Inland R enue to consult urgently 
lert;Aett;',  ,_j 
erf---a.n-r-Tstrt-rrEST-e` 

closes on 

31 December this year. The yield end on the 

(I  .4  mlyest ke4,1 IN" 

kL. S misasaaft•-1 rum, 

etrae-  Ravue-A 
PcIA0 	4-0 

\et/oq 
precise details of the new treatment. 

k7vv `L. 46 A-  04 Git,t4.0  • 

, D41. I have one further proposal to ma 

broad field of the taxation of busine 

enterprise. 

the 
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Hon and Noble Friend the 
) 

Employment, my Rt Hon Friend 

for Trade and  Industry s adOW 

Profit-Related Pay and I 

to introduce a scheme of 

lines floated in the 

D44. Last July my Rt 

Secretary of State for 

the Secretary of 

presented a Green PaEp 

believe the time has me 

tax relief broadly alon 

\I \)cv  

5 1  nvttleA,„ 

46;gove),a,„./.4 (dee 

114%4, we neNt At-cmj 

otiltsps-A 0-6.1  tet0 Rvz:;114,-/ kte 

611,eimIA ,  1,441Aars -Leme 4,1,4% 64- wiorely 

4./4:44■11 

Vvv:W/1 fk-Arytv...) 

Afki Eao ird ma (>4  

1444,-U ar,s, 
c 	444-.4101, WIA/1". 

V,\A 
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In my Budget last year I suggested the 

possibility of introducing a measure of tax relief 

for profit-related pay. 

r 

I pointed then to two considerable advantages 

that might be expected to flow from arrangements 

which relate pay to profits. First, the workforce 

uld have a more direct personal interest in the 

s earned by their company; and, second, there 

e a greater degree of pay flexibility in the 

changing market conditions, which is 

ential if, as a nation, we are to 

urge of unemployment. defeat 

Green Paper. 

I r.  

D45. The principal change I propose is to double the 

op-di-Eion of an employee's profi 

is eligible for tax relief from a q 

So for someone on average earnings re 

cent of their pay in profit-related for 	tax 

relief will be equivalent to a penny off 

rate of income tax. p"0114=4e-ta4ls of the scheleare 

[BBUDGET SECRET, UDGET LIST ONI:17 NOT TO BE COPIED 

AW 
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(1 kANA. 	4  GPC;  

c2,- 4 1.41912-A l4.4.4•04-40061-V( d'0,442„ 

Y i"t- 
s.;911-  rofew 	 /962404 

fe.vrailv .1" 44,  4bu4 . 
Mc-3 

t'C'e4  

d pay that 

to a half. 

5 per 
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Publaitglama-m-MmakiaT9  The cost 

it could b 	
so 

e E3S million in 1988-89, 
0,,lyjkartrocr+e- t4,4"-Wlar 

as take-up grows. 

r-eIElse 

take-up: 

t4f 

NOT TO BE COPIED 

will/ depend on 

D46. Profit-related pay is no panacea. 	But then 

there are no panaceas. What it is is a tool to help 

tish business gradually to overcome one of our 

national handicaps: 	the nature and 

ur of our labour market. 	I am today 

g British management to take advantage of 

that t 
*114‘ 

d to make good use of it, for the good of 

their workforce and their country. 
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cq..teverl 	ast7( 	po.15  • 

4“tirril 144n4.4.;.V 

mod 4wrie- okaij 

WrOvics 

founcil tenant' 

through the 

schemes, 

=  •  - 

to buy. And share ownership, 
011-olL 
of employee share 

rker6T, 

through the 

in last year's Budget and whic 
IkkAA9F47klimontL "2  

1 January this year. R;re than 2, 
a 	ter& mAk 

arted up on 

-4z=ctic=arck 
ple a—day 

Personal Equity Plans, many of them 

investors, as I had hoped. 
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E. TAXES ON SAVING 

El. I turn now to the taxation of savings. 

,E2. A central theme and purpose of the Government's 

policies is the creation of a genuine popular 

capitalism: what used to be called, when ambitions 

0ee more limited and language more inhibited, a 
7\ 

ty-owning democracy. 

1E3. 	means wider home ownership, wider share 

owners 	d wider pension ownership. Over the 

past eig 	ars, the Government has actively 

promoted the first two, and has now embarked on the 

third. 	Home ownership, above all through the 

massively successful priva isation programme, where 

Britain has led the world; and most recently through 

the ersonal Equity Plartsgs4effie, which I announced 

pen at 4 tOr;4511  ots.rs/#  

;nit Ni4OVQ*Litei6Ime"  

be, Atte 	64 fr. ak 
%Asaugovo 44ja.4",  '  ,k+.1.144 6ve ,  
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popul 	and 

were in 

ree times the number there 
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>C<  f 	We know that 63 per cent of tausAaholds grew- own44 
lel.et"-C4 	etAr-e- 

' 

compared with 55 per cent in 1979. Ir2httl:1=4-VItgels- 

See, fir 	Eryv.4 

C. 
A2( 	tA■Wit l 

v:411, 	'10t4) 

vrct-c 
There 0.c-4', however, no official figures for the 

more explosive growth of share ownership in 

Britain over the past eight years. The Treasury and 

the Stock Exchange Iteloelr therefore jointly 

commissioned a major independent survey of 

ividual shareholding in Britain. The results are 

vailable. They show that there are now some 

ion individual shareholders in this ountry,- 
4:NyyleN1dr■ 	 Cr.^ 	) 

am 	 e 	otal. adult 

to an 

again if they so wish, 

SERPS. 

to  A" million employees who 

occupational scheme. 

at present 

And third, p 

use them to contrac 

•E5. And then there is wider pension ownership. 

This will be brought about by the introduction on 

1 January next y f the new personal pensions 

developed by my Rt H6I142iend the Secretary of State 
for Social Services. 

Personal pensions ar an important dimension 

of ownership in three ways. First, they will enable 

employees - if they so wish - to opt out of their 

K 
employers' schemes and malle theirV.rangements. 

Second, they will be a new oppor for the 

belong 

may, 
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E7. In my Budget last year I undertook to bring 

forward proposals to give personal pensions the same 

favourable tax treatment as is currently enjoyed by 

retirement annuities. These were duly contained in 

a consultative document published last November, 

and the necessary legislation will be containcd in 

this year's Finance Bill. 

is will also implement other useful reforms 

in the consultative document. 	In 

par c 	employers will be permitted to set up 

simpli 	ccupational schemes with the minimum of 

red tape 	will be particularly welcome to many 

small employers who have been discouraged by the 

complexity 	and 	open-ended 	commitment 	of 	a 

full-blown final sal ry scheme. And there will be 

much greater for 	transferring 	between 

different types of pp46n  scheme. 

E9. In addition, I hav CL) ided to go beyond the 

proposals set out in the consultative document in 

one important respect. I propose to allow members 

of occupational pension schemes to 

voluntary contributions, with full 

separate plan of their own choice 

now, being restricted to plans 

ke additional 

elief, to a 

of, as 

their 

eir 

\ 

employer's schemes. They will be able to 

pensions right up to the present tax 

limits. 
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rigorous rules on how pension and 

can be calculated,/ 

r 
ef -a.e-oveirralove t:o •-it,;,caeA 

f 1418  -- s ci/ 	t4;%11 detertd ve,v v-1.4k411. 	Wza - tAt  . 
s-Of-  all these c 

permissible tax-free lump sum, co

A  

il d with more 

e.„ 	benefits 

-fifraini—Iterverrue 	 a iit 
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E10. The cost of the proposed tax concessions for 

personal pensions and freestanding additional 

voluntary contritputions will be E/5 million in 

0 
1988- 

{  XI)  The proposals I have outlined will make it 
easier for people to take their pensions with them 

they change jobs, which will be good for labour 

ity and independence. It will widen the range 

es people can make about their pensions; and 

it 

contr 

contribu lo re invested. 

ean that in future they will have more 

the way in which their pension 

Elf.  But the generous tax treatment of pensions can 

be justified only I it is not abused. I propose, 

therefore, to int some limited changes to the 

present rules to resrjt the excessive relief which 

can be obtained in some 

by a few very highly 

mstances, particularly 

people. 	These will 

inclifo",  for all arrangements entered into from 
AV,4 	a- 6-f,te,i 

ktva- 4 ,a4a,  441A - 	today, an upper limit of £150,000 on the maximum 

AM 

art. 01  p.rt 

t=4-41.1P V A 
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1.44tew*-- 

mcw4mment's 	tax 	prIvileyeb. pi-ftf- 

Vhsro— 	e 

blished societies, I now pr e to permit 

Tax. 

Aze 

imdbry rex,. 

Aito4A-441 	es7 
C-01■11.4•,414nti 

AKA ftt1.4 !Vara a tme.441, 

be-eNe-ft;t2  
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-  E/47171771118-4  TiT5TIFF-1-- eae4 the limits that 

apply to tax exempt life assurance issued by 
-b11,4„)+Nrive4.41,4 

friendly societies. 	I did so because .e-r-t-eri-rr—rrevi 
-Levx 	 torrd...w 

soci 	to offer tax-exem 	policies based on 

annual 	s of up 	£100. This will enable the 

older soc 

societies 

to survive and flourish, without 

E16. Finally, in th 	se tion, I turn to Inheritance 

ER0144—InwOW&r 
my Budget last year I abolished the 

4 
tax 	on 	lifetime 	gifts 	between 

individuals, which was particularly damaging to the 

pernicious 

ownership and health of family bus 

I propose to extend the same exempti 

similar terms, to gifts involving set 

where there is an interest in possession 

This year 

tax, on 

roperty 

will 

not, however, apply to discretionary trust 

	

c-1,4i74/ ,..;vIA be- err 4t^r%‘,1 	t4  tkAfit 	Gel‘ntliA44.120 a.‘41. 

VtlAVe t t a 	Int'tL, 	vA444u 44. ofta4.,  6141 L.A4. 
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_ 
kr,2t,' 

tak tt/v1.4' 
cAl.,10;044.0 %At-  tot 

R-71,4-efe-rJ 

rS? 
tea-ir 

Lome." .  

,E19. 	 consc-i-ous the--r-ornYinW7V that 

E18. I also propose to make two minor changes 

affecting business assets. 	First, in what is 

perhaps an unwanted tribute to the unlisted 

securities market, holdings in USM companies will 

henceforth be treated for Inheritance Tax purposes 

in precisely the same way as holdings in companies 

with a full Stock Exchange listing. Second, 

mess relief for minority holdings in excess of 

r cent in unquoted companies will be increased 

per cent to 50 per cent. The purpose of 

e changes is to concentrate business relief 

ely on those assets which could provide 

p the tax only at the risk of damaging 

the business. 

er 	 eritance 	lEhe , 
/ vitrri4  

abolition of the tax *:time giving /.  witioiAkr of 

the first importance 	mily businesses. 'did 
wktiro% 

little to help the smallest taxable estates, many of   
Liqa 

 
f7 Lj1.140-vve,  1 ,1- 1& riel, 0,442(a—. 
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PAAIrt" 
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4-,A ■ 

sak" 
4t4ppt)e-' 

more 

funds 

Rt 	Hon Menrb 

the 	-Capital 	Tx 	n f 

E20. I therefore propose to make a 

increase in the threshold for Inheritance 

tial 

£71,000 to £90,000, coupled with a simplificat on of 
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noe, Orev-ro-Je- 14-34-/  

‘01,64- roi\oAt -4,44 io 

1-41,w31, 	oe,o,r3 of tl,t, deetiq,  

prive3A- 	4wricrve-- 

1.441- 	 t,Atu.t& 

1,44a 

4cuir,u1, 

ow.ettA^c.t. 	ivro 

1,14we 	 iporooesq"-- of 

wir...0-13^ta,v,rt 

au.4-0.41. kteev ,  E 44.te, 	ofeC"-  

171,4e 	 wpiJA 

-66,0,..mdcLow 	ett,t, ef( 

ay 

--Vessor and 

be interested to learn that the expected 

I have introduced since 1979, the 

yie 

El bil 

Transfer 
we,r 50 

of AI per cent. 

Inheritance Tax in 1987-88, at over 
mAA,J 

is three times the yield of Capital 

n 1978-79, an increase in real terms 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

the rate structure from seven rates to four. As a 

result of this change, the number of estates liable 

to Inheritance Tax will be cut by roughly a third. 

The cost will be £70 million in 1987-88 and 
6 

£10 million in 1988-89. 

,E21. Despite the substantial relie--h-es, 	and 

the otheL much-needed reliefs that my 

l k (t4 0.5.e.aAtel 

Ne4. er.x.-ruceLi, Vdd ) 
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F. TAXES ON SPENDING 

 

G Fl. I now turn to the taxation of spending. 

G.  F2. I have already announced some important 

changes in VAT to prevent avoidance and to help the 

small businessman. I have no other proposals for 

Q
' 	

or changes in value added tax this year. 

rece 

relief 

of chari 

ever, in the light of representations I have 

I have decided to extend slightly the VAT 

troduced last year for certain aspects 

ork. 

,F4. I propose to relieve charities from VAT on 

certain welfare vh.cles used by hospices to 

transport the te lly i ll; 

on drugs 

chemicals 44a.pp-14.4ad--t-e—a---eii.&M-ty—a-nti- used 
a 0,4m4,  

in medical research). 4-41.4ee=51506-epose-be 

a-4 DiN,  
4.e.14.0204-40113 	

k
specialised  

k  I% 
cation and 

in rescue 

.<N40.1%.. _ 
AANOSIIMONEWV  _ 

- 
F5. While on the subject of charitable 

should remind the House that this year's 

A.4141 

c- 

- 

and 

0"TIT64  
identification equipment ueed by 

and first aid services. 
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Bill will increase the limit on donations to 

NOT TO BE COPIED 

charity under the new payroll giving scheme, which 

starts next month, from £100 to £120 a year. 

F6. Next, the excise duties. I 
=2413-e.liv  

N101 	m 1.4144 

-f.ocr:T4te-f r(  \PAN, teet.14: 

rt,  0 reAskra l•NA-v.. 	tz, 

Ccrt,mot t4" 	t, 

ly,a;A;,,f, 	let•ARA,AA-t- t • 
91"•&" 

%,s441 Val3 64.440  

C 
V " 

e,z4.4,1e,  41,441Ad  

would be right to reduce the revenue I get from the 

taxation of gambling. But--1---40-4•44-ere—that some 

djuctment within the total irer—caller 

fore propose to increase the gaming machine 

duty by about a quarter, which will restore 

terms to its 1982 level, when it was last 

increao, .nd to offset this by abolishing, from 

29 March 	h tax on on-course betting. I hope this 

measure wi 1 be of some assistance to the racing and 

bloodstock industry, as well as consoling those hon 

Members who have corn lained to me about the clash 

this year betweend 	get Day and the Champion 

Hurdle. 

:F7. In my Budget Stai 	last year, I gave 
4.1,c 

advance notice of my intenlon to introduce a  _autlr 

differential in favour of unleaded petrol so as to 

offset its higher production cost. 

announce that the differential 

gallon. This means that the pump p 

petrol should be no higher than that  

I can now 

5 pence a 

unleaded 

4-star 

leaded petrol. The change will take ef ejom 6 

o'clock this evening. 
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e-ve.411:41 4 A 

cA44 4 cc/ 

Li.eAvrctert - 

ca-s- 

Utw,tel 

--(LZ tU T.,144,1 
'IA- Of +lull- 4 4.4,4- 6514 L4  

have no further changes to propose this year 

tes of excise duty. in 
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8. Following on from the action I took last year, 

I propose to increase the rates of Vehicle Excise 

Duty on farmers' lorries, to bring them into line 

with the use they make of the public roads. This 

change will take effect from midnight tonight. 	I 

also propose to increase the rates of duty on t  rade l Advt.) 4s—  02AAL;113 A  
licences 
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G. INCOME TAX 

 

V Cl. Finally, I turn to income tax. 

G2. There is now a worldwide consensus on the 

economic desirability of tax reform and tax 

reduction, and in particular the reduction of income 

This was demonstrated most recently by the 

national policy declarations that emerged 

month's meeting of Finance Ministers from 

the ma 	ndustrial nations. 

Vg3. Lowe rates of tax sharpen up incentives and 

stimulate enterprise, which in turn is the only 

route to improved economic performance. And it is 

only by improvin 	economic performance that we 

will be able to a 	to spend more on public 

services; 	only 	b 	im roving 	our 	economic 

performance that we wil 	able to create jobs on 

the scale we all want to see. 

IA- G4. That is why, ever since we first took office in 

1979, we have consistently soug reduce the 

burden of income tax. We have cut t 	lc rate of 

tax from 33 per cent to 29 per cent an 7 sharply 

reduced the punitive higher rates we inh from 

the Party opposite. We have increased the an ax 

allowances by 22 per cent more than infl lo , 
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lja,--1Ant 1 
a5.71,a0  

a":4---Ammov atti4.4 

wimrte-ro,v6".0e, 

I jell j 

e'vy 

C p-,A1 

£4,675. 

G6. For 1987-88 I propose to raise all the main 

thresholds and allowances by the statutory 

xation factor of 3.7 per cent, rounded u p Thus 

ingle person's allowance will rise by £90 to 

£2 25.nd the married man's allowance by £140 to 

£3,7 	e single age allowance will rise by £110 

to £2, 	the married age allowance by £170 to 

e age allowance income limit becomes 

£9,800. I propose to raise the first, 40 per cent, 

higher rate threshold by £700 to £17,900, in line 
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taking almost  11  million people out of income tax 

altogether. 

we--ttrErs 

with statutory i d 

45 per cent rate wi 

The other higher 

unchanged. 

on; but the threshold for the 

p by only £200 to £20,400. 

te thresholds will remain 

G7. I have two other changes in allowances to 

announce. First, I propose to give an additional 

increase in the age allowance for e aged 80 or 

over. 	For them, the increase wil 	ouble the 

Mc 5  tecitertA e-vev- 

ewe, 	 at:Ae. of- 
ate,,,,Aelveo 	cA41041-j. 

47 bu,lc 	(104- .4v  

I 'A  697  -Je 	fl4A 

4 4A- 

amount due under statutory indexation 

theerlelderly,  the single age allowan 

by £220 to £3,070 and the married age all 

£340 to £4,845. Around 400,000 

hat, for 

rise 

by 
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\4 2 	. 

tax. 

everyo 

majority 

ally, I turn to the basic rate of income 

is the starting rate of income tax for 

001! 
the 4441.rs4na1 rate for the overwhelming 

4.7,* 

payers. 

49,(arb. In my Budget speech last year I reaffirmed the 

basic rate of i 

cent. That remains 

tax to no more than 25 per 

firm objective. 

cannot be achieved in this Budget. 

G12. I can, however, take a further s 

as I did last year. I am therefore 

basic rate of income tax by twopence, 

ards it, 

g the 

per 

cent. This reduction will be worth over £3 
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taxpayers will benefit from this new eedtces -s-ion, and 

up to 25,000 of them will be taken out of income tax 

altogether. 

G8. Second, the blind person's allowance has 

remained unchanged since 1981, when it was increased 

by £180 to its present level of £360. For 1987-88 I 

Qr
pose  to increase it by a further £180, to £540. 

aim set out by my p 	ecessor in 1979, to reduce the 

Gil. However, given my d 	ion to use the greater 

part of the fiscal scope I now have to reduce the 

Public Sector Borrowing Requirement, that goal 

to a married man on average earnings. 
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There will, of course, be a consequential 

reduction in the rate of Advance Corporation Tax, 

And - AR laRt year — I also propose a corresponding 

cut in the small companies' rate of Corporation Tax 

from 29 per cent to 27 per cen,t/ 

The income tax changes I have announced today 

take effect under PAYE on the first pay day 

17 May. 	They will cost a little over 

£2 	on in 1987-88 over and above the cost of 

statu 	ndexat ion. 

cost of all the measures in this 

year's Budget, again on an indexed basis, is a 

little over £21 billion. This is fully consistent 

with my objective o PSBR of £4 billion. 

G/ 

A 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COFIDD  , 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



nR 9/64 

BUDGET SECRET AND PERSONAL • Co?( g 	0  
FROM: 	A C S ALLAN 

DATE: 	2 March 1987 

MR C W KELLY 

cc: EST 
Sir P Middleton 
Sir T Burns 
Mr Cassell 
Mr Scholar 
Mr Peretz 

BUDGET SPEECH: EXCHANGE CONTROL 

I attach the Chancellor's own draft of this section of the 

Budget Speech. 

2. 	Please could I have any comments as soon as possible. 

A C S ALLAN 
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X. EXCHANGE CONTROL 

Xl. Before I turn to my proposals for chanyes in 

taxation, I have one other important change of a 

specific nature to announce. 

In 1979, a few months after we had first taken 

office, my predecessor announced the abolition of 

exchange controls, which had been in continuous 

operation ever since the outbreak of war in 1939. 

That bold action has, over the past 71 years, proved 

wholly beneficial to the British economy; and I am 

glad to note that other European countries are now 

moving in the same direction. 

But although the operation of exchange control 

has ceased, the Exchange Control Act itself remains 

on the Statute book. So long as it does, there is 

likely to persist a nagging uncertainty that, in 

some circumstances, exchange control might be 

reimposed; and such uncertainty could be damaging. 

I have therefore concluded that the time has 

come to repeal the Act. The necessary legislation 

will be contained in this year's Finance Bill. 

I note that, in a major speech in New York in 

September, the Deputy-Leader of the Labour Party 

declared that, and T quote: 

1 
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"The Labour Party has no intention of 

reintroducing statutory exchange controls". 

I am confident, therefore, that the proposal I have 

just made will be welcomed on all sides of the 

House. 

• 
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FROM: S P Judge 

DATE: 3 March 1987 

PS/CHANCELLOR rn PS/Chief SenretAry 
PS/Financial Secretary 
PS/Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
Sit Geoffrey LiLLler 
Mr F E R Butler 
Mr Cassell 
Mr Monck 
Mr Culpin 
Miss O'Mara 
Miss Sinclair 
Miss Evans 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Sir Angus Fraser - C&E 
Mr Knox - C&E 
Mr Wilmott - C&E 
Mr Bonc - C&E 

BUDGET STATEMENT: TAXATION SECTION: THIRD DRAFT 

The Minister of State has seen your (BLO) note of 2 March to 

Mr Scholar. He had the following drafting suggestions. 

Paragraph D2g: add at end: 

"My first two proposals will be of interest to traders whose 

v/ 	annual turnover is under £4 million - abodt: [half] of all 

NretA'wttiv 	eATLpaymen-t traders „,-.7.,A vty  Ai( *fm0, 
Paragraph D27: replace "companies whose annual turnover is under 

£4 million" with "these companies". 

Paragraph D29: replace "businesses whose annual turnover is under 

f1/4 million" by "these businesses". 

The reason for separating the quantification of those under the 

f1/4 million threshold from the paragraph on annual accounting (' 

is that only about half of those formally eligible for it will 

in fact want to use it. The rest - eg retailers and builders 
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- are already on special schemes. But the Minister thinks it 

is useful to indicate that the small business package does apply 

to a significant number of traders.• 

Paragraph D29: replace ,viL)1+34_ sentenceS with: 

"Instead of making quarterly returns, they will pay nine 

monthly instalments on account, and then file a single return 

at the cnd of thc year. This option, which offers consider-

able streamlining, will be available next year". 

Paragraph F4: replace with: 

"I propose to relieve charities from VAT on certain welfare 

vehicles used by hospices to transport the terminally; on 

goods [intended] for export which are donated to a charity 

for the relief of distress; on drugs and chemicals used 

by a charity in medical research; and on specialised location 

and identification equipment employed by mountain rescue 

and first-aid services. I also propose to relieve from 

VAT the installation and adaptation of lavatory or bathroom 

facilities in charity homes for the disabled". 

I have cleared these redrafts with Customs (Mr Wilmott and 

Ms BarreLL). 

On the "goods for export donated to a charity" point, it is 

important that the Budget speech is technically accurate. The 

export itself need not be for relief (it could be for 

fund-raising); conversely the charity must exist for relief. 

(Mr Wilmott is minuting separately in reply to your other queries.) 

S P JUDGE 
Private Secretary 
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CHANCELLOR 

FROM: A ROSS GOOBEY 
DATE: 3 MARCH 1987 

cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Miss Sinclair 
Miss Noble 
Mr Cropper 
Mr Tyrie 
Mr Corlett-IR 
Mr Munro-IR 

PENSIONS PACKAGE 

Messrs Corlett and Munro of Inland Revenue, Miss Noble, Miss 

Sinclair and I have discussed further the best way to promulgate 

the pensioner package both in your speech and thereafter. 

Ft wic4A-1,"eu. 
the contracted-out rebate, if this is constitutionally proper. 

A- 1,c AANiawovoi 
rrr 	-br 

 

3. 	Your latest speech draft (2 March) has a much lengthened 

re-40wIA"-  passage E5 to E13 on pensions which rightly highlights the total 
t,,orn 

,61,1,,eat 	
pensions strategy of which this Budget's announcements are only 

ib4e*i%■4°^9' ''' 
afot4 	

part; the ad-hoc group would make the following comments. 

et$4, 4 . 	In E5, there is unease about the use of the word "ownership" 

in this context. 	Although you closely associate it with the 

personal pension regime, it is likely to revive the argument that 

the assets of occupational schemes "belong" to the members. 

would suggest in E5 "And then there is the greater sense of 

ownership in wider pension provision. Already 11 million employees 

are members of occupational pension schemes and there are 5 million 
- 	. -.- 

occupational pensions in payment. The Government has gnstigated 

a strategy which will] enable all employees to participate in a 

1 

r vti 1400. 	I teln:44,42. 	 v-- 	 C64,171. 

 

f 

2. 	You should be aware that Mr Fowler is making a speech to 

PrAA-  .41,,,,A4 the FT Pensions Conference on 19 March at which he wishes to make 
bp 	My announcements about the starting date for Personal Pensions and 
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\4„,,AA„, 0044t,, 

pension scheme, either that of their employer or one which they 

arrange themselves. This process will give added momentum to 

the steady improvement in the real income of pensioner households 

which has taken place under this Government and reduce the unfunded 

total reliance on the state which many of our competitor nations 

are faced with in the 21st century.i" 

Then, subject to your discussion with Mr Fowler about announc-

ing the starting date, you can go into E6 "The introduction of 

personal pensions, developed by my rt hon Friend the Secretary 

of State for Social Services, is an important dimension in this 

sense of ownership in three ways 	 

In E9, before "limits" in the final line, I suggest insert 

"benefit". 

In E12, the definition of final salary was, I believe, intended 

to apply to existing arrangements. The sentence could be rearranged 

to read: "These will include a stricter definition of final salary 

and, for all arrangements entered into from today 	 

IcA:vAt 

wpwLA 

kis  rawe 
tio.4.,..A444 6 MAP% s. 

8. 	As to presentation, you will probably want to allow Mr Fowler 

sight of the draft passage and agree which of you is to make which 

announcement. We also suggest that DHSS, in consultation with 

 

the Inland Revenue, produce a glossy booklet drawing together 

all the changes in the pensions regime mad e over the past three 

passage of the Finance years, perhaps between the Budget and the 
r,a4i +-0 Bill, perhaps after Royal Assent. 

fort Poco..k. tr-t- 	ciloartv 

9. 	On Budget Day, the Inland Revenue press release will be in 

three sections: Headlines, detailed summary and discussion paper. 

This will be aimed at respectively the instant comments, the 

detailed "Eric Short" comment and the pensions industry. 

The Inland Revenue is providing the Financial Secretary with 

a Standard Budget Brief and I intend to bring up-to-date the more 

political presentational paper I tesubmitted to the Overview. 

Does this meet with your approval? 

A ROSS GOUBEY 
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From: J ODLING-SMEE 

3rd March 1987 

PRINCIPAL PRIVATE SECRETARY 

cc Sir Terence Burns 
Mr Monck 
Mr Scholar 

BUDGET STATEMENT: TAXATION SECTION: THIRD DRAFT 

Two comments on this. First, paragraph D2 says that the new 

corporation tax system is encouraging overseas companips to set up 

here, thus creating more jobs. The former is probably true, but it 

does not necessarily follow that more jobs are created. With a 

floating exchange rate, it is quite likely that the jobs in the new 

companies displace existing jobs. It might be wise to end the 

paragraph at "here". 

2. 	Secondly, two completely different conditions for a greatly 

improved employment situation are mentioned. In paragraph D43 a 

greater degree of pay flexibility is said to be 	absolutely 

essential, 	and in G3 it is an improvement in our economic 

performance which is a necessary condition. While these two are not 

inconsistent, it might avoid difficulties if one of them were 

changed. I suggest watering down D43 somewhat, for example to read: 

... changing market conditions, which is something 

which, if widespread, would make a major contribution 

to reducing unemployment." 

That would leave G3 unchanged, which is appropriate since it is a 

more general statement and comes in the final section. 

(„A 

J ODLING-SMEE 
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FROM: P D P BARNES 
DATE: 	1-f- March 1987 

MR SCHOLAR cc PS/Chancellor 
PS/Chief Secretary 
PS/Financial Secretary 
PS/Minister of State 
Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr F E R Butler 
Mr Wilson 
Mr Cassell 
Mr Monck 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Miss O'Mara 
Miss Sinclair 
Miss Evans 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Mr Battishill - IR 
Mr Isaac - TR 
Mr Painter - IR 
Mr Beighton - IR 
Mr McManus - IR 

Sir Angus Fraser - C & E 
Mr Knox - C & E 
Mr Wilmott - C & E 
Mr Bone - C & E 

P 
BUDGET STATEMENT: TAXTION THIRD DRAFT 

The Economic Secretary has seen the Chancellor's draft of the 

Second half of the Budget Statement, attached to Mr Alan's minute 

of 2 March. 

2. 	The Economic Secretary had the following comments: 

D2 and 3  

V 3. The Economic Secretary thinks that the second half of the 

last sentence of D2 is justified by the last sentence of D3. He 

• 

1 
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auggests transferring the second sentence of D2 to the end of 

D3 and phrasing it as f lows: 	"Just as the new system has 

undoubtedly improved thA 	of business investment decisions 

in Britain, so the 35 per cent rate is encouraging overseas 

companies to set up here, thus creating more jobs". 

D14 

In order to end the paragraph on a favourable note the Economic 

Secretary 	suggests reversing the order of the two elements of 

the last sentence. The last sentence might read: "Where it turns 

out that the initial payment was too low, the company will pay 

interest to the Revenue; where the initial payment was too high, 

the Revenue will pay interest to the company." 

D40 

Subject to the comments of the Inland Revenue, the Economic 

ar ‘ 	
Secretary would prefer an alternative second sentence along the 

following lines. 	"At present, /  Lloyds syndicates are the only 
Alrez4 

traders within our tax system who have aa.La.bee-lu-te right to decide 

E14 

The Economic Secretary would like to replace the second 

sentence by the following: "I did so because the movement's tax 

privileges were being increasingly exploited by certain new Friendly 

Societies which had been set up for purely commercial reasons". 

 

EIS 

 

The Economic Secretary would prefer to replace the existing 

paragraph E15 by the following: "On the other hand, I am anxious 

that the traditional Friendly Societies, which have played a 

valuable part in mutual self-help for many generations, should 

a-vskr-a-4  
on the level of provision for future liabilities to deduct from ve-nwv 

■P 	their pre-tax income, and so in effect to determine their own 

tax bill." 
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be able to plan for the future with confidence. To raise the 

existing tax-exempt 7 limit/ would merely invite a return to the 

commercial exploitation which led to the changes of 1984. The 

existing tax-exempt limit, being based on sum' assured and ---a-nriUrfi 

p_s1.-y-fttent"-§", tendsin practice to be more restrict -e-"e for the traditional 

societies, because they generally offer much longer term policies. 

I have therefore decided to replace the existing limit with a 

new limit based on annual premiums. I propose to set this at 

£100 per annum, which will make little difference to the commercial 

societies but will greatly increase the scope of the traditional 

societies to offer life taad—litrin4A-L-thrcrl-icies to their members". 

E19 

8. 	The Economic Secretary would omit the last 3 lines 

G9 

The Economic Secretary suggests replacing 'marginal' by 'only'. 

Ii 

P D P BARNES 

Private Secretary 

3 


