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BUDGET SPEECH: MONEY AND BORROWING

I attach some suggestions on your draft. The two big questions
it raises seem to me to be:

‘i. What emphasis to give to the exchange rate, in relation
jto MO. I would prefer to put the paragraph on the exchange
: . | rate earlier and omit the phrase "monetary operations
_lri' will be guided by MO". If - which is not impossible - we
:;A:y;; face a situation after the Budget in which £ is strong,
| \MO is at or above the top of its range and interest rates

are falling the present text could be awkward.

s ik Do we 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 Thave thought that some more specific

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

tow . s Fcallled. for — though. “this..will be . covered: in some
\ detail in the Red Book.
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In 1979, 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 ang falling steadily behind our competitors.

2% In the words of my Rt Hon frieng, the' 1979 Budget marked
a "new beginning". Since then the financial picture has been
transformed. With it has come a growing confidence in Britain.
PhrsE s dparRte i Ereon . ol standing in the worlg today. And it
is even more apart from the new approach of British management
and indeed the whole British peoplec te tlie future. New energies
have been released. And the key which has unlocked them has

been the stable framework presented by the medium term strategy.

2n This has provideg a durzble framework in which monetary

policy has been bursued with steady persistence and a clear
sense of direction. it has proved adaptable to changing
circumstances both a+ home and beyond our shores. Above all
it has proved a success.
1987

4, We shall build on this success, as the Red Book
shows. 2

e Monetary conditions will be set so as to maintain the

gradual reduction in money GDP over the medium term. This
is demonstrated by the declining growth of the money supply
as measured by MO in the period up to 1991,

ar L
foth ol ath w h &l bW P .33 7 e A L o] = o 4 1o f I-.
1987-88 wimdeh will be 2-6% - exactly as indicated 31 laet

year's MTRS.
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(5 r-'Phe-l.-e--gsﬁno target for broag MONEeY  Hiritm—ttens, 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. he United States.
LN M AN Ond) annand 1Y . ™M\ M}{\ﬁ Camead Yo Wa o . %
R Pt Temperesiic dotlt c01a Sforage. In this country §

rapid £m3 growth has proveg consistent with monetary conditions %‘i
which have demonstrably trought about lower inflation. 15

is too uncertain a measure to use for target pPurposes, as was
vividly demonstrated by the Governor of the Bank of England
in: . his Loughborough Speech. We shail continue to make
Judgements about broad moncy in assessing monetary conditions.
But I have Selected a more reliable guide Tor “the monetary

‘f”’?nk target.

8. The exchange rate W21l continue to play a significant
part din monetary conditions andg thus in decisionsg about short
~ term interest rates. The recent agreement by the 6 major
industrial nations to reduce exlsting imbalances ang CoO—operate
to foster the Stacilisy ' ap exchange ragtes will reduce

{\ uncertainty. sty entirely consistent with our medium term
\ objectives ang has been widely welcomed.

S—

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 1leave room for industry ang commerce to prosper. Here
wWe have been completely SBuccessful. The PSBR in 1978-9 was
5%% of GDP ang rising. By contrast the PSBR in 1986-7 will
be around 1%% of GDP for the Second successive yeéar and falling.
Next year I €Xpect to achieve my ultimate objective of a PSBER
of no more than 1% of "GDP. And T confidently expect to keep
it there for the medium term.

10 There have been & number of contributory factors to this
success. Much the most important has been the control of
public expenditure which hss been falling as g proportion
of total expenditure in the economy since 1982, But the
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institutional changes have affected monetary indicators
throughout the world. The interpretation of particular monetary
conditions has become very diffiecult. “fhe Uniteg States,
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rapid £m3 growth has proves consistent with monetary conditions %i‘
which have demonstrably trought about lower inflation. Bt

is too uncertain a measure to use for target bPurposes, as was
vividly demonstrateg By the Governor . of the DBank of England
inlhis Loughborough Speech. We S shHa11 continue to make
Judgements about broad men ety assessing monetary conditions.
But I have Selected a mere reliable guide for “the monetary
target.

8 The exchange rate W24l «.eonfinue to play a significant
pPart in monetary conditions and thus in decisinns about chort
term interest rates. The recent agreement by the 6 ma jor
industrial nations to reduce existing imbalances ang Co-operate
to foster the Stabllity . er exchange rates will reduce
uncertainty. At Vs et +¥ consistent with our medium term

objectives ang has been widely welcomed.

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 1leave room for industry ang commerce to prosper. Here
we have been completely StceccsEyl: The . PSBR in 1978-9 was
5%% of GDP angd rising. By contrast the PSBR in 1986-7 wi1ll
be around 1%% orf GDP for the secongd Successive year ang faliing.
Next year .T €xpect to achieve my ultimate objective of a PSBR
of no more than I% i of GDF. And I confidently expect to keep
it there for the medium term.

X0, There have been 3 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 éxpenditure in +the economy since 1982, But the
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cumulative effects of the steady increase in - output - and
Q)I*osper'ity 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
in the financial marketg) followine " the reduction in stamp

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

" o8 4 With continuing prudent policies, there is no reason
why these favourable developments should notiEcontinte., This
year they have enabled us to 1live through a near halving of

01l revenues Ear a2 ricaca. T T T IOty — and achieve a

lower borrowing requirement than we expected at this time

r— ‘ é )

last year. Ir the future they hold out the inviting prospect
of both low PRIEE e borrowing and lower taxes.

Lol Combined with sound monetary poliecy in the MTFS, they
offer a good basis for the further creation of wealth and
as much insurance as is possible in an wuncertain world from

J—

the economic shocks which beset us from time to time.

PSS

Mt Caw vaxe v SN

- ————— So———————



: T —
S e B A S

Y

-

BRS3 BUDGET SECRET
% BUDGET LIST ONLY

e

e FROM:
DATE :
cnz@}%g OF THE EXCHEQUER cc

9
R

BUDGET STATEMENT: SECOND DRAFT

cory 3¢ No oF 3R copIES

NOT TO BE COPIED

M C SCHOLAR
27 FEBRUARY 1987

Principal Private Secretary
Chief Secretary (2)
Financial Secretary (2)
Economic Secretary (2)
Minister of State (2)
Sir Peter Middleton
Sir Terence Burns

Sir Geoffrey 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 Hudson

Mr Cropper

Mr Tyrie

Mr Ross Goobey

Mr Battishill - IR

Mr Isaac - IR

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

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

light of your comments on last week's draft.

25 The passage on the economy (paragraphs 4-18)
Burns. Monetary policy and public sector borrowing a
author of erdict.

Middleton. Sir Terence Burns 1is the

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

The peroration is by Mr Hudson.
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I 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. <§§§§w afraid that all this does not add up to a coherent speech,
and \\the is a good deal of overlapping and perhaps some
inconsisStency between these sections. We will have to iron this out
next wcek.

5 Some issues which arise:
(a) 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

ms at the end of the speech, where it would
be bathet1i¢ start up again on the higher non-oil

but perhaps unconvincing without this.
q?ééspresent draft means that we will rely

on the FSBR and ‘briefing to stand up our fiscal forecast.

revenues and
The approach 1

(b) 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.

(c) Sir Peter M}ddleton has Qe?é his draft deliberately upbeat,
on the basis that it is eagier-to tone down than to lift up
agdra s

(d) I have omitted the sentenge n the o0il pricing and
valuation changes as interrupthe flow and unnecessary
(Mr Cassell and the Revenue). But 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 1in close companies. It seem her dull and
unnecessary.

(f) There may be a case for removing the
company cars and training (paragraphs 74-79)
the Small Business section, so that PRP stands
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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 (as in the
previous drafl). 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 lengt?g§§§>5peech may now be a few minutes over the hour.

2,
-

il

\k%

BLO enc: 55 pages
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Introduction

e 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

f e are sound and strong.

'§> are the fruits of the Governmeul's
%3;%§to hold to our policies of sound money

and free markets. I gladly reaffirm these policies

determin

today. They provide the only sure basis for more

jobs and 1asting,<ff§§;ctive, jobs.

2 I shall begin y reviewing the economic
background to the Budg shall then deal with
monetary policy and wit O'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, ber of press
releases, filling out the details proposals,
will be available from the Vote Offi oon as I
have sat down. Cfiés

BUDGET SECRET! -| NOT TO BE COPIED
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Economic Background

4. The past year has been dﬁminated by the sudden
collapse of ol prices. Inevitably, the
difficulties the world economy experienced in
adjusting to the sharp fall in oil prices has

influenced our economic per formance. During the

<g§§§?mer 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 y to be short 1lived. Helped by the
benefi prudent fiscal and monetary policies -
and théQ>ér(\ 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.
S

5% In 1986 as a<2§§?%e output has grown by a
further 2% per cent or<§@z:2$his compares well with

other industrialised co ies and continues the
; O . )

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 lonzzzgiind steadiest

periods of expansion since the nd it has
coincided with falling inflation. Fo ast four
years inflation has averaged less tha cent.

SHN
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This BY [R&G EhpkeSdida\HoXbination. 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

Qé§§§ir imports more than expected. As a result the

trialised countries experienced weak export
in the early months of 1986.
v i éé;é@kgrts initially reflected this weakness

A\ W2
but hang 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 _.year earlier - a performance
stronger than in ther major economy. It has
been reflected in th er formance of manufacturing

industry; output grew é?ii:gf in the second half of

1986 having been weak i e early months of this

year. &

8. The steady growth per formance he economy as
a whole has contributed to a e fall in
unemployment, although the level is much too
high. Since August unemployment has f y more

D
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than B1O0YQGOOT |HIST XOfde¥t six-monthly fall since

£973; Adult unemployment, long-term unemployment

and youth unemployment are all lower than a year
ago. And since the early months of last yedr 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. 1In the six years prior
1979 UK productivity growth in manufacturing was,
per cent, the lowest of all the Summit Seven

ies. 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 gr§;322>§

Sl The current account of the balance of payments
showed a small deficit in 1986. This follows a
cumulative curren !b ount surplus of £21 billion
since 1979 which ené&b the UK to build up a stock
of overseas assets in<§x s of [£100] billion - a
stock second only to t of Japan. Some
deterioration in our d%rrent 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

ices 1is

D

adjustment that followed the fall in

=4 -
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D‘@Eﬁ“ﬁ‘gf“@N’i_W improved non-o0il trade

performance and the UK's large stock of net overseas

assets will provide a lasting contribution to the

current account in the future.

10. 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

to be more balanced than last year when

grow onsumers' expenditure was given a boost
by the\&k: 0il price and Lhe fall in commodity
prices. ext year consumer spending is likely to

show slower growth but industrial surveys point to
stronger growth of investment.

Q
11. . The manufactigé;> ctor in particular faces a
good year. Buildin <§n the improved performance
during the second half@ 1986 I expect to see
continued strong growth <0f exports, output and

productivity.

12. And with 3% per cent growt@!ﬁi&ithe non-oil
r

economy in prospect there is e hance of
unemployment continuing to fall throuéggib 987 at

- 5 -
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the rg:BBGETilugx—F PA9t ¥ 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
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
mortgagéS; terest rate. For example the monlhly low
of 3.7 pervcent 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

{pattern expected this year is

largely the resultcagggfﬁgage rate increases at the
e

end of last year cou

C>d vith the effect on the
12-month comparison of tmporary dip in petrol
prices last summer. o
l4. The recent and prospective r formance in
inflation is in historical terms aQégib one and one

that we can point to with some satis

mortgage rate. T«

is higher than in most other majo

- 6 -
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rtries—and—tt—remains—an

cou 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

Q!Eé@untries and oil producers could import less from

<g§§§ﬁeveloped economies than we now expect. We

cannot)be sure that protection will be held at bay.

And<6§§§> ms in foreign exchange markets could lead
te re that dampen demand and output in the
1

major eco S.

16. It was for that reason that Ministers and
Central Bank Go :{ ors, meeting in Paris on
21-22 February, r ed that in current
circumstances a péo d of stability would now be
desirable. Accordingf} @ 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 protectiowzégiyressures that

were building up in the Unite es. This

subsequent agreement is designed to i breathing

space for the benefits of past e e rate
c%

BUDGET SECRET '[ NOT TO BE COPIED
BUDGET LIST ONLY

BUDGET SECRET NOT TO BE COPIED



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE C&DIED :

NOT TO BE COPIED



o | BUDGET SECRET NOT TO BE COPIED

S -
) adj on trade balances. At

<§i§;> the same time it will give the United States,

S;;Z Germany and .Tapan an nppnrfnnjty to reinforce the

/’3 policies already in place to improve the balance in

<§§§§> their economies between domestic and external
C;§>> demand.

17. 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
ime as our surplus on oil account has been

reduce ‘e is likely to be a modest current
v
accoun;Q%gfééit of [£2 ]billion in 1987; around

3 per cent of GDP.

18. To summarise, ::ritish industry now has an

outstanding oppo y with growing markets at
O ¥ .

home and oversea low inflation, improved

profitability and rapidlwing productivity. If

industry is able to control 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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19, 1In 1979, I presented 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 1least sense of
monetary strategy. Fifteen Budget packages of one

sort or another in the five years up to 1979 had

t inflation at 12 per cent and rising. The

ry was demoralised and falling steadily behind
(ii?bpetitors.

20. % words of my Rt Hon Friend the then

vV
Chance£§é§;;i§§he 1979 Budget marked a "new

beginning". Since then the financial picture has
been transformed. With it has come a growing
confidence in Britain and a transformation of our
standing in the today. It has transformed,
too, the approach o ritish management and indeed
the whole British pe® to the future. New
energies have been relea « And the key which has
unlocked them has beer;<> the stable framework

enshrined in the medium term strategy.

21. This has provided a durable g in which
monetary policy has been pursue steady
persistence and a clear sense of direc <> It has

D
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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.

3. 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

growth/ jof’ the money supply as measured by MO in the

period\§§;;§§§991 and the target range for 1987-88
be

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

last year's MTFS.

24. The exchane will continue to play a

significant part indm tary conditions and thus in
decisions about shor Ot- m interest rates. [The
recent agreement by thejor industrial nations
to reduce existing imbal@nces and co-operate to

foster the stability of exchange rates will reduce

uncertainty. It is entirely consistent with our
medium term objectives and has bee welcomed.]
25. In assessing monetary conditi shall
continue to consider a wide range of 1i tion
] o e
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abo .F | LY here is no target for

broad money this year. Rapid changes in financial

markcts accociated with wholly desirable
institutional changes have affected monetary
indicators throughout the world. The

interpretation of particular monetary measures has
become very difficult. 1In the United States, M1l has

temporarily lost its target status. 1In this country

target purposes, as was explained by the
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. ';
; 2,
Public borrowing
<31!::’
26. A crucial part of therew 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
successful. The PSBR in 1978-79 Sgg§8 er cent of
GDP and rising. By contrast the % 1986-87
will be around 1% per cent of GDP fo second
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successive year and falling. Next year, in 1987-88,

I expect to achieve my ultimate objective of a PSBR
of no more than 1 per cent of GDP. [We inherited a
PSBR of 5% per cent of GDP. During our first
Parliament it was reduced to 3 per cent; it is now
down to 1% per cent; and next year I expect to
achieve my ultimate objective of a PSBR at around

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

Q&g;gés it there for the medium term.

2 < Ifre have been a number of contributory

fact-%ﬂ o, this success. Much the most important

has bee§;wh' control of public expenditure which has
been falling 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 tham t have been in living memory
against the backgroﬁgé?f; a reformed tax structure.
Activity is booming in inancial markets helped
by the reduction in stampCduty last year. And the

population as a whole has achieved new levels of

prosperity.
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thriough J&) 6fad RdBVEng Hf Yil| 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.

29. 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
tain world from the economic shocks which beset

time to time.

S

The Ve ct
. N7 NN,

%\)

30. 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 ﬁgégght the policies we have
implemented to encour enterprise, efficiency and
flexibility. From the<gee' ing the Government has
taken action to promot petition, incentives,
and freer markets and Oto press ahead with
deregulation and privatisation. These measures are

now bearing fruit and we see the(ggiif of this in

the renewed success of Briti dustry in

international markets. Qiji)

AN
&é
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31. Bi¢D&ETaLls8 Trénhling the 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 fhis 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

try to stimulate economic performance by

nsionary fiscal  ©policy and accommodating

o) ry policy whenever there was any sign of
we growth. 1In practice it failed to provide
other short-term gains to output and merely

S
S Rl : ;
spelleé&lo term trouble; rising inflation and a
succession of financial crises. We turned our back

on that approach.

32. 1Instead we*ﬁ§§§>directed monetary and fiscal

policy towards ste y reducing inflation and
providing a stable inancial environment within
which a reinvigorated ey could perform.

<o

33. Our critics have constantly changed their

ground as events have confounde their gloomy

predictions. Initially they sai ould not be

possible to reduce inflation incomes

policy. They then said inflation wa falling

- 14 -
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-perpetuating downward
spiral which meant the PSBR would get bigger rather
than cmaller. 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

<§§?bar 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«ﬂj;!b'
g0 onZ20N)

inflation would roar ahead again. I could
A}k

34. But what has been the outcome? Sustained
growth at near to 3 per cent a year for about

6 years against i@ggigground of falling inflation -

from 163 per cent he end of 1980 to [4] per cent

over the past 18 mo S.

©)
35. More recently the Oture 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 s a lack of
understanding of why this upswin ifferent in
character from other upswings; and wh <§§f®s so well
X&Q/\@
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36.| B DépEth IdEEh® MEsWing is not just a matter

of chance. It reflects the soundness of the

recovery; improved industrial performance: an
absence of artificial tiscal sﬁimulus; 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 reccovery
has been at a comfortable pace it has not shown the

ains and stresses that once were so familiar.

§§§g§$ have eschewed active demand management in

res Ciiéb to expectations of short-term
fluctu (%é6§i we have been prepared to take
difficul\k\;c 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 percentage of GDP. Excluding asset

Q

sales the PSBR is a’lower percentage of GDP than

any year since lQGQ—??ifQ

o
38. The debate about moézi;zz and fiscal policy is

surely now over. Given théohistorically low budget
deficits of the past two years there can be no
clearer proof than the enthusiasm wij which those
who accused us of starving the eco$&§§$ demand now

accuse us of generating excess andsiof

changing the conduct of policy. They <swrong
et s

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

G
Pe

41 central objective of my reforms in this

area <>\een to remove obstacles to business
/\v ;

succes$§> national insurance surcharge and the

development land tax have gone altogether. The

reformed system of corporation tax came fully into

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

its has been lower in Britain

than in any major‘%igéastrial nation, though the

Americans are now set<§zzzzrlate us. The sharper

nies to improve their

of tax on company

incentive this gives
s o
per formance benefits employees, customers,

shareholders, and the nation as a whole.

42. During the transition to Qggib ew system,

companies were given advance notice ain rate

of Corporation Tax for the year ahead. helped
them in their forward planning, and I inte <§§§§§far
\%
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as poﬁi@@ﬁt 'e':ﬁl-lglbIM:Xe ractice 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'
capi gé'ns is complicated: gains are charged to
corpor ﬁs\ax, but the amount of the gain is first
adjustedyézéggégrtaln fraction so that the effective
rate of tax is the same as on individuals' capital
gains. But I see much force in the view that, with
the greatly reduced Corporation Tax rates, there is
less justificationthis difference between the
tax treatment of com§> s' capital gains and their

income from other sourcé&(i::>

45. I therefore propose that with effect from

today, the capital gains of 1large and small

companies will be charged at appropriate
Corporation Tax rate, without adj t, except
for the indexation which applies to st-1982

gains. Q)
@\/
DN
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46 &UQ%LJRISEQNLY am proposing to enable

companies to set payments of Advance Corporation Tax

against their tax liability on capital gains. 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

<§§§%&1 year.

vy and File
&?’
48. (giggspropose to legislate now to pave the way
v
for a QS¥Cg§§§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 payment is due. So there is a
laborious procesan estimated assessment from

the Inland Revenue<> an appeal from the company.
Under Pay and File compani will estimate their tax
liabilities themselves, pay on the normal due

date. Tax 1liabilities 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 est on the

excess; where the initial payment <§i§8 low the
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49, BrqulEF LI Y S uset- ouf S uinll Yast

December's consultative document on the
rccommendations 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

in the 1Inland Revenue's computer

by legislating now we are giving
and their advisers a firm basis on which

to prepa for the new scheme.

51. Within the com sector, the 0il industry has
faced a year of gggggtment following last year's
sharp fall in the o§> price. My Rt Hon Friend the
Secretary of State forc?§§§8y and I have followed
closely the effects on No <>‘Sea producers and their
suppliers. The industry itself 1is generally

confident about the 1longer term prospects, but

companies have suggested that in t ort-term the
trough in activity could lead to th of some of
the capacity, in Scotland and elsewh ; at will

certainly be required in the longer run. 22

20
2
P
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ingkr 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.

53. I now propose two new Petroleum Revenue Tax
rcliefs. 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

Second, I am proposing a new relief

present allowed for Petroleum Revenue Tax.

54. Together, these\ changes will give a further

measure of heloth to the o0il companies
o

themselves and to th for whom they generate work,

that will assist them fﬁégiiffng the difficulties of

the next five years or so-

o
Small Businesses
55. The growth of the small bus sector has
been one of the most encouraging deve ents in the
il [ =
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19B0B.U BEtwEeh|FI8D AHIY 1985, 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 job 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

ca and with the record-keeping required. I
there (péséythorised Customs and Excise to issue a

N
consulgg&¥§ ocument last autumn proposing certain
changes, "which have been broadly welcomed by

representative bodies and individual businessmen

57. One of the proposals which received a very wide

alike.

welcome was that fo <>Zgj§2;ional system of cash

accounting for business th a turnover of up to
£100,000. Indeed, there wé%e many requests for this

option to be available more widely.

984 In the light of this I now that, with
effect from 1 October, companies i n annual
turnover of up to £250,000 should, %%géggey so
.
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ch O&UQ§§11L|§J QNIH:(P 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.

59. The proposal is subject to our obtaining the
cessary derogation from the EC Sixth Directive on

I am applying for this today.

help small businesses with the handling of
VAT, “Z A \propose an optional eyctem of annual
accounzgﬁ 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 <j)nge will come into effect in
the second half of 35 ;

O

61l. I have two furtk(énges to propose here.

First, the period within which businesses must apply
to be registered for VAT will be extended from ten

days to thirty days.

62. Second, the rules for the sgg;%§§§yAT schemes
for retailers will be changed to ma Qif%y simpler
for small and medium-sized businesses. /Egéb

< gé
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63 BMD%IengIPO%atters on which the

representations have persuaded me it would not be

right to proceed. I shall not be going ahead wills
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

m um) permitted under existing European Community

shall continue to argue vigorously in
¥s flexibility to set a higher limit.
A

65. The proposals I have just outlined go further,

in some respects, than those published in the
autumn. They will Hhelp ease the burden of VAT on
smaller firms - alow more of their management
energies to be concg> rated on generating profits.
Some controls, forms an&> ations are inevitable,
but we are continuing une this bureaucratic

thicket as much as possible.

Tax avoidance <§S§b
66. The Government is determined E§§§§> further
progress in reducing the burden of tax <§' But

BUDGET SECRET® 7| NOT TO BE COPIED
BUDGET LIST ONLY »

BUDGET SECRET NOT TO BE COPIED



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE C&’IED |

NOT TO BE COPIED



&
e
@@

BUDGET SECRET NOT TO BE COPIED

haudB 1 LIST ust ensure that tax is

collected fairly and effectively, and that the law
enahles 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
-generous on the émount of input tax which can

be ed, and are being exploited. We have
alrea q unced that these rules are to be revised
so as 2§k5§2§>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 wite prevention =~ of wholly
unacceptable losseé> revenue. The changes will
come into effect on lO?iii?, and are estimated to
prevent a revenue loss i = 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 1 e able to
secure two tax reliefs for one and th interest
payment. Trading companies will not ected.
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1l April 1987, follows on the action taken in this

Th take effect from

=1

area by the United States last year. Indeed, this
is one area where we can follow the United States,
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
Q§§3§ 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 3 1l pay their tax after nine months and
some bagigi. 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 the timing of a substantial

proportion of the ration tax yield at risk.
o

70. I propose, therefar hat all companies and
building societies shéizzﬁ be liable to pay
Corporation Tax nine mont%é after the end of the
accounting period on which the tax is due. This

will be more equitable between co ies than the

present regime; it will
arrangements for collecting Corpor

companies; and it will smooth the
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rece:gEFDGrE:? Lige!-m ueyr. There will be a

transitional period during which the change will be

phased in.

71. Pourth, I propose to tackle the present
over—-generous treatment of tax credit relief for
foreign withholding tax paid on interest on bank
loans. 1In future, banks will be able to offset this

tax credit only against tax on the profit on the

evant loan, and not more widely. This brings the
here broadly into line with those in other
The change will apply from 1 April 1987

Yoans and from 1 April 1988 for existing

72. Fifth, I propose legislation to ensure that the

tax treatment of Lloyd's Reinsurance to Close is

made consistent wi je treatment of provisions for

outstanding liabili%ie ade by insurance companies
and similar provisi made by other financial
traders. These propo:é:;> will first apply to

premiums paid for the 1985 Lloyd's account closing

at 31 December 1987.

73. I have a number of furth posals, to

improve the taxation of business and<e rise.

&)

HN

N
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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 BES money is now going into
the higher risk ventures for which the Scheme was

ned

753;2 scheme is now on a generally satisfactory

basi Ci§§5 I propose two further improvements.

. The is a measure to deal with the problem
of end-year bunching, about which a number of people

have madc recpresentations. I propose that, for

investments made in the first half of the tax year,
the investor will §§§>-ble to claim part of the
relief against income&> the previous Qear. This
measure, which will app o ~dinvestments made after
5 April 1987, should make sier for companies to
raise BES finance throughouéathe year.

77. The second measure is a relaxati of the rules

to make it easier for independent f panies to
benefit from BES investment. I hope

be widely welcomed in the film industry.

=. 08
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bene ompany 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.

ible economy. It is most important that there

79. Training and retraining are vital to a dynamic,
be no disincentive for people who are likely
o

S
o changing jobs, which might hold them back from

traini acquiring new work skills. At present,

training.Qgégk is kind provided by an emplouyers is
treated as axable benefit. I propose to take it

out of tax.

Profit-related pay
o
80. I turn now to profit-related pay .

o

8l. I suggested 1last year, 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 in this

JA
country. <§§g§§

82. I pointed then to two considerable a@%igghges

of arrangements which relate pay to profits.

= 05
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é;E.r L‘ E)Nﬁ_ tification of employees

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 emplayment

more stable.

83. 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
ey have worked well. And many other firms

are con ing introducing thenm.

Q%
84. I hav herefore decided that the time is right

to give a measure of tax relief for employees in

qualifying profit-related pay schemes.

85. This should encour many more firms to bring
e

these schemes into op tion. 1Initially, at least,
these schemes will béo ined to the private
sector. Certain conditionsCwill 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.

e T
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86. | ABKED A EFu¢ | ST OOAIlLYvel 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. 5o 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

Qggébhls major new initiative. Depending on take-up

11 year cost could well build up to over
0 lion by the end of the decade.

s elated pay is not a panacea. But I

believe Y@ be of practical help in tackling
some of the deep seated problems of the UK economy
by promoting greater flexibility and enterprise,
and so help further to strengthen the prospects for

employment. T {§é at employees and employers

alike will now respo enthusiastically to this
opportunity as we look 8:d to the 1990s.
o

Savings and Investment

88. I now turn to savings and 1nv?§§§§

89. . Pirst, share ownership. This ent has
given a major boost to wider share owner rough
S
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action on three fronts: - employee share schemes,

privatisation, and the introduction of Personal

Fqnity 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 empluyees which cover some 13 million workers in

10,000 companies.

91.( !. propose a further measure in this area.
In ;)

fu u//ﬁag?ployees in a company which is taken
/\ Vv,
over wil zzéigle to exchange their existing share

options un&@€r an approved scheme for options over

shares in the acquiring company.

925 i L fam, sEurthe stituting a review, with the
help of outside pragtifioners, of the effect of
Section 79 of the 1972 <>ina;ce Act which deals with
the tax treatment of oyee—acquired shares
outside approved schemes. C The aim of the review
will be to suggest how to improve and simplify the

rules, consistent with the underlying purpose of
countering tax avoidance, so as €§g;& ow greater
flexibility and encouragement to ent ise.

®,

o
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93. | PRiVEtCSETioNSHr iNP$| ¥ wide 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 breakthrough we

have been able to make in wider share ownership.

94. As the House knows, the BRritish Telecom sale in
1984 brought a step-change in the number of
e-owners. Over 2 million people applied, half

m had never owned shares before. Last year's

s British Gas proved another 1landmark for
wide e ownership. 4% million applications
were r d on behalf of 5 million people, the

largest E&}%é of applications ever received in a
flotation anywhere in the world. [Plus reference to
TSB? - review in the 1light of the results of the
Treasury/Stock Exchange Survey, expected on

2 March.] <§§§%

.
95. I am particularl 0 that employees have

seized the chance to 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 companies floated on

the stock market have become shareh .
%@@
P ¥
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96. TI&UQG:EJSLLSTtQM—\éo icies has been clear

for some time, but estimates of the number of

shareholders have varied. I Lherefure
commissioned, in conjunction with 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

@number in 1979.]

we are not going to stop there. There is a

f scope, not only for increasing still

{number of people owning shares but also

for exis Cfé>§shareholders to add ko -their

portfolios. Our measures to promote employee share

schemes and our plans for further privatisation

sales will continue t‘;lay an important part.

98. The Personal Equil lans announced in my last
Budget came into operatio January lst and are
already beginning to s impressive results.

<o
Already over 165 banks, stockbrokers, unit trusts,
building societies and investment advisers have

applied to become plan managers and investor is

being offered a wide range of plans se from.
Over 2,000 people a day are currentl @g out

PEPs, and there is evidence that many o
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not irectly 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,.
P S
1002

///quw to pensions.

O
101. In my é§2%>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. =Q3frdingly, we published a

consultative documenkzézég November.

%
102. Personal pensions arimportant development

in three ways. First, they #ill 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 forQﬁﬁ?bmillions of

employees who at present do not to. an

occupational scheme. And third, peopl%@é?i) again
if they so wish, use them to contract out(%é;iﬁ§Ps.

&
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/<>\ 103. ABljﬂGGETd?_YSi!' ﬁl\if?t year's Budget, and in

\\Z§i2;> the consultative document, I now propose to extend
&

to these new personal pensions broadly the same tax

treatment that applies to retircecment 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

ional schemes with the minimum of red tape.
be particularly good news for many small

employe(/<€¥so have been discouraged by the

complexfég:;gésf open-ended commitment of a
inal

full-blown salary scheme. And there will be
much greater scope for transferring Dbetween

different types of pension scheme.

106. I intend to go be my original proposals in
one further, importga way . I  propose new
arrangements which Wi 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@ég;gg's schemes.

They will be able to top their pensi ht. up.-to

the present tax approval limits.

O

.

C//A\

- G-
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107.7AIT these 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

contributions are invested.

<§§S§> t these far-reaching improvements can be
juséégfb only if they are properly used. Some new
safeg (///Qie necessary to discourage exploitation
of the L nerous reliefs, particularly by a few
very highl aid people. I intend, therefore, to
introduce some limited changes to the present rules
to restrict the excessive relief which can be
obtained in some ctances. These will include,
for all arrangement <§n ed into from today, a cap
on the maximum tax—fégégiump sum of £150,000 and
stricter rules on how pe<> and lump-sum benefits

can be calculated, including a stricter definition

of final salary.

109. All these changes are set o a further

document which we are publishing tod{g§g§§
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110, BURGBILISIONLY - dormed the limits that

apply to tax exempt 1life assurance issued by

friendly societies. I did so Dbecause 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

improve the position of the older,

ished societies, I now propose that

societie hould in future be ahle tn offer

to £100. This will enable the older societies to

Operate economically, without effectively changing

the position of co;zial societies.

112. Turning " to théo pital taxes I propose to

increase the annual exeﬁigzzifunt of capital gains

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

maximum amount of capital gains relieved from tax on

retirement from £100,000 to £125,000.

113. The burden of inheritance ta ig??%gh raises
over £1 billion - falls disproportion Qi;%%;é;hose

with relatively small estates, many of wh sist
Q/A\
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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.

Q§E§> Last year I removed a widely resented obstacle

etime giving by exempting outright gifts
betwéen/)individuals made more than 7 years before
the d death. This year I can go further. I
proposc\§§\; end the exemption on similar Lerms Lo
gifts invo ngy settled property in which there is
an interest in possession, though this will not

apply to discretionary trusts.

115. The proposed in rates and bands will

9
help businesses. Buggfﬁpropose to go further by

increasing business ref% r shares in unquoted
companies. The rate of C;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 un securities

market, in future all holdings in US nies will

be treated like those with a full 1li
changes will concentrate relief on asse

N

not readily provide funds to pay the tax ich
could only do so at the risk of damaging

business.
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Taxes on spending

116. I turn now to taxes on spehding.
117. I have no changes to announce in the rate or
coverage of Value Added Tax, except for some further

reliefs for charities.

e have a very generous tax regime for

C le giving, following the package of new
rel introduced last year, and in particular
the pa iving scheme which starts next month.

N
\>V
As. I ;Xbou d before Christmas, I propose to
increase the limit on donations under the scheme to

£120 a year.

119. I know charr§§§§>will not expect any major

changes this year. following representations

from the Charities VAT Xx Reform Group, I have
liefs introduced last

decided to extend the VA
year to certain new aregéz to installing or
adapting lavatory or bathroom facilities in charity

residential homes for the disabled; to certain

welfare vehicles used by hospices nsport the
terminally ill; to drugs and chemic lied to
charities and directly used in medical h; to
N
e
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goo charity for relief of
distress; and to specialised location and
identificalion eyuipment used by mountain rescue

and first aid services.

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 655;8 petrol should be no dearer at the pump than

4 st-41§§5

from 6 9lc

ded petrol. The measure will take effect

ck this evening.

121. The gaming machine licence duty has not been
changed since 1982, and I propose to increase it by
about a quarter, whi will restore it to its 1982
value. I propose gé§§§ange in the level of duty on
off-course betting, where the reforms introduced by

my Rt Hon Friend the HOme sretary have done much

to improve betting shops'“-—prospects. 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 udget date,
would have spent the day at Chelten tching the
Champion Hurdle, I propose to abolis <§§?bduty on

on-course betting from 29 March.
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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.

I also proupose to increase the rates of duty on

licences and to create a new taxation class
very vehicles. These changes will take

m 1 January 1988.

124 [Pd€§32§g$? excise duties to be drafted later.]

@
%
O
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Inco

125. Finally I turn to income tax.

126. 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 reform strateyy

Qég;bbeen to move as quickly as is prudently possible
rﬁi?@is direction.

already made a very substantial

reducli b top rate ot income tax, reducing it
from the level of 83 per cent under the
previous Government to 60 per cent. We have
abolished the investment income surcharge and
brought the basic f tax down from 33 per cent
to 29 per cent. T‘b main tax thresholds are now
22 per cent higher f%f?:al terms than in 1979,
taking 1.4 million pe%out of income tax
altogether. The married<>man's allowance will
therefore remain at its highest level in real terms

since the war.

128. We now need to carry this p<§§é§; a step

further.

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE C’PIED ‘

NOT TO BE COPIED



BUDGET LIST ONLY
129.7 T propose for 1987-88 to raise the main

personal allowances in 1line with the statutory

indexation provisions.

130. The single person's allowance will therefore
rise by £90 to £2,425 and the married man's

allowance by £140 to £3,795.

Qé§§> The single age allowance will rise by £110 to

B%i?é&b and the married age allowance by £170 to
€

132.-1 p@

in the age owance to people aged 80 or over. For

» however, to give an extra increase

them, it will be raised by twice the amount due

under indexation so that, for the very elderly, the

single age allowanggégi}l be £3,070 and the married

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

and married couples benefit from this new
o

provision and the extra ase in the allowance

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

altogether.

133. The blind person's allowance w€§§§%kt raised in

1981 when it was increased by £180 present

level of £360. For 1987-88, I am ro ing a

further £180 increase, to £540. <>
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134. ABUBGHE LiSdhd2NEafes 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 cent4rate 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.

Qg%%%§%y my Budget speech last year, I reaffirmed the
1

<ZifiYUt by my predecessor in 1979, to reduce the
basi e of income tax to no more than 25 per
remains my objective.

S
136. But reductions in the basic rate are expensive.
It costs well over £1 billion to reduce the rate by
one percentage point. . Given the overriding need for
prudence on publiowing = "on which I am_ not
prepared to compromi@’ I cannot achieve the goal

of a 25 per cent basic<;iizthis year. But I -can

take a further useful towards it. I am
O s
therefore cutting 2 pence off the basic rate for

1987-88.
137. This reduction to a rate of ce in the

pound brings down marginal rates or the
overwhelming majority of taxpayers. ill be

O

DN

H Y g
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earnings.

arried man on average

138. The income tax changes I have announced today
will take effect under PAYE on the first pay day
after 17 May.

139. The basic rate reduction will, of course, mean

<SS§§fmilar reduction in Advance Corporation Tax.

=

i;g§§3>a further measure to help small businesses,
h ided also to reduce the small companies'
rate o (26§§>ration tax to 27 per cent. Following

o
O Shis .
the proposal 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 corporation tax will mean a
significant fall the tax burden on small
companies and the uni porated sector. This gives
the best possible inc Zizzpto small businesses,

which are so crucial future growth and

o
employment.

141. The total cost of the income t changes will
be some £2% billion in 1987-88. Thgégib

11 cost of
all the measures I have announced tod gij%bbe just

over £2 billion. This is consiste

- SlE -
BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY j




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE ceplso :

NOT TO BE COPIED



objecBlVO GE R [HER OGN hy m¢

BUDGET SECRET

GDP.

NOT TO BE COPIED

pre than 1 per cent of

I have accordingly set the PSBR for 1987-88 at

£4 billion.

o
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Peroration

142. Mr bpeputy 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.

n this Budget, I have been able to reduce

P orrowing to 1 per cent of GDP, and to make a
fur uction in income tax; in the next year,
public ing will fall as a proportion of GDP,

A
\>V
but speﬂgiig;g§>priority areas will increase.

144, To succeed on all Lhese fronts together is a
goal that has eluded successive Governments for
decades. <§§§s

o

145. This achievement e direct result of the
prudent economic policiesued since 1979.
&

146. This Budget carries forward those policies. I

4y
%
$

N

commend it to the House.

S
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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.

25 The passage on the economy (paragraphs 4-18) ir Terence
Burns. Monetary policy and public sector borrowing a

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. /§>§
I
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Qiiié. 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).

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

and \\the is a good deal of overlapping and perhaps some

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

next week.

i Some issues which arise:

(a) 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 ms at the end of the speech, where it would

be bathet
revenues and

start up again on the higher non-oil
o but perhaps unconvincing without this.
q?éé&present draft means that we will rely

on the FSBR and ‘briefing to stand up our fiscal forecast.

The approach

(b) 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.

(c) Sir Peter Middleton has his draft deliberately upbeat,
on the basis that it is eagier-to tone down than to lift up
a draft.

valuation changes as interrup he flow and unnecessary

(d) I have omitted the senternge R the o0il pricing and
s
(Mr Cassell and the Revenue). But 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 companies. Tt seemq@éﬁ%}her dull and
unnecessary.

(f) There may be a case for removing the
company cars and training (paragraphs 74-79)
the Small Business section, so that PRP stand:
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<§ii;> (g) This draft places, as you suggested, the alignment of
<€§§b Corporation Tax payment dates in the anti-avoidance section
N7 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 Jjustification of this

easure: 1if anti-avoidance were its main motive we would
be introducing a more limited measure and not one which
affects all companies.

G In lengt?3§§§>5peech may now be a few minutes over the hour.

% ML

N

AN
BLO enc:53 pages ()65
: &

@
@% .
D
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Introduction

: R 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 stéady
wth has been combined with low inflation. And we
ntering one more year in which the public

s are sound and strong.

§> are the frunits of the Government's

“\Eiégiﬁo hold to our policies of sound money

determin
and free markets. I gladly reaffirm these policies

today. They provide the only sure basis for more

jobs and lasting,<ff§§;ctive, jobs.

<o
i I shall begin y reviewing the economic
background to the Budge shall then deal with
monetary policy and wit e fiscal prospect this
o

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 proposals,

will be available from the Vote Offi Qifijoon as I

have sat down. i Ciiéb

N

V
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Economic Background

4. The past year has been déminated by the sudden
collapse of oil prices. Inevitably, the
difficulties the world economy experienced 1in
adjusting to the sharp [fall in oil prices has

influenced our economic per formance. During the

mmer there were worries that the "pause" in
Q!S?b vity was a precursor of a longer period of
ion although I explained at the time why it

Yy ~to:-sbe’ 'short : Yived: Helped by the

benefi prudent fiscal and monetary policies -
and the\})pr essive 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 o.
S

5. In 1986 as a<§g§g%e output has grown by a

further 2% per cent or<§§i;23his 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 long nd 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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This BY @ EhpkeSdi€8\dobination. 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 yrew rapidly but the oil
producers and other developing economies cut back
1r imports more than expected. As a result the
trialised countries experienced weak export

in the early months of 1986.

i;; orts initially reflected this weakness

but ha 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_.year earlier - a performance
stronger than in ther major economy. It has
been reflected in ﬁﬁsigirformance of manufacturing
industry; output grew.ézzj:zf in the second half of

1986 having been weak i e early months of this

year. o

8s The steiﬁy growth per formance he economy as
a whole has contributed to a e . £fall  -in
unemployment, although the level is i much too
high. Since August unemployment has f more

oY
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than BIOPHOPOT [T 13f\dkdt six-monthly fall since

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. 1In the six years prior

@ 1979 UK productivity growth in manufacturing was,

per cent, the lowest of all the Summit Seven
ies. 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 gr\&\p%

9. The current account of the balance of payments

showed a small deficit in 1986. This follows a

cumulative curreount surplus of £21 billion

since 1979 which en@% the UK to build up a stock

of overseas assets in€ s of [£100] billion - a
stock second only to at of Japan. Some
deterioration in our c%rrent 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 nce of this

should not be exaggerated. The nge rate

=4
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>
<§ii;> per formance and the UK's large stock of net overseas
O

assets will provide a lasting contribution to the

/;:b current account in the future.

gé /;5\ 10. 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

to be more balanced than last year when
grow onsumers' expenditure was given a boost
by the<i§§§> oil price and the fall in commodity
prices. Néé%syear consumer spending is likely to

show slower growth but industrial surveys point to

stronger growth of investment.

11. The manufactur ng ctor in particular faces a

good year. Building\'on the improved performance
o

during the second halfl986 I expect to see

continued strong growth ©f exports, output and

productivity.

12. And with 3% per cent growt the non-oil

economy in prospect there is e hance of

unemployment continuing to fall throud@é?i) 987 at
- 5 -
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the rﬁﬂﬁ@Efllg}? mﬁ_? mponths. 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.

k35 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
mortgagéﬁght rest rate. For example the monthly low
of 3.7 per““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

f§=ttern expected this year is
largely the result of\m gage rate increases at the
end of last year co@d ith the effect on the
12-month comparison of tmporary dip in petrol

prices last summer. &

mortgage rate. Tk

1l4. The recent and prospective performance in

inflation is in historical terms a(ég;b one and one

that we can point to with some satis x'

is higher than in most other majo

— 6 =
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coumtries—and—it—remains—an- 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. Tt is possible that developing

<§§§%ﬁntries and oil producers could import less from

<§§§§ﬁeveloped economies than we now expect. We

cannot )be sure that protection will be held at bay.

And @%i;gb ms in foreign exchange markets could lead
to re that dampen demand and output in the
major eco ies.

16. It was for that reason that Ministers and
Central Bank Gors, meeting in Paris on
21-22 February, r d that in current
circumstances a péo d of stability would now be
desirable. Accordingf% & 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 protectiowzéiiyressures that

were building up in the Unite es. This
subsequent agreement is designed to gi breathing
space for the benefits of past e e rate

2
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adj on trade balances. At
(éii;fi the same time it will give the United States,

Germany and Japan an opportunity to reinforce the
7\ :

(g§>0§ policies already in place to improve the balance in

their economies between domestic and external

g//A” demand.

17. On the assumption that overseas markets will
w more quickly in 1987 than in 1986, the prospect
continued strong growth of UK exports. But

b sé\non-o0il imports have been growing rapidly at

ime as our surplus on oil account has been
reduced _thexe is 1likely to be a modest current
account de Eaf. [£2 1billion in  1987%; around

3+ per cent of GDP.

18. To summarise, itish industry now has an
outstanding oppoégéigiy with growing markets at
home and overseag> 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.

@
%
DN
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19. 1In 1979, I presented 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 1least sense of
monetary strategy. Fifteen Budget packages of one
sort or another in the five years up to 1979 had

t inflation at 12 per cent and rising. The

ry was demoralised and falling steadily behind

o (iigbpetitors.

words of my Rt Hon Friend the then

Chancellor he 1979 Budget marked a "new
beginning". Since then the financial picture has
been transformed. With it has come a growing
confidence in Britain and a transformation of our
standing in the today. It has transformed,
too, the approach 6% ritish management and indeed
the whole British pe@igigifo the future. New
energies have been relea < And the key which has
unlocked them has beeno the stable framework

enshrined in the medium term strategy.

21. This has provided a durable g in which

monetary policy has been pursue

persistence and a clear sense of directio
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proved adaptable to changing circumstances both at

home and beyond our shores. Above all it has proved

a Ssnccess,

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

Book shows.

23. Monetary conditions will be set to continue the

ual reduction in money GDP over the medium term
bringing about further reductions in

5 This is demonstrated by the declining

growt p£-the money supply as measured by MO in the

i 991 and the target range for 1987-88
which wil e 2-6 per cent - exactly as indicated in
last year's MTFS.

24. The exchang=<:§§-e will continue to play a
significant part in"mo ary conditions and thus in
decisions about sho;§§§2rm interest rates. [The
recent agreement by the jor industrial nations
to reduce existing imbal&nhces 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(wi welcomed.]
25. In assessing monetary conditio shall
continue to consider a wide range of In tion
SRl o
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abcutBuIQGr%IeblS.s—Epgl_N!-Y There is no target for

broad money this year. Rapid changes in financial

markets accociated 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, M1l has

temporarily lost its target status. 1In this country

target purposes, as was explained by the
o ,\g;ﬁvthe 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 0(
o
26. A crucial part of theé mew beginning in 1979 was

o
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
successful. The PSBR in 1978-79 @er cent of
GDP and rising. By contrast the @ 1986-87

will be around 13 per cent of GDP fo second

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

I expect to achieve my ultimate objective of a PSBR
of no more than L per cent of GDP. [We inherited a
PSBR of 5% per cent of GDP. During our first
Parliament it was reduced to 3 per cent; it is now
down to 1% 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.

2 e have been a number of contributory
facto this success. Much the most important
has beé§;§2§>gontrol of public expenditure which has
been falling 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 thaﬂ?%fé§ have been in living memory
against the backgroun CP a_ reformed tax structure.
Activity is booming in inancial markets helped
by the reduction in stampcﬁuty last year. And the

population as a whole has achieved new levels of

prosperity.
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thrjough) ® et haSvlidgEYSil revenues - and achieve

a lower borrowing requirement than we set at this

time last year. Tn the future they hold out the
inviting prospect of both low public borrowing and

lower taxes.

29. 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
tain world from the economic shocks which beset

time to time.

O

The V ct
: Q§;§‘

30. 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 ﬁgggght the policies we have
implemented to encour enterprise, efficiency and

flexibility. From the<9§§i§2jng the Government has

taken action to promot petition, incentives,
and freer markets and <>to press ahead with
deregulation and privatisation. These measures are

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

the renewed success of Briti dustry in
international markets. <§§fb
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31. PIgDaEE TalsS Tré2pilny the benefits of prudent

fiscal and monetary policies set in a clear

medium-term framework. OQver 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
try to stimulate economic performance by
nsionary fiscal ©policy and accommodating

ry policy whenever there was any sign of

we growth. 1In practice it failed to provide

other short-term gains to output and merely

A,

AVY s 1 :
spelle <;2§§§erm trouble; rising inflation and a
successioh of financial crises. We turned our back

on that approach.

32. Instead we Q§§;sdirected monetary and fiscal

policy towards ste y reducing inflation and
providing a stable inancial environment within
which a reinvigorated ey could perform.

<o

33. Our critics have constantly changed their

ground as events have confounde their gloomy

predictions. Initially they sai ould not be

possible to reduce inflation incomes
policy. They then said inflation wa falling
= .
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beMEEJr@EpMLXFI -perpetuating downward

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

@ar we were told that although growth this year
<. Ot be better than expected next year it would

jown. And that if we did have sustained

recove inflation would roar ahead again. I could
go on’C A\

N
34. But what has been the outcome? Sustained

growth at near to 3 per cent a year for about

6 years against a kground of falling inflation -
from 163 per centhe end of 1980 to [4] per cent

O
over the past 18 mo S.

Q)
35. More recently the e 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 st a - lack 'of
understanding of why this upswin ifferent in

character from other upswings; and w @s so well

£

7~

based.
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36. ‘ﬁUEﬁEE) UEIhQMVln 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. Abouve all because the recovery

has been at a comfortable pace it has not shown the

Q§§§§fins and stresses that once were so familiar.

expectations of short-term
we have been prepared to take

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 percentage of GDP. Excluding asset
sales the PSBR is lower percentage of GDP than
any year since lQGQ-??ifQ

o

38. The debate about moigizzz and fiscal policy is
surely now over. Given the historically low budget

deficits of the past two years there can be no

clearer proof than the enthusiasm wi which those
who accused us of starving the econ demand now
accuse us of generating excess d and of

changing the conduct of policy. They wrong
then; they are wrong now. <§§§§>

s
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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% central objective of my reforms in this

area S een to remove obstacles to business
\>V

success national insurance surcharge and the

development land tax have gone altogether. The

reformed system of corporation tax came fully into
for the past year, the rate

ofits has been lower in Britain

than in any major<>' ustrial nation, though the

Americans are now se ciz;:yulate us. The sharper

incentive this gives nies to improve their
7 &
per formance benefits employees, customers,

shareholders, and the nation as a whole.

42. During the transition to ew system,
companies were given advance notice ain rate
of Corporation Tax for the year ahead. helped

them in their forward planning, and I inte <§§§§§far
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as ;o@”)@eGE:-B lebﬁlflﬁb“t?(e ractice of fixing the
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