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FROM: M F BROWN
DATE: 4 March 1987

MR A P HUDSON ce FST/PS

Mr Cassell

Mrs Lomax

Mr Scholar

Mr Culpin

Mr Ilett

Mr Neilson

Mr Croopper

Mr Ross Goobey

BUDGET SPEECH: OWNERSHIP

Your,. nobe off today. We have no comments on the speech, Just
on the interpretation of the figures. I understand Inland Revenue

are commenting separately on the employee share scheme section.

2. It may be acceptable to describe 7% to 19%% as a "trebling"
- given the margins of error involved - though "roughly trebled"
may be better. But this should not be Jjustified by a suspicion
that the 7% estimate is a shade on the high side. It is ¢the
best (ie central) comparison that we can make with the 19%%
estimate. The 1979 estimate of 5% from the FRS survey records
a narrower measure of share ownership, and the recent results
to this survey are therefore correspondingly Ilower. The best
comparison that we can make with the FRS would be our estimate
of 18%, which excludes unquoted shares. ErEEwou lldEno i he
consistent to 1include unquoted shares 1in our headline total,
but to exclude them in calculations of the extent to which share

ownership has increased since 1979.

eSS

M F BROWN
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Please Dial my Extension Direct:

Use Code (01)-382 follo d by
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A C S Allan Esq
Principal Private Secretary
HM Treasury

Parliament Street
LONDON
SW1P 3AG 4 March 1987

Door  ANlane

BUDGET STATEMENT: TAXATION SECTION: THIRD DRAFT

We have the following comments on the draft you circulated on
2 March:

D25 et seq: The draft no longer takes credit for going further
than the consultation document (eg on the turnover
/ limit) - this looks to us like missing a
v/ presentational trick.

D27 and 29: I understand the Minister of State will propose

R amendments.

o

This should read "Fourth, there will be changes to
Tthe rules for/the special VAT schemes for
retallers.\partlcularLy to-make the simpler s
]schemeg K%re widely available to small and

V/( medlum sized businesses" This is because there
are several changes we wish to make, and because
the operation referred to in the Speech is one
less of simplification than of extension of the
benefits.
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Part of the cost in 1988-89 stems from the
deferment of Keith III, which is not mentioned in
the Speech (it does figure in the FSBR). Rather
than saying "They will cost ...", the last
sentence should more accurately begin "The cost
will be . ..".

Rather than "noting", we suggest that the House
"will also be pleased to know" (more positive).

In the same passage, the standard method is
described in over-simplified terms: it is not a
way of accounting for VAT, but a method of
"calculating gross takings for VAT" and we suggest
that this admittedly more cumbersome phrase be

used.

The Chancellor should perhaps remind the House
that he has already announced his decision to go
ahead with the anti-avoidance package: insert
after "changes" in line 4 on page 10 ",which I
announced to the House last December,". 1In the
following sentence, for "special arrangements", we

suggest "simplifications and reliefs".

The Minister of State will propose a redraft.
However, the item for goods donated for export
should probably come out: it legislates for an
existing extra statutory concession, so it is
misleading to present it as an extension. In line
8, "directly" would be better than "exclusively",

but neither word is really necessary.

RIINGFT SECREFT
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Since the 5p differential includes consequential

v//// VAT, it is mor¥e correct to call.it.a "tax"
differential in line 2.

Copies go to Simon Judge and Carolyn Sinclair at the Treasury, and
to Peter Jefferson Smith, David Howard and John Bone here.

Petrer

P G WILMOTT

BUDGET SECRET
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A P HUDSON
4 March 1987

MR M F BROWN

ec: EST
Mr Cassell
Mr Scholar
Mrs Lomax
Mr Culpin
Mr Ilett
Mr Neilson
Mr Betenson
Mr Cropper
Mr Ross Goobey

BUDGET SPEECH: OWNERSHIP

The Chancellor has seen your minute of 3 March giving the results

of the Treasury/Stock Exchange share ownership survey.

2 He has commented that, in the Budget Speech, he can clearly
say that share ownership has "trebled", since there is reason to
believe that the 1979 estimate of 3 million is a shade on the high
side, and "almost 20 per cent of the adult population".

- I attach the relevant section of the Budget Speech, ammended
to take in these decisions. Please could you let me have any

comments by tonight if at all possible.

4 Please could Mr Betenson confirm the references to home

ownership in paragraphs E3 and E4.

A P HUDSON
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E. TAXES ON SAVING /7 5%,
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
were more limited and language more inhibited, a

property-owning democracy.

E3. 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 1% 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.

BUDGE. C ?il".il..NTlAL
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E4. 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
Sijﬂ?lﬂillion individual shareholders in this country,
alagott AD
amounting to , ¥y per cent of the total adult
population, aAd fu33y three times the number there

were in 1979,

BUDGET - CONFIDENTIAL
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cc: PST
Mr Cassell
Mr Scholar
Mrs Lomax
Mr Culpin
Mr Ilett
Mr Neilson
Mr Betenson
Mr Cropper
Mr Ross Goobey

BUDGET SPEECH: OWNERSHIP

The Chancellor has seen your minute of 3 March giving the results

of the Treasury/Stock Exchange share ownership survey.

2. He has commented that, in the Budget Speech, he can clearly
say that share ownership has "trebled", since there is reason to
believe that the 1979 estimate of 3 million is a shade on the high
side, and "almost 20 per cent of the adult population”.

g I attach the relevant section of the Budget Speech, amgended
to take in these decisions. Please could you let me have any

comments by tonight if at all possible.

7. Please could Mr Betenson confirm the references to home

ownership in paragraphs E3 and EA4.

A P HUDSON
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E. TAXES ON SAVING \1531 :

El. I turn now to the taxation of savings.

E2. A central theme and purpose of the Government's
policies 1is 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.

E3. 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 1% 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.

BUDGE. C ?Ll"iL..NTlAL
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E4. 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 cxplosive 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
8'.iqn?million individual shareholders in this country,
alamet AD :
amounting to, ¥y per cent,-of +the  total .adult
population, andyéﬁ&%y three times the number there

were in 1979.

BUDGET - CONFIDENTIAL
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cc PS/Chancellor
PS/Chief Secretary
PS/Financial Secretary
PS/Minister of State
Sir P Middleton
Sir EoBRrns
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-elEgaac— TR

Mr Painter - IR

Mr Beighton - IR
Mr McManus - IR

Sir Angus Fraser - C &
M Knox, =, C & FE
MroWalmotti-2@=g B

Mr Bone - C & E

BUDGET STATEMENT: TAXTION THIRD DRAFT

N

The Economic Secretary

Second half of the Budget Statement,

of 2 March.

E

has seen the Chancellor's draft of the

2 The Economic Secretary had the following comments:

D2 and 3

attached to Mr Alan's minute

B The Economic Secretary thinks that the second half of the

last sentence of D2 is

justified by the last sentence of D3.

He
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suggests transferring the second sentence of D2 to the end of
.3 and phrasing it as fo!,‘lvh?:vs: "Just as the new system has
undoubtedly improved the leicy of business investment decisions
in' ‘Britain, sSo the 35 per ‘cent  rate .is encouraging overseas

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

D14

4. In order to end the paragraph on a favourahle note thc 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

55 Subject to the comments of the Inland Revenue, the Economic
Secretary would prefer an alternative second sentence along the
following 1lines. "At present, Lloyds syndicates are the only
traders within our tax system who have an absolule right to decide
on the level of provision for future liabilities to deduct from
their pre-tax income, and so in effect to determine their own
tax ikl "

El4
6. The Economic Secretary would 1like 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".

El5
7 The Economic Secretary would prefer to replace the existing
paragraph El15 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



BUDGET CONFIDENTIAL

able to plan for the future with confidence. To raise the
tisting tax—-exempt limits would merely invite a return to the
commercial exploitation which led to the changes of 1984. The
existing tax-exempt limits, being based on sums assured and annuity
payments, tend in practice to be more restricted for the traditional
societies, because they generally offer much longer term policies.
I have therefore decided to replace the existing limits 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 and annuity policies to their members".
E19

8. The Economic Secretary would omit the last 3 lines

G9

T'he Economic Secretary suggests replacing 'marginal' by 'only'.

2

P D P BARNES

Private Secretary
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A P HUDSON
5 March 1987

MISS NOBLE

BUDGET STATEMENT: SECTION E

Miss Sinclair asked me to let you have a sight of this section of
the Statement.

2% Please could I have any comments by 4 pm tomorrow
(Friday 6 March)?

1

A P HUDSON
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E. TAXES ON SAVING

El. I turn now to the taxation of savings.

E2. A central themec and purpose of the Government's
policies 1is 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.

E3. That means wider home ownership, wider share
ownership, and wider pension ownership. Over the
past eight years, the Gavernment 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 1% 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.
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E4. 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.

E5. And then there 1is 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.

E6. 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
A A 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.
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E7. In my Budget 1last 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.

E8. 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.

E9. 1In 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.



BUDGET CONFIDENTIAL

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 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.

El12. 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 1limit 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.

E13. Details of all these changes are set out in an

Inland Revenue press notice published today.
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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 - IR

Mr Painter - IR

Mr Beighton - IR
Mr McManus - IR

Sir Angus Fraser - C & E
Mr. Knhox —iC & 'E

Mr Wilmoett - C. & E

Mr Bone - C & E

BUDGET STATEMENT: TAXTION THIRD DRAFT

The Economic Secretary would like to insert the following paragraph
after his suggested paragraph E15 of the Budget statement (my

minute of 4 March):

"I also want to help the trade unions in respect of the tax relief
which they enjoy for sickness and accident benefits provided to
their members. The current tax-efﬁpt Iimits,  £2,400 for lump
sums and £500 per annum for annuitié;, were set in 1982, and with
effect from today I propose to increase them to £3,000 and £625

respectively."

BUDGET CONFIDENTIAL
1
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2 In addition, the Economic Secretary has pointed out that
the word "restricted" in paragraph 7, line 9 of my minute to you

of 4 March should have been "restrictive".

ji

P D P BARNES

Private Secretary

BUDGET CONFIDENTIAL
2
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REVISED PARAGRAPH E15

g’ Wb However, I am anxious that the traditional Friendly

Societies, which have played a valuable pact in
mutual self-help for many generations, should be

able to plan for the future with confidence.

o | be morj;//fe rictixe for the traditional

societies, “which gener lly offer much longer-term

and so have |to set premiums at a level

ich is less economic./'I have therefore decided to

replace the existing limit based on the sum assured
with a new 1limit based on annual premiums. 1k
propose to set this at £100 a year, wh{EE)wi&i-nahe

= —commer cial-—societtas~but

will greatly increase the scope of the traditional

societies to offer life policies to their members.

NEW PARAGRAPH El15A

m———

719 I also want to help the trade unions in ;espééf of

the tax relief which they enjoy fofr sickness and

—

/
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accident benefits provided to their members. The
current tax—exempt limits, £2,400 for lump sums and
£500 per annum for annuities, werg/;et'in 1982, and
with effect from today I pLOpgsé/€; increase them to

£3,000 and £625 respectively.
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NEW PARAGRAPH E18f.

Thanks to the efforts of this Government, the tax
regime for the heritage has been much improved.
Today, I have two further changes to propose.
First, I am exempting from inheritance tax settled
property that is put into a heritage maintenance
fund within two years of the death of a life tenant.
And second, I propose to improve the arrangements
for acceptance of property in lieu of tax. In
future, owners will have the choice of either the
present system, or an arrangement under which no
interest would be charged between &;he—da%e—efitthe
offer and E;ﬁatﬁﬁﬂfr—ef cceptance, but tti tax
sa%ésééed‘woufUTEe‘Based on the market+va1ue e£f the
datg of the offer and not, as now,a'/Lhe date of

acceptance.
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PRINCIPAL IVATE SECRETARY cc PS/Chief Secretary

PS/Financial Sccretary .
Mr Cassell’ Sir F MiddlelLon

Mr Scholar
Miss O'Mara

Mr Painter, IR
BUDGET STATEMENT : TAXATION SECTION : THIRD DRAFT

I mentioned the lobby in favour of tax subsidies for R & D at the overview. It
is possible that the lobby which favours this will latch on to the new PRT relief
for research spending mentioned in para D19 of the Chancellor's draft. It might
argue, for instance, that it is odd to give a new North Sea relief, but not to
do more for R & D generally which is needed to help improve the manufacturing

trade balance now that oil prices have fallen.

2. The answer to this is that the new PRT relief will deal with a problem caused
by the field basis of PRT which makes the PRT regime tougher on research than
the Corporation Tax regime which treats all research expenditure as allowable.
This answer will in any event be in the defensive briefing. But it seems worth
considering the case for and against making use of it in the speech. The case
against is that to do so would draw attention to the argument about industrial
R & D generally. The case in favour is that it would be worth trying to nip the
argument in the bud from the start. This might be done by adding one low key
sentence at the end of the paragraph on the lines of:

"The +treatment of research for PRT will then be closer to the

Corporation Tax vregime which treats all research expenditure as

allowable."
\.’\\4' ’ ] \a W, | . - !.«7 rJ‘ 2 \{ ‘ e 17 reldlA o
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NEW PARAGRAPH D40A

Fifth, I also propose to /implement the Keith
Committee's recommendalion that interest sawes— g
should be charged in the limited number of cases
where PAYE is not applied properly and a formal
assessment has to be made to recover the tax. The
change will take effect from April next year, and

the yield in 1988-89 is estimated at £45 million.
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New paragraph on controlled foreign companies

Sixth, I propose to remedy an unintended defect in
the legislation on controlled foreign companies.
This legislation does not- apply where companies meet
an acceptable distribution test. But at present,
some companies are meeting this, but then moving
their residence to the UK before paying the
necessary = dividend. This can result in the
company's income escaping tax altogether. The
device will be challenged in the courts, but the tax
at risk is such that I decided to take immediate
action to '‘bloeck it ‘For the future. This will

prevent a revenue loss of [at least £10 million].
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_Sir P Middleton
Sir T Burns
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Mr Wilson
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Mr Monck
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Gﬁdﬁ Miss Evans
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BUDGET STATEMENT: ECONOMIC SECTIO I DRAFT

&

I attach the Chancellor's own draft o <>th Economic Section of the
Budget Statement. <:i:>

2. Please could I have any comments as soon as possible. In
particular, please could Mr Sedgwick check the figures in square

brackets in B7, and Mr Mowl those in paragraph D2 and D7.
3is Since this part of the speech has fallen i r sections
rather than three, the section and paragraph n for the
remainder will be revised when it is next circulated.Qii%ij>

A C S ALLAN

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY “
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BUDGET LIST ONLY
A. INTRODUCTION

Al. The setting for this year's Budget is more
tavourable than it has been for very many years. We
are entering our seventh successive year of steady
growth, at the top of the international 1league
table. We are entering the fifth year in which this

stgady growth has been combined with low inflation.

ublic finances are sound and strong, and
%ment is falling.

un
A2, T re the fruits of the Government's
1 §

determina in bad times as well as good, to hqld
Eremly ko Gzlbbolicies of sound money and free

markets. Once again, I reaffirm those policies.

A3. So the Budget <§§§ ent today is a Budget built

on success, and a Bu Q?éffb ccess.

r su
O
A4. T shall begin, as ﬁi;g + by reviewing the

economic background to the Budget. I shall then
turn to monetary policy and to the fiscal prospect

this year and next. Finally, I shall propose some
changes in taxation designed to ove still
further the prospects that lie before<§§§§>A number
of press releaseé, filling 'out: the deéggib of my
proposals, will be available from the Vote<gé§§%§§?s

A

soon as I have sat down.

BUDGET LIST ONLY
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B. THE ECONOMIC BACKGROUND

sudden collapse of the o0il price. Our own economy

was affected not only directly, as a major oil

preducer and exporter, but also by the pause in
growth as the world economy adjusted to what

h described as the third oi Despite

v// thi i cation, however, fin most respectgi the
i\\f?-kﬁ““““”’- economy<<?§§g?veloped as I foreshadowed a year ago.
<

O 4
B3. 1In 1986 as a whole output grew by a further

2% per cent or so, which compares well with the

as coincided with

at 3% per cent in 1986 recbrded the lowest figure

for almost 20 years. 1§§eeagheqf7the lifetime of

this Parliament, inflation has averaged less than

5. per cent:

/4
), b -
In) / ol v B4. nuring the first half of last year o were
hno
/ P /gfnTJ 4’ affected by the pause in world growth to I
2

idknl; have already referred. But since the middle <§§§g

ab A /m% nl,
afy 1170 b P




year they have grown strongly. Indeed, over the

: BUDGET SECRET NOT TO BE COPIED
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<<iii> last three months the volume of non-o0il visible
QZ;;D exports was almost 10 per cent'higher than a year

P
%<§S§§> earlier - a better performance than that of any

<;2>§ other major economy. This pattern was reflected in
the rapid growth of manufacturing output in the

second half of last year.

@ his resurgence of economic growth, coupled
i Qi:3>special measures we have taken, has brought

abou come fall in the number of people out of

work. August unemployment has fallen by more
Ehan 100 g;> the largest six-monthly fall since

1973. rhou§h the numbers out of work are still far
too high, both youth unemployment and long-term

unemployment are now lower than they were a year

O
ago.
@%P ﬂA>b§2; e )

mxﬁﬁwiqy Meas B6. Since the early morth last year, there has
APV Ervasnvorkinb i;f:] 2k<p been a further é;;>e in ) productivity,

x1 9, ’ IR\ &
P NS \// it partieularly—in an;ﬁufactu?im. This

continues the remarkable improvement in productivity

growth achieved by British industry

roughout the
h /9 0s , on )

\ i;’g"}r“j" 198050
growth in manufacturit

seven major industrial countries in the

‘the—seven-years-since-1979/our annual rate o wth
of output per head in manufacturing has b 6?g§i
highest of all the seven major industrial countriies.
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B7. “PheTrecorded—current account of the balance of

payments went into deficit in 1986 by around

£l biltion. This followed a. cumulative current
account surplus of some £20 billion between 1979 and
1985. Some deterioration in our current account was
inevitable in the face of a A£5 billionf loss of
earnings on oil trade virtually overnight. But the
significance of this should not be exaggerated. The
<§§§Eﬁnge rate adjustment that followed the fall in

prlce is already contributing to an improved

rade performance.

Wt hasr (Wt har Gequar) Eno v2729.)
mass1 k of net overseas assets/”whlch at well
over £1 1on is second only to that of Japan,

will prov1 avecontinuing supporl to the current

account in the years ahead.

B8. Looking aheada/z?éﬁpect 1987 to be another year
of steady. bhalance <>gr Ehtswith low dinflations:
Total output is forecaggfzi rise by 3 per cent, with
exports and investment o <:> her more than that.
Manufacturing industry, in<>particu1ar, should do
well. And with the non-oil economy set to grow at

3% per cent, there is eve2§ﬁ§E§§§%’%f unemployment

n)last year's

continuing to fall throughout 1987.

Budget Speech I said that the’ for jobs

depended on a sustained improvem n the
performance of business and industry That
sustained improvement in economic per formarece s
occurred and is continuing. <///\
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s
\\zgiz;> B9. Despite the strong growth in exports, it will
<§i§> inevitably take time for the full effect of the

Qi;ib exchange rate adjustment to work through. The
7N

P \> current account is thus likely to remain in deficit

<;;§§> this year, by some £2% billion, around half of

one per cent of GDP.

« As I foreshadowed in the Autumn Statement,

ion may continue to edge up for a time,
sver L% yer cod
O |>=p&r=@emt by the Summeg) before falling

PN S (oee mumite )
per cent by the end of the year. wWhile
short- uctuations are inescapable, it remains
the Gove§g§§§%§s prime objective to keep inflation
on an unamb gﬁégély downward underlying trend.
Bll. Given the continuation of present policies in
this country, the Kiggest risk to the excellent
prospect I have ou:}jgsﬂ/'s that of a downturn in
the world economy as %%;j;ole. There are still
serious imbalances f:;l ting the three
major economies - the United®States on the one hand
and Japan and Germany on the other - which, if not
handled properly, could lead to a simultaneous
downturn in all three. And this i could be
exacerbated by renewed turmoil in<§§£§“ foreign

exchange markets, whose tendency to ove

notorious as it is damaging.
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B1l2. It was to address these dangers that the

Finance Ministers and Central Bank Governors of
six major nations met in Paris last month, and
agreed among other things to co-operate closely in
fostering a period of exchange rate stability. 1In

my Budget Speech last year, I said:

"Provided we are not over-ambitious, I belicve

that the Plaza accord is something we can
<§§§§> usefully build on."

Bl3. But short of a world downturn, which can and

must be avoided, British industry now has an

outstanding opportun'<3 r with growing markets at
home and overseas:<§;;§1nflatlon, rapidly growing

productivity and gré> improved profitability.

Provided it can control sts and malntajﬂ its
ALSun—, Sa e PIhUn, ,

present Ebmpetltlve advant Hwe can’look forward to

many more years of strong growth combined with low

R
o
20

o

inflation.
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C. MONETARY POLICY

Cl. For its part, the Government will keep in place
a sound and prudent financial framework. That
means, as it has done since 1980, the medium-term

financial strategy.

C3. Thi§?§§§§i§es munetary discipline buttressed
C

hy low pubd. sector borrowing. The essential
instrument of monetary policy must remain short term
interest rates. These will continue to be set in
thel " T'1ght "of . mon conditions as indicated

principally by the g zé?jof narrow and broad money

and the behaviour of the exchange rate.

O
C4. For narrow money, MO, the target range for next
year will be 2 to 6 per cent, as foreshadowed 1in
last year's MTFS. For broad money, however, as the
Governor of the Bank of England coq3§§i> argued in
his Loughborough 1lecture last Octoberg\\i current

circumstances it 1is probably wiser t <§;£ ew an

explicit target altogether. But broad mon p 3
A
1k
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ceumse continue to Dbe tak;§h1nto account 1in

<iii> assessing monetary conditions

¢ Py =7\ l\ reite

(MW)(QE\D/\ | ’/l i : e i i
ol
Ce. gméﬁg*ngFﬁA*v+hﬂq

961 In my Lombard Association speech last Aprilg I
at considerable 1length precisely how i~

b 9 bary policy is operated. @hile I note that in
LE

-.‘\?r, Chairman of the United States
Federal R ;/ﬁ9 Board, in his written testimony to
the Senat last month, explained how the Fed

operates monetary policy in remarkably similar

terms.

Barl . ikl Lkt B @
one parn w thie rwkdfkka opoech thak doeon't <¢///
oy e g Gl ey e byl G
bo Vockor 7 Mone of wa se has @ fres
tﬂwbww' Bwtgm~w44emAk%pwwmd%7 poseage Vﬁv } V,\
MWW i Awwb’r‘“‘t’ ({-(*\/ '\)
oy yolicy i ther sams vy on | hane-done m
MW‘\Mb@vaWv boa tahall deae

i @
%
O
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6 D. PUBLIC SECTOR BORROWING

@ Dl. I mentioned a moment ago the need to keep
z@\/\\ public sector borrowing low.

D2. The final .outturn’ for the public . sector
borrowing requirement in 1985-86 was just under
£6 billion, equivalent to 1% per cent of GDP, the
; ] level since £1970-71Y. 1In my Budget last
\y\jl‘qr Mm«fl:_) year ced with a massive loss of what now looks

like bididjon= 'ofif "Northil Sea '0il ‘‘revenue, I

nonetheéele decided to hold the PSBR for 1986-87 to

o

D3. . In ithe. eveént; thiﬁ year's PSBR 1looks 1like
U

3 per cent of GDP.

turning out at only ‘@/billion, or 1% per cent

of GDP: the second@:essive year of significant
under shoot. \'0(

o
pd..  This successful @ ome is chiefly

‘b . O U b # z
S attributable to the@-n-e&pee&d uoyancy of non-oil
\/ tax revenues. And this in turn is due not to some

short-term surge in consumer spending, but

f\/\ M‘MJM
mrwl'g-]:m-i-ng—l-y to an increase of ss than a

third in the yield of Corporation @&(\’from an

increasingly profitable business and

a

M Mewh
Ry
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<3ii§> D5. Looking ahead, there is still a degree of
A

@U uncertainty surrounding oil pfices, and I have
@ therefore stuck to the assumption I made last year
% that the North Sea price will average $15 a barrel.

But it is clear that the increased flow of non-oil
tax revenues, coupled with the prospective further

th of the economy in excess of the growth of

D) é to keep it that way. Last year's MTFS

indilaated %R g8 1987-88 .of £7 biltion; ior

1% per cent of GDP; and, as the House will recall,

I gave an assurance at the time of the Autumn

Gd§q344 %JLT\

unced ial —-inereases

Statement, when I anno
FERE Datartn(e A Plawnd ™ 1467-%%,
i public spendin at on no account would I

exceed that figure. 0(

o
D7. Indeed, I believe it@right toligo below: it.

Since its inception in l980,<>

the MTFS has indicated
a steadily declining path for the PSBR expressed as

a percentage of GDP. We now have the chance, not

a PSBR_of 1 per cent of GDP. This would sent 4%
moAkdnce 6 &

(degree of fiscal prudence that has been a AR -~

M MM/ 0w only ‘@% 7 w armu
My OMwﬂ’ Swee COMPLETE} Z o i
(%ﬂ,‘ ;b» ”‘fﬁE%;E;;??ibc
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D8. Accordingly, I have decided to provide for a

@ PSBR in 1987-88 of £4 billion.
FEN
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<?7 /<§§ D9. TInevitably, this greatly diminishes the scope
S>> I have this year for reducing the burden of
Cﬁ; vt

taxation, which{remains a major objective of
Government policy. But I am sure it is right to err
on_-the side of prudence and caution, and to build a
@A firmer base for the future. That is the

P \~'= e on which both I and my predecessor have

&

eight and I see no reason to depart from it
RSO Y Brodic TnY A : “a¥e

TS il omik B o : e S

o Dhssitroal gomends”, °s—some—scope—for-reduetions—ix

D10. Meanwhile, <§§§ uld make one further
observation, of a {éiﬁtent nature. Economic
arguments are seldom concluded, one way or another.

This is chiefly because i <;2 unusual for economic

consistently conducted economic policy these past

policies to be held in place®long enough to provide
sufficient evidence. But the 1980s have been

different; and, as a result, one critically
important economic argument has now concluded,
finally and decisively. <§§i§§

Q

D11l. Throughout our period of office, ou
have consisténtly maintained not only that a

1%
stimulus would produce real economic growth, ut
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that without an expansionary fiscal policy

sustained growth was impossible. They were wrong,

and have been proved wrong. The British economy is

now embarking on its seventh successive year of
—Opyrons

steady growth at La-seu-n@ 3 per cent a year. And

during that time the PSBR, even if privatisation

proceeds are added back, has been deliberately and

dily reduced from md-&—u-néeg 6 per cent

— P e e e W T

Litle
to a .shade over 2 per cent. Indeed, had I
Duietmrv ek >

heeded the advice of our so-called

)
i t critics, the|economy would never have
been in recedentedly favourable position it is

LN

9
Q
@,
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PRINCIPAL PRIVATE SECRETARY cc PS/Chief Secretary
: PS/Financial Secretagy :
Mr Cassell’ Sir P Middleton

Mr Scholar
Miss O'Mara

Mr Painter, IR
BUDGET STATEMENT : TAXATION SECTION : THIRD DRAFT

I mentioned the lobby in favour of tax subsidies for R & D at the overview. It
is possible that the lobby which favours this will latch on to the new PRT relief
for research spending mentioned in para D19 of the Chancellor's draft. It might
argue, for instance, that it is odd to give a new North Sea relief, but not to
do more for R & D generally which is needed to help improve the manufacturing

trade balance now that oil prices have fallen.

2. The answer to this is that the new PRT relief will deal with a problem caused
by the field basis of PRT which makes the PRT regime tougher on research than
the Corporation Tax regime which treats all research expenditure as allowable.
This answer will in any event be in the defensive briefing. But it seems worth
considering the case for and against making use of it in the speech. The case
against is that to do so would draw attention to the argument about industrial
R & D generally. The case in favour is that it would be worth trying to nip the
argument in the bud from the start. This might be done by adding one low key

sentence at the end of the paragraph on the lines of:

"The +treatment of research for PRT will then be closer to the

Corporation Tax regime which +treats all research expenditure as

E Nﬂ\\

N MONCK

allowable."
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A P HUDSON
4 March 1987

SIR T BURNS

BUDGET SPEECH: ECONOMIC BACKGROUND

The Chancellor notes that the main problem for 1987 now looks to be
a simultaneous slow down in activity in all three major
economies - the USA, Japan, and West Germany.

2s He would like to refer to this point in the Budget Speech, and
would be grateful if you could check that there is an appropriate
paragraph. TIf not, please could you suggest how the point can be
made by close tomorrow (Thursday 5 March)?

A P HUDSON
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BUDGET STATEMENT: TAXTION THIRD DRAFT

D P BARNES

P
¢ March 1987

PS/Chancellor

pPS/Chief Secretary
PS/Financial Secretary
PS/Minister of State
Sir P Middleton

Sir T Burns

Sir G Littler

Mr
Mr
Mr
Mr
Mr
Mr
Mr

F E R Butler
Wilson
Cassell
Monck
Sedgwick
Odling-Smee
Culpin

Miss O'Mara
Miss Sinclair
Miss Evans

Mr
Mr
Mr

Mr
Mr
Mr
Mr
Mr

Cropper
Tyrie
Ross Goobey

Battishill - IR
Lsaae = (ER
Painter - TR
Beighton - IR
McManus - IR

Sir Angus Fraser - C & E

Mr
Mr
Mr

Enox = C & K
Wilmott - C & E
Bone - C & E

The Economic Secretary would like to insert the following paragraph

after his suggested paragraph E15 of the Budget statement (my

minute of 4 March):

"I also want to help the trade unions in respect of the tax relief

which they enjoy for sickness and accident benefits provided to

their members.

sums and £500 per annum for annuities,

The

current tax-exmpt limits, £2,400 for Ilump

were set in 1982, and with

effect from today I propose to increase them to £3,000 and £625

respectively."

BUDCET CONFIDENTIAL
1
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2 In addition, the Economic Secretary has pointed out that
1’ word "restricted" in paragraph 7, line 9 of my minute to you

of 4 March should have been "restrictive".

fr

P D P BARNES

Private Secretary

BUDGET CONFIDENTIAL
2
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A P HUDSON
5 March 1987

MISS NOBLE

SECTION E

BUDGET STATEMENT:
to let you have a sight of this section of

Miss Sinclair asked me

the Statement.
2, Please could I have any comments by 4 pm tomorrow
(Friday 6 March)?

A P HUDSON

ol ahall shov B commenta w My Rea cmﬂ”vl‘ Sl I s nds
te Ao C4uuw2uar oer the weelhnd y 4© Hhace wre wbajw/\Ach~LuL

nev q}wi).
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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
were more limited and language more inhibited, a

property-owning democracy.

E3. 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 1% 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.
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E4. 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,

E5. And then 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.

E6. 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
A0 A 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.
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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 contained in

this year's Finance Bill.

E8. 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
emall employcrs 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.

E9. 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 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 1invested.

El2. 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.

E13. Details of all these changes are set out in an

Inland Revenue press notice published today.
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FROM: A p HUDSON
DATE: 6 MARCH 1987

CHANCELLOR

BUDGET SPEECH: TAXATION SECTION

I attach an annotated version of your draft of the taxation
T4

section. There are éﬁ%umber of references to other minutes etc,

but I hope these are clear.

2% You asked about the yields of various taxes. Mr Calder's

minutéfg?ges the figures. He has done them on an accruals basis,
because that is the best picture over time - because of the lags
in, eg. Inheritance Tax, the receipts in 1987-88 will not reflect
the reductions, but the accruals will. I am doubtful about this,
however: it's harder to explain, and the cash figures do not square

with the ones we normally publish. I have asked for the same

comparisons to be done on the receipts basis. (“&nd “%m¢Qé4,4
achod Yo ™M, Cldev's rorde )

i In the meantime, I have drafted a couple of paragraphs based
on the percentage changes in real terms shown in Mr Calder's table.
I discussed with Michael Scholar where the point fits best. Tt
would be hard to work in at the start of the tax section, and would
break the flow at the end. So I suggest we build on the point you

have already made on Inheritance Tax, and the new paragraphs are

,~ therefore E21A and E21B. This does make it difficult to mention

{"the higher rates of income tax, because you will not have announced

the 1987-88 levels at that stage.

4. Gill Noble has made a general comment on the pensions section.

She points out that the Government has made a series of changes



which amount to a major improvement in the regime for private
pensions (early leavers, AVCs, personal pensions, simpler
employers' schemes). We are now in a position to draw all these
together and bring out the full extent on the changes. Alastair
Ross Goobey's suggestions begin to do this, but we could usefully
consider going further.

A P HUDSON
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STATISTICS DIVISION
SOMERSET HOUSE

FROM: J R CALDER
DATE: 6 MARCH 1987

COPY NO.\ OF 25

MR HUDSON

YIELDS OF TAXES

I attach, as agreed, a table providing the figures for tax
yields in 1978-79, 1982-83, 1986-87 (estimated) and

1987-88 (forecast) on a receipts basis. I also attach the
previous accrual table with an updated stamp duty figure for
1987-88 and a minor correction to the real percentage changes
based on the RPI from 1978-79 to 1986-87 for the taxes other

than corporation tax.

&

J R CALDER

cc PS/Chief Secretary Mr Isaac
PS/Financial Secretary Mr Painter
PS/Economic Secretary Mr Beighton
PS/Minister of State Mr McManus
Sir P Middleton i Mr Eason
Sir T Burns : Mr Fitzpatrick
Mr Cassell Mr Gonzalez
Mr Scholar Mr Greenslade
Miss O'Mara Mr Calder
Miss Sinclair Mr Ko
Mr Cropper PS/IR
Mr Tyrie

Mr Ross Goobey



06-Mar-87 (Revised version) BUDGET SECRET

TAX YIELDS (ESTIMATED ACCRUALS) £ Million

1987-88
1978-79 1982-83 1986-87 {Latest
forecast)
Corporation tax 4300 6400 13300 17300
of whichy North Sea CT 250 900 1400 1400
A1l other CT 4050 3500 13900 16100
Inheritance Lax D) 560 1180 7 %
Capital gains tax . 480 690 1590 1930
Stamp duties 430 870 1840 2100
Income tax : excess
over basic rate 810 1420 2350 3150
Percentage change in real terms (GDP deflator)
1978-79 to 1978-79 to 1978-79 to 1982-83 to 1982-83 to
19846-87 1987-88 1982-83 1986-87 1987-88
Corporation tax 80% 97% -10% 99% 118%
of which: North Sea CT 183% 171% 119% 30% 247
A1l other CT 74% ’}&y\ ~17% 110% 134%
Inheritance tax 461 Qg/ -181% 781 45%
Capital gains tax 70% -121 93% 1251
Stamp duties 118% 139% 23% ik 93%
Income tax : excess
over basic rate 49% 91% T4 394 784
Percentage change in real terms (RPI)
1978-79 to 1978-79 to 1978-79 to 1982-83 to 1982-83 to
1986-87 1987-88 1982-83 1984-87 1987-88
Corporation tax 82% 99% -8 98% 118%
of which: North Sea CT 184% 174% 121% 294 247
All other CT g Ik 95% -174 1104 1334
Inheritance tax 47% 37 -16% 76X 64%
Capital gains tax 714 100% -11% 91% 1234
Slamp duties 120% 141% 254 15% 924
Income tax : excess
over basic rate 0% 93% 9% 38% 7%

Notes : 1. Corporation tax figures are on a calendar year basis (eq 1978 for 1978-79) and are net of repayments,
2, Inheritance tax includes capital transfer tax and estate duty.



1978-79
Corporation tax 3940
of which: North Sea CT 90
All other CT 3850
Inheritance tax (:§2§)
Capital gains tax 350
Stamp duties 430
Income tax : excess
over basic rate 810
1978-79 to
1986-87
Corporation tax 73%
of which: North Sea CT 1375%
All other CT 42%
Inheritance tax 387
Capital gains tax 334
Stamp duties 118%
Income tax : excess
over hasic rate 49%
1978-79 to
1986-87
Corporation tax 79%
of which: North Sea CT 1385%
All other CT 43%
Inheritance tax 9%
Capital gains tax a4%
Stamp duties 120%
Income tax : excess
over basic rate 0%

BUDBET SECRET

TAX RECEIPTS £ Million

1984-87 1987-88
1982-83 {Latest (Latest
eslimale) fureLasl)
3680 13300 14900
a20 2670 1410
3160 104630 134
510 950 <:E§§§:>
630 1050
870 1840 2100
1420 2350 3150

Percentage change in real terms (GDP deflator)

1978-79 to 1978-79 to 1982-83 to
1987-88 1962-83 1986-87
86x ~12% 97%

646 2437 3301
120 ~181 73

~15% 631

10% 39

23% T

911 iy 39

Percentage change in real terms (RPI)

1978-79 to 1978-79 to 1962-83 to

1987-88 1982-83 1986-87
88 ~10% 951
6521 2483 3260
4% 173 T
481 -14% 61%
8 111 38%
1417 25% 75%
931 9% 381

Notes : 1. Income tax figures are on an accrual basis.
2, Inheritance tax includes capital transfer tax and estate duty.

3%,

1982-83 to

1987-88
1%
174
110%
73%
63%
93%

781

1982-83 to

1987-88
109%
116%
1094
2%
LLYA
92%

7%
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NEW PARAGRAPH E2]1A

And the picture is the same for other taxes. The
capital gains tax exempt amount has gone up
substantially, and indexation relief has been
introduced - but the yield next year, after taking
account of inflation, will be nearly double that in
1978-79. ™~

gixThe yield of stamp duty has more than doubled in
real terms, although the rate has been halved
generally and cut by 75 per cent for shares. And
corporation tax 1is expected to bring in nearly
90 per cent more in real terms next year than in
1978-79.

NEW PARAGRAPH E21B

These figures testify to the extra activity and
widespread prosperity in a flourishing economy. Hon
Members opposite - who are pledged to increase most
if not all of these tax rateéZshould take heed. It
is far from certain that they would raise any extra
revenue. But the damage they would cause to the

economy is clear.
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FROM: J J HEYWOOD
DATE: 6 March 1987

PRINCIPAL PRIVATE SECRETARY cc PS/Chief Secretary
PS/Economic Secretary
PS/Minister of State
Sir P Middleton
Mr Cassell
Mr Scholar
MrieBattishid 1" SR

Mr Isaac IR
Mr Painter IR
Mr Beighton IR

BUDGET STATEMENT: TAXATION SECTION: THIRD DRAFT

The Financial Secretary has some suggestions to offer on the
latest draft of the Budget Statement [your(BLO) note of 2 March
and attachmengj.

2% First, a general comment on the tone of the whole statement.
The Financial Secretary thinks that it is important not to be
too partisan, if the Chancellor is to be given a good hearing

in the House.

3e: On the "third draft" the Financial Secretary has a series

of detailed suggestions:

(i) Paragraph D12: since the difference 1in treatment
has already 1led to abuse, the Financial Secretary
suggests a redraft. "This difference in treatment
of different companies cannot be justified and has
been abuw sed by some companies. In order to prevent
the timing of a substantial propgrtion of the total

Corporation - Tax ' yield being put at risk, I 'propose

Tfﬁ* = <+ e orunning into..the rest of paragraph D13:

BUDGET: SECRET
Py
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(ii) Paragraph D20: the Financial Secretary is not
convinced that the passage on o0il measures should
include no estimate of net cost. He will consider

this further at his meeting on Monday.

(iii) Paragraph D22: the Financial Secretary thinks this
needs some amplification. He suggests retaining

the first three sgentengeg and continuingi/ﬁi propose

e ——

to extend the rules to include post-production/
K\~distribution activitiggéﬁw~8eéénd, there have been

complaints that the present rules produce end-year
bunching of BES investments and hence crowd out
some projects and lead to bad decisions on others.
I propose to permit the investor to claim part of
the relief against his previous year's income. This
will make it easier for BES companies to raise Finance

throughout the year."

(iv) Paragraph D23: the Financial Secretary has had a
go at drafting something here: Yraining, . and
retraining are vital to a dynami-c, flexibleg zw)

competitive economy. Some companies may be willing

to help ,with, the retraining of, workers who ase—te

; wi“\; B e [TLY A'\"%‘ush«"”); '

ulea, S if companigi_jéve—he%p—wéth training unrelated
A B ot
caR—givVe—rise

TO an employee's -existin job tﬁ}s

bn & Htw R Md
C_ Q)
to ake

companies td' help employees who are moving Jjobs

I propose

raining out of tax, to encourage more

to acquire new skills."

(v) Paragraph E17: Add "These changes will be of benefit
to unquoted companies and to heritage properties,

both of which are often held in trust."

BUDGET: SECRET
i) et



L BUDGET: SECRET

(vi) Paragraph E19: the Financial Secretary prefers "family

house" to "family home."

py

JEREMY HEYWOOD
Private Secretary

BUDGET: SECRET
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FROM: P N SEDGWICK
DATE: 9 MARCH 1987

MR ALLAN cc Sir P Middleton
Sir T Burns
Sir G Littler
Mr Cassell
Mr 0Odling-Smee
Mr Culpin
Mr S Davies
Mr Mowl
Miss O'Mara
Ms Evans

BUDGET STATEMENT : CHANCELLOR'S DRAFT

You asked me to check the figures in square brackets in B7. I have

added a few more comments on the numbers.

" Paragraph B3

The very latest estimates of average growth at an annual rate since
198141l are

GDP(0) GDP(A)
2.83% 2.66%

I suggest that the second sentence of this paragraph refers to "growth

approaching 3 per cent a year". The same point applies as well to

paragraph D11.

Paragraph B6: first sentence

Given the data so far available we can only say that manufacturing

productivity growth has surged.

Paragraph B7

For information the cumulative current account surplus between May 1979
and December 1985 is - taking account of the CSO's latest

revisions - £20.2bn.
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The oil trade surplus is shown below

£ billion
1985 8.1 9.2 (adjusted for coal strike)
1986 4.2 4.2

I think it is correct to quote the figure for the change in o0il trade

on a coal strike adijusted basis, so the £5bn. figure should stand.

J.nv )

P N SEDGWICK
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YEAR

1948
1943
1950
1951
1952
1933
1954
1955
1956
1957
1958
19539
1960
1961
1962
1963
1964
1965
1966
1967
1968
1963
1970
1971
1972
1973
1974
1975
1976
1977
1978
1973
1980
1981
1982
1983
1984
1985
1986
1987

GDP{A) GROWTH RATE
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74.8
76.1
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84.7
85.9
8.1
94.3
92.9
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94.4
9.9
99.7
102.4
100.0
98.8
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113.1
116.6
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FROM: A C S ALLAN
DATE: 9 March 1987

cc Chief Secretary
Financial Secretary (2)
Economic Secretary (2)

Minister of State (2)
" Sir P Middleton
I\,S ‘04, Sir T Burns
w/ Sir G Littler
\a)’ Mr F E R Butler
Mr Wilson
Mr Cassell
/4 Mr Monck
* ; Mr Sedgwick
Mr Odling-Smee
v Mr Culpin

')yl\ y Mr Miss O'Mara

. $ Miss Sinclair

‘F
,J) \ Miss Evans,_ rclaen
v Mr Cropper -~
P Mr Tyrie
v 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
ilmott - C&E

<>ne - C&E

, O
BUDGET STATEMENT: TAXATION SECTION: FOURTH DRAFT

The Chancellor was grateful for the comments on the third draft of

the taxation section. Q!g;b

Shsie 252 I attach the fourth draft. Please could I ha comments
by 6.00 pm tomorrow (Tuesday 10th). i
BUDGET SECRET NOT TO BE COPIED
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As I noted in my earlier minute of today, the sections and
padragraphs have been renumbered.

KS\/\
4:2<§§§é Chancellor will be doing further work on the pension

sect ézé%%pself, and is thinking further about how to deploy the
figur for yields of taxes in 1978-79 and 1987-88.

@$
N

2

S
©

&

@
%
O
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@i E. BUSINESS AND ENTERPRISE

El. I now turn to taxation. First, taxes on

E2. The fundamental reform of the Corporation Tax

system which I introduced in 1984 came fully into
ect last April. The new system has undoubtedly
ved the gquality of business investment

d igns in Britain, and is also encouraging more

ove (3 ompanies to set up here.

A
E3. Durbﬁg;jﬁge 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 forwar;}planning, and I intend as far
as possible to con the practice of setting the
Ny
rate in advance. A%c//dingly, I can announce now

that the main rate ofczziiifation Taxzin 1987—8§?

will be unchanged at 35 p ent - lower than in any

&
other major industrial nation, though the United

States is now set to emulate us.

E4. The low rate of Corporation g&g;b bles me to

introduced a further simplificati he
system. Cf£:>
1
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Qii;ﬁi E5. At present, while companies' capital gains are

liable to Corporation Tax, the amount of such gains

Q;gib is first adjusted by a certain fraction so that the
<§§i§§ effective rate of tax is the same as that on capital
C§§>> gains made by individuals. This dates back to the

time when the two rates of tax were far apart.

This is no 1longer the case: indeed, the
ation Tax rate for small companies is now
b ﬁijgye Capital Gains Tax rate.

E7. Iiigfgggefore propose that, from today

ay.,
companies ital gains be charged at ‘the
appropriate Corporation Tax rate, without

adjustment, save for the indexation which applies to

all post-1982 gains. ‘
ﬂ' Ve wwvﬂ .l'/
oA L"w, :r-.,,\{\,,q.nr_m’,:s: ,I’(

8 STt has,_however, en argued that

2 ! 5 l . l. l =| ) v}/\) goan\ao ({.quk!c,\(j,‘/ ;’/'95&74‘!4\5 M

¢ ",’]\,.‘\
i taxed twice,

< once in the hands of the
{':Ffj a ‘\-“‘.[‘Tl'i\ﬂ Quaaed MOV S . i
N\ A hands of the shareholder. I believe there is some

mpany and once in the

justice in this complaint. Accordingly, I propose

to remedy it by allowing companies et payments
of Advance Corporation Tax against i\ liability
to tax on capital gains. <§i§b

O

E9. Taken together, these changes shou 1d
£60 million in 1988-89. C§§>>
BUDGET SECRET NOT TO BE COPIED
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E10. I also have some further simplification/ and

rationalisation of the Corporation Tax system to

annoulce.
T e

BlL. &k present,Lcompanies established before 1965

do not have to pay their Corporation Tax until up to

21 months after the end of the period for which it

due, whereas companies established since 1965

to pay their tax after 9 months - and some

societies have to pay sooner still.

El25 - difference 1in treatment <cannot be
justifie éggkieover, it is open to an abuse which
could put ¢ timing of a subslantial proportion ot
the total Corporation Tax yield at risk.

E13. I therefore se that all companies and

building societies sho be treated the same way,
with all liable to pa CSO poration Tax nine months
after the end of the accg period on which the
tax is due. The change will be phased in, but I

would expect it to yield around £100 million in

1988-89. Q!g;b

El4. I also propose to legislate now e the way
for a new method.of collecting Corporati ax, to
be known as Pay and File. At present, man any
accounts are not received in time to agree C?§3§
liability before payment is due. So there “is a

BUDGET SECRET NOT TO BE COPIED
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laborious process of an estimated assessment from

the Inland Revenue and an appeal from the company .
Undcr Pay and File companies will estimale Lheir tax
liabilities themselves, and pay on the normal due
date. Tax liabilities will be finalised once
companies submit their returns and accounts. Where

it turns out that the initial payment was too low,

company will pay interest to the Revenue; where
initial payment was too high, the Revenue will
interest to the company.
E15. ew approach was set out in last
Decemberigv g\consultative document on the
recommendations in the Keith Committee Report, and
was generally welcomed by the business community and
their tax advisers.

El16. As this change €§/ rt of a wider programme of
streamlining tax c <§e ion, including major
developments in the Igizzz Revenue's computer
systems, it will not come ié%o force until the early

1990s. But by legislating now I am giving taxpayers

and their advisers a firm basis on<§§§§h to prepare

e

for the new scheme.

E1l7. While business and industry as a w

well, the North Sea o0il sector has inevit
hard hit by last year's oil price collapse.

Hon Friend the Secretary of State for Energy o 18 §
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have followed closely the effects on North Sea

producers and their suppliers. The industry itself
is generally confident aboﬁt the longer-term
prospects; while as for the tax system, not only is
it inherently price-sensitive, but the companies

n”ﬂm
themselves have a;waQE stressed their desire for

stability.

bri ard the repayment of over £300 million of
Advancé oleum Revenue Tax. This has already
helped igé%%pf the smaller and medium-sized

companies taced with cash tlow ditticulties.

E19. I now propose t further Petroleum Revenue Tax
reliefs. First, §%§§§lm today companies may elect

<&

<§;§§%§gowever, in the 1light of the immediate
P 6;533, I introduced last autumn legislation to
n U

to have up to 10 per t of the costs of developing

certain new fields sQﬁgiiijinst their Petroleum
Revenue Tax liabilities existing fields, until
such time as the income of those new fields exceeds

the costs incurred. Second, there will be a new
AMW . Cwle VK

relief against PRT forLresearch ﬁnkoil
w
extractioncgot related to any part field.
E20. I hope that these carefully targ anges
will give a worthwhile measure of help to rth
Sea oil sector. <;2>§
BUDGET SECRETFE NOT TO BE COPIED
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E21. I have to set the 1988-89 car and car fuel

benefit scales for those with company cars. The car
scale charges still fall well short of the true
value of the benefit, and as last year 1 propose to
increase them by 10 per cent. There will be no

change in the car fuel benefit scales which,“-ér—em—b

W .
6 - Aprit, will also be used tor VAT purposes,,ﬁ-.—méﬂrnl.

@@Last year I put the Business Expansion Scheme

o permanent footing. This year I have two
fur r provements to propose. First, the rules
will b xed to make it easier for independent
film com ies\ to benefit from the scheme. Second,

there have“Ybeen complaints that the present rules
produce end-year bunching of BES investments, and
hence crowd out some projects and lead to bad
decisions on otherg ) propose therefore to permit

the investor to claim’p of the relief against his
TK//

previous year's incom % is will make it easier
for companies to raise inance throughout the
year. o

E23. Training and retraining are vital to a flexible

suA@Ue
and competitive economy. Some ”%‘Q’i may be
willing to help with the retraining kers who
mcawbaw orplryer

wish to change—their /job. At present if eompa
finance training unrelated to an émployee's
AN

existing jot)
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Qii;Q -out—of—tax, to encourage more companies to help

<iji> employees whoe—are—moving—jobs to acquire new skills,
Q;Sk/ﬁ\
%GQQDQ E24. The past few years have seen a remarkable and

C§§>> 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

ally important sector of the economy. But I am

aware that problems remain, not least in the

sultative document last autumn
canvassing a number of changes. In the light of the

responses to that document, I have four proposals to

E26. Perhaps the big§§s/cbroblem faced by the small
businessman today is t e customer who is late
in paying his bills: so , sometimes, that VAT

becomes due before the bill<%as been paid. I can do

make.

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

something about the VAT problem.

j I rngacea
[ \ ; ntdﬂ N therefore, is that, as from 1 Octobe Cégésantes~
whose annual turnover is under £3 milli hich

6 " FAS“Y( willApe able to choose to account for VAT o

E27. My first and most imporégg%§§§§§oposalh
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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.

8. I have to warn the House, however, that I

t legally introduce this change without first

ing a derogation from the European
Com it9\'s Sixth VAT Directive. I am applying for
the nec y derogation today. The House will note
S;ﬁpék limit of £% million is considerably
greater an the £100,000 suggested 1in the

consultative document.

E29. Second, I prqqe§é to give these businesses the

option of accountinqa} VAT on an annual basis.
Instead of making quar <§l eturns, they would make
regular payments on accond then file a single
return at the end of the y&ar. This option, which

offers considerable streamlining, will be available

O

E30. Third, the period within which ses must

next year.

apply to be registered for VAT will be te d from

o
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E31, HOulbid; FEhdd& vii\deYchanges to the rules for

<§i§;§ the special VAT schemes for retailers, and more

small and medium-sized businesses will be able to

Qf:3> make use of the simpler schemes.
A
<§;>§ E32. 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

munity. The cost will be £115 million in 1987-88
%o million in 1988-89.

E339% ddition, I propos to increase the VAT
to vammmbann” & oX

T/lCS thresh £21,3003; € maximum permitted under
existing\Eur an Community law.

&S 71n

ékhﬂV‘\“ﬂwb> the 1light of the responses to the consultative

O

withdrawal of the so<¢alled standard method by which

document, I shall going ahead either with the

retailers calculate thei

r gross takings for VAT, or
with the compulsory dereation of traders below

the VAT threshold. %

E35. I have one further measure 7§§§§§p the small

businessman, unrelated to VAT. ropose to

increase the limit for Capital Gains\Ta tirement

relief by 25 per cent, from £100,000

AT usunal ), Vo Lo 1
At—the—same—time the annuall exempt amoun be
-'¥>. 3 . increased) o680y in line with i§;§§§
‘ : indexation, by %6/ oo.
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@ ' \(‘}S/ E36. An essential element in any ongoing programme
W \'\(ﬁ“ of tax reduction and reform must always be the
/’Y\‘V( / elimination of unintended or unjustified tax breaks
%\)‘/\ x %/ which cause rates of tax generally to be higher than

they need to be. Accordingly, I have five proposals

.(\]7 to make today to this end.

@. The first concerns VAT, and has already been

@ubject of extensive consultation. The House

wi aware that a business that provides a

at is exempt from VAT cannot in turn
: tax on its purchases. But where the
}A business are in part liable to VAT

nd in part exempt, the existing rules are

activitie

xcessively generous as to the amount of input tax

that can be deduc@and this generosity is being
we loited on a g in% scale. The - rules must

Aﬂ}th refore be change«and the changes, which I

i = i i » The yield
: chowm - :
from this (& in effect is a measure of the

potential revenue loss, will be 50@0 million in

1987-88 and £400 million in 1988—89.@

E38. Second, I propose to change the 1 that
companies in multinational groups which e al
residence will no 1longer be able to secur

relief twice on one and the same interest payment.
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Genuine trading companies will not be affected.

<<iji> This change, which will take effect on 1 April,
/::D follows the similar action recently taken by the
<?<3§g§b United States. The change will yield £125 million

C;§>> in 1988-89.

E39. Third, I propose to end the present excessively

erous treatment of tax credit relief for foreign

olding tax paid on interest on bank loans. 1In
banks will be able to offset this tax credit
onl st tax on the profit on the relevant loan,
and no e widely. This will bring our rules
broadly S;ht§\ line with those in most other
conntries.Y 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.
A

E40. Fourth,

unsaeéséaeeeryiféx treat of Lloyd's syndicates
¥, gt Liggd boEupelcat

wna '!, afre ey

~

as it applies to the Reinsuﬁance to Close sySEém( T

therefore propose to bring‘

' - % 3 . .
M (S @&eyé—fﬁ into line with tar wend
provisions for outstanding 1iab@£§;© s made by

ordinary insurance <companies an

gs(z/\K it provisions made by other finan aders.

The new rules will first apply to premiums p le
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<iji> for the Lloyds account which closes on 31 December
\Q\ <i:;b this year. ®he—yield will depend-on—the—prectse—
5 /j‘\\x details—-ef—thé& HEW treatmemt:

E41 Fifth, I also propose to implement the Keith
Committee's recommendation that interest should be
rged in the limited number of cases where PAYE is

pplied properly and a formal assessment has to

b to recover the tax. The change will take
eff om April next year, and the yield in
1988-89 stimated at £45 million.

B

v

RAD T haégjﬁgié further proposal to make in the

broad field of the taxation of business and

E43. In my Budget<%§§§% year I suggested the
possibility of introdu ép?:j measure of tax relief

enterprise.

for profit-related pay.
o

E44. I pointed then to two considerable advantages

that might be expected to flow from arrangements

which relate pay to profits. Fir workforce

would have a more direct personal i

\&‘ V‘protlfs earned ﬁy/&ge*ef§empe§9 and,

vﬁhwnrwdkl would be a greater degree of pay flexibili the
. / - e <) RS
“WAMV?:I 0 'f«CS face of changing market conditions, ubhﬂ(ﬁ
\M\ ‘
L V"”{) e if, as a nation, we are to defeat the scour
“d( unemployment.
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E45. a Green Paper on

Profit-Related Pay in conjunction with my Rt Hon and

Noble Friend the Secretary of State for Employment

and my Rt Hon Friend the Secretary of State for
\wme,

Trade and Industry. i i

to introduce a scheme of tax relief broadly along

the lines floated in the Green Paper.

the

G

tion of an employee's profit-related pay that
t o . of oQo,
is igible for tax relief from a quarter to a half,

'y
So fogfes}eone on average earnings receiving 5 per

cent of pay in profit-related form, the tax

relief wfi%;ﬁé§equivalent to a penny off the basic
rate of income tax. The cost will inevitably depend
on take-up: it could be £50 million in 1988-89,

building up to su antially more than' thag/ as

take-u rows, ond utrnrmidwr:zuﬂhy:iﬁk L

\R bnﬁk—'j;;L 9u:_r~ﬁ)&§%gf> krﬁ?
E47. Profit-related pa§> O panacea. But then
there are no panaceas. Wh <>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 t Né%yantage of

that tool and to make good use of it, r\the good
- > VW~ ,
of their erforce and the ptry.
\ (o E Uk) [ §
13
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F. TAXES ON SAVING

Fl. I turn now Lo the taxation

NOT TO BE COPIED

Oof savings.

F2. A central theme and purpose of the Government's

policies is the creation of

capitalism: what used to be ca

a genuine popular

lled, when ambitions

were more limited and language more inhibited, a

<§§§§§ty—owning democracy.
< J[

past el

promoted the@ first two, and has

at, means wider home ownership, wider share
S @End wider pension ownership. Over the

/{§§§ars, the Government has actively

now embarked on the

third. Home ownership, above all through the

council tenant's right to buy.

through the rapid h of emp

And share ownership,

loyee share schemes;

through the massivel successful privatisation

programme, where Britain has led the world; and most

recently through the ne ersonal Equity Plans,

which I announced in last year

's Budget and which

started up on 1 January this year. In the first

month of the scheme, more than

2,000 people a day

took out Personal Equity Plans(ES;g of them
first-time investors, as I had hoped<§§§§>

F4. We know that 63 per cent of households own

their own homes, compared with 55 per cent 979.

1
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Qii;> McS There ‘wefe, however, no official figures for the

<iii> more explosive growth of share ownership in Britain

over the past eight years. The Treasury and the

&/«/f§> Stock Exchange therefore jointly commissioned a
C;;>§ major independent survey of individual shareholding

in Britain. The results are now available. They

show that there are now some 8% wmillion individual

shareholders in this country - amounting to one

<§§§§9§h of the total adult population, and roughly

times the number there were in 1979.

1259 gégigéisn there is wider pension ownership.

This wi <;eé>§rou¢;1ht about by the introduction on
v i

1 January <{mext vear of the new personal pensions
developed by my Rt Hon Friend the Secretary of State

for Social Services.

F6. Personal ans‘Sps 7Are an impoartant dimension

Q%/’
e ys. First, they will enable
o

employees - if they so ézigb— to opt out of their

employers' schemes and make> their own arrangements.

of ownership in thre

Second, they will be a new opportunity for the
10 million employees who at present do not belong to
an occupational scheme. And t people may,

again if they so wish, use them to §§§§§hct out of

SERPS.

F7. In my Budget last year I undertook ing
forward proposals to give personal pensions th a
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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.

F8. The Bill will also implement other wuseful
rms proposed in the consultative document. In

Icular, employers will be permitted to set up

si 1fied occupational schemes with the minimum of

complexit§<;j&ﬁﬁ 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.
O
D

F9. In addition, ‘I %?/e decided to go beyond the
proposals set out in tl@ultative document in
one important respect. I 2>opose to allow members
of occupational pension schemes to make additional

voluntary contributions, with full tax relief, to a

separate plan of their own choice ead of, as
now, being restricted to plan%n their
employer's schemes. They will be able téi?bp their
pensions right up to the present ta <%§§§foval

benefit limits.
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F10. The proposals I have outlined will make it

easier for people to take their pensions with them

when they change jobs, which will be good fur labour

/<§§ mobility and independence. It will widen the range

6@

<;§i§ 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

<§§§§tributions are invested.
§i§§§> t the generous tax treatment of pensions can

be ified only if it is not abused. I propose,
theref O introduce some limited changes to the
present es\\to restrict the excessive relief which

can be ohtg%i:% in some circumstances, particularly
by a few very highly paid people. These will
include a stricter definition of final salary and,

for all arrangem ntered into from today, an

upper limit of £150(89646n the maximum permissible
tax-free lump sum, coaéééd ith more rigorous rules
on how pension and lum benefits can be
calculated. %

Fl12. The/ net cost of the overall package is

estimated at £65 million in 1988-8 will depend

very much on take-up.
@

F13. In my 1984 Budget I reformed the 1i that

apply to tax exempt 1life assurance is

friendly societies. I did so because the move t"s
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tax-priviteges—were beingincreasingly exploited by
certain new Friendly Societies which had been set up

for purely commercial reasons.

Fl4. However, I am anxious that the 'traditional
Friendly Societies, which have played a valuable
part in mutual self-help for many gcnerations,

should be able to plan for the future with

<§g§bfidence. I have therefore decided to replace the

ing limit based on the sum assured with a new

liqggfgﬁsed on annual premiums. I propose to set

this 0 a year, which will greatly increase the
scope ngg§\traditional societies to offer life

\V ¥ .
policies heir members.

F15. The tax-exempt 'limits governing sickness and
accident benefitsh trade unions provide for
their members have 0ot been changed since 1982.
With effect from todajg;i propose to increase them

to £3,000 for lump sums<>25 for annuities.

o
Fl6. Finally, in this section, I turn to Inheritance

F17. In my Budget last year I

pernicious Capital Transfer Tax on ll@éfibe gifts

between individuals, which was (’@ larly

damaging to the ownership and health of

Tax.

ished the

business. This year I propose to extend th
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exe Gr.Fb]; L4§xT QNL¥imilar terms, to gifts

involving settled ©property where there is an
interest in possession. This will not, however,
apply to dlscretlonary trusts. These changes will

&;;gzbuauuaams
eneflt to s and to heritage

properties, both of which are often held in trust.

F18. I also propose to make two minor changes
cting business assets. First, in what 1is
s an unwanted tribute to the unlisted

se ities market, holdings in USM companies will

henc be treated for Inheritance Tax purposes

in pre the same way as holdings in companies

with a \f?kﬁ§55tock Exchange 1listing. Second,
A

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 changeso concentrate business relief
more accurately on t e assets which could provide
funds to pay the tax on the risk of damaging
the business.

o

F19. Thanks to the efforts of this Government, the

'
2

tax regime for thekheritage has bee ch improved.

Today, I have two further chan propose.

First, I am exempting from Inheritan settled
property that is put into a heritage enance
fund within two years of the death of a li nt,

And second, I propose to improve the arra igéﬁ%g

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY :




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE corago ‘

NOT TO BE COPIED



\\K
\&

V&

BUDGET LIST ONLY

for acceptance of property in lieu of tax. In

future, owners will have the choice of either the
present system, or an arrangement under which no
interest would be charged between the offer and
acceptance, but the tax wouldC;+dﬂun;4um%9be based
on the market value at the date of the offer and

not, as now, at the date of acceptance.

The abolition of the tax on lifetime giving
§%§§§> the first importance to family businesses.

F21. I therefore propose to make a substantial
increase in the threshold for Inheritance Tax, from
£71,000 to £9o,ooo,6@ led with a simplification of
the rate structure {gf%even rates to four.. As a
result of this change,\the number of estates liable
to Inheritance Tax will t by roughly ‘a thirds
The cost will be £7z’m@&lion in 1987-88 and

]
£l¢0 million in 1988-89.

F22. Despite this substantial rel owever, and
all the other much-needed rel that my
predecessor and I have introduced since k219, the
House may be interested to learn that th cted

yield of Inheritance Tax in 1987-88,

£1 billion, is nearly three times the yie o
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Capi ;, an increase in real
@@ terms of over 50 per cent.

N

N

8
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G. TAXES ON SPENDING

Gl. I now turn to the taxation of spending.

G2. I have already announced some important

WAW tas

changes in VAT to prevent avoidance and to help the

small businessman. I have no other proposals for

. . NNT :
major changes in wvaluwe—added tax this year.

owever, in the light of representations I have
I have decided to extend slightly the VAT
introduced last year for certain aspects
of charixabl1d work.
\>//§

G4. I propose to relieve charities from VAT on
certain welfare vehicles used by hospices to
transport the te Aly  ill:; on - installing Or
adapting lavatory o:@iifﬁroom facilities in charity

homes for the disable on drugs and chemicals used

o
by a charity in medical rch; and on specialised
location and identificationh equipment employed by

mountain rescue and first aid services.

G5. While on the subject of cha(Egggie giving, I

should remind the House that this {ye s Finance

Bill will increase the limit on donatioééi?b harity

under the new payroll giving scheme, which“starts

next month, from £100 to £120 a year.

1
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i%%ii;Q G6. Next, the excise duties. I propose to maintain

McS the revenue I—get from the taxation of gambling, but
Giiib to make some readjustment within the total. il
‘§<§g§§ 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

re will be of some assistance to the racing and

ock industry&t;s well as consoling those hon

3 -
\\ and the Champion
.
G7. In my Budget Statement 1last year, I gave
advance notice of my intention to introduce a tax
differential in f-<3§§ of unleaded petrol so as to
offset its higher Ppr ction cost. I can now
annognce_that the d£§§§iential will be 5 pence a
MST - v : gallozi This means that é:;>-ump price of unleaded

(We've Yo" wok

ebalgd ™ \re 2 )

petrol should be no highér than that of 4-star
leaded petrol. The change will take effect from 6

o'clock this evening.

G8. Following on from the action I ﬁé?iQIast year,

I propose to increase the rates of Vehic Excise
Duty on farmers' lorries, to bring themvi line

with the use they make of the public road is

change will take effect from midnight tonigh
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also propose to increase the rates of duty on trade

licences and to rationalise the_taxation of recovery

vehicles.

G9. I have no further changes to propose this year

3
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H. INCOME TAX

Hl. Finally, I turn to income tax.

H2. There 1is now a worldwide consensus on the

economic desirability of tax reform and tax

reduction, and in particular the reduction of income

Q!Eéb. This was demonstrated most recently by the

s national policy declarations that emerged
£x last month's meeting of Finance Ministers from
the industrial nations.

D
H3. Lowg;ézgiés of tax sharpen up incentives and
stimulate enterprise, which in turn is the only
route to improved economic performance. And it is
only by improvingeconomic performance that we
will be able to =z org\ to spend more on public
services; only é;gi/;mproving our economic
performance that we wil] Gi):ble to create jobs on

the scale we all want to s%g.

H4. 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 ic rate of
tax from 33 per cent to 29 per cen nd)\ sharply

reduced the punitive higher rates we inh = from

the Party opposite. We have increased the tax

allowances by 22 per cent more than inf §5£2§>
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le out of income tax

altogether.

H5. 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
795. The single age allowance will rise by £110
960 and the married age allowance by £170 to
£4675. The age allowance income limit becomes
£9518 propose to raise the first, 40 per cent,
higher {ég§§§hreshold by £700 to £17,900, in 1line
with staéﬁ}g£;§indexation; but the threshold for the
45 per ceng’rate will go up by only £200 to £20,400.

The other higher rate thresholds will remain

unchanged.
S

H6. I have two o£%§§?95hanges in allowances to
announce. First, I pr@iéii?to give an additional
increase in the age allo Oe 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 al ce will rise

by £220 to £3,070 and the married lowance by

£340 to £4,845. Around 400,000 t @rs will
benefit from this new measure, and up 00 of
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H7. 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

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

H8. Finally, I turn to the basic rate of income
tax. This is the starting rate of income tax for
ryone and the marginal rate for the overwhelming

ity of taxpayers.

H9. Budget speech last year I reaffirmed the

aim se y my predecessor in 1979, to reduce the
A

basic rate income tax to no more than 25 per

cent. That remains my firm objective.

H10. However, given my decision to use the greater
part of the fiscape I now have to reduce the

Public Sector Borf%%//g Requirement, that goal

cannot be achieved in t@dget.

o
H1ll. 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 two S to2d i per
cent. This reduction will be wort £3 a week
to a married man on average earnings. <§if®

H12. There will, of course,. be a cons ial
reduction in the rate of Advance Corporati CEEQ&

and - as last year - I also propose a corresponding
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<iii> from 29 per cent to 27 per cent. Taken together
( with the income tax change, this will mean a

SUA e
<§§§N> significant reduction in the tax burden on small
<§2>§ businesses, which are so crucial for future growth

and employment.

. The income tax changes I have announced today
take effect under PAYE on the first pay day

aftte 7 May. They will cost a little over

in 1987-88 over and above the cost of

statutory sgexation.
G s
T % Hl14. The ovecrall cost of all the measures in this
S b

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

little over £2% billjon. Thée—&s%;u&%y—eeae+eeene-
MCS® condd maks : =)

m&& W.
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BUDGET STATEMENT: TAXATION SECTION: FOURTH DRAFT

The Chancellor was grateful for the comments on

the taxation section.

?gzgigird draft of
O 2% T ~attach ‘the fourth draft. Please could I haéé comments

by 6.00 pm tomorrow (Tuesday 10th).
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As I noted in my earlier minute of today, the sections and

p@aphs have been renumbered.

self, and is thinking further about how to deploy the

hancellor will be doing further work on the pension
sectlo%\

tigures tor yields ot taxes in 1978-79 and 1987-88.

L(ES

f
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@@, e

BUDGET SECRET
BUDGET LIST ONLY

@
%
O}

NOT TO BE COPIED



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COR@D

NOT TO BE COPIED



over

: E3;n Dur i

BUDGET LIST ONLY

E. BUSINESS AND ENTERPRISE

R e ewe EHE N tOREax At 1O N First, taxes on

business.

E2. The fundamental reform of the Corporation Tax
system which I introduced in 1984 came fully into
ct last April. The new system has undoubtedly

ed the quality of business investment

de igns in Britain, and is also encouraging more .

ompanies to set up here.

ﬁg§§;§e_;tranéition to the new- system1

companies were given advance notice of the main rate

o

of Corporation Tax for the year ahead. This helped

them in their forwa lanning, and I intend as far
as possible to con e the practice of setting the
o

rate in advance. A rdingly, I can announce now

that the main rate ofoation Tax 1in 1987-88

will be unchanged at 35 pe C§:ent - lower than in any

other major industrial nation, though the United

States is now set to emulate us.

E4. The low rate of Corporation T les me to
1

introduced a further simplificati

@to the
svston. @
D

1
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E5. 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 1is no 1longer the case: indeed, the

ation Tax rate for small companies is now

be 6§i§be Capital Gains Tax rate.
o I:: . NN .~‘. -

B efore ' propose that, from today,’

- o

-coﬁpéniesfcjbﬁbital -gains . -be charged - at - the

appropriate  Corporation Tax  rate, without

_adjustment, save for the indegationiwhich applies to

all post-1982 gain

0/)
E8 @kLt has, however,<§§;n argued that capital gains

made by companies can ig>if:} cases be taxed twice,
once in the hands of the‘gompany 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 companie set payments
of Advance Corporation Tax against liability
to tax on capital gains.

O

E9. Taken together, these changes shou 1d

£60 million in 1988-89. <§;§§
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E10. I also have some further simplifications and

rationalisation of the Corporation Tax system to

annhounce.

Ell. At present, companies established before 1965
do not have to pay their Corporation Tax until up to

21 months after the end of the period for which it

i due, whereas companies established since 1965
to pay their tax after 9 months - and some
i societies have to pay sooner still.

- justifi

E12. TS@i’ffer'ehcé' “in treatment cannot  be
: eqn
could pul the timing of a substantial proportion of

the total Corporation Tax yield at risk.

E13. I therefore ‘geo that all companies and
building societies d be treated the same way,

with all liable to pa<OZZ§§§ration Tax nine months

after the end of the acc ng period on which the
tax 1is due. The change éﬁll be phased in, but I

would expect it to yield around £100 million in

G

El4. I also propose to legislate no&<g;

1988-89.

for a new method of collecting Corpor
be known as Pay and File. At present,
accounts are not received in time to agree e Ytax

liability before payment is due. So there” is a
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laborious process of an estimated assessment from

the Inland Revenue and an appeal from the company.
Under Pay and File companies will cstimate their tax
liabilities themselves, and pdy on Lhe normal due
date. Tax liabilities will be finalised once
companies submit their returns and accounts. Where

it turns out that the initial payment was too low,

company will pay interest to the Revenue; where
itial payment was too high, the Revenue will
P <§i§brest to the company.
E15. T Sew : apbr'oéchw ‘was set out -in --last
;‘i§>§6d5hlia£iveif'.abeheﬁf;'_ on  the

recommendations in the Keith Committee Report, and

Decenber’

was generally welcomed by the business community and

‘i:he 1 r taxn adv i‘se.r s'

El6. As this change i> art of a wider programme of
streamlining tax co n, including major
developments in the Iziizz Revenue's computer
systems, it will not come iéio force until the early
1990s. But by legislating now I am giving taxpayers

and their advisers a firm basis on<§§§§F to prepare

for the new scheme.

E17. While business and industry as a whbo doing
well, the North Sea o0il sector has inevita
hard hit by last year's oil price collapse

Hon Friend the Secretary of State for Energy and I
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have followed closely the effects on North Sea

producers and their suppliers. The industry itself
is generally confident about the 1longer-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.

A\\However, in the 1light of the immediate

, I introduced last autumn legislation to
brin QB ard the rgpayment p£‘9ver £300 milliop o£
: oie;m.ﬁeééﬁué Tég. .‘fhis"hﬁéféireaay
iggiépf '£hé fgméiiéifﬁéhd:

companies faced with cash flow difficulties. =

medium-sized

E19. I now propose t§§ further Petroleum Revenue Tax

reliefs. First, om today companies may elect

to have up to 10 per<> t of the costs of developing
certain new fields sé)tinst their Petroleum
Revenue Tax liabilities \Nn-“existing fields, until
such time as the income of<ihose new fields exceeds

the costs incurred. Second, there will be a new

relief against PRT for research ding on o0il
extraction not related to any part field.

E20. I hope that these carefully targ anges
will give a worthwhile measure of help to rth

Sea oil sector. ¢§§>b
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E21. I have to set the 1988-89 car and car fuel

benefit scales for those with company cars. The car
scale charges still fall well shorl 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 benetit scales which, from

6 April, will also be used for VAT purposes.

Qéé%%§&st year I put the Business Expansion Scheme

ermanent footing. This year I have two
provements to propose. First, the rules

"w111 b xed to make 1t ea51er for 1ndependent”

V?flim o benefit from the- scheme. ’Secoﬂd;--
thexe hdve veen. uomplalnts that thc prcscnt rules

- produce end-year bunching of BES investments, and _

‘”hénéed"cféwd”:ddf'*EOhé':projeéts"and"léad”'to"'bad;
decisions on other propose therefore to permit
the investor to claim® £ of the relief against his
previous year's incoéiizt is will make it easier
for companies to raise gggi;hnance throughout the

year. S

E23. Training and retraining are vital to a flexible

and competitive economy. Some ies may be
willing to help with the retraining kers who
wish to change their job. At present
finance training unrelated to an
existing job this is liable to be taxed as a

3
in kind. I propose to take assistance with training
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out of tax, to encourage more companies to help

employees who are moving jobs to acquire new skills.

E24. 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
itally important sector of the economy. But I am
aware that problems remain, not least in the

f VAT.

ingly, I ‘asked Customs  and Excise to
T s nsultétive * document - dast aﬁtdmn s
canvassing a number of chanyes. In the light-of the

responses to that document, I have four proposals. to

R v it

E26. Perhaps the bi problem faced by the small
businessman today 1is de customer who is late
R pavii ngs hiis b ililisesines e, sometimes, that VAT

O

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. (&§§b

E27. My first and most impor tan roposal,
therefore, 1is that, as from 1 Octob panies
whose annual turnover is under £% milfigég hich
means roughly half of all traders [who p§§§2§3$]

will be able to choose to account for VAT oh the
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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

coursc provide automatic VAT rclief for bad debts.
E28. I have to warn the House, however, that I

ing a derogation from the European

1 ni! 's Sixth VAT Directive. I am applying for

- the necessary derogation today. ‘The House will note
_that ghé‘:gé\ imit of .£% million is considerably

£6£§§>the  £100}006‘ suggested in the

greater

consultative document.

E29. Second, I pro o give these businesses the
option of accountingA f VAT on an annual basis.
Instead of making quaggifiy returns, they would make
regular payments on acc0'<i:>and then file a single
return at the end of the y€ar. This option, which
offers considerable streamlining, will be available

next year.

E30. Third, the period within which ﬁggiSésses must

apply to be registered for VAT will be

ten to thirty days.
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E31 ngqhq_qs'yiMe{ch nges to the rules for

the special VAT schemes for retailers, and more

small and medium-sized businesses will be able to

make use of the simpler schemes.

E32. 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

munity. The cost will be £115 million in 1987-88

60 million in 1988-89.

dition, I propose to .increase the VAT

izgékgan'Communityflaw{‘

E34. The House will also be pleased to know that, in
the iidﬁt"of “the ”r éponéeé fo ‘the hcénéuit;tive‘.
document, I shall going ahead either with the
withdrawal of the so<g ed standard method by which

retailers calculate th ézizizfs takings for VAT, or

with the compulsory dere ation of traders below

the VAT threshold. °

E35. I have one further measure lp the small
businessman, unrelated to VAT. ropose to
increase the limit for Capital Gains tirement
relief by 25 per cent, from £100,000 ,.000..

At the same time the annual exempt amoun

increased to £6,600, ing. Fine ! withe ‘st 2;§§§

indexation.
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E36. 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 five proposals

to make today to this end.

The first concerns VAT, and has already been

bject of extensive consultation. The House

wi Qiiig aware that a business that provides a

sepvié%§§§9

t is .exempt from. VAT cannot .in turn

~ deduct \ tax on its purchéses. But whg:eiﬁhe.~
activities<§;>§'bh51ness 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 deducand this generosity is being
exploited on a g cC}ng@ scale. The rules must
therefore be change and the changes, which I
announced to the House lg ember, will come into
effect on 1 April. For smak} businesses, there will

be a simpler system, and special reliefs. The yield

from this, which in effect is a measure of the

potential revenue loss, will be somf&§§§p million in

1987-88 and £400 million in 1988—89.<§§i§§

E38. Second, I propose to change the 1 that
1:

companies in multinational groups which en
residence will no longer be able to secur a

relief twice on one and the same interest payment.

BUDGET LIST ONY°Y
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Genuine trading companies will not be affected.

This change, which will take effect on 1 April,
follows the similar action recently taken by the

United States. The change will yield £125 million

in . 1988-809.

E39. Third, I propose to end the present excessively

;enerous treatment of tax credit relief for foreign

i¥Yhholding tax paid on interest on bank loans. In
e, banks will be able to offset this tax credit

ore- widely. - This -will -bring our -rules

b:oadly<§§h§§\.line,~with thoge. in .most. other
cduntriééﬁjﬁégé change will apﬁlyﬂﬁrom'i'Aprii thié
year for new loans and from 1 April next year for

existing loans. It will yiéld somé £20 million in

1988-89.

o
E40. Fourth, I propo 5 to 'bring " to. 'an. ‘end. the

unsatisfactory tax trea of Lloyd's syndicates
as it applies to the Reinsu®ance to Close system. I
therefore propose to bring the tax treatment of
Lloyd's into 1line with the tax treatment of
provisions for outstanding 1lia s made by
ordinary insurance companies an deed, of
similar provision made by other financ¢ialltraders.
I have asked the Inland Revenue to consult ntly

with Lloyd's about the details of the legy 1518
ab

The new rules will first apply to premiums p e
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for the Lloyds account which closes on 31 December

this year. The yield-will depend on the—precise

E41 Fifth, I also propose to implement the Keith

Committee's recommendation that interest should be

plied properly and a formal assessment has to

cgirged in the limited number of cases where PAYE is

b to recover the tax. The change will take

eff om April next year, and the yield in

stimated at £45 million.™

.,E'42.:.I 1,1éve,_one_ further proposal to fnak_e in the

broad field .of . the taxation of business and

enterprise.
E43. In my Budget {1 year I suggested the

possibility of introdu&ing measure of tax relief
for profit-related pay. <:jt>

O

E44. I pointed then to two considerable advantages

that might be expected to flow from arrangements

which relate pay to profits. Firsg, workforce
would have a more direct personal 1 t in the
profits earned by their company; and, s there
would be a greater degree of pay flexibil the
face of changing market conditions, which 1 1
if, as a nation, we are to defeat the scour of
unemployment.
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E45 LIST

a Green Paper oOn
Profit-Related Pay in conjunction with my Rt Hon and
Noble Friend the Secretary of State for Employment
and my Rt Hon Friend the Secretary of State for
Trade and Industry. And I believe the time has come
to introduce a scheme of tax relief broadly along

the lines floated in the Green Paper.

Q!%é@. The principal change I propose is to double the

tion of an employee's profit-related pay that

igible for tax relief from a quarter to a half.

. So feone on average earnings receiving 5 per

r pay in profit-related form, the tax

-equivaient-to a penny of £ the basic -

" rate of income tax. The cost will inevitably'depend

_oh ;ake—up:_lit éouid_be £501million in_1988589;.

building up to *antially more than that as
take-up grows. Ckgf>

E47. Profit-related pé?

no panacea. But then
there are no panaceas. W 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 marke I am today
challenging British management toi§§§§%§§vantage of
that tool and to make good use of it,Qif%)the good
of their company, their workforce and theéfiiéuntry.
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F. TAXES ON SAVING (ReVISED 10.03.37)
Fl. I turn now to the taxation of savings.

F2. 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
w more limited and language more inhibited, a

P -owning democracy.

ans wider home ownership, wider share
ownershi wider pension ownership. Over the
past eigh 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 ri o buy. And share ownership,
through the rapid graowt f employee share schemes;
through the massivel 5 successful privatisation
programme, where Britain géiiikd the world; and most
recently through the new ®Personal Equity Plans,
which I announced in last year's Budget and which
started up on 1 January this year. In the first
month of the scheme, more than 2, ople a day
took out Personal Equity Plans, of them

first-time investors, as I had hoped.

F4. We know that 63 per cent of householdsgiéiiéég
Ol

their own homes, compared with 55 per cent in
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There were, 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 therefore jointly commissioned a
major independent survey of individual shareholding
in Britain. The results are now available. They

show that there are now some 8% million individual

three mes the number there were in 1979.

s holders in this country - amounting to one
Qf the total adult population, and roughly

F5. And\th ?Esgere is wider pension ownership. Two
years Aagn,“ the Government embarked on a major
strategy to extend the coverage of private pension
provision and to give individuals far more

flexibility and chg in the way they provide for

their retirement. Q%ziﬁ%ve already introduced a
number of important ne‘ome ures to that end, and
the tax changes I am anno@éiigg today will complete
the picture. o

F6. The cornerstone of the Government's pensions

strategy is the introduction of irely new

means of provision for retirement, d d by my
Rt Hon Friend the Secretary of State@

ocial
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