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The Chancellor now proposes to use the following passage in place
of paragraph D7 in the fifth draft of the Budget statement.

2

"Indeed, I belleve it is rlght to go below it. Since its

1ncept10n in 1980, the MFTS has 1nd1cated a steadlly decllnlng
path for the PSBR’ expressed as ‘a percentage of GDP.J We' have' 3

now reached what I judgeg to be its approprlate destlnatlon.

That will maintain a degree of fiscal prudence that, until

- this year, had been recorded on only two. occasions. since the

War."

I should be grateful for any comments as soon as possible.

s

/

A C S ALLAN

TR Y T Y VI e

2an o0t
R @Y G

a PSBR of 1 per cent of GDP. 'I'intend to 'stick to that flgure.*““"'
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2.  PS/CHANCELLOR ( A~R- thudso
BUDGET SPEECH: EMPLOYMENT AND TRATNING MEASURES

You asked us to try and clear an acceptable form of words with DE on the UK's

.employment and training measures in relation to those in competitor countries.
AR RG .

25 There are a number of pitfalls to be avoided in making international

comparisons. For example, DE say that:

(i) in absolute terms, more people are (naturally) helped by employment

and training measures in the US than in the UK;

(i1) an equal or higher percentage of the unemployed are covered by

government schemes in France and Swedenj

(1ii) on most definitions, West Germany can match or exceed the UK's

measures in terms of quality and scope.

25 However, in spite of this, DE have said that they would be prepared to
defend the following form of words for the Chancellor's Budget speech:

"Mhis Government has developed its employment and training measures on

a scale which no other country can match.”

L, DE are satisfied that point (iii) in para 2 above is covered by the fact
that West Germany's schemes are generally run by employers rather than directly
by government — hence "its"; and that points (1) and (ii) are covered by the

fact that the rate of growth in recent years has probably been higher in the

UK than elsewhere - hence '"developed'.

D% Because of the sensitivity of such statements, DE have asked that any

changes to the above form of words be cleared with them in advance.
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FROM: S P Judge

DATE:. L1ISMarch (1987

PRINCIPA%MPRIVATE SECRETARY cc Chief Secretary
B Financial Secretary

Economic Secretary
Sir Peter Middleton
Sir Terence Burns
Mr F E R Butler
Mr Wilson
Mr Cassell
Mr Monck
Mr Sedgwick
Mr 0Odling Smee
Mr Culpin
Miss O'Mara
Miss Sinclair
Miss Evans
Mr Cropper
Mr Tyrie
Mr Ross Goobey

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

Mr Howard - C&E

Mr Jefferson Smith - C&E
Mr Wilmott - C&E

Mr Bone - C&E

BUDGET STATEMENT: TAXATION SECTION: FOURTH DRAFT

The Minister of State suggests the following composite redraft

of the sentence in paragraph E37 referring to small businesses:

"There will be special arrangements to deal with the problem
of brewers' tied houses. I am also taking this opportunity
to relieve a significant number of small businesses from

this provision".

I checked this with Mr Jefferson Smith, who confirmed +that it
is factually accurate. He added that there are about 13,000
partly exempt traders at present: the new measures will add about
6,000 big firms and the new de minimis rules will eliminate about
2,000 small traders. Unfortunately the 13,000 figure cannot
be split between "small" and "large" firms, but “significént"

is clearly a fair adjective.

XC¢

-

S P JUDGE
Private Secretary

S
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ks émé' Sir P Middleton
Mr Scholar
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/ \ Ly o Miss O'Mara
S, ‘Qf“ e e qacne Mr Hudson

L//’ &¢L€Ft ot varked ﬁi Cropper

CHANCELLOR
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'F”"f% Tyrie
ﬁif Mr Ross Goobey
PS/1IR

BUDGET STATEMENT: TAXATION SECTION: FOURTH DRAFT }
= Vd o mrld Ll howro ;
I am sorry that I missed your deadliné/;or comment on this latest

dratt, and hope it is not too late to contribute some further

thoughts.

Paragraph E22: BES

I apologise for pressing the point but I do think that
there-is>aslight danget ~of arousing false expectations in the
film industry unless you are a 1little more specific about the
sorts of company that will benefit. (ie. those engaged in _
|\post-production distribution activities)f//”;M”;lso think that
the end-year bunching point is the more significant and perhaps e
should come first in the paragraph. é@ihw
Paragraph E46: ?Kf

At the risk of repetition, I suggest an addition at the
end: "But I hope as many companies as possible will be encouraged

to take up this opportunity."

Paragraph F2:
Perhaps "when ambitions were more 1limited and language

more. inhibited" is a little ponderous? Could it not be deleted? No?

What’s wrong with the phrase "property-owning democracy"?



. BUDGET: CONFIDENTIAL

Paragraph F4:
You might just insert at the end, "A most interesting finding
of the Survey was that share-holding in this country is now roughly

as widespread as in the US. Our ambition is both to deepen and

\ widen share-ownership so that more people own more shares."

'L A

Paragraph F15:— Now) 5
AfRter - Y. . Lsince ol 982%  -finsert: -Tand “sthei - TUEC . hawve  made

representations to me that these limits should be increased."?
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DATE: 11 March 1987

CHANCELLOR cc Chicf Secretary
Economic Secretary
Minister of State
Sir P Middleton

Mr Ross Goobey
PS/IR

BUDGET STATEMENT: TAXATIONﬁéECTION: FOURTH DRAFT

I am sorry that I missed your deadline for comment on this latest
draft, and hope it is not too late to contribute some further
thoughts.

Paragraph E22:

I apologise for pressing the point but I do think that
there is a slight danger of arousing false expectations in the
film industry unless you are a 1little more specific about the
sorts of company that will benefit. (ie. those engaged in
post-production distribution activities). I also think that
the end-year bunching point is the more significant and perhaps
should come first in the paragraph.

Paragraph E46: %
At the risk of repetition, I suggest an addition at the
end: "But I hope as many companies as possible will be encouraged

to take up this opportunity."

Paragraph F2:
Perhaps "when ambitions were more 1limited and language
more inhibited" is a 1little ponderous? Could it not be deleted?

What’s wrong with the phrase "property-owning democracy"?
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Paragraph F4:
You might just insert at the end, "A most interesting finding
of the Survey was that share-holding in this country is now roughly

as widespread as in the US. Our ambition is both to deepen and

widen share-ownership so that more people own more shares."

g

Paragraph F15:
After Y.L .S1ince 1982Y" insert:’ Tand' the TUE shave. "'made

representations to me that these limits should be increased."?

U

-

(Lawson the conciliator!)

NORMAN LAMONT
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PRINCIPAL PRIVATE SECRETARY e Chief Secretary
Financial Secretary
Economic Secretary
Sir Peter Middleton
Sir Terence BRurns
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

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

Mr Howard - C&E

Mr Jefferson Smith - C&E
Mr Wilmott - C&E

Mr Bone - C&E

BUDGET STATEMENT: TAXATION SECTION: FOURTH DRAFT

The Minister of State suggests the following composite redraft

of the sentence in paragraph E37 referring to small businesses:

"There will be special arrangements to deal with the problem
of brewers' tied houses. I am also taking this opportunity
to relieve a significant number of small businesses from

this provision".

I checked this with Mr Jefferson Smith, who confirmed that it
is factually accurate. He added that there are about 13,000
partly exempt traders at present: the new measures will add about
6,000 big firms and the new de minimis rules will eliminate about
2,000 small traders. Unfortunately the 13,000 figure cannot
be split between "small" and "large" firms, but "significant"

is clearly a fair adjective.

¢

-

S P JUDGE
Private Secretary
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X. EXCHANGE CONTROL

X1l. Before I turn to my proposals for changes in
taxation, I have one other important change of a

specific nature to announce.

X2. In 1979, a few months after the present
Government had first taken office, my predecessor
announced the abolition of exchange controls, which
had been in continuous operation ever since the
outbreak of war in 1939. That bold action has, over
the past 7% years, proved wholly beneficial to the
British economy; and I am glad to note that other
European countries are now moving in the same

direction.

X3. But although the operation of exchange control
has ceased, the Exchange Control Act itself remains
on the Statute book. So long as it does, there is
likely to persist a nagging fear that, in certain
circumstances, exchange control might be reimposed;

and such uncertainty could be damaging.

X4. I have therefore concluded that the time has
come to repeal the Act. The necessary legislation

will be contained in this year's Finance Bill.



RUY GeT SECRET

X5. I note that, in what was clearly intended to be
a major speech in New York in September, the
Deputy-Leader of the Labour Party declared that, and

I quote:

"The Labour Party has no intention of

reintroducing statutory exchange controls".

I am confident, therefore, that the proposal I have
just made will be welcomed on all sides of the

House.
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BUDGET SECRET

First sentence too long. Why not:

" .. Restart programme for the long-term unemployed.

Starting next month..."?

Last sentence of 13 "But...."

First sentence of 14 "But...".

"In the event, this year's PSBR ....". First time
round I misread this to apply to 1986-87. Should
we say "In the event the PSBR fof ‘the year now
drawing to a close looks like turning out at only

4 millieni...".

Line 8: Suggest "This would represent a degree

G ClSCa i sk v

I find the last sentence of 17 a bit obscure.

Argument a bit too compact? How about "An essential
element in any ongoing programme of tax reduction
and reform must always be the elimination of

unintended or wunjustified tax breaks. These may

be very beneficial to some, but they result in

taxpayers generally having to pay more than they

need do.

Suggest: "Where PAYE is not applied properly by
an employer and a formal assessment ..... e
Cautiously, it suggest "cautious" rather than
"inhibited".

There is something a little pejorative about "certain
new Friendly Societies which had been set up for

purely commercial reasons". Maybe "had been set

up purely as investment media".



.......

F25 Suggest: "As for the other Capital Taxes, the
yield of Capital Gains Tax has risen in real terms
by over 80 per cent and of Stamp Duty by more than

/// 140 per cent. These improved yields are not
L unconnected with the fact that, since we first
took office, the apparent severity of these taxes

has been significantly eased.".
H3 v// Line 4 omit "And"?

H4 : 22 per cent: I have seen 23 per cent used elscwhecre.

- R i

H11 We need a bit more enthusiasm here, before moving
on to ACT. For example: e e 27 per cent. - This
will reduce the tax bill for every payer of income
tax. It will be worth over £3 a week to a married
man on average earnings. It will mean that, since
the dark days of the middle seventies, the basic
rate of income tax has come down by eight points,

from 35 per cent to 27 per cent.".

In General: I suggest that the damper placed on our spirits \
in D9 may be too heavy ...."this greatly diminishes the scope

I have this year for reducing the burden of taxation....".
It doesn't actually reduce it all that greatly: two pence

sl et ibad But, put like that right at the beginning of

the tax section it may depress some of the simpler souls

and make it difficult for them to concentrate on the hard

tack that follows. Why not "Inevitably this may somewh o
limit ...." rather than "this greatly diminishes". /////
PJ.C //
11/3/87
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cc: Mr Cassell
Mr Scholar
Miss Nobhle
Miss Sinclair
Mr Cropper
Mr Ross Goobey
Mr Corlett - IR
Mr Munro - IR

BUDGET STATEMENT: PENSIONS

The Chancellor has revised the section of the Budget Statement

dealing with pensions this morning.

R I attach the new version, which you may like to see before

your meeting on presentation.

A P HUDSON



F5. And then there is wider pension ownership. Two
years ago, the Government embarked on a major
strategy to extend the coverage of private pension
provision and to give individuals far more
flexibility and choice in the way they provide for
their retirement. We have already introduced a
number of important new measures to that end, and
the tax changes I am announcing today will complete

the picture.

F6. The cornerstone of the Government's pensions
strategy is the introduction 6f an entirely new
means of provision for retirement, developed by my
Rt Hon Friend the Secretary of State for Social

Services: the personal pension.

F6A. Personal ©pensions are an important new

dimension of ownership. They will enable



(2]

employees - if they so wish - to opt out of their
employers' schemes and make their own arrangements,
tailured to fit their own ciréumstances. And they
will be a new opportunity for the 10 million
employees who at present do not belong to an
occupational scheme to make provision of their own

and, if they so wish, to contract out of SERPS.

F7. 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.

F8. 1In addition, to encourage a wider spread of
occupational schemes, employers will be able to set
up simplified 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. Again, the
Finance Bill will contain the necessary tax

provisions.



F9. Finally, 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 fn‘l'l 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

Fimits:

F10. The proposals I have outlined - along with the
measures my Rt Hon Friend has already taken - 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. They will
widen the range of choices people can make about
their pensions; and will mean that in future
individuals will have much more control over the way
in which their own pension contributions are

invested.

F10A Taken as a whole, the changes we have made in
the last two years have brought about a radical
transformation in the ways people can provide for
their retirement. There are new options for
employers, and much greater freedom for individuals
to plan their own pensions. This will lead to a
further major extension of ownership, as people

start to take advantage of the new opportunities.



Fll. 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 eicessive relief which
can be obtained in some circumstances, particularly
by a few very highly paid people. These will
include a stricter definition of final salary and,
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.

F12. The cost of the overall package will inevitably
depend on take up, but with that proviso is

estimated at £65 million in 1988-89.
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Minister of State
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Sir T Burns
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Scholar
Culpin

Miss O'Mara

Mr
Mr
Mr

Mr

BUDGET STATEMENT: FIFTH DRAFT

The Chancellor has seen the Financial Secretary's 12 March minute.

23 He has decided not to mention the three measures on employee
share ownership in the Budget Speech. He thinks the Financial
Secretary could refer to them in his own speech the following day.

But he does not think the announcement of a review will cut much

ice.

Cropper
Ross Goobey
Tyrie

Prescott - IR

A P HUDSON
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PS/FINANCIAL SECRETARY cc PS/Chief Secretary
PS/Economic Secretary
PS/Minister of State
Mr Scholar
Miss O'Mara
Mr Cropper
Mr Tyrie
Mr Ross Goobey
Mr Mace - IR

BUDGET STATEMENT: SIXTH DRAFT

The Chancellor has seen the Financial Secretary's 13 March minute.
He does not think it is quite accurate to say that "anyone" on
average earnings gains over £3 a week. For a women on average adult

female earnings, the gain is considerably lower.

2 Paragraph F23 already hints at the "cut taxes to increase
receipts”" issue. The Chancellor does not believe we can sensibly
apply the argument to the higher rates of income tax in a Budget
which, so far from cutting the higher rates, is actually making
them (albeit marginally) more severe. And of course the
Lafferite case is most unlikely to be valid or even plausible for
the basic rate. The Chancellor is quite happy for the argument to
be used in the Budget Debate and thereafter

(a) in the context of what we have done; and
(b) as a hint of what we may do in the future.

But, to repeat, not in the context of what we are doing this year.

A P HUDSON
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Treasury Chambers, Parliament Street, SWIP 3AG
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13 March 1987

John Footman Esq
PS/Governor

Bank of England
Threadneedle Street
LONDON EC2

e TG

I attach a copy of the latest draft of the Chancellor's Budget

Statement.
et
A C S ALLAN
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BUDGET STATEMENT:

I enclose a first draft of the Budget Statement.
outline you saw last weekend,

been made to me following your request at Monday

25 This draft is,
In the time available there has been little time

clearance and I am afraid that there are some incon
probably some errors too.

in places a good deal more work.

BUDGET SECRET
BUDGET LIST ONLY

FIRST DRAFT

copy |

FROM:
DATE :

as always at this stage,

basis for further work next week.

ccC

The drafting is uneven and st
But I hope that this fir
will give you a feel for the shape of the Statement and will

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED

NO OF 2 /COPIES

M C SCHOLAR
20 FEFRRUARY 1987

Principal Private Secretary
Chief Secretary (2)
Financial Secretary (2)
Fconomic Secretary (2)
Minister of State (2)
Sir Peter Middlelon
Sir Tercnce Burns

Sir Geoffrey Littler
Mr F E R Butler

Mr Wilson

Mr Cassell

Mr Monck

Mr Sedgwick
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Mr Culpin

Miss O'Mara
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Mr Cropper

Mr Tyrie

Mr Ross Goobey

Mr Battishill - IR

Mr Isaac - IR

Mr Painter - IR

Mr Beighton - IR

Mr McManus - IR

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

Mr Wilmott - C&E

Mr Bone - C&E

This follows the

and takes account of points which have

rview meeting.

g§§§§> any hands.
or iting or

the w

NOT TO BE COPIED
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BUDGET SECRET NOT TO BE COPIED
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One or two points of detail:-

(b)

(c)

(d)

The business and enterprise section (which is perhaps on
the long side) starts with VAT and small businesses, as
you suggested at our discussion last week. This works
well, except that it is perhaps a little odd to come to the
main Corporation Tax rate after all these details.
The Revenue have suggested moving Pay and File from its
present position in the section on streamlining Corporation
Tax a new subsection on tax reform which starts off
Qé;i) the Keith measures, at the end of Business and
Ent ise.
It m1i
(p 33}
it is.

wi

best to omit the paragraphs on US tax reform
» we should certainly keep Pay and File where

t VAT partial exemption (p 39) would sit
i the anti-avoidance section than in its

Customs th
more comfort
present home, ¥taxes on spending. I am inclined to agree.

Last year you spoke for 1 hour 16 minutes. You suggested that

this year we might aim for about 1 _hour. The present draft is about

one hour in 1ength.“ <j§>

&
5 I enclose, too, a suggested pegéfztion by Mr Ross Goobey.

©

o
M
M C SCHOLAR
BLO encl: 4_6 pages BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY
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BUDGET STATEMENT: FIRST DRAFT
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Introduction

Jis The setting for the Budget this year is more

favourable than it has been for many years. We are

—— e —————

entering our seventh year of steady growth, in what is

now our accustomed place at the top of the international

—,

R P B SRS

league table. We are entering our fourth year in which

t eady growth has been combined with low inflation.
And e entering one more year in which the public
financigs sound and strong.

2% These the fruits of the Government's
determinatio 0ld to our policies of sound money and

free markets. I gladly reaffirm these policies today.
They provide the only sure basis for more Jjobs and

lasting, productive, 'oai

3c I shall begin by E%%gz;ing the economic background
to the Budget. I shall t% al with monetary policy
and with the fiscal prospect this year and next. Finally
I shall propose some changes in taxation designed to
assist in achieving our economic objectives. As usual, a
number of press releases, filling ou details of my

proposals, will be available from the fice as soon

as I have sat down. <§i§b
‘//?/<>>§
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Economic Background

4, T begin with the economic background.

5 The first estimates for growth in 1986 show output
some [23-23] per cent higher thzaj in 1985. We have
experienced steady growth at[iugz/undgg 3 per centz;—with
only minor deviations one way or the other i}since the

be@é§§> g of 1981. This remarkable period of growth is
an us improvement on the traumas and poor

per formanc of the mid and late 1970s. Indeed it

compares ell with the best growth performance in
AR

earlier peféé;:$

6. It is worth examining the 1§§;;;§)of this recent

period of successful growth.
It has coincided :iégfpsharp fall in inflation.

o
It has occurred as overnment has pursued
progressively tighter fisgal and monetary policies
W—*M
- with the PSBR in 1986-87 [at £43% billion] the

lowest as a share of GDP since 1969-70.

Because the Government has not a%ié§%bed to. the
o

pressure from many quarters for rtificial
2oy e
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fiscal stimulus, which would inevitably carry with

@@ l ( it the@of a rise in inflation, the prospect is

for satisfactory growth to continue in 1987 and

Q@ beyond)/iithout a rise in underlying(inflation. jepmad,

e Lo .

& 7= In short the recipe for sustained growth and falling

inflation is the very opposite of the conventional

% neo- nesian wisdom of the late 1960s and 1970s, which

[ P W is i all too evident in certain parts of this House.
B b ,))

5’6‘)!‘“ 7 8% (o} m wth per formance in 1986 was achieved against

d background. There were already signs
in the world economy towards the end
! of 1985. One<6f the first consequences of the fall in
/ the 0il price at the beginning of 1986 was for certain

{ M ( 0il producers to cut their imports from developed

9. As I expected at this tim@ last year the lower oil
price led to lower inflation in the developed countries

and boosted domestic demand. We have heard a lot in

recent months about domestic deman@ and private

consumption in particular - growing at an 1thily high

rate in the UK. The critics seem unaware @ hat the
growth of domestic demand in 1986 in the oth §omies
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of the major 7 appears to have been higher than in the
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UK, and that high consumption growth in the developed
ecdnomies was an expected and quite justified consequence
of the fall in the oil price.

10. While exports from countries such as the UK suffered
from the contraction in OPEC and LDC markets in the first
hal 1986, there now appears to have been a pick up in
ex§§%§%§$fom developed countries in the second half of
the This renewed growth in developed countries'

a marked

exports contributed to improvement in

i

industria “t in most of these countries during the

\ijéégG. There are reasonable grounds for

expecting world demand for developed countries exports to

second half
continue to grow in 1987. The growth of markets for UK
exports of manufactures should rise from [23] per cent in

AN

economies is likely to r@®

1986 to _[3%] per 1987. GNP in the major

t [2%4] per cent in 1987, the

©

While in some ways the world economy has adjusted

same as in 1986.

§ G

well to the large fall in the oil price at the beginning

VGI‘;

considerable turbulence in foreign exc

of last year, there are undoubtedly real risks to

been

has

its satisfactory per formance.

the United

the three largest economies -

adversely affect other economies.
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12. It 1is essential that the US takes further steps to

control its budget deficit, which in turn will help to
reduce its large current account deficit. Similarly both
Japan and Germany must adopt policies first to prevent
their very large current account surpluses growing

further, and then to ensure their reduction.

13. The reduction in the large external imbalances in
th ee major economies is essential to ensure the
con ion of low inflation and steady growth, which
has en such a major achievement of the
internat conomy in recent years. Above all a slide
into protedfi m in the US and elsewhere would be a

disaster for rld economy and major trading nations

such as the UK.

14. [Reference to G51ks.]
: 63 /Ty

&
15.  Turning to the UK edgé?iy the prospect is for(j)year

of steady, balanced growthf>

s clear that the growth
of consumers' expenditure in 86 - at just under 5 per
cent - was given a temporary boost by the lower oil price

and the fall in other commodity prices. The probable

fall in the growth of consumers' expe re in 1987 is

likely to be matched by the welcome r investment
e e W T PR g i =Rl \ Doz
that industrial surveys clearly signal <§sz
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16. The manufacturing sector in particular faces a good

year, following its improved per formance during the
second half of 1986. 1In the year to the fourth quarter
of 1986 exports of manufactures grew by 9% per cent and
productivity by over 4 per cent, while(Ef% wage costs

rose by just over 3% per cent.

ndeed the UK's overall productivity performance

artlcularly strong in the last few years. 1In

~—\\________/

and 1970s the UK was at the bottom of the

internatione productivity league. Productivity
per formance (we particularly bad in the period after
1973, wi . facturing productivity in the UK growing
on average at mere 3 per cent a year. ( Since 1912>the

average growth of productivity for the ecgnomy as a whole

has been higher than in any of /the other major

7 economles %? since 1973, averaging 3% per

cent a year. d an achievement. All the

signs are that 1987 will e a continuation of the recent
strong performance of ma turing industry, with
exports, output, and produQ;ivity growing at very

satisfactory rates.

18. This strength was all the more re ble because it
was maintained in a difficult year ich the UK

economy adjusted to the large fall in the 1 ice. The

public finances in particular suffered a €%§§§yion of
— o
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Qii;% just over half the revenues from the North Sea. But
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because the underlying industrial performance of the UK
economy is muclhi stronger than in carlier years the

<i§%%§i§>§ economy weathered this storm, as it has weathered other

storms in recent years which in earlier times would have

Gt
led to crisis and catastrophe. Indeed the Government's
financeé have markedly strengthened not because I raised

es to make good the loss of o0il revenues, but
Uuk, he sustained growth of the economy has produced
A}*’J \nimxuj A’ a hig el of non-0il revenue than anyone expected.
T(M '{}“0‘ ﬁ;Lf'
& #hﬁé\f&_ SRR (o)) <§%§§>ctions for future years we have, in the
%Aﬁm 1ight of 5$)<;£§§> uncertainties, kept unchanged the
MJ\ ////;;27 assumption we adopted last year of a $15 oil price.
e !
Kemgtss -

20. Real interest rates, are high in the UK, in large

part because in a gro conomy private sector credit

/ demand is so buoyant. TR ecent level of real interest
I b beaddss !

rates has not prevented iz growth of demand and

output. By continuing to ég:jba very firm control on

?QD uﬂ?bﬂl“}- public finances we shall ensuré>that the Government does

b#iv A){ ?’Z not - as governments have all too often in the past - add
LT

21l. As forecast at the time of the Aut tement in

to pressure on real interest rates. <§g§b
én

November, the current account of the balan

was in broad balance in 1986. This follows a
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current account surplus of £21 billion since 1979, which
enabled the UK to build up a large net stock of overseas
assets during the period when o0il prices were high and

North Sea output rising to its peak.

On present prospects there is likely to be a current

account deficit of [£2 billion] in

1987. It is not at

price. L ¥ the fall in the exchange rate that

improved non-o trade performance.

of

net overseas assets will

“followed thin the o0il price should lead to an

The UK's large stock

provide a lasting

contribution to the current account in the future.

23

middle of this year to a 1

Inflation is likely to’rise for a time during the

tle above 5 per cent. But it

<
should thereafter fall, to per cent in the final

quarter of the year.

Short térm changes in inflation,

such as those experienced in 1986 and likely in 1987, are

predictable fluctuations around

an unambiguously

downward trend. The Government remé&&?b etermined to

squeeze inflation out of the system al r and will

take whatever action is needed to achieve dgggig rriding

aim.

BUDGET SECRBET_
BUDGET LIST ONLY

D

NOT TO BE COPIED



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

3
«
”

NOT TO BE SOPIED

NOT TO BE COPIED



BUDGET SECRFT NOT TO BE COPIED
BUDGET LIST ONLY oD

24. To sum up the prospect, we can look foward t0//\year

of balanced growth in 1987 with consumers' expenditure
lower and investment growth higher than last yed:r.
Exports are likely to grow significantly faster than the

economy as a whole.

25. Unemployment should continué to fall gradually, as
it has done since the middle of last year. In last

udget T said that employment prospects depended

ined improvement in the per formance of business
That sustained improvement in economic

per formantce occurred and is continuing.

260 000 not(gég}éve that this improvement would have
occurred were it not for the stability and soundness of

the Government's overall management of the economy,

together with our p ies to encourage enterprise

efficienc§ and flexiblu‘t:. From the beginning the
Government has taken aé%iii to promote competition,
incentives, and free markéi%ii}%d to press ahead with
deregulation and privatisation. All these measures,

enacted in successive Budgets and other legislation, are

now bearing fruit, and we see the proof of this on all

sides - not least in the success of B{é%?éh industry in

international markets. <§§g§§

O/
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]@ii;? 27. British industry now has an outstanding opportunity

<§??S> as a result of ‘low inflation, rapidly rising

pruductivity, and the highest profitability for

<§§i§§ 20 years. If it will take a firm grip on its costs, and
/4§>>make room for its crucially important spending on R and D

R
and training, its present successes should mark the

,filJupa beginning of a new era of pre-eminence in domestic and
W e e ™\ e .

inte tional markets alike.

&
@«
LY

&)
Q.

oo
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Monetary policy

28. We shall continuc to follow the prudent financial
policies laid down in successive versions of the medium
term financial strategy. They provide a stable and
predictable environment for markets and for business: a

framework that permits the economy to grow steadily while

givi a guarantee against a return to rising inflation,
a industrial and market instability which comes
with

epiece of the strategy is the Government's
commitment »<;;§$fve a steady reduction in inflation and
the growth of‘money GDP. This requires tight control of
monetary conditions, using short-term interest rates as

the main instrument of policy.

30. Last year I set taxge anges of 2 to 6 per cent for
narrow money, MO, and 1l:x15 per cent for a measure of
broad money, £M3. The tar;id::; ge for MO next year will
again be 2 to 6 per cent, as{Cindicated in last year's
MTFS. For broad money, on the other hand, a rapid rate
of growth has proved consistent with monetary conditions
which have continued to bear do<§§§é fectively on
inflation. Indeed, as I have explai length on

several occasions, the growth of broad mo%égfb s become

increasingly difficult to interpret, both e and
A
=l
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abroad. T have concluded that the behaviour of broad

<§%ffi> money is now too uncertain for it to be sensible to set a

target range for it next year. But although
interpretation is difficult, it is still important to

<§§i§> monitor closely the growth of liquidity in the economy.
S Q’We will take the behaviour of the various measures of

road money carefully into account in assessing monetary

conditions and sctting interest rates.

312 1l also continue to take account of the other
financi%éi?i% icators, and in particular the exchange
rate, whiéﬁéggh provide a good guide to policy when other
indicators e\vhard to interpret. Decisions on short
term interest tes will continue to be made after a
careful assessment _of all the evidence of monetary

conditions.

32. I have one change ‘:S announce in the arrangements

which are used for financf%égf;e Government's borrowing.
Following last year's chanéé%::) the structure of the
gilts market, the Bank of Engkgnd has been conducting
consultations on the possibility of carrying out an

experimental series of gilts auctions in 1987-88. I can

now announce that this experiment will ad [with the
first auction to be held in May(?)]. The f England
will be announcing details [later today/ t week] .
Auctions will supplement the traditional @%gégﬁs of

A

7
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selling gilts by tender and through the operation of

taps, and they will provide fixed points during the year
at which known amounts of Government stock can be sold.
I believe this will mark an important improvement in the
techniques available for financing the Government

borrowing requirement.

33.l§§ will saY no more about monetary policy, exceptl

e to repeat what I have said on a number of

on
occa in the past: that while the changes which have
swept oilgh financial markets world-wide in recent

years hav=/<gé§§ssarily altered, and complicated, the
techniques \R;VGJ etary management, there has been no
change whatevér in the essence of the Government's
policy. We continue to attach the highest priority to

sound money.

@
%
N

2\
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p‘aragraph to 33a DGET_LIST QNLY important change to

hancellor's
y announce. It is now J3 years since the Government

abolished exchange controls, an action that haé
proved wholly beneficial to the economy. 1In 1979 we
left the Exchange Control Act on the statute book,
albeit in abeyance. The Act is an anachronism and

serves no useful purpose. Its continued existence

Pl does, however, have one disadvantage.

estors may be concerned that if some other

L\ 0 er unlikely that ma
WA O
\y” (/a"d\‘ » y to use the 'Act to reimpose gontrols
B . - B " =l
L/"i//k(" otice.TI have therefore concluded that
the ti come to repeal the Act itself, and will

v

introduc %necessary legislation in this year's

Finance Bill. [I noted that the Rt Hon Member for

Sparkbrook assured investors, in a speech in New

i York last year, t the Labour Party had no
{

W\FJ Y intention of roducing statutory exchange
{ : ¢ ﬂ\f_'/\/“"’( 7 1\3—-/)3’\—

W {5 (
! controls. Ailt =+
e \ g LS
wi
1 _will ‘be "able to coun I pare e

this particular Budget measure.]
T ——

@
%
N
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Public Sector Borrowing

34. An important component of the success ol the MTFS
has been the reduction in the level of public sector

borrowing. /?t looks as though/ Porrowing in 1986-87 is

——

turning out to be considerably lower than the £7 billion
I expected at the time of last year's Budget. I now
an outturn for the fina‘ncial year as a whole of

’/u‘L
- This ister cent of GDP, a

csentage than in any year since ((1969-70.

35. This makes 1986-87 the second successive year in
which the PSBR has been at about @per cent of GDP.
There have now been two marked downward steps in the PSBR
since 1979. 1In l981—8as reduced from 5 per cent to
about 3 per cent, wherg> i stayed for the next four

years. And then in 1985-8 @ll to 1% per cent.

<
36. Meanwhile - to the great surprise of those who think

that economic growth can result only from fiscal
expansion - output has risel(as I have i dicatea at a
steady 3 per cent a year. Indeed its %gan in 1981
just as the PSBR was taking its first big

@own - and
just as we were being told that it could n , given

SON

<

s
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declining public borrowing. The truth is that strong and

sustainable output growth depends on a healthy and

productive private sector. And this is most likely to

thrive when the Government is restricting its own demands
/(;>§ on the economy.

37. It is not only the borrowing requirement that this

Government has been reining back. Government expenditure
as oportion of GDP has also been falling since
1982<§§§§§This has eased the burden on the private sector
a reduction in taxes. And it has enabled

us to remarkable loss of o0il revenues from last

38 .- T intend to continue this successful fiscal

strategy. The Public

t] diture White Paper published

in January showed a ‘vontinued decline in Government

expenditure relative to é€§QZver the next three years.
o

Some further reduction in bo g over the medium term

is also required to support theydeclining path of money

borrowing p need to take
ctors. North venues are

GDP growth.

39. For the year ahead,
account of a number of
expected to be [unchanged from the 1986=

1987-88, and then t

W= =AY
L 4

decline gﬁadually. THe

5 LW L

-

\1&("3 D
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growth es it brings may be a

ext year or so than be

sustained over the medium term. With real interest rates
e e

little higher over the

il

Wiigh, afl sthis poinés to a reduction in borrowing next

v"

/<§§§ year then little /further change over the medium term.

V

m

ardw
S =

o

3

{

Government attaches such impor tang
regﬂréAtta'bie, but necessary, for we ar

40. I am theretore providing for a PSBR in 1987-88 of

£ ] billion or [ ] per cent of GDP. The figures for

ears will be set in future Budgets, but the

ill ive path in the Red Book shows the PSBR

remai {EET%& [ ] per cent of GDP.

41.: . This cautious and prudent policy. It will
create more <592;> for private sector demand without
putting pressure on inflation or interest rates. It will
provide a very necessary marg;n for safety. And it will
improve the balance in _-the economy, between the public
and private sectors, n the domestic economy and the
balance of payments,C2§§§ between consumption and

investment. 0<:::>

42. It will not, unfortunately, allow room for the

which this

substantial reduction in taxation to
That is

2 —————

finances. <g§g§§

43. I turn now to my proposals for changes in t§%gz}6n.
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Business and Enterprise L\I}{”(/QJLUMUL“\\(/

44. Tirst, Lhe taxation of business and enterprise.

45. The Gouvernment last autumn made a series of
proposdals on accounting and record-keeping for VAT which
will have an important impact on a crucial sector of the
e - small businesses. These measures have been

we by representative bodies and individual

busin éifgb alike.

e propose that with effect from

1 October 1987 ere should be an optional system of
cash accou;fing for VAT for companies with an annual
turnover Eeloﬁﬁgso,ooo. Companies will account for VAT
on basis of cash paid and received. Because they will
not be 1liable to payuntil they have been paid by
their customers, this wi ease their cash-flow problems,
as well as giving them adt ic bad debt relief - a
relief for which they have 1 argued.
<o
47. The proposal is subject to our obtaining the

necessary derogation from the EC Sixth ective on VAT;

[I am applying for this today.]

el O

S
P @
s
e
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48. 1In addition, I propose an optional system of annual

accounting for VAT which will mean that businesses with
an annual turnover below £250,000 will be able to make
payments on account and send only one return a year to
Customs. This change will come into effect in the second

half of 1988.

49. future the period within which businesses must

no d be registered for VAT will be extended from

ten Qii%bone month.

50 I als ptepose that the special VAT schemes for

retailers shg d;%F changed in a number of ways in order
to make simpler schemes available to more small and
medium-sized businesses.

51; =But g there are <j§§ matters on which the
representations I have regejved persuaded me it would not
be right to proceed a N suggested in our autumn
consultative document. I sh ot be going ahead with
the proposal for compulsory dJderegistration of traders
below the VAT threshold; or with the proposal to
withdraw the standard method of accounting for VAT used

5
@

by retailers.

52. I propose to increase the VAT registra

reshold
to £21,300 in line with the maximum perm iunder

BUDGET LIST ONLY
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existing European Community Taw, arguing vigorously in

/

Brussels for flexibility to set a higher limit.

53. Overall, the proposals which I have just outlined
/‘,—\

M/umjfkﬁ
will help ease the burde%?iiﬁ///jég smaller fiﬁé} é@u%ég

management energies shoul e concentrated on generating
profits. The thicket of controls, regulations and form

filling will be made more penctrable.

552 T havg§§ég>'ved a number of representations about
A

the help it g o companies to have advance notice of

the Corporation Tax rate for the year ahead.

56. Accordingly I cagéiéi?unce now that the main rate of
8

Corporation Tax in 19 8 will be unchanged at 35 per

cent.

o
<

57. The, reformed system O <>Corporation Tax which I

A

introduced in my 1984 Budget has now been in force since
the beginning of th pres;nt financial year. 1 propose
this year to g;ﬁZlete ghis reform a number of
measures to streamline the administrat Corporation
@@Q@

o

o

Tax.
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cluwiy/ 58. At present there 1is an anomalous situation whereby

ij periods of different lengths for their liability to

<§§§§> Corporation Tax; but companies established since 1965

must all account for the tax nine months after the end of

s |
<

companies established before 1965 can have accounting

T),y " ) the period on which it is due. |
) g {
by ‘
g7

\y This difference in the treatment of companics no

%Qs
W

\

R9.
loﬁéggi% s any justification. I propose, therefore, that
all é§§g§§

ies and building societies should be liable to
pay Corporation Tax nine months after the end of the
accountin iod on which the tax is due. This will be
more equitable ween companies than the present regime;

{it will zati 1t¥se the arrangements for collecting
Corporation Tax from companies;g and it will smooth the

flow of tax receipts into the Exchequer, which in turn

will help management %§§§§§ PSBR. A quite separate, but
n

important, reason for = ging the present arrangements
is that they are open to é%?ii which could put the timing
of a substantial px:oportior;:> e Corporation Tax yield

at risk. There will be a t%fnsitional period during

which the change will be phased in.

S

/

v
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Qii;? date, without the need for the Inland Revenue to make
<iji> thousands of estimated assessments or for companies to
appeal against them, Tax liabilities will be [(inally

Q;gib settled once companies submit their returns and accounts.

<§§§E§>§ The new system will include provision for interest
payments by the Inland Revenue where tax is overpaid; and
parallel provision for interest payments by companies

where tax is underpaid.

R

61. i new method was set out in a consultative

docume&gz;b the recommendations in the Keith Committee
Report igéggb in December. It was generally welcomed
both by bu§§§§§§§s§d by tax specialists.

62. The introduction of Pay and File is part of a wider

programme of streamlining tax collection, including

major developments i e Inland Revenue's computer

systems, which will not pleted for some years. But
by legislating now we sha be able to meet the request

<
made by many taxpayers andir advisers that they

should have a firm basis and a dengthy period to prepare

for the implementation of this important new scheme.

63. As a further streamlining meas , /) I propose a

change in the taxation of companies' ca gains. At
an

present this is unduly complicated, @§§§i ing
WJJ}}U\ W artificial adjustment of the amount of the g which
%ﬂuguv& Corporation Tax is charged. <3§g§>

s
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64. The <change 1 am proposing will also meet the

numerous representations I have received that companies
should be allowed to set payments of Advance Corporation

Tax against tax liability on capital gains.

65. There is much force in the argument that there is
little real difference between companies' capital gains

and income from other sources.

part onEE§>Corporation Tax system. With effect from

ital gains of large and small companies

\:5 ithout adjustment, at the appropriate
%

Corporation Ta e. At the same time, companies will

[today],

will be

be allowed to set payments of Advance Corporation Tax

against their tax liability on capital gains.

67. These three measuregkg?>streamline the Corporation
Tax system are expected <>her to yield about
£255-million: in 1988-89. o
68. I turn now to the o0il industry. My Rt Hon Friend
the Secretary of State for Energy an ave followed
closely the effect on the industry of fé%g%géar's sharp
fall in oil price and subsequent developme ; hile the
industry itself is generally confident aboutcfgéiyonger
@x

5
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@ term prospects, it has suggested that in the short-term

the trough in activity could lose it some of the capacity

in our offshore industry, in Scotland and elsewhere,

@@ which will certainly be required in the longer term.

N 69. Last autumn, T introduced legislation to bring

forward the repayment of over £300 million of Advance

Petroleum Revcnue Tax. That helped companies with cash
fl ficulties. I also announced, last November,
prop on pricing and valuation, to protect the

revenue@ under the existing system.

70. I now two new Petroleum Revenue Tax reliefs.
With effect fr today, participators in oil fields may

elect to have up to 10 per cent of the costs of

developing new o0il fields, until payback, set against
their Petroleum Revenu liabilities in other fields.
I am also" proposing a lief for Eertain research
expenditure on oil extract{ This 1—;{ research which is

not related to a particulzﬁ*d, and so is not at

present allowed for Petroleum R%yenue Tax.

7aLE [Reference to ring-fence ACT?]

NMJ é L( 72. These measures should over the next ars or so,
/J’( help both the o0il companies themselves d hose in
[,._: UVM Scotland and elsewhere for whom they generate
7 s il @2
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73. I turn now to profit-related pay.

74. I suggested last year that it might be possible to
introduce changes to the tax system which would run with
the grain of, and reinforce, efforts to break up the

rigidity of the pay system in this country.

pointed last year to two considerable advantages

ements which relate pay to profit. First, they
closer identification of employees with the
which they work. Second, they make costs
more flexib in the face of changing market conditions
and hence hgigégékgake employment more stable.

76. My remarks led to a lively debate and last July we

published a Green Paper on profit related pay. I warmly

responses that the document

welcome the discuss io
i h lready have profit-related

generated. Those firm

&
pay schemes generally belgé;e they have worked well. And

o
many others are considering (gi;gbucing them.

&

77. I have decided that the time is right to introduce a
system of ax relief to employees 1in qualifying
profit-related pay schemes. This sho courage many

more firms to bring these schemes into ogg§g§$ I have

decided that this innovation should ap ,l)at least

initially, only to the private sector, as the Paper

envisaged. /§>§

S
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78. ry for certain specific
requirements té be met before tax relief is payable, and
for schemes to be registered with the Inland Revenue
before the profit year begins. But I have been anxious
to keep the administration simple and to ensure that

firms have as much flexibility as possible in designing

schemes which suit their circumstances.

79Q§§§%rhaps the key issue in response to the Green Paper
—an<§§ngoubt to some of those considering whether to
intro %ég;gchemes - 1is the level of tax relief. The
Green Paggested that one quarter of PRP payments
might be e . I have now decided to double this to
a half. Thi M1 mean that for someone on average
earnings receiving 5 per cent of pay as PRP, the tax
relief will be equivalent to 1lp off the basic rate of
income tax. It under§é§§§>the importance the Government

attaches to this major initiative. It will take time

for the cost to the Exc<> uer to build up and its size
will clearly depend on takééggiiﬁt full year costs could
exceed £100 million by the en <9f the decade.

80. Profit related pay is not a panacea, but I believe
it will help tackle some of the deep d problems of
the UK economy by promoting greater~—f ibility and

enterprise, and so help further to Jthen the

prospects for employment. I hope that
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husiastically to this

(gii;> industr
<iiji> opportunity as we 1look forward to the 1990s. Full

details of the tax relief scheme will be published in the

Qé%%%%g§ forthcoming Finance Bill.

/"

81. The Government's aim is to reduce taxes overall.

But hand in hand with this we aim also to ensure that tax

is collected fairly and effectively and that the 1law

e the right amount of tax collected. I have a

num proposals to make today in this regard.

825 Fir ropose to tackle the present over—-generous

treatment credit for foreign withholding tax paid

on interest k loans. The effect of the present

rules is to give tax relief on profits unrelated to the

loan which produced the interest in the first place.

Here our rules will béggi?ﬁ comparable to those operating
di

in other countries.

for any foreign withholding

tax actually paid, or med to be paid, on interest

received by banks from ove?

lending will be able to

be offset only against the zfporation Tax due on the

turn on the relevant 1loan. For new loans, the change

will apply from 1 April 1987.

The effective date for

existing loans will be 1 April 1988. QQ§§>

83. Second, I propose to deny the doub eduction of

interest payments by dual resident compan1es,<f§§§>effect
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Qii;; from 1 April 1987. The proposed change follows on the
<iji> action taken in this area by the United States last year,
to which I shall return in a moment. Trading companies

a
Q%éé%§§ will not be affected.

) 84. Third, I propose legislation on the taxation of
Lloyd's to ensure that the normal tax treatment of
provision for outstanding insurance liabilities applies
to <§g§§b's members in the same way as to insurance
compaﬁéggkhnd other financial traders. These proposals
will afféct e tax treatment of Lloyd's Reinsurance to
Close and wi irst apply to premiums paid for the close

of the 1985 (e} account at 31 December 1987. The new

arrangements wi be phased in over a three year period.

85. Fourth, I propose a change to deal with certain

B

]{/ cases where there is us delay in paying tax due

K under PAYE and sub—c»; raetors' deduction schemes.

}Q}}J \ Following the approach ecommended by the Keith

! Committee, I am proposing to i uce an interest charge

\;F 4 / where tax is paid late followi@g a formal assessment.
\§§33 %f) & This change will take effect from April 1988.

|
|
\ 86. Fifth, it is quite common for paymeE%iﬁo directors

to be left out of the base for PAYE calc ons. This
{ e ————— e ———

also leads to delay in paying tax. I propoééiig remedy

\ this by defining more closely what should be i@é%@%hd in
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<§g%fi> the base for calculating PAYE. Again, this will meet a

recommendation of the Keith Committee.

<§§§§§\387. All these measures will help to ensure that the

e right amount of tax is paid by all taxpayers. There is
no reason why the bulk of taxpayers, both individual and

corporate, should subsidize the few who are able to

re?@ﬁ%i)their tax bill through accidental features or

weakgg§%§§ in existing tax law.
@
ot 88 - Tan set the 1988-89 car and car fuel benefit

scales for (géggiwith company cars. I propose a 10 per

cent increase the car benefit scale charges. i

propose no change to the car fuel benefit scales which

' 7 are now also used for VAT purposes.

e rzﬁav Lﬁ? 89. [T am glad to be ggé;ilo announce now that I propose
o
to give statutory ef t to two extra-statutory
gy WP ¥

& ' 99 concessions whereby training incurred by employers
Dy and employees can be offse <>against tax liability.
Training is vital in a dynamic and resilient economy.
The tax system is already helping here, and this measure

is designed to ensure that this fact b@iﬁ?ﬁs more widely

known. ]

90. Last year I was glad to confirm that “t} usiness

Expansion Scheme would continue indefinitely
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ges made to the Scheme

in 1986 have improved its targeting, with the result that
more BES money is now going into the type of higher risk

venture for which the Scheme was designed.

91. The scheme is now on a generally satisfactory basis.

But to improve it still further, I propose two changes.

first is a measure to deal with the problem of
yea unching, about which a number of people have
made ntations. I propose that, for investments
made in irst half of the tax year, the investor
should be opt for part of the relief to be given
for the previodu r. This measure, which will apply to
investments made after 5 April 1987, should make it

easier for companies to raise BES finance throughout the

O
93. The second is a rel tion of the rules to make it
easier for independent filnﬂé@iiibies to benefit from BES

investment. I believe that t will be widely welcomed

<o
in the film industry.
94. The Business Expansion Scheme one much to
encourage high risk share ownership. M <§§§§§rally, the
Government has given a major boost to wi d:rfrre share
ownership through action on three fronts: emplo share
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Qii;? schemes, privatisation and the introduction of Personal

Equity Plans.

<;é%§§§> 95. The growth in employee share schemes since 1979 has
/<§>§been remarkable. We started with about 30 schemes. Now

Nz
there are over 1,200, open to all employees and covering

more than 1% million workers.

26 ve already taken steps to amend the "material

est for employees and directors 1in close

facilitate the adoption of employee share
companies.

<
97. I now propose a further measure to assist employee
share schemes 1in special circumstances. In future
employees in a company which is taken over will be able
%fﬁ} g share options under an
approved scheme for opti«ngﬁer shares in the acquiring
©

98. I am further arranging forda review, with the help

to exchange their e

company .

of outside experts, of the effect of Section 79 of the

1972 Finance on the X treatment of

Act ta
employee-acquired shares. The aim of <K§§E>view will be

to improve and simplify the rules, cons{%?@ht with the
)

underlying purpose of countering tax avoida so as to

allow greater flexibility and encoura to

enterprise. /§>>
ol

=G =
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/4? 99. Privatisation brings many benefits for the economy

<g%ffi> at large, as well as for the industries privatised and

their consumers. Not the least of these benefits is the

Q;gib breakthrough we have been able
/<§>>ownership.

N

to make in wider share

100. As the House knows, the British Telecom sale in 1984

brought a step-change in the number of share-owners.

Ov illion people applied,
ha

and around half of them

d B owned shares before. Subsequent sales

this success, and British Gas proved another

consoliéézib
landmark <;§g§> wider share ownership. 43 million

application

eceived on behalf of 5 million people,

o
the largest n er” of applications ever received in a

.

A\ @ﬂA~ B, flotation anywhere in the world.

301, I am particularld that employees have seized
the chancé to become shho ers - sometimes, it must be

3 said, against the advice
7 @/A ﬂ#/’\ 5 < gl e

v 90 per cent of the employee?

f their trades unions. About

he privatised companies

floated on the stock market ha%g become shareholders.

102. The success of these policies has been clear for

some time, but estimates of current s?gﬁ%ﬁplder numbers

have differed. I therefore commissione

onjunction

with the Stock Exchange, a major survey dividual
shareholders. This indicates that the e now
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[ 1 miITion individual sharcholders in the UK, [and

confirms that shareholder numbers have trebled since

19797

103. But we are not going to stop there. There is a
great deal of scope, not only for further widening of
share ownership but also for existing shareholders to add
to their portfolios. OQur measures to promotec ecmployee

sh6§§§i¥chemes and our plans for further privatisation

saleﬁi?éil continue to play an important part in this.

104. The al Equity Scheme announced last year is a
major new i us to the spread of share ownership.
Already over [ have applied to become plan managers,

including banks, stockbrokers, wunit trusts, building

societies and investment advisers. And there are [ ]
PEP holders, including ] people who previously had
not owned"shares direc {ng

105. PEPs are now successf&% unched, and going well.

In time they, with the other me€§ures we will have taken,
will alter the 1landscape of attitudes to saving,

investment and share-ownership in Britain.

106. All the tax proposals I have ju§%g§%§§;orward are

concerned in one way or another with usy\ness and
enterprise. They continue the thrust of th rms we
have introduced in successive Budgets. /é>§

o/
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107. The US tax reform package has been

uch commented
upon and welcomed, for closing tax looph6les and removing
distortions. Yet on the structurc @f business taxation
the US is essentially following e approach we adopted
here in 1984. Otherwise, the reform is substantially
concerncd with removing shelters which do not exist in
the UK. One exceptiég to this 1is the double

-ibility of inteyest by dual resident companies,

eady said, we like the US are now

measur just announced to produce a fairer and

more effec tax system. They are part and parcel of

%ogramme of tax reform which we are

108. The size of any reform is/felated to the size of the

the contin

pursuipg.

problems it tackles. “is no need whatever for us to

be defensive about the// ord on tax reform. Besides

reforming the businesé t structure in 1984 and this
o

year we have abolished four ssary taxes and cut the

rates of most of the remaining{direct taxes.

&
%
Y

G

v N
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Savings and investment

W wen o

109. In my last Budget, I promised to bring forward

proposals for the tax treatment of the new personal
pensions which will be introduced from 1 January 1988.
Accordingly, we published a consultative document last
November. This proposed that the tax reliefs for

pe 1 pensions should be broadly in 1line with the

arraqggéghts applying to retirement annuities.
X105 The;ltative document also outlined other

important r in the pensions field. Employers will
be able to se simplified occupational schemes with
minimum red tape. There will be much greater

transferability between different types of pension

scheme. : <€§§b

<o
111. These proposals haQéfj;een welcomed, and I now
o

propose to put them int ef?

o

112. These important and innovative reforms will widen
the pensions choice for millions of working people. They

will be of particular benefit to the 10 ion employees
1

al pension

3
N
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in the consultative document in a further, important,

way. I propose to allow members of occupational schemes
to top up their pension through additional voluntary
contributions to a separate plan of their own choice.
They will be able to top up their pension in this way

right up to the present tax approval limits.

proposal, together with those in the
ive document, will make it easier for people to
pensions with them when they change jobs.
good for labour mobility and for
independen n future people will have more control
n in old age.

over their prowi

115. But these improvements can be justified only if they
are properly used. Some~ new safeguards are necessary to
discourage exploitatparticularly by certain very
highly paid employees. ) proposals to deal with abuses
of this kind - some of wki e to come into effect
immediately - are described a further consultative

o
document published today.

116. On inheritance tax I propose a su tial increase
in the threshold from £71,000 to 000 and a

significant simplification of the struct Qij%s reducing
t @.
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er of estates liable to

IHT by about a third, and to give worthwhile reductions

o

=

<i§§§%\\ 117. Last year by abolishing the /{;;;;:;;USJ)Capital
C o

\ /\ s R IS E
<fﬁ\ S Transfer Tax lifetime charge I exempted outright lifetime
\$ : gifts made more than seven years before the donor's death
A
\§ 'KNT - to encourage lifetime giving. This year, as a further

e to lifetime gifts madew

enﬁggéégement to lifetime giving, I am extending the
ex

for a limited period of

S —

> time. Qéji%n also increasing the rate of IHT business

Ys relief féiiggbstantial holdings in unquoted companies,

\§\ while in £ eominority holdings in USM companies will
h§3 be treated in<g£§§3ame way as those in companies with a
Eulil- “liistings. This will concentrate business relief

where it is most needed: to avoid loss of family control

and forced sales to’r?ii§§§ash to pay the tax.

O
118. I propose to increaﬁgfihe annual exempt amount of

capital gains from £6,30@

increasing the amount of capi z

£6,600. I am also

gains relieved from tax

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

119. In my 1984 Budget I reformed the its that apply
to tax exempt life assurance iss friendly
societies. I did so because certain societi ad widely
abused the privileges traditionally enj y the
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€Se societies were set up

friendl
purely for commercial reasons, far removed from the
mutual self-help role which the movement has sponsared

for decades.

120. I now propose a further change. Societies will in
future be able to offer tax-exempt policies based on
annual premiums of up to £100. Again, this is intended

to(i ove the position of the older, long-established

sociggéég§ who will be able to operate economically,
withou%@é?}} tively changing the position of commercial
societies§§;f>i

@
%
DN
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<§g%fi> Taxes on spending /7 mﬁégtfﬁ\ C»%,—cfs
Q;§§> 121. [Introduction setting scene - depends on decision on
//S\\ excise duties.]
o -

P e
122. [Excise duties - passage in light of decisions.] >

\ A~ 3% e S i) AR,

\ U T

12@g§;% last year's Budget I announced that I had decided

to rﬁg?@éhce a duty differential in favour of unleaded
petrolizggig fset its higher production costs. I can now
announce<€§§§>the differential will be 5 pence. This
means that ﬁé?ii?ﬁ; petrol should be cheaper at the pump
than 4 star le d¥petrol, encouraging the switch to less
polluting fuel. The measure will take effect from

6 o'clock this evening.

4 ) liode Following changégié;> e regulations for betting

shops, whose effect has een to tilt the balance of
advantage towards off—co§>{i:>-etting compared with
on-course betting, and in th%>light of concern about
/ declining attendances at race courses, I have decided to
/ abolish from today the duty on on-course betting. At the

/ same time I propose to increase t ty on gaming

m7 g oL #me o @
L el At SN
o CLelgihar /JLL‘ 5
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125. There will be no changes in the rate or coverage of
Q;;;b Value Added Tax. But I have one change here to announce

- a change which has already been the subject of

/éikextensive consultation.

T
126. Where businesses are carrying out activities some of
whic re liable to VAT and some of which are not, the

\/A‘ /]/ prégz§§> ules are over—-generous on the amount of input

\JQ (» tax w an be deducted. We have already announced

\J/ that th s on VAT input tax deductions are to be

QQN revised s to curb tax avoidance and prevent
distortion o z;é%s}ition. The proposals could have had
an unintended Ympact on certain sectors and, following

exchanges with those concerned, i now propose

—

\ arrangements which will be reasonable in their impact on

A A sectors while s<§§§$}rding the position of the

Exchequer. O

<
127. Last year I introduced a‘} significant package of

new tax reliefs to encourage cdharitable giving. These
included the new payroll giving scheme which starts next

month. As I announced before Christmas, I propose to

increase the 1limit on donations undg€r e scheme to
£120 a year.

128. We now have a very denerous tax e for
charitable giving, and I know charities will n ect

any further major reliefs on this front this yearé//%nt
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following representations from the Charities VAT and Tax

Reform Group, I am prepared to agree to certain additions

to the VAT concessions which were introduced last year.

129. I propose to extend VAT relief to welfare vehicles
used by hospices to transport the terminally AELIEE to
specialised equipment used by mountain rescue and first

aid services; to the donation of goods for export to a

CK%§§§}- to installing or adapting lavatory or bathroom

facf%§g§gs in charity residential homes for the disabled;

[and d s and chemicals supplied to charities and

directly in medical research].

1305 [T alsO<jé%%63e relief from car tax on vehicles

supplied to Motability for leasing]

Income tax
&
131. Finally I turn to ingome tax.

o

132. Lower rates of tax are %pod for incentives and a

stimulus to enterprise. The best chance of increased

prosperity for all will come when the UK is placed firmly

in the league of countries with low tion and high

growth. Our tax reform strategy ha to move as

quickly as is prudently possible in this
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<§ii;> 133. We have already made a very substantial reduction in
<:ii> the top rate of income tax, reducing it from the penal
/C:ib level of 83 per cent under the previous Government to

%é%§§§§ 60 per cent. Since we took office in 1979 we have
<§2>§ abolished the investment income surcharge and brought
down _th asiaca rate of tax by 4 percentage points.

7Kg ¥ 147 .
.J During the same period we have increased the basic Lax

thre lds by 22 per cent in real terms taking

ion people who would otherwise be liable out of

altogether. The married man's allowance now

stands <?§§§>highest level in real terms since the war.
<§§§§§ tax

LM?xj_Séd% 134. Despite C§§§> fjj:iﬁigﬂs top rate taxpayers are

! .

1 &QL”““ =) now paying a larger proportion of the total than before.
| OL””?£ 5 &T In 1978-79 the tgp/?S per cent of taxpayers were
| R - o

contributing 2@/pér cent of the total yield of income

/
ﬁ tax, but“in/ihe curr{ié?&bar that figure has risen to
4 //
27 pei/zentji> C%ifQ

o
! 2 lBS.(Meanwhile I propose f06-87 to raise the main
1 1%

personal allowances in line witk the statutory indexation

provisions.
! 136. The single person's allowance wil fore rise by
: £90 to £2,425 and the married man's allo y £140 to
£3 5795, ;j

| <
| = a1 i
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<§ii;> 137. Similarly the single age allowance will rise by £110
<<iji> to £2,960 and the married age allowance by £170 to

% £4,675. " A 50

/£2§>138. The age allowance income limit becomes £9,800.
N

139. The blind allowance was last raised in 1981 when it
was increased by £180 Lu its present level ot £360. For

19é§§§§> am proposing a further £180 increase in the

allo eased to

taking: . it ‘to ‘£540. I am ve

t

announc extra me help for a deserving

group?)

[ 140. Turning téjéag rates of income tax, I believe that

all the income tax rates need to come down if we are to

remain competitive with those countries which are now

rates. But this vyear .<§§pend to give priority to a

making substantial red s, particularly in their top

further reduction in the asic rate since it 1is the

O
marginal rate For: 95 pert of the taxpaying

populatioﬁi} O
141. In my -last Budget speech(f“ggfa)that I shared the

im of my predecessor to reduce the bagij te of income

a
tax to no more than 25 per cent. 'mg§§§}emains my
objective. Ci;:>

&
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142. But reduction%e basic rate are expensive. It

_would be wrong y,‘td'rinove to our goal of a 25 per cent basic
>

rate more qﬁ/ickly than is prudent.

143. The revenue cost of all the tax measures I have so
far announced will be [£ million] in 1987-88. I have
already announced that I am providing a borrowing

requ ment of [£4 billion ] for 1987-88. Taking account

@ of this, and on a cautious view of forecast

reve expenditure in 1987-88, I am glad to say

; room for a total tax reduction of some

[£2 billi E year]. I am therefore taking 2p off the
basic rate 88.

144.@; reduction, to a basic rate of 27 pence in the
i or the overwhelming

pound, brings

majority of ordinary t 13 rsl The cut in the rate will

be worth over £3 per wee%Q/a married man on average
earnings.

; 0@
145. The threshold for the 49 per cent rate will be
r

aised in line with statutory indexation to £17,900 and

cent, 55 per

the threshold for the 45 per cent rate will go up by £200
[to £20,400]. The thresholds for the 5

cent and 60 per cent rates will remain ir 1986-87
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146. The income tax changes I have announced today will

¥
//\{<ﬁ§g§jfvéli% take effect under PAYE on the first pay day after 17 May.

o

147. The reduction in the basic rate to 27 per cent will,

e

of course, mean a similar reduction in Advance

Corporation Tax.

\\,x// ‘\\ 148. I also propose to reduce the small companies' rate

of ation tax to 27 per cent in line with the new
basidcr This change, together with the reduction in
income ax will mean that small companies and the

unincorpora sector will see a significant fall in

their tax bu dﬁ;ggfhis Budget, therefore, gives the best
possible help small businesses, which are so crucial

for future growth and employment.

Peroratio? W
| L
1 /
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The Government has/is now realised/realising the dream of

Governments for over twenty years:

and balanced growth, low inflation,

expenditure in priority areas,

vigorous but steady

increases in public

a change in the

unemployment trend and lower tax rates. To those who

es

comm S

shifted
my view

control

alternative economic policies I would make the

Lf it isn't broken, don't fix it. The onus of

proof oéi?§} economic policies whic

it

o@ mly still onto those
(§§§§>coincidence that,
of e%géiéiture and lower

h are on offer has
who want change. 1In
by concentrating on

tax rates, this

Government has set free the latent spirit of enterprise

and we are reaping that harvest in higher revenues and a

economy . Anyurn to higher spending and
taxes would ri th vicious circle of lower

buoyant

higher

revenues forcing lower pu

suffer,

o

the poor perhaps theo

&
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39. I turn now to my 'proposals for changes in

taxation.

Business and Enterprise

Corporation Tax

<§§§§3. First, taxes affecting business and
<§§§§§prise.

M
41, cé%tral objective[éf my reforms in this

area een to remove obstacles to business

success.<§£§§ national insurance surcharge and the
development land tax have gone altogether. The
reformed system of corporation tax came fully into
effect last April, d for the past year, the rate
of tax on compan§g§§§;its has been lower in Britain

than in any majofo dustrial nation, though the

Americans are now setd ulate us. The sharper
incentive this gives anies to improve their
D
per formance benefits employees, customers,

shareholders, and the nation as a whole.

42. During the transition to<3§§§§§$ew system,
companies were given advance notice main rate

of Corporation Tax for the year ahead. helped
them in their forward planning, and I int far
%
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as ractice of fixing the

rate in advance.

43. Accordingly, I can announce now that the main
rate of Corporation Tax in 1987-88 will be unchanged

at 35 per cent.

Company Capital Gains

{g§§§3 have a further measure of streamlining to

prq@é?i) The present system of taxing companies'

capi ins i%«com licated: gains are charged to
corpora x, but the amount of the gain is first
adjusted b ertain fraction so that the effective

rate of tax is the same as on individuals' capital
gains. (EgEZI see much force in the view that, with
the greatly reduci3i§§5poration Tax rates, there is
less justification<%;r is difference between the
tax treatment of companies' capital gains and their

: 03
income from other sourcesg

<o
45. I therefore propose that with effect from

today, the <capital gains o large and small

f
companies will be charged at appropriate
Corporation Tax rate, without adj t, except
for the indexation which applies to igifbost-l982

L 69\
2N

N7
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<@/)> 46.—%&%&%@ proposing to enable
<§ii;> companies to set payments of Advance Corporation Tax
<§i§> against their tax liability on capital gains. This

Q;g;b remedies a longstanding complaint which has been the
§§§ <>> subject of regular representations.

47. Together, these measures are expected to yield
\ about £60 million in 1988-89 and £100 million in a

/\N 1l year.

i\ Yp Nﬁ: File
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/Qé\ﬂ/ closely the effects on North Sea producers and their

\PU\“/ 2 suppliers. The industry itself is generally

confident about the longer term prospects, but

\g(\/
5 A v b Y

o AW suggested that in short-term the
: \f/\/ (f(\ \V/
\/W) C trough in activity could lead to th gof some of
N
\/\’\W / the capacity, in Scotland and elsewh {@hat will
ML el :
\V‘ ‘V@”’ em&;mmd in the longer run.

LA @%
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introduced Tegislation €O bring

forward the
repayment of over £300 million of Advance Petroleum
Revenue Tax. hat has already helped many of the

Smallt~
M'//ompanle /iiJ

with cash flow difficulties.

53. I now propose two ét:ﬂ¥;troleum Revenue Tax

First,; with effect from today,f}\

reliefs.

ﬁb#ﬂe new flelds exceeds the costs 1ncurredj set

21lds. Second, I am proposing a new relief
3 j:>\?xpenditure on 0il extraction that is
not relatéd t6 a particular field, and so is not at

present allowed for Petroleum Revenue Tax.

l A
M _ shind) VJMALW\JZ

54. Together, c anges wiskl/ give a further
measure of helpf‘.5<‘

hemselves &ar

Small Businesses

sector has

55. The growth of the small busi

been one of the most encouraging deve éégi% s in the

NOT TO BE COPIED
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550 new businesses,
on average, were creaﬁed each week. Small
businesses have a vital role to play in the economy,
not least in job creation. The Government has
introduced a wide range of measures to help this
sector and to make it easier for small businesses to

get on with the job of making profits.

Q!;?b. Representations have been made to me from time

ime about the difficulties some small businesses

ence with VAT, both with its impact on their

consultati ocument last autumn proposing certain

changes, which have been broadly welcomed by
representative bodies and individual businessmen
alike. <if§>

O : : ;
57. One of the pro als which received a very wide

welcome was that foﬁ&géiz?tional system of cash

accounting for business ith a turnover of u to }
a Al—a/gb’ c{lff"l» ) j‘U it’-‘
£100,002&dxlndeed, there were many requests fo€«this

option /to| be available more widely.

C ‘/L,-{,./‘[/f '~ ’/:i‘ r/:(/ﬂ\/ ’
A

=

58. In the light of this I now hat Mith
effect " from '1 October,ﬂ'companies n annual

turnover of up to £250,000 should,

Lo o
-
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choese;—be—able—to—account—'for VAT on the basis of

cash paid and received. They will thus not have to
pay VAT until they have been paid by their
customers, which will ease their cash-flow
problems, as well as giving them automatic relief

for bad debts.

59. The proposal is subject to our obtaining the

Qggﬁgcessary derogation from the EC Sixth Directive on

<3§§§é> I am applying for this today.

60. g> elp small businesses with the handling of
VAT, QS@QP pose an optional system of annual
accountngz§§hich will mean that businesses with an
annual turnover below £250,000 will be able to make

payments on account and send only one return a year

to Customs. Thiééggfnge will come into effect in
the second half o 988. :

o

61l. I have two furt? anges to propose here.
First, the period within which businesses must apply
to be registered for VAT will be extended from ten

days to thirty days.

62. Second, the rules for the speci VAT schemes
for retailers will be changed to ma fiiﬁ%m simpler

for small and medium-sized businesses. Ciiib

53
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\\\)“/ 63 .—But—there—are—two—matters on which the
<Effb representations have persuaded me it would not be
= right to proceed. I shall not be going ahead with
Q;;;b the proposal for compulsory deregistration of
<§§§§§>§ traders below the VAT threshold; nor with the
e withdrawal of the standard method of accounting for VAT

used by retailers.

For the coming year, I propose to increase the
<g§%§&egistration threshold itself to £21,300, the
im permitted under existing European Community
law. hall continue to argue vigorously in

Brusse&s;@ tlexibility to set a higher limit.

. The proposals I have just outlined go furthei:
in some respects,( than those published in the

autumn. They wiiiﬁéﬁlp ease the burden of VAT on
a

smaller firms - a . llow more of their management
energies to be concéntrated on generating profits.
Some controls, forms ar% @ lations are inevitable,
but we are continuing tqsprune this bureaucratic

thicket as much as possible.

Tax avoidance

e e, e, SO
66.A The Government is determ1ned | further

N

NOT TO BE COPIED

progress in reducing the burden of ta
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ha BUDGET LIST QNLY nust ensure that tax is

collected fairly and effectively, and that the law

enables the right amount of tax to be collected. I
v
have(é number oﬁ]proposals to make today in this

regard.

67. The first of these concerns VAT, and has
already been the subject of extensive consultation.
ere a business' activities are in part liable to

.Q;ct,n?\i'

and " in . ‘part [qu, the present rules are

(gi?%bnerous on the amount of input tax which can

be ted, and are being exploited. We have
e

so as to rb tax avoidance and prevent distortion

r
lre unced that these rules are to be revised
of competition. There will be generous and
straightforward reliefs for small businesses, and
administration wj be kept as simple as is
consistent with th prevention of wholly
L

unacceptable losses\©f revenue. The changes will
come into effect on f> , and are estimated to
prevent a revenue loss i C}987-88 of £300 million.

68. Second, I propose to take action on dual

residence, so that dual resi companies in

multinational groups will no 1 be able to
secure two tax reliefs for one and t

payment. Trading companies will not
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@/\ 1 April 1987, follows on the action taken in this

Tha, #
area by the united States last year./\ Indeed, Ehig/

i e
d} éw /Q\) 7 / A
\ is one[ areac where Eve can follozJ the United stateS/,
/—Zr; = - it L i e e P S p——— e s ¥

ince the US tax reforms are substantially concerned
\

with removing tax shelters which do not exist here.}

'Y'€/5W”° W— M’% ‘ —d

NIV — g2 Pt e / ;

X ik ) Lo | 69. My third proposal concerns the timing of
rﬁj ﬁ ol P> / poration tax payments. At present companies
HrC ’l""" ’f'jrz;/&?/) lished before 1965 may pay their corporation
;EMJfﬂ%m; ;_M} to 21 months after the end of the period for
L!if"y ;zvllfﬂ-k Lecan p A i @ is due; but companies established since

,,=’,w/flf"‘~-"“’/ 1o 1l pay their tax after nine months and

societieéM;ay earlier still. This

¥ 1 a1
difference in the treatment of mpanies no longer

o )
Ma ”j fb/ ’ /

has any justification; and it is open to an abuse

which could put e timing of a substantial
proportion of theoration tax yield at risk.
o

70. I propose, theretQ; hat all companies and
building societies sho -a be liable to pay
Corporation Tax nine months after the end of the

accounting period on which the tax is due. This

will be more equitable between c ies than the
present regim?;f it will lise the
arrangements for collecting Corporati x from

Ta
companiﬂ and it will smooth the f tax
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@ re¢e Pt Gt LtBd E{dhequdr. There will be a

transitional period during which the change will be

/> phased in.
N

% 71. Fourth, I propose to tackle the present

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

x credit only against tax on the profit on the
@ vant loan, and not more widely. This brings the
ere broadly into line with those in other

The change will apply from 1 April 1987

ns and from 1 April 1988 for existing

>
b Zf/‘f Vel LNl ik

)
Jen  BirEEN =T proposc;/@egislatioﬂto ensure that/the

tax treatment of Lloyd's Reinsurance to Close is

G ot Live

Elade consisteng/\ i e treatment of provisions for
T e outstanding liabili®j made by insurance companies
/AM ﬂ//{a/ ﬁﬂ and_m—si_rgilar provisi e by othf/v\r.:‘j/financial
j M /@«ﬂ%ff" j  traders. A Ehese pPropo A@ 1_1] irst .apply- to
Qme_M:a &l g A "\ premiums paid for the 198%> Lloyd's account closing
te eed & ™ i 4 | at 31 December 1987.
sulke, tax | \,]

~

(<l -‘:'7"( :
) RS
) QJ/} s Waﬂ/ 73.. 1 -have 'a -number of furth posals, to
i 7
Lﬂ\ﬂ/‘) 35, / improve the taxation of business and\e rise.
L
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74. Last ycar I was glad to confirm Lhat, in view
of its outstanding success, thé Business Expansion
Scheme would continue in being indefinitely. The
changes I made to the Scheme in 1986 have improved
its targetting. More BES money is now going into

the higher risk ventures for which the Scheme was

désigned.
o

753 gif%)scheme is now on a generally satisfactory

. I propose two further improvements.
<N

A\

.éﬁ§>gs a measure to deal with the problem

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

basi

76. The

have made representations. I propose that, for
investments made in the first half of the tax year,
the investor willable to claim part of the
relief against incomg> the previous year. This

measure, which will app inzjnvestments made after

5 April 1987, should make asier for companies to

raise BES finance throughout the year.

77. The second measure is a relaxati of the rules
to make it easier for independent panies to
benefit from BES investment. I hope is will
be widely welcomed in the film industry@ii?%&\

=
o o0
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benefit scales for those with company cars. The car

scale charges still fall well short of the true

value of the benefits and as in the last three years

I propose to increase them by 10 per cent. I
<;;§§ propose no change to the car fuel benefit scales

which from 6 April will also used for VAT purposes.

(/ 79. Training and retraining are vital to a dynamic,

) ible economy. It is most important that there

07
A (/ be no disincentive for people who are likely

ging jobs, which might hold them back from
acquiring new work skills. At present,
trainind{§i§§§is kind provided by an employers is
treateé as taxable benefit. I propose to take it

out of tax.

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

o

8l. I suggested 1last year the possibility of
introducing changes to the tax system which would

run with the grain of, and reinforce, efforts to

break up the rigidity of the pay em in this
country. <§§g§§
82, I pointed then to two considerable ges
of arrangements which relate pay to profits. ’
i
- 29 -

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY :




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED

NOT TO BE COPIED



they| RBRBHDEES Ichesef)Ndefitification of employees

with the firms in which they work. Second, they

make for more flexibility in the face of changing
market conditions and hence help to make employment

more stable.

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

July we published a Green Paper on profit related

Qi;ij I warmly welcome the discussion and responses

the document generated. Those firms which
a have profit-related pay schemes generally
beli y have worked well. And many other firms
are co ing introducing them.

XA\%

84. I have therefore decided that the time is right
to give a measure of tax relief for employees 1in
qualifying profit-related pay schemes.
85. This should enc e many more firms to bring

these schemes into ope ?ziizg(}nitially, at least,

these schemes will be ined to the private

sector{l Certain conditioné>wi11/;f coursgghave to
be met before tax relief is available. But firms
will have as much flexibility as possible to design

schemes to suit their particular , and the

S
@,

A

administration will be kept simple.
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86. IBMQGJéIuUSI QNL%V 1 of tax relief. The

Green Paper suggested that one quarter of an

employce's profit-related pay miyhlL yet tax relief.
I have now decided to double this to.a half. 'S¢ ftor
someone on average earnings receiving 5 per cent of
their pay as PRP, the tax relief will be equivalent
to a penny off the basic rate of income tax. That
underlines the importance the Government attaches

this major new initiative. Depending on take-up

ull year cost could well build up to over

= million by the end of the decade.
iy T e SRR S A i

87. P

related pay is not a panacea. Rt T
believe be of practical help in tackling
some of the deep seated problems of the UK economy
by promoting greater flexibility and enterprise,

hat employees and employers

and so help further strengthen the prospects for
employment. i S

alike will now rego d enthusiastically to this

opportunity as we look*@z{iﬁbd to the 1990s.

<&
Savings and Investment

88. I now turn to savings and in?iji?fnt

89. First, share ownership. This ent has

given a major boost to wider share ownershi rough

2
O
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action on three fronts: ~employee share schemes,

privatisation, and the introduction of Personal

Equity Plans.

90. The growth in approved employee share schemes
since 1979 has been remarkable. We started with

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

Q£§§>employees which cover some 1% million workers in

9 (fﬁl) propose a further measure in this area.
In: fut /Qéxﬁmployees in a company which is taken

A,
%
over wiii;ge ble to exchange their existing share

<3§§§i0,000 companies.

options under an approved scheme for options over

shares in the acquiring company.

925 T an. furthetituting a review, with the

help of outside prac ioners, of the effect of
Section 79 of the 1972 ?Z;;Zf Act which deals with

the tax treatment of oyee-acquired shares

< The aim of the review

outside approved schemes.
will be to suggest how to improve and simplify the
rules, consistent with the underlying purpose of

countering tax avoidance, so as ow greater

flexibility and encouragement to ent ise.
/<\\
AN

<

<
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93 FBM&IIb"SIIQ]BU—% ide range of benefits

for the economy at 1large, as well as for the

industries privatised and for their consumers. Not
the least of these benefits is the breakthrough we

have been able to make in wider share ownership.

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

m had never owned shares before. Last year's

s British Gas proved another 1landmark for
wide e ownership. 4% million applications
were rg@d on behalf of 5 million people, the
largest 28§}>of applications ever received in a
flotation anywhere in the world. [Plus reference to
TSB? - review in the light of the results of the

Treasury/Stock Exchange Survey, expected on

2 March.] <§§>

o

95. I am particularly that employees have
seized the <chance to come shareholders -
sometimes, it must be saig% against the advice of
their trades unions. No fewer than 90 per cent of

the employees in the privatised com ies floated on

ol
@,
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96. icies has been clear
for some time, but estimates of the number of
shareholders have varied. I therefore
commissioned, in conjunction with the Stock
Exchange, a major survey of individual shareholders
and have recently received the results. The survey

shows that there are now [ ] million individual

shareholders in the UK. [This is fully three times

Qiﬁ?bnumber in 1979.]

9:§§§§§§>we are not going to stop there. There is a
great<ﬁ%§§>of scope, not only for increasing still
further <§h mber of people owning shares but also
for existj shareholders to add to their

portfolios. Our measures to promote employee share

schemes and our plans for further privatisation

sales will continui<z§3§lay an important part.

98. The Personal quiggiilans announced in my last
Budget came into operati> January lst and are
already beginning to shqg impressive results.
Already over 165 banks, stockbrokers, unit trusts,

building societies and investment advisers have

applied to become plan managers an investor is
being offered a wide range of plan33§§§%§épse from.
Over 2,000 people a day are currentl aking out
PEPs, and there is evidence that many of<%§§§} had

A

\
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not previously owned shares directly and are basic

rate taxpayers.

99. PEPs are now successfully launched, and going
well. In time they, with the other measures we have
taken, will alter the landscape of attitudes towards

saving, investment and share-uwnership in this

country. ]
S
100. <> now to pensions.

208 In my<§é§§>Budget, I promised to bring forward
proposals for the tax treatment of the new personal
pensions which are to be introduced from
1 January 1988. <§$§nrdingly, we published a

consultative documen‘;}éﬁk November.
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103. | A8 UfErEHRFAOYET {iD\Uayt pyear's Budget, and in

the consultative document, I now propose to extend

to these new personal pensions broadly the same tax

treatment that applies to retirement annuities.

104. I also propose to implement other reforms
contained in the consultative document, which have

been widely welcomed.
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3 .
llZ.(&urning to the<§§§;ita1 taxes I propose to

increase the annual exe qi:> ount of capital gains

from £6,300 to £6,606] I, am also increasing the
maximum amount of capital gains relieved from tax on

retirement from £100,000 to £125,000.

113. The burden of inheritance tax<§§§h¢ch raises

over £1 billion - falls disproportion

N
with relatively small estates, many of whi§§§gbnsist

ly) jJon those
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entirely of the family house. I therefore propose a

<?§%” substantial increase in the threshold from £71,000
R

Qéijb to £90,000 and a simplification of the rates

<§§§§> structure. The effect will be to reduce the number

<§3§§> of estates liable to the tax by about a third and to

give wor thwhile reductions at all levels,

particularly for smaller estates. i

h v A

//<§§§i> Last year I removed a widely resented obstacle

( etime giving by exempting outright gifts

, \ bet n/individuals made more than 7 years before

\-\ the d(\ death. This year I can go further. I

\f\ | \ propose\§§;§§§§nd the exemption on similar terms to

) gifts involving settled property in which there is

/ an interest in possession, though this will not

apply to discretionary trusts.

o : ﬂ‘ <y Cg propose to go further by

increasing business relor shares in unquoted
companies. The rate of Crelief for substantial
minority holdings in such companies will be

increased from 30 per cent to 50 per cent. To

5 reflect the progress of the un@gg;gd securities

) market, in future all holdings in Usgi§é§§anies will
| =

\ be treated like those with a full 1i These

changes will concentrate relief on asse€€§§§' h do
not readily provide funds to pay the tax<§§§§§§;h
could only do so at the risk of damagi the

business.
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Taxes on spending

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

reliefs for charities.

e have a very generous tax regime for

able giving, following the package of new
relief introduced last year, and in particular
giving scheme which starts next month.
As I ah%o d before Christmas, I propose to
increase the limit on donations under the scheme to

£120 a year.

119. I know char will not expect any major

A~

changes this year. t following representations
from the Charities VAT @EZiEDx Reform Group, I have
A

decided to extend the V eliefs introduced last

o

year to certain new areas: to installing or

adapting lavatory or bathroom facilities in charity

residential homes for the disabl to certain
welfare vehicles used by hospices nsport the
terminally ill; to drugs and chemic plied to
charities and directly used in medical <§>h; to

pO
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goods—donated—for—export—bya charity for relief of

distress; and to specialised location and
identification equipment used by mountain rescue

and first aid services.

120. On excise duties, I announced last year that I
had decided to introduce a duty differential in
favour of unleaded petrol, to offset its higher

Q!gééduction costs. I can now announce that the

Qi?@érential will be 5 pence. This means that
s

un petrol should be no dearer at the pump than
4 std{jﬁ&h
N

121. The gaming machine licence duty has not been

ed petrol. The measure will take effect

k this evening.

changed since 1982, and I propose to increase it by
about a quarter,<§§§§3 will restore it to its 1982
value. I propose /change in the level of duty on
off-course betting,<3%§§i the reforms introduced by
my Rt Hon Friend the Hg'gi:p retary have done much
to improve betting shops'<prospects. But, mindful

of the adverse effects of declining attendances at

racecourses, and with a view to consoling those

Hon Members who, but for my choic Budget date,

would have spent the day at Chelten tching the

Champion Hurdle, I propose to aboli duty on
on-course betting from 29 March. Cﬁgg%
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é 1225—Paken—together;—these— measures are broadly

<:<ifi> revenue-neutral.
R

\ -~ :’ L \’\'S M :

(Y o s T B
S N\ 123.\I propose to increase the rates of vehicle
<§§§j§>> excise duty on farmers' lorries, to bring them into

line with the use they make of the public roads.
This change will take effect from midnight tonight.
I also propose to increase the rates of duty on

Qggiéde licences and to create a new taxation class

Q§§g§$ecovery vehicles. These changes will take
e <§§§§f§§m 1 January 1988.
124. [Fass on excise duties to be drafled later.]
N
M

124a. I have no further changes to propos§ZEn th

f

=
)

Yo - i -
( excise duties.
LN /(7 (1%19 s

i@
ﬁi)x
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125. Finally I turn to income tax.

?<E§g§> 126. Lower rates of tax are good for incentives and
<;;§§> a stimulus to enterprise. The best chance of
increased prosperity for all will come when Britain
is placed firmly in the league of countries with low

taxation and high growth. Our tax reform strategy
<§§§§%3§fn to move as quickly as is prudently possible

i direction.

127. W 'a\f already made a very substantial
reducLiuég}u‘\xe top rate of income tax, reducing it
from the enal 1level of 83 per cent under the

previous Government to 60 per cent. We have
abolished the investment income surcharge and

brought the basic of tax down from 33 per cent

to 29 per cent. The n tax thresholds are now
22 per cent higher giifje 1l terms than in 1979,
taking 1.4 million pe&giéb out of income tax
altogether. [j?g; married man's allowance will

therefore remain at its highest level in real terms

since the warE:Z

128. We now need to carry this ess a step

further.
A0

Q
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129. I propose for 1987-88 to raise the main

personal allowances in 1line with the statutory

indexation provisions.

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

allowance by £140 to £3,795.

Qég;l\ihe single age allowance will rise by £110 to

£ and the married age allowance by £170 to
£4, C%g:>

1140 e AR ¢ §g§§§>‘, however, to give an extra increase
in the age‘Gé?Eaance to people aged 80 or over. For
them, it will be raised by twice the amount due
under indexation so that, for the very elderly, the
single age allowang 1l be £3,070 and the married
age allowance, £4,84 //K’ und 400,000 single people
and married couples \S;fj benefit from this new
provision and the extra K::Prase in the allowance

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

altogether.

1981 when it was increased by £180 S present

133. The blind person's allowance M%é;;ggt raised in

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

further £180 increase, to £540. Vzg;&
PN
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of income tax, the

threshold for the 40 per cent rate will be raised in
line with statutory indexation to £17,900 and the
threshold for the 45 per cent.rate will go up by
£200 to £20,400. B&b—i—%ﬁﬂﬂ?‘ﬁtﬁf&&i—éﬁ&t<1;;
thresholds for the 50 per cent, 55 per cent and
60 per cent rates will remain &gfnii;:;izjg%—GJﬂ

levels.

A\In my Budget speech last year, I reaffirmed the

a out by my predecessor in 1979, to reduce the

136. But reductions in the basic rate are expensive.

It costs well over £1 billion to reduce the rate by
one percentage point Given the overriding need for
prudence on publrowing - on which I am not
prepared to comprom?%//— I cannot achieve the goal
of a 25 per cent basicd this year. But I can
take a further useful p towards it. I am

e
therefore cutting 2 pence off the basic rate for

1987-88.

137. This reduction to a rate o nce in the
pound brings down marginal r ?Ezfifor the

overwhelming majority of taxpayers. <2}111 be

Iy
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worthB&DcGEJTdeLSIeQ(NiloYa married man on average

earnings.

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

after 17 May.

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

Qéﬁijimilar reduction in Advance Corporation Tax.

a further measure to help small businesses,
ided also to reduce the small companies'

oration tax to 27 per cent.(ig;ilowing
the pro§6§%£;§l announced earlier, this/rate will
also apply to small companies' cagitgi gains, which
are currently taxed at 30 per zégéij The changes to
income tax and corporation tax will mean a
significant fall ihe tax burden on small

companies and the un orporated sector. This gives

the best possible inc to small businesses,
which are so crucial or future growth and

employment. =

141. The total cost of the income changes will
be some £2% billion in 1987-88. T all cost of
all the measures I have announced today be just
over £2 billion. This is consist <5'th my

- 46 =
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@ objedBi4® GETa Lpger QR LY re than 1 per cent of
@ GDP. I have accordingly set the PSBR for 1987-88 at
@ £4 billion.
s

@
%
O
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Peroration

142. Mr Deputy Speaker, we now'have a vigorous and
resilient economy, entering its seventh year of
steady growth. 1Inflation remains low; the number
of people in work continues to rise; and

unemployment is now on a downward trend.

n this Budget, I have been able to reduce

5&5 orrowing to 1 per cent of GDP, and to make a

T
furt uction in income tax; !in the next year,i
public ing will fall as a proportion of GDP,

Q
but spené&ggji@ priority areas will increase£7

144. To succeed on all these fronts together is a

goal that has elud successive Governments for

decades. <§5
o 2
145. This achievement is direct result of the

prudent economic policie sued since 1979.
o

146. This Budget carries forward those policies. I

®
20)
S
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