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BUDGET SECRET 

COPY NO 100F ILCOPIES 

FROM: A C S ALLAN 

DATE: 11 March 1987 

SIR T BURNS cc Sir P Middleton 
Mr Cassell 
Mr Odling Smee 
Mr Scholar 
Mr Sedgwick 
Mr Culpin 
Miss O'Mara 
Mr Ross Goobey 

. .BUDGET STATEMENT: PSBR 
1St,. 	 c 

The Chancellor now proposes to use the following passage in place 

of' paragraph . D7 in the fifth draft of the Budget statement. 

"Indeed, I believe it is right to go below it. 	Since its 

inception in 1980, the MFTS has indicated a steadily declining 

path for the PSBR expressed as a percentage of GDP. We have 

now reached what I judge41 to be its appropriate destination: 

a PSBR of 1 per cent of G P. -I - intend 'to stick o th4i 

That will maintain a degree of fiscal prudence that, until 

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

War." 

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

A C S ALLAN 
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BUDGET 
CONFIDENTIAL 	 4.  

FROM: D RAYNER 

DATE: 11 March 1987 

cc Mr MacAuslan 0/R M1G 

PS/CHANCELLOR (11.-42--l+t-,- Ds---•') 

BUDGET SPEECH: EMPLOYMENT AND TRAINING 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. 

lck 

	

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

comparisons. For example, DE say that: 

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

and training measures in the US than in the UK; 

an equal or higher percentage of the unemployed are covered by 

government schemes in France and Sweden; 

on most definitions, West Germany can match or exceed the UK's 

measures in terms of quality and scope. 

	

3. 	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: 

"This Government has developed its employment and training measures on 

a scale which no other country can match." 

	

4. 	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 (i) 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". 

	

5. 	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. 

F 	vjevytel' 	"1/1"-rott 	 ;AV 3 

Ip44-gt. 	1.-apichia de- co-Kla -at/ 04, 

eNtal‘Ce., 	 kit4 Cirt th. 
4 e4,44,0,  

bg-GrrA"'r  

D RAYNER 



BUDGET CONFTDENTTAL 

FROM: S P Judge 

DATE: 11 March 1987 

PRINCIPAL/PRIVATE SECRETARY cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
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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BUDGET: CONFIDENTIAL • • 
FROM: FINANCIAL SECRETARY 
DATE: 11 March 1987 

CHANCELLOR 
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rr• Chief Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Mr Scholar 
Mr Culpin 
Miss O'Mara 
Mr Hudson 
Mr Clupper 
Mr Tyrie 
Mr Ross Goobey 
PS/IR 

BUDGET STATEMENT: TAXATION SECTION: FOURTH DRAFT 

eitk ilertapi 

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:  Tjt:Z 
I apologise for pressing the point but I do think that 

■gieTtig 
) 

Paragraph E46:  ?Rf 
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 limited and language 

more inhibited" is a little ponderous? Could it not be deleted? 	'e 
Whaes 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." 

Paragraph F15. 
	 NoW F 

After 	....since 1982" insert: "and the TUC have made 

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

(Lawson the conciliator!)----- 1444_ 	 oet 4  ',Ark/141 

vL tat,  
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FROM: FINANCIAL SECRETARY 
DATE: 11 March 1987 
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• 
CHANCELLOR cc Chief SccreLaly 

Economic Secretary 
Minister of State 
Sir P Middleton 
Mr Scholar 
Mr - Culpin 
Miss O'Mara 
Mr Hu4son 
Mr c.topper 
Mr Tyrie 
Mr Ross Goobey 
PS/IR 

BUDGET STATEMENT: TAXATION SECTION: 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 little 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 limited and language 

more inhibited" is a liTtle 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 ambitionis both to deepen and 

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

Paragraph F15: 

After It 	1982" insert: "and the TUC have made 

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

(Lawson the conciliator!) 

NORMAN LAMONT 
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BUDGET CONFIDENTIAL • 
FROM: S P Judge 

DATE: 11 March 1987 

PRINCIPAL PRIVATE SECRETARY ec Chief Secretary 
Financial Secretary 
Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
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 

Xl. Before I turn to my proposals for changes in 

taxation, I have one other important change of a 

specific nature to announce. 

In 1979, a few months 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 71 years, proved wholly beneficial to the 

British economy; and I am glad to note that other 

European countries are now moving in the same 

direction. 

But although the operation of exchange control 

has ceased, the Exchange Control Act itself remains 

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

likely to persist a nagging fear that, in certain 

circumstances, exchange control might be reimposed; 

and such uncertainty could be damaging. 

I have therefore concluded that the time has 

come to repeal the Act. The necessary legislation 

will be contained in this year's Finance Bill. 

• 



Ge7 

X5. I note that, in what was clearly intended to be 

a major speech in New York in September, the 

Deputy-Leader ot 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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Line 8: Suggest "This would represent a degree 

of fiscal ....". 

I find the last sentence of 17 a bit obscure. 

14\1  

E17.18. 

D7 

411 3220/17 	
BUDGET SECRET 

B6 	First sentence too long. Why not: 

OK  - 
///  "... 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 for the year now 

drawing to a close looks like turning out at only 

£44 million....". 

thst 
	 B13.14 

)inirL

644- 
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4re 

E36 	Argument a bit too compact? How about "An essential 

element in any ongoing programme of tax reduction 

VA, 
121.01°4s-C4'  

and reform must always be 

unintended or unjustified tax 

be very beneficial to some, 

taxpayers generally having to 

need do. 

the elimination of 

breaks. These may  

but they result in 

pay more than they 

E41 
	

Suggest: 	"Where PAYE is not applied properly by  

an employer and a formal assessment 

F2 	Cautiously, 	I 	suggesL "cautious" rather than 

"inhibited". 

F15 	There is something a little pejorative about "certain 

new Friendly Societies which had been set up for 

purely commercial reasons". 	Maybe "had been set 

YPa, w4s44 ■ TL- 	 up purely as investment media". 

? 	hove-- 

-1;1-41 	,c.44t , 14-  

Keirriol 'w +.4,44,) 



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 

unconnected with the fact that, since we first 

took office, the apparent severity of these taxes 

has been significantly eased.". 

H3 	Line 4 omit "And"? 

2.1f. pvtw p•vik 	H4 
4..6W, lLL 

22 per cent: I have seen 21 per cent used elsowhorc. 

CA4t0;,JJ, 
"Al 

1111 	We need a bit more enthusiasm here, before moving 

on to ACT. For example: "...to 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 

is not bad. 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 somew t 

limit ...." rather than "this greatly diminishes". 

P J C 

11/3/87 
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BUDGET CONFIDENTIAL 

• 
FROM: 	A P HUDSON 

DATE: 	10 March 1987 

P5/F1NANCIAL SECRETARY 

cc: Mr Cassell 
Mr Scholar 
Miss Nohle 
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. 

.. 2. 	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 of 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, 

tailoted to fit their own circumstances. 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. 

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. 

In 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. 

3 



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 full taY relief, to a 

separate plan of their own choice instead of, as 

now, being restricted to plans within their 

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

pensions right up to the present tax approval 

limits. 

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. 

FlOA 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. 

4 



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 excessive 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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BUDGET CONFIDENTIAL 

• FROM: A P HUDSON 

DATE: 13 March 1987 

PS/FINANCIAL SECRETARY cc Chief Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Culpin 
Miss O'Mara 
Mr Cropper 
Mr Ross Goobey 
Mr Tyrie 

Mr Prescott - IR 

BUDGET STATEMENT: FIFTH DRAFT 

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

2. 	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. 

* 
A P HUDSON 
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COPY NO 17 OF 

FROM: A P HUDSON 

DATE: 16 March 1qR7 
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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 

in the context of what we have done; and 

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, SW1P 3AG 
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13 March 1987 

John Footman Esq 
PS/Governor 
Bank of England 
Threadneedle Street 
LONDON Ec2 

20,407)(14 

BUDGET STATEMENT 

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

friu-7( 
A C S ALLAN 
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COPY 	NO OF 3 -7copiEs 

FROM: 	M C SCHOLAR 
DATE: 
	

20 FEBRUARY 1987 

CH R OF THE EXCHEQUER cc Principal Private Secretary 
Chief Secretary (2) 
Financial Secretary (2) 
Economic Secretary (2) 
Minister of State (2) 
Sir Peter MiddleLon 
Sir Terence Burns 
Sir Geoffrey Littler 
Mr F E R Butler 
Mr Wilson 
Mr Cassell 
Mr Monck 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Miss O'Mara 
Miss Sinclair 
Miss Evans 
Mr 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 

BUDGET STATEMENT: FIRST DRAFT 

I enclose a first draft of the Budget Statement. This follows the 

outline you saw last weekend, and takes account of •oints which have 

been made to me following your request at Monday rview meeting. 

2. 	This draft is, as always at this stage, the w 

In the time available there has been little time 

clearance and I am afraid that there are some incon 

probably some errors too. The drafting is uneven and st 	uires 

in places a good deal more work. But I hope that this fir 	v sion 

will give you a feel for the shape of the Statement and will pfdVi e a 

frNr further work next week. 
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One or two points of detail:- 

The business and enterprise section (which io perhaps On 

the long side) starts with VAT and small businesses, as 

you suggested at our discussion last week. 	This works A 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 

wi 

Ent 

It mi 

(p 33). 

it is. 

Customs th 

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

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

one hour in length. ,  

I enclose, too, a suggested p 	ration by Mr Ross Goobey. 

gu 
M C SCHOLAR 

BLO enc1:46 pagts  BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

the Keith measures, at the end of Business and 

best to omit the paragraphs on US tax reform 

IP , we should certainly keep Pay and File where 
47;<SI t VAT partial exemption (p 39) would sit 

more comfort7ls 1 the anti-avoidance section than in its 

present home, axes on spending. I am inclined to agree. 



  

0 
NOT TO BE WPIED BUDGET SECRET 

BUDGET LIST ONLY 

  

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



/'  	 14.4-01,2,ss  

0 
v fkr 51a 

T 

Borrowing Public 

Business 

VAT s 
Corpora 
Oil Tax 

---,611  Profited 

terprise 

siness package 
Tax 

Pay 

o a 

Savi gs and Investment 

Pensions 
IHT 

Taxes on spending 

Excise duties 
VAT •artial  exemption) 

arities 

14 

17 

17 
19 
22 
24 
26 
28 
29 
32 

34 

34 
35 

38 

38 
39 
39 

De ' Ill 
• <p) NOT TO BE COPIED BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET STATEMENT: FIRST DRAFT 

Page 

1 troduction 

46  mic Background 

Monetary Policy 

2 

11 

Income tax 
	

40 

Conclusion 	 44 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

• ' 
NOT TO BE WPIED BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



entering one more year in which the public 

sound and strong. 

fice as soon 

rmanommerwmpc, rigimmommir 	  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

4 1mA/0-Ai 

1. 	The setting for the Budget this year is more 

favourable than it has been for many years. 	We are 

entering our seventh year of steady growth, in what is 

now our accustomed place at the top of the international 

league table. We are enleiing our fourth year in which 

eady growth has been combined with low inflation. 

2. 	These 	the 	fruits 	of 	the 	Government's 

determinationdeNold to our policies of sound money and 

free markets. I gladly reaffirm these policies today. 

They provide the only sure basis for more jobs and 

lasting, productive, 

Introduction  

3. 	I shall begin by 	iewing the economic background 

to the Budget. I shall 
tal 

 with monetary policy 

and with the fiscal prospect t is 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 

as I have sat down. 
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Because the Government has not 

pressure from many quarters 

ed to the 

EC';for 	rtificial 

 

BUDGFT SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

Economic Background   

 

T begin with the economic background. 

The first estimates for growth in 1986 show output 

some [21-24] per cent higher than in 1985. 	We have 

experienced steady growth at just under:  . 3 per cent - with - 	_.. 

only minor deviations one way or the other -isince the 

beiig of 1981. This remarkable period of growth is 

an 	us improvement on the traumas and poor 

perfor 	of the mid and late 1970s. 	Indeed it 

compares 	ell with the best growth performance in 

6< 

earlier per4.  

It is worth examining the 14-s-s-c-;17-  of this recent 

period of successful growth. 

It has coincided 	sharp fall in inflation. 

It has occurred as 	overnment has pursued 

progressively tighter fi9a1 and monetary policies 

- with the PSBR in 1986-87 [at £41 billion] the 

lowest as a share of GDP since 1969-70. 

- 2 - 
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fiscal stimulus, which would inevitably carry with 

it the risk of a rise in inflation, the prospect is 

for satisfactory growth to continue in 1987 and 

all too evident in certain parts of this House. 

th performance in 1986 was achieved against 

(- 
beyond without a rise in underlying inflation.rci, L_ 

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 

is 

8. 

a difficu 	d background. There were already signs 

of aildi 	 in the world economy towards the end 

of 1985. OneK 	the first consequences of the fall in 

the oil price at the beginning of 1986 was for certain 

oil producers to cut their imports from developed 

countries like the U 

reacted in a similar w 

commodity prices. 

her less developed countries 

response to falls in other 

9. 	As I expected at this time 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 dema 	and private 

consumption in particular - growing at an 	lthily high 

rate in the UK. The critics seem unaware ot 	hat the 

growth of domestic demand in 1986 in the 0th 	omies 
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exports of manufactures should rise from [21] per cent in 

1986 to ,[31] per 1987. 	GNP in the major 
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of the major 7 appears to have been higher than in the 

UK, and that high consumption growth in the developed 

economies was an expected and quite justified consequence 

of the fall in the oil price. 

while exports from countries such as the UK suffered 

from the contraction in OPEC and LDC markets in the first 

1986, there now appears to have been a pick up in 

ex(i 	rom developed countries in the second half of 

the  1;" 	This renewed growth in developed countries' 

exports 	contributed to a marked improvement in 

industrial 	t in most of these countries during the 

second half 	6. There are reasonable grounds for 

expecting world demand for developed countries exports to 

continue to grow in 1987. The growth of markets for UK 

economies is likely to  r</ 	[21] per cent in 1987, the 

same as in 1986. 

While in some ways the virld economy has adjusted 

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

of last year, there are undoubtedly ver real risks to 

its 	satisfactory 	performance. has been 

considerable turbulence in foreign exc 	arkets as 

the three largest economies - the United 	, Japan 

and Germany - grapple with major external imb 1 	that 

adversely affect other economies. 
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It is 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. 

The reduction in the large external imbalances in 

major economies is essential to ensure the 

con 	bion 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 protei. .m in the US and elsewhere would be a 

disaster for'rid economy and major trading nations 

such as the UK. 

th 

[Reference to G5/ 	lks.] 

amAt 

Turning to the UK ec omy the prospect is for year 

of steady, balanced growths 	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 

The probable 

re in 1987 is 

investment 

and the fall in other commodity prices. 

fall in the growth of consumers' expe 

likely to be matched by the welcome r 

that industrial surveys clearly signal. 
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7 economies i the p 

cent a year. That is 

since 197 	averaging 31 per 

d an achievement. All the 

signs are that 1987 will e a continuation of the recent 

strong performance of ma 

exports, output, and produ ivity growing at very 

turing industry, with 
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16. The manufacturing sector in particular faces a good 

year, following its improved performance during the 

second half of 1986. In the year to the fourth quarter 

of 1986 exports of manufactures grew by 91 per cent and 

productivity by over 4 per cent, while its wage costs 

rose by just over 31 per cent. 

17. 	ndeed the UK's overall productivity performance 

ha 	cipiarticularly stronin the last few years. In 

the 	and 1970s the UK was at the bottom of the 

intern io 	productivity 	league. 	Productivity 

performa c 	particularly bad in the period after 

1973, with 	cturing productivity in the UK growing 

on average at4re 	per cent a year. Since 1979 the 

average growth of productivity for the ec nomy as a whole 

has been higher than in any of the other major 

satisfactory rates. 

ble because it 

ich the UK 

ice. The 

ion of 

18. This strength was all the more re 

was maintained in a difficult year 

economy adjusted to the large fall in the 

public finances in particular suffered 

BUDGET LIST ONLY 
BUDGET SECRET- I  NOT TO BE COPIED 



 

• - 
NOT TO BEOPIED. 

CO 
BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



SUIMIwoomum.Fevaeos.*21,,,,,,i1IMPLYIer 

' DC 

BUDGET SECRET 	NOT TO BE COPIED 
BUDGET LIST ONLY   

just over half the revenues from the North Sea. But 

because the underlying industrial performance of the UK 

economy is mueli sLronger than in earlier years thp 

economy weathered this storm, as it has weathered other 

storms in recent years which in earlier times would have 

led to crisis and catastrophe. Indeed the Government's 

finances have markedly strengthened not because I raised 

tax es to make good the loss of oil revenues, but 

be.i he sustained growth of the economy has produced 

a hig 

    

    

1 of non-oil revenue than anyone expected. 

ections for future years we have, in the 

light of uncertainties, kept unchanged the 

assumption we adopted last year of a $15 oil price. 

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

part becamse in a gro 	conomy private sector credit 

demand is so buoyant.  'A  ecent level of real interest 

rates has not prevented 

output. 	By continuing to 

growth of demand and 

a very firm control on 

cljb 1/J-C 
	 public finances we shall ensure that the Government does 

- 

	 not - as governments have all too often in the past - add 

to pressure on real interest rates. 

21. As forecast at the time of the Aut 

November, the current account of the balan 

was in broad balance in 1986. This follows a 

tement in 

ayments 

tive 
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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 oil prices were high and 

North Sea output rising to its peak. 

22. On present prospects there is likely to be a current 

account deficit of [E2 billion] in 1987. It is not at 

‘( 

-- 

titedv 

Louu tf-A-vb,  

(so a ictir4 

all 	rprising that the UK should experience a small 

de  .  'Am&  this scale - equal to approximately 1 per cent 

of G;Y./Ilowing the immediate loss of over E4 billion 

net ex.r  .  of oil as a result of the fall in the oil 

price. 
 1111,1"19111" 

41,10,  the fall in the exchange rate that 

followed th\ i r 	in the oil price should lead to an 

improved non-o 
	trade performance. The UK's large stock 

of net overseas assets will provide a lasting 

contribution to the current account in the future. 

23. Inflation is like 4 AOP  

middle of this year to a ictie 

should thereafter fall, to 

above 5 per cent. But it 

per cent in the final 

rise for a time during the 

quarter of the year. Short term changes in inflation, 

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

predictable fluctuations around an unambiguously 

downward trend. 	The Government rem 	etermined to 

squeeze inflation out of the system al 	r and will 

take whatever action is needed to achieve 	is erriding 

aim. 
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24. To sum up the prospect, we can look foward toj year 

of balanced growth 	in 	1987 with consumers' 	expenditure 

lower and investment growth higher than last. ye . 

Exports are likely to grow significantly faster than the 

economy as a whole. 

25. Unemployment should continue to fall gradually, As 

it has done since the middle of last year. 	In last 

udget I said that employment prospects depended 

on a 	ned improvement in the performance of business 

and in st 	That sustained improvement in economic 

performan e 	occurred and is continuing. 

26. I do not elieve that this improvement would have 

occurred were it not for the stability and soundness of 

the Government's overall management of the economy, 

Government has taken ac on 

incentives, and free market 

deregulation and privatisation;. 

to encourage enterprise 

From the beginning the 

to promote competition, 

d to press ahead with 

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 

international markets. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



  

• ' ' 
NOT TO BE iiPIED ,  BUDGET SECRET 

BUDGET LIST ONLY 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



beginning of a new era of pre eminence in domestic and 

inte wtional markets alike. 
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27. British industry now has an outstanding opportunity 

as 	a 	result 	of 	low 	inflation, 	rapidly 	rising 

pLoductivity, 	and 	the 	highest profitability 	for 

20 years. If it will take a firm grip on its costs, and 

7'7- make make room for its crucially important spending on R and D 
c/ 

and training, its present successes should mark the 

- 10 - 
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narrow money, MO, and 1 

broad money, £M3. The targe ge for MO next year will 

15 per cent for a measure of 
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Monetary policy   

28. We shall continue 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 

29. The c 	piece of the strategy is the Government's 

eve a steady reduction in inflation and 

the growth o oney GDP. This requires tight control of 

monetary conditions, using short-term interest rates as 

the main instrument of policy. 

30. Last year I set ta9 	anges of 2 to 6 per cent for 

NOT TO BE COPIED 

commitment 

again be 2 to 6 per cent, asOindicated 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 

inflation. Indeed, as I have explai 

several occasions, the growth of broad mo 

fectively on 

length on 

become 

increasingly difficult to interpret, both 	e and 
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32. I have one change 

Dc 
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abroad. the 	behaviour 	of broad i 	nave concluded that 

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 

monitor closely the growth of liquidity in the economy. 

:10!) will take the behaviour of the various measures of 

road money carefully into account in assessing monetary 

conditions and setting interest rates. 

311b11 also continue to take account of the other 

financi 

rate, whi 

indicators 

term interest 

icators, and in particular the exchange 

provide a good guide to policy when other 

h d to interpret. Decisions on short 

will continue to be made after a 

careful assessment of all the evidence of monetary 

conditions. 

ounce in the arrangements 

which are used for financi 	the Government's borrowing. 

Following last year's change 	the structure of the 

gilts market, the Bank of Engk, d 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 	d [with the 

first auction to be held in May(?)]. The 	f England 

will be announcing details [later today/ 	week]. 

Auctions will supplement the traditional of 
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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.  r--  will say no more about monetary  policy, except_ -  1 

on 	to repeat what I have said on a number of 

occa 	the past: that while the changes which have 

swept 	 financial markets world-wide in recent 

years hav 	ssarily altered, and complicated, the 

techniques 	m ltary management, there has been no 

change whatev r in the essence of the Government's 

policy. We continue to attach the highest priority to 

sound money. 
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• 
paragraph to 

hancellor's 

investors, in a speech in New 

the Labour Party had no 
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334  IND9  EL US  N  !tyyry   important change to 

announce. It is now 1 years since the Government 

abolished exchange controls, an action that has 

proved wholly beneficial to the economy. In 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 

does, however, have one disadvantage. Some rCt at estors may be concerne that if some other 	rty 

ntd a Government - howe er unlikely that ma seem 

ey igh 	y to use the Act to reimpose ontrols 

notice. 	I have therefore concluded that 

ct 

the t 	come to repeal the Art itsplf, and will 

introduc 	necessary legislation in this year's 

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

Sparkbrook assured 

York last year, 

intention 

ugh 
ciLk 	 CJ A 
w
Ate 

 ver-late put to 

lk 
controls. Alt 

/`( 
ust 	 means 

&LS-Art_ 
of 	oducing statutory exchange 

I will be able to coun 	all pa_KI.Yaupixm54-a—far----  
K> 

thi-s-_particular  Budget measure.] 
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years. And then in 1985-8 ' 	11 to li per cent. 

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

(Fillo- reover 410.1Name comparison would still hold 	the-PS-BR 

AVG%  rivatisation proceeds. 

which the PSBR has been at about 	per cent of GDP. 

There have now been two rked downward steps in the PSBR 

since 1979. In 1981-8 

about 3 per cent, wher stayed for the next four 

35. This makes 1986-87 the second successive year in 

as reduced from 5 per cent to 

erq 

DC 
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Public Sector Borrowing   

 

34. An important component of the success of the MTFS 

has been the reduction in the level of public sector 

borrowing. rITt looks as though :)Korrowing in 1986-87 is 

turning out to be considerably loweL Lhdn the E7 billion 

I expected at the time ot last year's Budget. I now 

ex 	an outturn for the financial year as a whole of 
rat 

per cent of GDP, a 

in any year since 1969-70. 

that economic growth can result only from fiscal 

expansion - output has riser", as I have 

gteady 3 per cent a year. Indeed its 

just as the PSBR was taking its first big 

just as we were being told that it could 

dicated, at a 

gan in 1981 

' P  , given 

- 14 - 
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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. 

0-irtrtAAAR 

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 	his has eased the burden on the private sector 

by per 	a reduction in taxes. And it has enabled 

us t 	 remarkable loss of oil revenues from last 

year's oil 	fall without raising non-oil tax rates 

or borrowing. 

I intend to continue this successful fiscal 

strategy. The Public 	diture White Paper published 

in January showed a 	t 	ed decline in Government 

expenditure relative to over the next three years. 

Some further reduction in bo 

is also required to support th.T>declining path of money 

GDP growth. 

For the year ahead, borrowing p 	need to take 

venues are 

expected to be [uncha 	d from the 1986fr 	vel] in 

•-• 

- 

g over the medium term 

account of a number of ctors. North 

1987-88, and then 

v  

4y.4JDGET SECRET. 
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es it brings may be a 

1 

little higher over the ext year or so than can be 

sustained over the med um term. With real interest rates 
"N. 

high, all this points to a reduction in borrowing next 

year then little/further change over the medium term. 

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

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

ears will be set in future Budgets, but the 

ve path in the Red Book shows the PSBR 

growth 

ill 

remai 	[ 	] per cent of GDP. 

41. This  <riK  cautious and prudent policy. 	It will 

. tAluk  tt. A-7j  
_ 	create more 
	for private sector demand without 

Y1--e 
di-I- 	

putting pressure on inflation or interest rates. It will 

kj) 	
provide a very necessary margin for safety. And it will 

OA-) 	 improve the balance in 	e economy, between the public 

L1°-2  

e  17: 	

and privdte sectors, 

balance of payments, 	

en the domestic economy and the 

between consumption and 
Plsvt 

investment. 

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

substantial reduction in taxation to which this 

Government attaches such importan 	That 	is 

regrettable, but necessary, for we ar 	mined, as we 

have been for the past eight years, to 

inflation, and no risks with our managemen 

finances. 

risks with 

public 

pteAt„L/1 

	1)11  j14Y1  F)4 
43. I turn now to my proposals for changes in ttion. 
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Business and Enterprise 

frIJ 	will have an important impact on a crucial sector of the 
it 
crao,  
1,4" (A) v 

1CP small  businesses. These measures have been 

we 41011' by representative bodies and individual 

busirik  me alike. 

DC 

First, Lhe taxation of business and enterprise. 

The Government last autumn made a series of 

proposdls on accounting and record-keeping for VAT which 

46. 	I 

h1,7(4-0,,i i. 1 October l9".7 

cash accou ting 

propose that with effect from 

ere should be an optional system of 

for VAT for companies with an annual 

turnover belo £250,000. Companies will account for VAT 

on basis of cash paid d received. Because they will 

not be liable to pay  cAr  until they have been paid by 

their customers, this wi ease their cash-flow problems, 

as well as giving them a-c bad debt relief - a 

relief for which they have argued. 

47. The proposal is subject to our obtaining the 

necessary derogation from the EC Sixth t ective on VAT; 

[I am applying for this today.] 

C/A  DI r  

Crr\ 	 eijt 

(irh 

.0( 
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48. In 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. 

future the period within which businesses must 

d be registered for VAT will be extended from 

one month. 0 
ose that the special VAT schemes for 

retailers sh d e changed in a number of ways in order 

to make simpl r schemes available to more small and 

medium-sized businesses. 

But 	there 	are 	matters on which 	the 

representations I have rek, 	d persuaded me it would not 

be right to proceed a 	su gested in our autumn 

consultative document. I sh 	t be going ahead with 

the proposal for compulsory d4registration of traders 

below the VAT threshold; 	or with the proposal to 

withdraw the standard method 

by retailers. 

I propose to increase the VAT registra 	reshold 

to £21,300 in line with the maximum perm 	under 

49. 

no 

ten 
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existing European Community 1aw 7I arguing vigorously in 

Brussels for flexibility to set a higher limit. 

53. Overall, the proposals which I have just outlined 

-g1114_q will help ease the burde of 	on smaller firm 

° WA) 
management energies shoul e concentrated on generating 

profits. The thicket of controls, regulations and form 

filling will be made more penetrable. 

liable 

n now to larger companies, specifically those 

Corporation Tax at the main rate. 

I hav 	ived a number of representations about 

the help it g 	o companies to have advance notice of 

the Corporation Tax rate for the year ahead. 

Accordingly I can 	ounce now that the main rate of 

Corporation Tax in l '  88 will be unchanged at 35 per 
<> 

cent. 

The reformed system o Corporation Tax which I 

introduced in my 1984 Budget has now been in force since 

the beginning of th present financial year. I propose 

this year to complete this reform 	a number of 

measures to streamline the administrat 
	Corporation 

Tax. 
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58. At present there is an anomalous situation whereby 

companies established before 1965 can have accounting 

periods of different lengths for their liability to 

Corporation Tax; but companies established since 1965  i 
must all account for the tax nine months after the end of 

the period on which it is due. 

99. This difference 

g the present arrangements 

of a substantial proportion Corporation Tax yield 

at risk. 	There will be a tunsitional period during 

which the change will be phased in. 

60. I also propose to legislate now 	e the way for 

a new method of collecting Corporation 	o be known 

as Pay and File. 	Under Pay and File 	p ies will 

estimate and pay their tax liabilities on t 	al due 

in the treatment of companies no 

1 	s any justification. I propose, therefore, that 

all 	les and building societies should be liable to 

pay C 	on Tax nine months after the end of the 

accountin 	d on which the tax is due. This will be 

more equita 	ween companies than the present regime; 

E_.t. will rati 	1 se the arrangements for collecting 

Corporation Tax from companies; and it will smooth the 

flow of tax receipts into the Exchequer, which in turn 

will help management o4 PSBR. A quite separate, but 

important, reason for 

is that they are open to use which could put the timing 
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date, without the need for the Inland Revenue to make 

thousands of estimated assessments or for companies to 

appeal against them, Tax 1iabilitic3 will be findlly 

settled once companies submit their returns and accounts. 

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 i3 underpaia. 

61. 	new method was set out in a consultative 

docume 	o the recommendations in the Keith Committee 

Report 1 s 	in December. 	It was generally welcomed 

both by bus 	s nd by tax specialists. 

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

programme of streamlining tax collection, including 

major developments Inland Revenue's computer 

systems, which will not 9 , 9npleted for some years. But 

by legislating now we sha 	be able to meet the request 

made by many taxpayers and ir advisers that they 

should have a firm basis and a4engthy period to prepare 

for the implementation of this important new scheme. 

63. As a further streamlining meas 	propose a 

change in the taxation of companies' ca 	gains. At 

present this is unduly complicated, 	nv 	ing an 

lit 	artificial adjustment of the amount of the 	which 

Corporation Tax is charged. 
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64. The change i am proposing 

numerous representations I have received that companies 

should be allowed to set payments of Advance Corporation 

Tax against tax liability on capital gains. 

NOT TO BE COPIED 

will also meet the 

There is much force in the argument that there is 

little real difference between companies' capital gains 

and income from other sources. 

efore propose to rationalise and simplify this 

With effect from 

ital gains of large and small companies 

ithout adjustment, at the appropriate 

a At the same time, companies will 

be allowed to set payments of Advance Corporation Tax 

against their tax liability on capital gains. 

 

part of((thJ Corporation Tax system. 

[today], 

will be cha 

Corporation Ta 

0 
67. These three measures  \o  streamline the Corporation 

Tax system are expected 	Lher to yield about 

£255 million in 1988-89. 

68. I turn now to the oil industry. 

the Secretary of State for Energy an 

closely the effect on the industry of 

My Rt Hon Friend 

ave followed 

1 r's sharp 

hile the 

onger industry itself is generally confident about 

fall in oil price and subsequent developme 

I BUDGET SECIIET 
I BUDGET LIST ONLY 

NOT TO BE COPIED 



 

e 
BUDGET SECRET 

BUDGET LIST ONLY 

 

NOT TO BE 4DPIED 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



under the existing system. 

I BUDGET SECRET  
BUDGET us"-  ONLY  1 

term prospects, it has suggested 

the trough in activity could lose it some of the capacity 

in our offshore industry, in ScotlAna and elsewhere, 

which will certainly be required in the longer term. 

69. Last autumn, I introduced legislation to briny 

forward the repayment of over £300 million of Advance 

NOT TO BE COPIED 

that in the short-term 

Petroleum Revenue Tax. That helped companies with cash 

fl 	ficulties. 	I also announced, last November, 

prop 	on pricing and valuation, to protect the 

revenue 

70. I now 	two new Petroleum Revenue Tax reliefs. 

With effect fritday, participators in oil fields may 

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

developing new oil fields, until payback, set against 

their Petroleum Revenue 

0 
expenditure on oil extract 

liabilities in other fields. 

lief for Lertain research 

. This i;lresearch which is 

I am also proposing 

c,,41 
Ovcrrte--6 

v 
oteop 

not related to a particular 	id, and so is not at 

present allowed for Petroleum Ityenue Tax. 

[Reference to ring-fence ACT?] 

These measures should over the next 	ars or so, 

help both the oil companies themselves 	hose in 

Scotland and elsewhere for whom they generate 
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I turn now to profit-related pay. 

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 

of 	ements which relate pay to profit. First, they 

lead 

compani 

more flexillt n the face of changing market conditions 

and hence h make employment more stable. 

My remarks led to a lively debate and last July we 

published a Green Paper on profit related pay. I warmly 

welcome the discussio 	responses that the document 

generated. Those firm lready have profit-related 

pay schemes generally bell ve they have worked well. And 

many others are considering 41P.sucing them. 

I have decided that the time is right to introduce a 

system of tax relief to employees in qualifying 

profit-related pay schemes. This sho 	courage many 

more firms to bring these schemes into o 	on. I have 

decided that this innovation should ap y 	least 

initially, only to the private sector, as the 	Paper 

closer identification of employees with the 

which they work. Second, they make costs 

envisaged. 

BUDGET SECRET- I NOT TO BE COPIED 
BUDGET LIST ONLY I 



 

• - • . 
NOT TO BE  WPIED BUDGET SECRET 

BUDGET LIST ONLY 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



income tax. It underl 

78. It 
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for certain specific 
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will 	f  (.3UULS 	be  neuebs ry 

requirements to 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. 

79 rhaps the key issue in response to the Green Paper 

oubt to some of those considering whether to 

intro 

Green P ggested that one quarter of PRP payments 

might be e  410, I have now decided to double this to 

a half. Thi 1 I mean that for someone on average 

earnings receiving 5 per cent of pay as PRP, the tax 

relief will be equivalent to lp off the basic rate of 

-an 

chemes - is the level of tax relief. 	The 

the importance the Government 

attaches to this major 	itiative. It will take time 

for the cost to the Exc 	uer to build up and its size 

will clearly depend on take t full year costs could 

exceed £100 million by the en of 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 

enterprise, and so help further to 

prospects for employment. I hope that b 

bility and 

then the 

des of 
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industry  will  now  respond  enthusiastically 

 

 to this 

opportunity as we look forward to the 1990s. Full 

details of the tax relief scheme will be published in the 

forthcoming Finance Bill. 

dV;0.AArill4Lotk-e 

-Cf: 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 law 

the right amount of tax collected. I have a 

proposals to make today in this regard. 

82. 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 be 	comparable to those operating 

in other countries. 	:ditfor any foreign withholding 

tax actually paid, or 

received by banks from ove 	lending will be able to 

be offset only against the jporation Tax due on the 

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

will apply from 1 April 1987. 	The effective date for 

existing loans will be 1 April 1988. 

med to be paid, on interest 

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

interest payments by dual resident companies 	effect 
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from 1 April 1987. The proposed change follows on the 
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NJ 

action taken in this area by the United States last year, 

to which I shall return in a momPnt. Trading companieb 

will not be affected. 

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 	's members in the same way as to insurance 

compa 	nd other financial traders. These proposals 

will af 	 tax treatment of Lloyd's Reinsurance to 

Close and 	irst apply to premiums paid for the close 

of the 1985  i  o. 	account at 31 December 1987. The new 

arrangements w . 	b phased in over a three year period. 

Fourth, I propose a change to deal with certain 

cases where there is s 	us delay in paying tax due 

under PAYE and sub- 	ors' deduction schemes. 

Keith 

Committee, I am proposing to 	 uce an interest charge 

where tax is paid late followig a formal assessment. 

This change will take effect from April 1988. 

86. Fifth, it is quite common for paym 	directors 

to be left out of the base for PAYE calc ns. This 

also leads to delay in paying tax. I propo 	remedy 

this by defining more closely what should be 	d in 

Following the approach ecommended by the 
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in existing tax law. 

88. 	I 

scales for 

cent increase 

set the 1988-89 car and car fuel benefit 

with company cars. I propose a 10 per 

the car benefit scale charges. 

bimp, boRum)  
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the base for calculating PAYE. Again, this will meet a 

recommendation of the Keith Committee. 

87. All these measures will help to ensure that the 

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 	their tax bill through accidental features or 

propose no change to the car fuel benefit scales which 

are now also used for VAT purposes. 

89. [I arii glad to be a - o announce now that I propose 

to give statutory ef t to two extra-statutory 

concessions whereby trainin 

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 s more widely 

known.] 

90. Last year I was glad to confirm that 	siness 

Expansion Scheme would continue indefinitely 	 of 

incurred by employers 
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easier for independent film@ 

investment. I believe that t 

les to benefit from BES 

will be widely welcomed 
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its  outstaBnYilriPflicctelPsT QAU-Yila  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. 

92 	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 

should be 

for the preyi 

irst half of the tax year, the investor 

opt for part of the relief to be given 

. This measure, which will apply to 

investments made after 5 April 1987, should make it 

easier for companies to raise BES finance throughout the 

year. 

The second is a re1a1tion of the rules to make it 

in the film industry. 

The Business Expansion Scheme 	one much to 

encourage high risk share ownership. M. 	.rally, the 

Government has given a major boost to wi 	re share 

ownership through action on three fronts: 	 share 
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schemes, privatisation and the introduction of Personal 

Equity Plans. 

95. The growth in employee share schemes since 1979 has 

been remarkable. We started with about 30 schemes. Now 

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

more than li million workers. 

ve already taken steps to amend the "material 

in 	 est for employees and directors in close 

compani 
	

facilitate the adoption of employee share 

schemes in 	companies. 
r" 

I now pro se a further measure to assist employee 

share schemes in special circumstances. 	In future 

employees in a company which is taken over will be able 

to exchange their 

approved scheme for opti 

company. 

share options under an 

er shares in the acquiring 

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

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

1972 	Finance 	Act 	on 	the 	tax 	treatment 	of 

employee-acquired shares. The aim of 	view will be 

to improve and simplify the rules, cons 	with the 

underlying purpose of countering tax avoida e, so as to 

allow 	greater 	flexibility 	and 	encoura 

enterprise. 
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Privatisation  brings many benefits for the economy 

at large, as well as for the industries privatised and 

their consumers. Not the least of these benefits is the 

breakthrough we have been able to make in wider share 

, owner  ship. 

As the House knows, the British Telecom sale in 1984 

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

Ovt 	illion people applied, and around half of them 

had 	 owned shares before. 	Subsequent sales 

consoli 
	

this success, and British Gas proved another 

landmark 	wider share ownership. 	41 million 

application 	Areceived on behalf of 5 million people, 

the largest 	Olien‘ of applications ever received in a 
flotation anywhere in the world. 

the chance to become sh 	ers - sometimes, it must be 

said, against the advice  4f  their trades unions. About 

90 per cent of the employee privatised companies 

floated on the stock market have  become shareholders. 

The success of these policies has been clear for 

some time, but estimates of current 	older 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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[ 	 ] 	 million inaiviaual snarenolders in the 	UK, [and 

confirms 	that shareholder numbers 	have trebled since 

1979]. 

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. Our measures to promote employee 

sh chemes and our plans for further privatisation 

sale  < 	continue to play an important part in this. 

104. The 

major new 

Already over 

1 Equity Scheme announced last year is a 

us to the spread of share ownership. 

have applied to become plan managers, 

including banks, stockbrokers, unit trusts, building 

societies and investment advisers. And there are [ 

PEP holders, including .4 	] people who previously had 

not owned shares direc 

105. PEPs are now successful 
	

unched, and going well. 

In time they, with the other meFures we will have taken, 

will alter the landscape of attitudes to saving, 

investment and share-ownership in Britain. 

106. All the tax proposals I have jus 

concerned in one way or another with .u, s ness and 

enterprise. They continue the thrust of th 	,orms we 

have introduced in successive Budgets. 
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The US tax reform package has been uch commented 

upon and welcomed, for closing tax loop les and removing 

distortinn. Yet on the structure f business taxation 

the US is essentially following 	e approach we adopted 

here in 1984. Otherwise, the 	reform is substantially 

concerned with removing shea Lets which do not exist in 

the UK. 	One except 	to this is the double 

dedu ibility ot inte est by dual resident companies, 

wh 

acti 

measur 

more effec 	tax system. They are part and parcel of 

the cont 

pursui 

The size of any reform is related to the size of the 

problems it tackles. 

be  defensive about the 

reforming the business 

year we have aboli 

rates of most othe remaining<Oirect taxes. 
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have aieady said, we like the US are now 

emedy. With this measure are linked the other 

just announced to produce a fairer and 

ogramme of tax reform which we are 

is no need whatever for us to 

ord on tax reform. Besides 

structure in 1984 and this 

ssary taxes and cut the 
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Savings and investment 

W cftr) 

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 

pesp)l pensions should be broadly in line with the 

arra 	ts applying to retirement annuities. 

110. The 

important 

be able to se 

ltative document also outlined other 

in the pensions field. Employers will 

p'4  simplified occupational schemes with 

minimum red tape. 	There will be much greater 

transferability between different types of pension 

scheme. 

These proposals ha 	been welcomed, and I now 

propose to put them into e6 

These important and innovative reforms will widen 

the pensions choice for millions of working people. They 

will be of particular benefit to the 10 

in this country who do not belong to occ 

schemes. 

ion employees 

1 pension 
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113. I  11,v  R9ELLIWQrw9NLytolgo 
 beyond the proposals 

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. 

11 	is proposal, 	together with those 	in the 

con 	ve document, will make it easier for people to 

take 	pensions with them when they change jobs. 

This wi 	good for labour mobility and for 

independen 	n future people will have more control 

over their p 	n in old age. 

But these improvements can be justified only if they 

are properly used. Som 	ew safeguards are necessary to 

discouraqt exploitati 	particularly by certain very 
0 

highly paid employees. Mroposa1s to deal with abuses 

Or  of this kind - some of wM. 	e to come into effect 

immediately - are described 	a further consultative 
0 

document published today. 

On inheritance tax I propose a su 

in the threshold from £71,000 t 

significant simplification of the struct 

the number of rates of tax from seven 

tial increase 

000 and a 

reducing 

The 

NOT TO BE COPIED 
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effect ill 	be to reduce the num er of estates liable to 

IHT by about a third, and to give worthwhile reductions 

in tax at all levels, particularly on smaller estates. 

117. Last year by abolishing the iniquitous YCapital 

Transfer Tax lifetime charge I exempted outright lifetime 

gifts made more than seven years before the donor's death 

- to encourage lifetime giving. This year, as a further 

en 	gement to lifetime giving, I am extending the 

exe 	o lifetime gifts made for a limited period of 

time. 	also increasing the rate of IHT business 

relief fq9bstantial holdings in unquoted companies, 

while in f inority holdings in USM companies will 

be treated in 	ame way as those in companies with a 

full listing. 	This will concentrate business relief 

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

and forced sales to rai 	cash to pay the tax. 

118. I propose to increa 	the annual exempt amount of 

capital gains from  £6,600. 	I am also 

increasing the amount of capi 	gains relieved from tax 

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

119. In my 1984 Budget I reformed the 

to tax exempt life assurance iss 

societies. I did so because certain soci 

s that apply 

friendly 

d widely 

abused the privileges traditionally en3 	 the 
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friendly society movement. These societies were set up 

purely for commercial reasons, far removed from the 

mutual self-help role which the movement has sponsorpri 

for decades. 

CY 	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 

soci who will be able to operate economically, 

without( tively changing the position of commercial 

societie 
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last year's Budget I announced that I had decided 

ce a duty differential in favour of unleaded 
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machine licences. 
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Taxes on spending 

121. [Introduction setting scene - depends on decision on 

excise duties.] 

(  122. [Excise duties - passage in light of decisions.] 

petrol 
	

fset its higher production costs. I can now 

announce 	the differential will be 5 pence. 	This 

means that 	d petrol should be cheaper at the pump 

than 4 star 1 	d petrol, encouraging the switch to less 

polluting fuel. 	The measure will take effect from 

6 o'clock this evening. 

124. Following changes o 	e regulations for betting 

shops, whose effect has een to tilt the balance of 

advantage towards off-cou etting compared with 

on-course betting, and in th e 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 
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There will be no changes in the rate or coverage of 

Value Added Tax. But I have one change here to announce 

a change which has already been the subject of 

Aextensive  consultation. 

Where businesses are carrying out activities some of 

whic 	re liable to VAT and some of which are not, the 

pre 	ules are over-generous on the amount of input 

tax w 

that th 

revised 	 curb tax avoidance and prevent 

distortion oco3 tition. The proposals could have had 

an unintended mpact on certain sectors and, following 

exchanges with 	those concerned, 	I now propose 

arrangements which will be reasonable in their impact on 

all sectors while 

Exchequer. 

rding the position of the 

Last year I introduced a significant package of 

new tax reliefs to encourage aharitable giving. These 

included the new payroll giving scheme which starts next 

month. As I announced before Christmas, I propose to 

increase the limit on donations und e scheme to 

£120 a year. 

We now have a very generous tax 	 for 

charitable giving, and I know charities will sect 

any further major reliefs on this front this year,V1.nt 

an be deducted. We have already announced 

S on VAT input tax deductions are to be 
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following representations trom 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 ill; to 

specialised equipment used by mountain rescue and first 

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

to installing or adapting lavatory or bathroom 

faci 

[and 

in charity residential homes for the disabled; 

and chemicals supplied to charities and 

directly 	n medical research]. 

130. [I also 	o ose relief from car tax on vehicles 

supplied to Motability for leasing] 

Income tax 

Finally I turn to 	ome tax. 

Lower rates of tax are Fod 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 

bw-e • 	growth. 	Our tax reform strategy ha 	to move as 

quickly as is prudently possible in this 	ion. 
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reduction in have already made a very substantial 

the top rate of income tax, reducing 	it 	from the penal 

level ot 	83 per cent under the previous 	Government 	to 

60 per cent. Since we 	took office 	in 	1979 	we 	have 

abolished the investment income surcharge and brought 

• 

134. Despite 

down thR yasic ratP of tax by 4 percentage points. 
115 1/ r 1.1 	• 

(71-ring the same period we have increased the basic lax 
thre •lds by 22 per cent in real terms taking 

1. 	on people who would otherwise be liable out of 

incom 	altogether. The married man's allowance now 

stands 	highest level in real terms since the war. 

tax reductiøfis top rate taxpayers are 

now paying a larger propo ion of the total than before. 

In 1978-79 the top' 5 per cent of taxpayers were 

contributing 21/ per cent of the total yield of income 

ar that figure has risen to tax, but ..inivihe curr 

27 peri/cent:T 

-2 135:Meanwhi1e I propose f 	6-87 to raise the main 

personal allowances in line wit the statutory indexation 

provisions. 

136. The single person's allowance wil 

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

£3,795. 

fore rise by 

Oy £140 to 

- 41 - 
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137. Similarly the single age allowance will rise by £110 

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

£4,675. 
SY 0.3 

A 138.  The age allowance income limit becomes £9,800. 

139. The blind allowance was last raised in 1981 when it 

wa3 increased by E180 Lo its present level ot £360. For 

19 

allo 

announc 

gro 

am proposing a further fi180 increase in the 

taking it to £540. I am ve eased to 

extra mea_suxe =of help for a deserving 

6A140. Turning t the 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 

making substantial red particularly in their top 

rates. 	But this year 	nd to give priority to a•  

further reduction in the 'asic rate since it is the 

marginal rate for 95 per t of the taxpaying 

populatio9 

141. In my -...Las- Budget speechrI said that I shared the 

aim of my predecessor to reduce the b 

tax to no more than 25 per cent. 

objective. 
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a 
145. The threshold for the 4'& per cent rate will be 

\ 	raised in line with statutory indexation to £17,900 and 

the threshold for the 45 per cent rate wi 1 go up by £200 

[to £20,400]. The thresholds for the 5 	cent, 55 per 

cent and 60 per cent rates will remain 	 1986-87 

levels. 

poiind,---ia-rings_down_marginal_ rates _for_ the overwhelm-ing 

majority_  of ordinary ,t . 	-rs* The cut in the rate will 

be worth over £3 per wet* 	a married man on average 

earnings. 
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142. But reductions in the basic rate are expensive. It 

Al°  would be wrong to move to our goal of a 25 per cent basic 
V-  4' 

rate more quickly than is prudent. 
/7  

12-Th 

143. The revenue cost of all the tax measures I have so 

far announced will be [E million] in 1987-88. I have 

already announced that I am providing a borLowing 

requ ment of [E4 billion ] for 1987-88. Taking account 

of 

reven 

that 	 room for a total tax reduction of some 

[E2 billio 	year]. I am therefore taking 2p off the 

basic rate i 	9-88. 

f this, and on a cautious view of forecast 

expenditure in 1987-88, I am glad to say 

(-144. This reduction to a basic 
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The income tax changes I have announced today will 

il Ut take effect under PAYE on the first pay day after 17 May. 
11\  

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

f course, mean a similar reduction in Advance 

Corporation Tax. 

I also propose to reduce the small companies' rate 

of 	ation tax to 27 per cent in line with the new 

'pas]. 	 This change, together with the reduction in 

income a 	will mean that small companies and the 

unincorpo a 	sector will see a significant fall in 

their tax b This Budget, therefore, gives the best 

possible help 6 small businesses, which are so crucial 

for future growth and employment. 
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es 

comm 

proof 

shifted 

my view it 

control of 

alternative economic policies I would make the 

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

economic policies which are on offer has 

mly still onto those who want change. In 

coincidence that, by concentrating on 

ture and lower tax rates, this 
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Peroration 

The Government has/is now realised/realising the dream of 

Governments for over twenty years: vigorous but steady 

\,/ 	and balanced growth, low inflation, increases in public 

"9-(141-144111Z-) expenditure in priority areas, a change in the 
-2  

c 	unemployment trend and lower tax rates. To those who 

Government has set free the latent spirit of enterprise 

and we are reaping that harvest in higher revenues and a 

buoyant economy. 	Any 	urn to higher spending and 

higher taxes would ri 	th vicious circle of lower 

revenues forcing lower p 	ic spending and we would all 

suffer, the poor perhaps the 
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39. I turn now to my proposals for changes in 

taxation. 

Business and Enterprise 

Corporation Tax  

First, 	taxes 	affecting 	business 	and 

41. 	c4ntral objective /of my reforms in this 

area 	een to remove obstacles to business 

national insurance surcharge and the 

development land tax have gone altogether. 	The 

reformed system of corporation tax came fully into 

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

of tax on compan 	fits has been lower in Britain 

than in any major 
	

dustrial nation, though the 

Americans are now se. 	us. The sharper 

incentive this gives  • I. •  anies to improve their 

performance benefits employees, customers, 

shareholders, and the nation as a whole. 

42. During the transition to  k5,)<‘  ew system, 
companies were given advance notice 	main rate 

helped 

them in their forward planning, and I intd< 	far 

of Corporation Tax for the year ahead. 
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companies will be charged at 

Corporation Tax rate, without ad 

for the indexation which applies to 

appropriate 

t, except 

t-1982 

gains. 

capi 
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as 	sibt-e--, Lo L.oulinue the practice of fixing the 

rate in advance. 

43. Accordingly, I can announce now that the main 

rate of Corporation Tax in 1987-88 will be unchanged 

at 35 per cent. 

Company Capital Gains 

have a further measure of streamlining to 

The present system of taxing companies' 

ns is
A 
 complicated: gains are charged to 

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 

-7 
gains. But(I see much force in the view that, with 

the greatly reduce 	poration Tax rates, there is 

less justification 

tax treatment of comp les' capital gains and their 

0 income from other source 

45. I therefore propose that with effect from 

today, the capital gains of large and small 

corpora  i1  'd X 

is difference between the 
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companies to set payments of Advance Corporation Tax 

against their tax liability on capital gains. This 

remedies a longstanding complaint which has been the 

subject of regular representations. 

47. Together, these measures are expected to yield 

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

1 year. 



 

• ' , 
NOT TO BE COPIED BUDGET SECRET 

BUDGET LIST ONLY 



oil 

Aligka 
yea  gr f ="Ke u s en 

. ndust-ry 	bas 

f 1 wi,ag last year's 

ri 	My Rt Hon Friend the 

Secretary of State for 	y and I have followed 

closely the effects on Noqp Sea producers and their 

suppliers. 	The industry itself is generally 

confident about the longer term prospects, but 

suggested that in 

trough in activity could lead to th 

the capacity, in Scotland and elsewh 

rm-1 1--s 
eer+e4A4y—bamosoleitrime4  in the longer run 

ort-term the 

of some of 

hat will 
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tyr  

,1  

tkd- tAgt ‘tivv4 _ 
rtAr 

reliefs. 	First, 	with 
	

effect 
	

from 

participator may elect to have up to 10 per cent of 

costs of developing new oil fields 

their Petroleum Revenue Tax liabilities in 

ds. Second, I am proposing a new relief 

expenditure on oil extraction that is 

a particular field, and so is not at 

16 ru /1411_ 	iroftv 

411 
54  ARDGKErnUcciitgr  this Ng-kJ, 0  igE rncrw•ID 

BUDGET  LIST  ONLY   
introduced legislation to bring forward the 

repayment of over £300 million of Advance Petroleum 

Revenue Tax. 	hat has already helped many of the 
Sol Al 
emett  companie \with cash flow difficulties. 

Lo 53. I now propose two 	(ie)troleum Revenue Tax 

present allowed for Petroleum Revenue Tax. 

Siu0A2 	MAXWCAff 
54. Together, 	 anges mile4(give a tiaciaber 

measure of help 

tn mselves 

th 
	

ill 

the ne 	 s or  so 

Small Businesses  

55. The growth of the small bus 	sector has 

been one of the most encouraging deve 	s in the 
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Ca)  
on average, were created each week. ‹A 	 Small 

businesses have a vital role to play in the economy, 

0  not least in job creation. The Government has 
introduced a wide range of measures to help this 

sector and to make it easier for small businesses to 

get on with the job of making profits. 

Representations have been made to me from time 

\urie about the difficulties some small businesses 

nce with VAT, both with its impact on their 

cas 	and with the record-keeping required. I 

there 	ithorised Customs and Excise to issue a 

consult . t 	ocument last autumn proposing certain 

changes, which have been broadly welcomed by 

representative bodies and individual businessmen 

alike. 

One of the pro 	als which received a very wide 

•° 
accounting for business ith a turnover of up tLdt  

k-e0v/010-0 
£100,000. 	ndeed, there were many requests for this 

option t be available more widely. 

In the light of this I now 
im(ry 	'11 - 71  

effect from 1 October,icbmpanies 

turnover of up to £250,000 should, 

BUDGET SECRET 
19130AU LICkkjell i 43-8PN4Y19  35, 550 new businesses, 
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chae3icr-6e-a-lale-to-acico-mmt-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. 
VrYIN 	

"`.) 

The proposal is subject to our obtaining the 

0  cessary derogation from the EC Sixth Directive on 
I am applying for this today. 

elp small businesses with the handling of 

VAT, ç.pose an optional system of annual 

accounti 	w ich will mean that businesses with an 

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

payments on account and send only one return a year 

to Customs. This 	ange will come into effect in 

the second half 	iT8 

61. I have two furt anges to propose here. 

(5)  First, the period within w ich businesses must apply 

to be registered for VAT will be extended from ten 

days to thirty days. 

62. Second, the rules for the sp 	VAT schemes 

0  for retailers will be changed to ma th m simpler 

for small and medium-sized businesses. 

BUDGET SECRET 
BUDGET LIST ONLY 

-  NOT TO BE COPIED 



 

e . 
NOT TO BE COPIED BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



Tax avoidance 

Orbf  11,1 ,C4. 

The Government is determined t 

progress in reducing the burden of 

further 

• 	But 
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63.  But therc--are two  latters on which the 

representations have persuaded me it would not be 

right to proceed. I shall not be going ahead with 

the proposal for compulsory deregistration of 

traders below the VAT threshold; nor with the 

withdrawal of the standard method of accounting for VAT 

used by retailers. 

For the coming year, I propose to increase the 

egistration threshold itself to £21,300, the 

Ma 1M 	permitted under existing European Community 

law. 	shall continue to argue vigorously in 

BrusseV flexibility to set a higher limit. 

<47-  
The proposals I have just outlined go further, 

in some respects, than those published in the 

autumn. They wil 	p ease the burden of VAT on 

smaller firms - 	1 w more of their management 

energies to be conc trated on generating profits. 

Some controls, forms an lations are inevitable, 

but we are continuing too prune this bureaucratic 

thicket as much as possible. 
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 ilnust ensure that tax is 

• 
collected fairly and effectively, and that the law 

enables the right amount of tax to be collected. 

have a number of proposals to make today in this 

regard. 

67. The first of these concerns VAT, and has 

already been the subject of extensive consultation. 

ere a business' activities are in part liable to 

and in part [not, the present rules are 

nerous on the amount of input tax which can 

ted, and are being exploited. 	We have 

alLed 	unced that these rules are to be revised 

tax avoidance and prevent distortion 

of competition. 	There will be generous and 

straightforward reliefs for small businesses, and 

administration be kept as simple as is 

consistent 	with 	th 	prevention 	of 	wholly 

unacceptable losses f revenue. The changes will 

come into effect on  f> 	and are estimated to 

prevent a revenue loss 	1987-88 of £300 million. 

68. Second, I propose to take action on dual 

residence, so that dual resid 
	

companies in 

multinational groups will no be able to 

secure two tax reliefs for one and t 	 interest 

payment. 	Trading companies will not 
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take 	effect 	from 

1 April 1987, follows on the action taken in this 
Th /  

dLed by the united States last year.
A. 

Indeed, chi .$) 

is one areaswhere we can follow the United States, 

since the US tax reforms are substantially concerned 

with removing tax shelters which do not exist here. 

69. My third proposal concerns the timing of 

poration tax payments. At present companies 

lished before 1965 may pay their corporation 

o 21 months 

	

is due; 	but companies established since 

I pay their tax after nine months and 
ham- 

societies pay earlier still. 	This 

in the treatment of mpanies no longer 

has any justification; and it is open to an abuse 

which could put e timing of a substantial 

	

proportion of the 	oration tax yield at risk. 

whi 

1965 

some foul 

difference 

after the end of the period for 

70. I propose, there& hat all companies and 

building societies sh 
0 
	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 	regime; 	it 	will 

arrangements for collecting Corpor. 	Tax from 

companies; 	and it will smooth the 	f tax 
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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 

co 

for n 

loans. 

ktictez,n, 

legislation7to ensure that the 

yd' s , Reinsurance to Close is 

treatment of provisions for 

made by insurance companies 

by other 1J 

72. Fifth, I propose 

tax treatment of 

/made consistent] 

outstanding liabilij 

and similar provisi 

d--eyr 
73. I have a number of furth posals, to 

improve the taxation of business an prise. 

BUDGET SECRET I NOT ID BE COPIED 
re  efajOGIWIF LtSer WillAueir. 	There will be a 

transitional period during which the change will be 

phased in. 

71. Fourth, I propose to tackle the present 

over-generous treatment of tax credit relief for 

foreign withholding tax paid on interesL on bank 

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

• 	 • 	 • 1 4#1,,4!, 
fe,ifemAp 

LU 

-frt 
yJ 

09er) 
IsJ i-Avur 

fro- 

traders. 	/These propo!SJwfi1 first apply to 

premiums paid for the 198 Lloyd's account closing 

at 31 December 1987. 
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77. The second measure is a relaxattp : the rules 

to make it easier for independent 	 panies to 

benefit from BES investment. I hope <‘ 	is will 

V1  be widely welcomed in the film industry. 

I BUDGET  SECRET 
eiisUaUsTichJST  ONLY 

74. Lact year I wac glad to confiLm lhat, in view 

of its outstanding success, the Business Expansion 

Scheme would continue in being indefinitely. The 

changes I made to the Scheme in 1986 have improved 

its targetting. More BES money is now going into 

the higher risk ventures for which the Scheme was 

Busi 
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Mgned. 

75• 	scheme is now on a generally satisfactory 

basi . 	I propose two further improvements. 

76. The 	s a measure to deal with the problem 

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

have made representations. 	I propose that, for 

investments made in 	first half of the tax year, 

the investor will 	able to claim part of the 

relief against incom 
	

the previous year. This 

C '-] 

measure, which will app 	. nvestments made after 

5 April 1987, should make 	asier for companies to 

raise BES finance throughout the year. 
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tevta kiks 

82. I pointed then to two considerable 

of arrangements which relate pay to profits. 

ges 
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Nb88I-89  car an car fuel 
, 	b   

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. 

propose no change to the car fuel benefit scales 

which from 6 April will also used for VAT purposes. 

79. Training and retraining are vital to a dynamic, 

ble economy. It is most important that there 

be no disincentive for people who are likely 

ging jobs, which might hold them back from 

train]. " 	acquiring new work skills. At present, 

training 	 kind provided by an employers is 

treated as 
	

taxable benefit. I propose to take it 

out of tax. 

Profit -related pay 

I turn now to pro -related pay. 

 

I suggested last year the possibility of 

introducing changes to the tax system which would 

run with 

break up the rigidity of the pay 

country. 

em in this 

the grain of, and reinforce, efforts to 
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with the firms in which they work. 	Second, they 

make for more flexibility in the face of changing 

market conditions and hence help to make employment 

more stable. 

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

July we published a Green Paper on profit related 

I warmly welcome the discussion and responses 

the document generated. Those firms which 

have profit-related pay schemes generally 

y have worked well. And many other firms 

ng introducing them. 

I have therefore decided that the time is right 

to give a measure of tax relief for employees in 

qualifying profit-rel t d pay schemes. 

This should enc 	e many more firms to bring 

(Initially, at least, 

these schemes will be 	ined to the private 
—; 

sector. Certain conditions will of course ( have to 
-A 

be met before tax relief is available. But firms 

will have as much flexibility as pos le to design 

schemes to suit their particular 

administration will be kept simple. 

and the 
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this major new initiative. Depending on take-up 

ull year cost could well build up to over 

1: ).m lion by the end of the decade. 

BUDGET SECRET NOT TO BE COPIED 
86. 2Y GiFs1uIer I T CVNIAvdi of tax 	relief. The 

Green Paper 	suggested 	that one quarter 	of an 

employee's profit•related pay miyhL yet tax relief. 

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

someone on average earnings receiving 5 per cent of 

their pay as PRP, the tax relief will be equivalent 

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

underlines the importance the Government attaches 

P 	t related pay is not a panarpa. 	Rut T 

believe l be of practical help in tackling 

some of the deep seated problems of the UK economy 

by promoting greater flexibility and enterprise, 

and so help further 	strengthen the prospects for 

employment. 	I h 	hat employees and employers 

alike will now res 	d enthusiastically to this 

opportunity as we look K:E 
	

d to the 1990s. 

Savings and Investment  

I now turn to savings and inv 

First, share ownership. 	This 

given a major boost to wider share owner 	rough 
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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 

0  employees which cover some 11 million workers in 10,000 companies. 

propose a further measure in this area. 

In f t 	,<\  mployees in a company which is taken 

over wil 	e ble to exchange their existing share 

options un er an approved scheme for options over 

shares in the acquiring company. 

I am,  further611P1  tituting a review, with the 

help of outside pr't 	loners, of the effect of 

Section 79 of the 1972 

the tax treatment of 

Act which deals with 

oyee-acquired shares 

outside approved schemes. 	The aim of the review 

will be to suggest how to improve and simplify the 

rules, consistent with the underly ug purpose of 

countering tax avoidance, so as ow greater 

flexibility and encouragement to ent 
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f 93.  p 143 UaGET AA:STAIN:1A   4 i  de range of benefits 

for the economy at large, as well as for the 

industries privatised and for their consumers. Not 

the least of these benefits is the breakthrough we 

have been able to make in wider share ownership. 

As the House knows, the British Telecom sale in 

1984 brought a step-change in the number of 

e-owners. Over 2 million people applied, half 

had never owned shares before. Last year's 

British Gas proved another landmark for 

wide ownership. 41 million applications 

were r d on behalf of 5 million people, the 

largest \>  f 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 Exc nge Survey, expected on 

2 March.] 	‹:\P 
I am particularly) 	that employees have 

seized the chance to 	come shareholders 

sometimes, it must be said, against the advice of 

their trades unions. No fewer than 90 per cent of 

the employees in the privatised com 	es floated on 

the stock market have become share 
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96. Tha au 	 = = 	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 

number in 1979.] 

97. 	u we are not going to stop there. There is a 

great 	of scope, not only for increasing still 

further 	mbcr of people owning shares but also 

for exist shareholders to add to their 

portfolios. Our measures to promote employee share 

schemes and our plans for further privatisation 

sales will continue lay an important part. 

NOT TO BE COPIED 

98. The Personal Equi 	Plans announced in my last 

January 1st and are 

already beginning to show impressive results. 

Already over 165 banks, stockbrokers, unit trusts, 

building societies and investment advisers have 

Budget came into operatilip 

applied to become plan managers an 

being offered a wide range of plans 

Over 2,000 people a day are currentl 

investor is 

ose from. 

g out 

PEPs, and there is evidence that many o 	had 
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not pLeviously 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 shar e-ownership in this 

country.] 

101. In my ast Budget, I promised to bring forward 

proposals for the tax treatment of the new personal 

pensions 	which 
	

are 	to 	be 	introduced 	from 

1 January 1988. 	 rdingly, we published a 

consultative docume1a November. 
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103. Al3U<DGETdt.48:11 0 NtYt iear'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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112.1-Turning to the apital taxes I propose to 

increase the annual exe ount of capital gains 

from £6,300 to £6 1 600J To 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 ‹it4ich raises 

over El billion - falls disproportion 	ly on those 

with relatively small estates, many of w 	nsist 

[- BUDGET LIST ONLY
SECRE  BUDGET 	138   NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



• 

115. 
imago  

0 	hel  • •11 - ' 	 Bu 	I propose to go further by 
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entirely of the family house. I therefore propose a 

substantial increase in the threshold from £71,000 

to £90,000 and a simplification of the rates 

structure. The effect will be to reduce the number 

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

give worthwhile reductions at all levels, 

particularly for smaller estates. 

Last year I removed a widely resented obstacle 

etime giving by exempting outright gifts 

bet 	ndividuals made more than 7 years before 

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

propose (;\ 	end the exemption on similar terms to 

4Pgifts invo ing settled property in which there is 

an interest in possession, though this will not 

apply to discretionary trusts. 

increasing business rel 	or shares in unquoted 

companies. 	The rate ofOrelief for substantial 

minority holdings in such companies will be 

increased from 30 per cent to 50 per cent. 	To 

reflect the progress of the un 

market, in future all holdings in US 

be treated like those with a full 

securities 

anies will 

These 1 

changes will concentrate relief on asset ,S 	h do 

not readily provide funds to pay the tax 

could only do so at the risk of damagi 

business. 

ich 
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terminally ill; to drugs and chemic 

charities and directly used in medical 

plied to 

; to 

• 
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Taxes on spending   

I turn now to taxes on spending. 

I have no changes to announce in the rate or 

coverage of Value Added Tax, except for some further 

reliefs for charities. 

have a very generous tax regime for 

le giving, following the package of new 

introduced last year, and in particular 

iving scheme which starts next month. 

As I ari.  d before Christmas, I propose to 

increase the limit on donations under the scheme to 

£120 a year. 

119. I know chariL will not expect any major 

t following representations 

Reform Group, I have 

decided to extend the VA 	eliefs introduced last 

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 

BUDGET SECRETar=r  NOT TO BE COPIED 
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changes this year. 

from the Charities VAT 
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good Junald 	 by d charity for relief of 

distress; and to specialised location and 

identification equipment used by mountain rescue 

and first aid services. 

On excise duties, I announced last year that I 

had decided to introduce a duty differential in 

favour of unleaded petrol, to offset its higher 

duction costs. 	I can now announce that the 

ential will be 5 pence. 	This means that 

un ad petrol should be no dearer at the pump than 

4 st d petrol. The measure will take effect 

from 6 4 k this evening. 

The gaming machine licence duty has not been 

changed since 1982, and I propose to increase it by 

about a quarter, 	will restore it to its 1982 

value. I propose 	h ge in the level of duty on 

off-course betting, 4 re the reforms introduced by 

my Rt Hon Friend the H 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 	th duty on 

on-course betting from 29 March. 
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122.  Taken Loyelher,  1.11se measures are broadly 

revenue-neutral. 

146-4114- 14. 
123.(I  propose to increase the rates of vehicle 

excise duty on farmers' lorries, to bring them into 

line with the use they make of the public roads. 

This change will take effect from midnight tonight. 

I also propose to increase the rates of duty on 

de licences and to create a new taxation class 

ecovery vehicles. 	These changes will take 

rom 1 January 1988. 

124. 	 on exrise dutico to be dratLed later.] 

124a. 	I have no further changes to propose in the 

excise duties. 
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Income Tax   

Finally I turn to income tax. 

Lower rates of tax are good for incentives and 

a stimulus to enterprise. 	The best chance of 

increased prosperity for all will come when Britain 

is placed firmly in the league of countries with low 

ation and high growth. Our tax reform strategy 

een to move as quickly as is prudently possible 

direction. 

127. already made a very substantial 

reducLiot n le top rate of income tax, reducing it 

from the enal level of 83 per cent under the 

previous Government to 60 per cent. We have 

abolished the investment income surcharge and 

brought the basic f tax down from 33 per cent 

to 29 per cent. T4 /zOin tax thresholds are now 

42: 22 per cent higher i re 1 terms than in 1979, 

419  
0  

altogether. 	The married) man's allowance will 

therefore remain at its highest level in real terms 

since the war. 

taking 1.4 million pe out of income tax 

128. We now need to carry this 

further. 
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age allowance, £4,84 

1 be £3,070 and the married 

ound 400,000 single people 
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I propose for 1987-88 to raise the main 

personal allowances in line with the statutory 

indexation provisions. 

The single person's allowance will therefore 

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

allowance by £140 to £3,795. 

The single age allowance will rise by £110 to 

4?‹ 

£4 

Ind the married age allowance by £170 to 

132. I p po , however, to give an extra increase 

,:'-' in the age 	lowance 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 

and married couples 	11 benefit from this new 

provision and the extra 	-ase in the allowance 

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

altogether. 

133. The blind person's allowance 	 raised in 

1981 when it was increased by £180 
	

present 

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

further £180 increase, to £540. 

[-
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of a 25 per cent basic 

take a further useful 

this year. But I can 

p towards it. 	I am 
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ifkUID: 	I-69. MAN  late  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. Bu....liave deci-eleel—t4tertqa 

thresholds for the 50 per cent, 55 per cent and 

60 per cent rates will remain at  their  1986 - 87 

levels. 

n my Budget speech last year, I reaffirmed the 

out by my predecessor in 1979, to reduce the 

of income tax to no more than 25 per 

remains my objective. 

But reductions in the basic rate are expensive. 

It costs well over El billion to reduce the rate by 

one percentage point 	Given the overriding need for 

prudence on publi 	rowing - on which I am not 

prepared to comprom i>s7/  - I cannot achieve the goal 

therefore cutting 2 pence off the basic rate for 

1987-88. 

This reduction to a rate ok P nce in the 

pound 	brings 	down marginal 
	

the 

overwhelming majority of taxpayers. 	ill be 

134 
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rate 

the props 

oration tax to 27 per cent. CFollowing 

I announced earlier, this rate will 
C\ 

war 
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married man on average 

  

earnings. 

The income tax changes I have announced today 

will take effect under PAYE on the first pay day 

after 17 May. 

The basic rate reduction will, of course, mean 

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

I h 	ided also to reduce the small companies' 

also apply to small companies' capital gains, which 

are currently taxed at 30 per  ent ij  The changes to 

income tax and c poration tax will mean a 

significant fall the tax burden on small ^ 
companies and the un'1r6rporated sector. This gives 

the best possible inc 	to small businesses, 

which are so crucial 

employment. 

future growth and 

141. The total cost of the income 	changes will 

be some £21 billion in 1987-88. T 	all cost of 

all the measures I have announced to 	be just 

over £2 billion. 	This is consist 	'th my 
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GDP. I have accordingly set the PSBR for 1987-88 at 

£4 billion. 
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Peroration 

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

resilient economy, entering its seventh year of 

steady growth. Inflation remains low; the number 

of people in work continues to rise; and 

unemployment is now on a downward trend. 

this Budget, I have been able to reduce 

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

NOT TO BE COPIED 

furt 

public 

but spen 

uction in income tax; in the next year, 

g will fall as a proportion of GDP, 

priority areas will increase. 

144. To succeed on all these fronts together is a 

goal that has elud successive Governments for 

decades. 

This achievement  0 	direct result of the 

prudent economic policie 	sued since 1979. 

This Budget carries forward those policies. I 

commend it to the House. 
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Mr Cropper 
Mr Ross Goobey 
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a revised draft of the tax 

ached schedule, to prepare a first new version 4°  

quick comments from one-another and copy 

`My 
Rw, 

PROM: 
 DATE: m   

istn;t1AV, 
VC, 

 t c4A,04eet 4L947.v 

F1,0 

BUDGET SPEECH: REDRAFT 2G,2_ 

en asked to prepare 

t speech, and we have agreed initially to split 

2. 	I have to put it a 1 	ther once more, on Friday, so I would be 

grateful for comments by close tomorrow. 
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Tax avoidance   

Thc Government is determined Lo make further. 

progress in reducing the burden of taxation. But 

hand in hand with this we must ensure that tax is 

collected fairly and effectively, and that the law 

enables the right amount of tax to be collected. I 

e a number of proposals to make today in this 

first of these concerns VAT, and has 

alrea 

Where ,.\b 

the subject of extensive consultation. 
otejr,e,2 	wca"iti  

ss 6-1 in part liable to VAT and in 

part not, the present rules are over-generous on the 

amount of input tax which can be deducted, and are 

being exploited. have already announced that 

these rules are 	e revised so as to curb tax 

avoidance and pre4
>

te' distortion of competition. 

im.le reliefs for small 

businesses, and admini tion will be kept as 

simple as is consistent with the prevention of 

wholly unacceptable revenue loss:-  The changes will 

estimated to 

a 
prevent revenue loss in 1987-88 o3jimillion. 

There will be generous 

come into effect on 1 April, and 
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Second, I propose to take action on dual 

residency, so that dual resident groups of companies 

will no no longer be able to secure a tax deduction 

twice for the same interest payment. Thi change, 
dr/1 

which will take effect from 1 April 1987, / follows on 

the action taken in this area by the United States 

last year. Indeed, it is the only US tax avoidance 

asure which we can follow in this country, since 

US tax reforms are substantially concerned with 

g tax shelters which do not exist here. 

hird proposal concerns the timing of 

corporadn ax payments. 	At present companies 

establish 	before 1965 may pay their corporation 

tax up to 21 months after the end of the period for 

which it is due; 	but companies established since 

1965 must Iall ir tax within nine months. 

treatment of companies no 
604-1  

longer has any justif 	t .  and it is open to an 

abuse 	 ,Y 	4147 of a substantial 
c"0-4 

proportion of the corporatibn tax yield 
	

sk. 

5. 	I propose, therefore, that all companies and 

This difference \ tin-pt 

building societies should be 

Corporation Tax nine months after 

accounting period 'Jan which the tax 
v4 	6e f-to  , 	, 	 et- 

will ---be—mer-e—equit-alal-e- between compan1 

-t 	pay 

d of the 

This 
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Lloyd's members in the same way as to insurance 

companies and other financial traders. These 

proposals will affect the tax treatmpnt nf Lloyd's 

Reinsurance to Close and will first apply to 

premiums paid for the close of the 1985 Lloyd's 

account at 31 December 1987. The new arrangements 

will be phased in over a three year period. 

have a number of further proposals, to 

the taxation of business and enterprise. 

ear I was glad to confirm that, in view 

of its u s nding success, the Business Expansion 

Scheme wo d continue in being indefinitely. The 

changes I made to the Scheme in 1986 have improved 

its targetting. More BES money is now going into 

r. 

the higher risk 

 r 

 11;
) 

es for which the Scheme was 

The scheme is now generally satisfactory 

basis. But 1to improve it still further, I propose 

two Ehange./J4  L1r1"7"--__ 

T e first is a measure to deaP 	the problem 

of end year bunching, about which 	 of people 

have made representations. 	I propo 	, for 

ear, 

designed. 

investments made in the first half of th 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED • 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



[ 

 BUDGET SECRET  I  NOT TO BE COPIED 
BUDGET LIST ONLY   

th  investor  show.°  be able to opt for part of the 

relief to be given for the previous year. This 

MedSUL e l  which will apply to investments made after 

5 April 1987, should make it easier for companies to 

raise BES finance throughout the year. 

1444'44  
12. The second is a relaxation of the rules to make 

it easier for independent film companies to benefit 

BES investment. I believe_that this will be 

welcomed in the film industry. 
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Introduction 

1. 	The setting for the Budget this year is more 

favourable than it has been for many years. We are 

entering our seventh year of steady growth, once 

again at the top of the international league table. 
1.„00,.. 1 Lit 

growth has been combined with low inflation. And  me 

the public 

finances are sound and strong. 

These are the fruits of the Government's 

determination to hold to our policies ot sound money 

and free markets. I gladly reaffirm these policies 

today. They provide the only sure basis for more 

jobs and lasting, productive, jobs. 

I shall begin by reviewing the economic 

background to the Budget. I shall then deal 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 out the details of my proposals, 

will be available from the Vote Office as soon as I 

have sat down. 

this steady 



owth has been combined with low inflation. And we 

entering one more year 

an s are sound and strong. 

in which the public 
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Introduction 

The setting for the Budget this year is more 

favourable than it has been for many years. We are 

entering our seventh year of steady growth, once 

again at the top of the international league table. 
T 	, 

We are entering/our:fourth year in which this steady 

are the fruits of the GovernmenL's 

determin 	to hold to our policies of sound money 

and free markets. I gladly reaffirm these policies 

today. They provide the only sure basis for more 

jobs and lasting, ductive, jobs. 

3. 	I shall begi 	by reviewing the economic 

background to the Bud I shall then deal with 

monetary policy and wit 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, 	mber of press 

releases, filling out the details 	i proposals, 

will be available from the Vote Off]. 	soon as I 

have sat down. 
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Economic Background 

w-04 7 
The past year has been dominated by the sudden 

collapse 	of 	oil 	prices. 	Inevitably, 	the 

difficulties the world economy experienced in 

adjusting to the sharp fall in oil prices has 

influenced our economic performance. During the 

mer there were worries that the "pause" in 
f;6 

ity was r*:,1 precursor of a longer period of 
ion although I explained at the time why it 

to be short lived. Helped by .'1;:ei P4#1-.  
E u-r-ftk 

A 
benefi 	prudent fiscal and monetary policies - 

performance of the economy - thosei worries have now 

and thep \ressive strengthening of the supply 
-/ 	,t4.46,  sifter 

been set aside and the economy has developed broadly 

as I set out a year 

In 1986 as a 	ole output has grown by a 

further 21 per cent orC 	his compares well with 

other industrialised co 	ries and continues the 

steady economic growth we have experienced since 

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

3 per cent a year; one of the lon e 	and steadiest 

periods of expansion since the 	 nd it has 

coincided with falling inflation. Fo 	ast four 

cent. years inflation has averaged less than 
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Th:  s 	1:1Q Uplr  Ti NcloYb   lation. For 1986 as a 

whole inflation averaged 3.4 per cent  -  the lowest 

annual figure since 1967. 

6. 	Last year our growth performance was achieved 

against a difficult world background. Demand in the 

industrial economies grew rapidly but the oil 

producers and other developing economies cut back 

0  eir imports more than expected. As a result the trialised countries experienced weak export 

t--,---'ib n in the early months of 1986. 

orts initially reflected this weakness 
C\ 

but haNi 	\in strongly since the middle of the 

year. 	Over the last three months the volume of 

visible exports, excluding oil, was almost 10 per 

cent higher than 	year earlier - a performance 

stronger than in 	other major economy. 	It has 

been reflected in UT performance of manufacturing 
(A/4v-r 

industry; output grew<1. 	y in the second half of 

1986 having been weak i 	he early months of this 

year 

The steady growth performanc 	the economy as 

a whole has contributed to a 	 fall in 

unemployment, although the level is 	much too 

more high. Since August unemployment has 

NOT TO BE COPIED 
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thEn  BlYiNgT  itt5TOLNksX  ,ix-monthly fall since 
1973. 	Adult unemployment, long-term unemployment 

and youth unemployment are all lower than a year 

ago. And since the early months of last year we 

have seen a further surge in productivity, 

particularly in manufacturing industry. This builds 

on the good productivity performance achieved by 

British industry since 1981. In the six years priorj 

1979 UK productivity growth in manufacturing was, 

per cent, the lowest of all the Summit Seven 

es. In the seven years since 1979 our annual 

rat 	rowth of output per head in manufacturing 

indus 	been higher than any other member of 

that groW.ip 

9. 	The current account of the balance of payments 

showed a small d 
	

t in 1986. 	This follows a 

cumulative curre 	count surplus of'£21)billion 

since 1979 which en 	ed the UK to build up a stock 

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

stock second only to 	at of Japan. 	Some 

deterioration in our current account is not 

surprising in the face of £5 billion loss on oil 

trade and the weaker than expecte 	wth of some of 

our important markets. But the 	 ce of this 

should not be exaggerated. 	The 	nge rate 

adjustment that followed the fall in 	ces is 
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good year. 	Buildin 

during the second hal 

continued strong growth o 

1986 	expect to see 

ports; output and 

E3UDGETSEORETNOT TO E3E CC)PIED 
al  egta DOUR 41:1S-Tne  NtsY  iImProved  non-oil trade 

eAryt—rio erA ok..) 
performance and the UK's large stock of net overseas 

assets will provide a lasting contribution to the 

current account in the future. 

a,Our 
10. Looking ahead, I expect 1987 to beia_.)year of 

steady, balanced growth with continued low 

inflation. /Domestic demand is expected to continue 

grow rapidly and combined with vigorous export 

th should mean another year of 3 per cent 
PrJ  
The composition of domestic demand growth /, 

is 	to be more balanced than last year)  when 

growt 	onsumers' expenditure was given a boost 

by the\3.13 	oil price and the fall in commodity 

prices. 	Next7 7-71'1A/ .;ar consumer spending is likely to 

,-- show slower growth but industrial surveys point to 

stronger growth of investment. 

11. The manufactuip2ector in particular faces a 

improved performance 

productivity. 

12. And with 31 per cent grow 	the non-oil 

economy in prospect there is hance of 

unemployment continuing to fall thro j.4l987 at 

	 -5 
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t her  	DEWTi t IS* ON Ott  ,onths. In last year's 

Budget I said that employment prospects depended on 

a sustained improvement in the performance of 

business and industry. That sustained impfuvement 

in economic performance has occurred and is 

continuing. 

13. As anticipated in the Autumn Statement 

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

by the middle of the year, but should then fall 

4 per cent by the end of the year. Since 

, I Election most of the short-term swings in 

<NIN RPI have mirrored changes in the 
mortgagei est rate. For example the monthly low 

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

coincided with falling mortgage rates; the monthly 

high of 7 per cent in 1985 reflected a rising 

mortgage rate. 	 ttern expected this year is 

largely the result c4; 	tgage rate increases at the 

the 

prices last summer. 

14. The recent and prospective 	rformance in 

inflation is in historical terms 	one and one 

that we can point to with some satis 	i..  But it 

is higher than in most other majo 	strial 
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important objective of countries and it remains an 

the Government to keep inflation on an unambiguously 

downward underlying trend. 

The growth of the UK's main overseas markets 

should be somewhat stronger in 1987 than in 1986. 

There are, however, risks that the outturn could be 

less favourable. 	It is possible that dpvploping 

ntries and oil producers could import less from 

developed economies than we now expect. 	We 

e sure that protection will be held at bay. 

• toes in foreign exchange markets could lead 

to re 4"1\ that dampen demand and output in the 

major ecc,‘..mies. 

It was for that reason that Ministers and 
14,4 Abu 	' bt^t,„ 

Central Bank G 	ors, CMeet . nT in Paris on 
b 	

- 

ed 	that 	in 	current 

represented there agreedoto co-operate closely to 

foster stability of exchange rates around current 

levels. The Plaza agreement 18 months ago succeeded 

And 

21-22 February, 
A  G 

circumstances a pe 	d of stability would now be 

desirable. 	ccording "4 	UK and other countries 

a 

ressures that 

tes. This 

breathing 

rate 

in reducing dangerous protectio 

were building up in the Unite 

subsequent agreement is designed to 

space for the benefits of past 
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ime as our surplus on oil account has been 
-1 -7  

is likely to be a modest current 

t of [E21]billion in 1987; 	around 
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ad ustment3 to show through on trade balances. At 

the same time it will give the United States, 

Germany and Japan du opportunity to reinforce the 

policies already in place to improve the balance in 

their economies between domestic and external 

demand. 

17. On the assumption that overseas markets 

more quickly in 1987 than in 1986,th prospect /,‘"-je 

r continued strong growth of UK exports. But 

be 	non-oil imports have been growing rapidly at 

2 per cent of GDP. 

18. To summarise 	ritish industry now has an 

outstanding oppo 	ity with growing, markets at 

home 	and 	oversea 	low inflation, 	improved 

profitability and rapra owing productivity. If 

industry is able to con ol its costs and protect 

its competitive advantage we can look forward to 

many more years of strong growth combined with low 

inflation. 
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Economic Background   

\}•frkkii. eV 
/ / 

4. 	IlLit4A-43414d-t--yee 	 dominated by the sudden 
41,-12 

collapse 	of foil 	price„ 	Inevitably, 	the 

difficulties the world economy experienced in 

41" 	 Ifrer741 . 
adjusting to  t.he—sha 	 has 

cAfluenced our economic pPrforma During the 

th the 
4 

pause" in there were worries 
utirt, 	 /7) 

precursor o a longer period of 

stagnation although I expl ined at the time why it 

was likely to be short lived. Helped by the 

benefits of prudent fiscal and monetary policies - 

and the progressi strengthening of the supply 

performance of t e economy - those worries have now 

been set asid and the economy has developed broadly 

summer 

as I set year a o 

5. 	In 1986 as a whole output  ha-o---gqsamt-  by  AP 

f.kibe,r 21 per cent or so. This compares well with 

other industrialised countries  afrd —een.tizules  the 

ic  g-Eowth—we have eItp6-fle-418a since 

have now had 6 years of growth at around 

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

periods of expansion since the war. 	And it has 
4_.,  -C- 1,--L-S 

'e-r 
oincided with falling inflation. ,Ect_n_the_past  141=. 

o5:3At-Aj- 	"" s-jt--- ,t   
--y-esA.E4elirfil-ation  --has  ) averaged less than 5 per cent. 

-___ 
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Over the last three months the volume of 

visible exports, excluding oil, was almost 10 per 

cent higher than a year earlier 	--p--611O;mance 

stenA4er  than in any other major economy. 
r-1 	vrt.N 	4-01-1 

Eee reflected in the 

14%31\ 

8. 

has 

unemployment, although the 

<st7  igh. Since August unemployment has fallen by more 

contributed to a we 
h %AA— 

6:4  olj- 	
ttko 

ome fall in 

-For 1986  aer-qa 
SA-  

ouga-e  inflation averaged  Sir  'per cent - the lowest 

t— E.4) 

6. 	Last year our grow 	performance was achieved 

against a difficult wo ld background. Demand in the 

industrial economi s grew rapidly but the oil 

producers and o developing economies cut back 

their imports m re than expected. As a result the 

industrialise countries experienced weak export 

demand in t early months of 1986. 

1 
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lower than a year 

months of last year we 

have seen a further surge in productivity, 

in 

loss 

=t1;"\  kets -.1 But the 	 //of this 
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eterioration 

trader 

our important m 

in 

current 

of /E5 billion 
( vo 

our 

the face 

CA•i,  

rate of growth of output 

industry has been 

in manufacturing er hea 

than 100,000, the largest six-monthly fall since 

1973. 	 ong-term unemployment 0.4.4 

particularly in manufac uring industry. 
8Y14-01- 

on 	 productivity pe.r-te-rmance 
Ij 

industry &in -Ca-1981. 	n the  Mu 

UK productivity growth 
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In the seven years 
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9. 	The current account of the balance of payments 
t   
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should not be exaggerated. 	The exchange rate 

adjustment that followed the fall in oil prices is 
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continuing to fall throughout  1987.4it 
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Looking ahead, I expect 1987 to be  •  year of 

steady, 	balanced growth 

inflation. 	omestic 

to grow rapidly and 

growth. The composition of do stic demand growt 

is likely to be more bal ced than last year when 

growth of consumers',4Xpendi ure was given a boost 

by the lower oWprice an he fall in commodity 
r/-  

r' 
prices. N7e(Xt year consumer spending is likely to 

7 

ower growth but industrial surveys point to 

ronger growth of investment. 

The manufacturing sector in particular  Segows  a 

good year. 

with continued low 

demand is expected to cont' 

combined with vigoro)1 export 

growth should mean 	 øf 3 per cent an ther year 

show 

init,ehdr 

4e,efii/ continued,/6trong growth 

prodj.tivity. 

I expect to see 

of exports, output and 

nti4 retAf. 
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12.  „mmrth  3 per cent growth in the non-oil 

economy in prospect there is every chance of 
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.__Lhe_x..at,=e:rt--i-rt—ttre  past 6 months. In last year's 

Budge7I  said that employment prospects depended on 

a sustained improvement in the performance of 

business and industry. That snstainPd improvement 

in economic performance has occurred and is 

continuing. 

J.; 

As 	 ed  (  in the Autumn Statement, 

inflation may edge up for a time, 	 to 5 per 

cent by the middle of the year, 

back to 4 per cent by the end of the year. 

--the—last- Election mtit-t----&-f the short-term s i.ds in 

the monthly RPI have mirrored cha 	Ln the 

mortgage interest rate. For ex pie t,1Ie mont y lo 

of 3.7 per cent in 198 

high 
	

per cent in 1985 

15 
pa 

largely the result of mort age rate increases at the 

end of last year douplecy ith the effect on the 

12-month comparison of he temporary dip in petrol 

prices last summer. 

The re en 	and prospec ive performance in 

inflation i in historical 	ms a good one and one 

that we c 	point to with some satisfaction. But it 

and 

2/15

.4  "er cent 

coincided with 	ing mortgag e 

reflected a 

rates; the monthly 

rising 

is 

higher than in most other major 	trial 

in 1986 

InAct  



the Governmen(/to 

countries and it 
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downward underlying trend. 

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

should be somewhat stronger in 1987 than in 1986 t  

-'here aLe 1-1Juwew-e4;., risks that the outturn could be 
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less favourable. 	It is possible that developing 

countries and oil producers could import less from 

the developed economies than we now expect. We 

cannot be sure that protection will be held at bay. 

And problems in foreign exchange markets could lead 

to reactions that dampen demand and output in the 

major economies. 4Z-tzta6L y iZ 11^4-4-0 A44 
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16. It was for that reason that Ministers and 

Central 13 -_nk Governors, meeting in Paris on 

21-2 February, 	agreed 	that 	in 	current 

circumstances a period of stability would now be 

desirable. Accordingly, the UK and other countries 

represented there agreed to co-operate closely to 

foster stability of exchange rates around current 

levels. The Plaza agreement 18 months ago succeeded 

in reducing dangerous protectionist pressures that 

were building up in the United States. This 

subsequent agreement is designed to give a breathing 

space for the benefits of past exchange rate 



adjustments to show through on trade balances. At 

the same time it will give the United States, 

Germany and Japan an opportunity to reinforce the 

policies already in place to improve the balance in 

their economies between domestic and external 

demand. 

(---\ 

17. On the assumption that overseas markets will 
, 

grow more quickly in 1987 than in 1986, the prospect 

1 is for continued strong growt,11 of UK exports. But f' 
because non-oil imports ha v been growing rapidly at 

\\  the  same time as our sy lus on oil account has been 

reduced there is/  ikely to be a modest current 

account defici of [EiDbillion in 1987; around 

A 2 per cent GDP. 
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18. To sumnarise, British industry now has an 

----outstanding opportunity with growing markets at 
klito-w,a 	6a■ e41- 	 _ 

home and overseas, low---Inflation, 	improved 
?no., .61pAmi._ade**4142-  b., A 

industry is able to control its costs and protect 

its competitive advantage we can look forward to 

many more years of strong growth combined with low 

inflation. 
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For its part the Government will continue to pursue sound and 

ent financial management. The framework for that policy will 

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

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

per o 	years and ultimately to achieve price stability. 

2. 	The MTFS has provided a durable framework in which monetary 

policy has been pursued with steady persistence and a clear sense 

of direction 	t has proved adaptable to changing circumstances 

4 / 
 
both at ho e 	d beyond our shores. Above all it has proved a 

rjA4  success. We 	uild on this success. 
4 

s will be set so as to maintain the gradual 

over the medium term. In the short run 

but it is the medilim term trend which 

over the past seven years shows that 

this policy will deliver a combination of low inflation and steady 

growth. 

The achievement of a de 	ing path for money GDP growth 

orted by low public sector 

flationary monetary policies 

h up to 1991 for growth of 

Short-term interest rates remain Ae essential instrument of 

monetary policy. Changes in interest rates are made in response 

to changes in monetary conditions. In turn monetary conditions 

are assessed in the light of movements in narrow d broad money, 

and the behaviour of other financial indicator  1 	iarticu1ar the 
exchange rate. There is no mechanical formula 	king these 

factors into account; a balance must be struck. 

/ 3. 	Monetary con 

reduction in money 

there will be fluctu 

is important. 	Experie 

requires firm monetary policies 

borrowing. Our commitment to  an,10i 

is demonstrated by the declining p 

money supply as measured by MO. 

ill be 6. 	For narrow money the target range for 198 

276 per cent - exactly as indicated in last year's MTFS. 
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. 	There is no target for broad money this year. Rapid changes 

financial markets associated with wholly desirable 

itutional changes have affected monetary indicators throughout 
A toll"(  6 world. The interpretation of particular monetary conditions 

IN. 	 . 

riltai2,s  .001A0441-‘;` h 	ome very difficult. In the United States, Ml has been put 

f,A‘ 	te or . ly into cold storage. In this country rapid E.M3 growth 

has 	roved consistent with monetary conditions which have 
:1617. 	t • 

demonstrably brought about lower inflation. It 	is too uncertain a 

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

the Governor 	f the Bank of England in his Loughborough speech. 

We shall 

assessing mo 

reliable guide 

ue to gmake judgements about broad money in 

conditions. But I have selected a more 

e monetary target. 

8. 	The exchange 	. 11 continue to play a significant part in 

moAetary 	condition 	thus in decisions about short-term 

interest rates. The agreement by the 6 major industrial 

nations to reduce exist g imbalances and co-operate to foster the 

stability of exchange rates will reduce uncertainty. It is 

entirely consistent with our medium-term objectives and has been 

widely welcomed. 	
/r<(). 
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19. In 	I presented to the House the first Red 

Book of the newly elected onservative Government. 

EIt followed the attempt of the previous Government 
----- -----,- to guide the economy without the least sense of N

/)

monetary strategy. Fifteen Budget packages of one 

sort or another in the five years up tn 1979 had 

inflation at 12 per cent and rising. 	The 

y was demoralised and falling steadily behind 

ou 	etitors. 

IYh words of my Rt Hon Irtiend the then 

Chancello 	he 1979 Budget marked a "new 

beginning". 	Since then the financial picture has 

been transformed. 	With it has come a growing 

confidence in Br 	and a transformation of our 

standing in the w oday. It has transformed, 

too, the approach o ritish management and indeed 

the whole British pe  •  the future. New 

energies have been released. And the key which has 

unlocked them has been the stable framework 

enshrined in the medium term strategy. 

This has provided a durable 	 in which 

monetary policy has been pursue 	wi 	steady 

persistence and a clear sense of direct 	t has 

44A-9;7 
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proved adaptable to changing circumstances both at 

home and beyond our shores. Above all it hAs proved 

a success. 

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

Book shows. 

01-& 	bYLM AL114  
Monetary conditions will be set to/continue the) 

ual reduction in money GDP over the medium term 

bringing 	about 	further 	reductions 	in 

This is demonstrated by the declining 

he money supply as measured by MO in the 
NI 0 c>1 

1991 and
i 

he target rangel forp  1987-88 

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

last year's MTFSiza4 66- todA /tPi btkieLOMA)/r 4  PW 
sko, a s4r,e4 cl..e,t,,,,e . 

24. The exchan.- % e will ,continue to play a 

significant part part •  <> 	etary conditions and thus in 

in 

growt 

period 

interest rates. 	[The 

recent agreement by the 	ajor industrial nations 

to reduce existing imbalances and co-operate to 

foster the stability of exchange rates will reduce 

uncertainty. It is entirely con tent with our 

medium term objectives and has bee welcomed.] 

25. In assessing monetary conditi 

continue to consider a wide range of 

-  10   
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ab  uL LL= melly oaptay.  4 	ere is no target for 
r 

broad money this year. Rapid changes in financial 

markets 	associated 	with 	wholly 	desirable 

institutional changes have 	affected monetary 

indicators throughout the world. he 

interpretation of particular monetary measures has 

become very difficult. In the United States, Ml has 

temporarily lost its target status. In this country 

d £M3 growth has proved consistent with monetary 

tions which have demonstrably brought about 

o er nflat ion. It is too uncertain a measure to 

use 	arget purposes, as was explained by the 

Govern 	the Bank of England in his Loughborough 

lecture. 	all continue to make judgements about 

broad money in assessing monetary conditions. But I 

have selected the more reliable guide, MO, for the 

monetary target. 
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• 
Public borrowing  

26. A crucial part of the new beginning in 1979 was 

the need to reduce the burden of financing the 

public sector so as to leave room for industry and 

commerce to prosper. Here we h 

successful. The PSBR in 1978-79 

GDP and rising. By contrast the 

will be around 11 per cent of GDP 

en completely 

a er cent of 

1986-87 

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

it there for the medium term. 

have been a number of contributory 

this success. Much the most important fact 
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iin 1987-88, — 

of a PSBR 

successive year and falling. 

expect to achieve my u1timat2jobjective 

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

PSBR 	of 	51 per 	cent 	of 	GDP. 	During 	our 	first 

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

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

achieve my 	ultimate objective of a PSBR at around 

has bee\* control of public expenditure which has 

been falling as a proportion of/iotal expenditure in 
L.fa' e 

the economy! since 1982. But the cumulative effects 

of the steady inc ease in output and prosperity 

since 1981 have 

more profitable th 

against the backgrou 

Activity is booming in 

een important. Companies are 

have been in living memory 

ollo reformed tax structure. 

financial markets helped 

by the reduction in stamp duty last year. And the 

population as a whole has achieved new levels of 

prosperity. 

28. With continuing prudent polio 

reason whi_(these favourable developme 

continue. This year they have enabled 

ere is no 

uld, not 

live 
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thro 	PUT LISAANLY.ii  revenues - andachieved 

a lower borrowing requirement than we set at this 

time last year. In the future they hold out the 

inviting prospect of both low public borrowing and 

lower taxes. 

29. Combined with sound monetary policy in the 

MTFS, they offer the basis for the further creation 

wealth and as much insurance as is possible in an 

tam n world from the economic shocks which beset 

6!!itime  to time. 
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• 
PUBLIC SECTOR BORROWING 

• 
An important component of the succs of the MTFS has been 

the reduction in the level of public sector borrowing. 

Last year the Budget arithmetic was domina ed by the sudden 

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

billion in 1985-86 to an estimated E4 1/2 bil 	1986-87. I 

introduced a cautious Budget which nevertheless 1 	some room 
tIc 4  

to reduce taxes. The PSBR was expected to be aroun 	7 	Ilion in 

the current financial year. 

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

this year will, for the second year in succession, be lo r than 
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the•dget  estimatAL4M3AVIALCUNIAat  this ear's PSBR will 
be £5 billion, or about 1 1/4 per cent of GDP. 	If privatisation 

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

ny year since 1969-70. 

ttalL 
with our proj 	ions. 	It is Lhe COnSequence of higher than 

mvow.Ac 	expected e 	ve tax rates for a given level of economic 
61 AO FA. 

activity. 

last year, this successful outcome is due to two factors.  y) 

Fit2blic  expenditure kas been held within the planning total  ( 

and continues to fall as a proportion of ------GDP-.---Th-u—s-66-End factor 

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

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

kt \b4  
This means 

is about one guar e 

have been two marke 

PSBR from 5 1/4 p 

second step brought it 

1985-86. 

Last year's MTFS indicated 

There is a sensible presumptio 

figure. 	But given the outturn 

revenues projected for next year 

faster progress towards the desire 

not sure whether it is intended to 

later]. 

PSBR this year, as a proportion of GDP, 

the level we inherited in 1978-79. There 

downwards. The first step brought the 

to around 3 per cent in 1981-82. The 

own from 3 per cent to  (1  1/4 per cent in 

9 s,)—, 
PSBR for 1987-88 of £7 billion. 

I stick to the pre-announced 

his year and the buoyancy of 

ave decided to aim to make 

evel for the PSBR. [I am 

n the figure here or 

15. North Sea revenues are forecast at about E5 billion, the same 

nty surrounding 

year that oil 

from the 

level as in 1986-87. In the light of the uncert • 

oil prices I have stuck to the assumption mad 

prices will average $15 dollars a barrel. The 

privatisation programme are expected to be £5 b 

in the Autumn Statement. n as set out 

16. This is a cautious and prudent policy. 	Unfort 

will not allow room for the substantial reduction in t 

i t 

to 
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h this Government attarhps such 	importance. 	That 	is 

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

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

th our management of the public finances. 

Cewc,  
taxation. It is a measure of the soundness of our policies that 4"14-4, 

f44,,,v01; at the same time we shall be able to maintain public borrowing at 

unequivocall levels despite the sizeable additions we have 

made to the jAof  public expenditure, and despite the slashing 

of our oil rev 

17. Even so I will be able to annnunce some rcductions in 
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• 
PUBLIC SECTOR BORROWING 

• 410 
An important component of the success of the MTFS has been 

the reduction in the level of public sector borrowing. 

Last year the Budget arithmetic was dominated by the sudden 

collapse of our oil revenues, which have fallen from Ell 1/2 

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

introduced a cautious Budget which nevertheless left me some room 

to reduce taxes. The PSBR was expected to be around £7 billion in 

the current financial year. 

In spite of lower oil revenues it now appears that the PSBR 

this year will, for the second year in succession, be lower than 

2 



t41,Budget estimate. We now estimate that this year's PSBR will 

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

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

in any year since 1969-70. 

f 	ofv44042i 
N 12. As last year, t-11-6 	. __..-  is due to two factors. 0. 

First, public expenditure has been held within the planning total 

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

has been a marked surge in non-oil revenues. 	This is not the 
rAT4AA.1,44.t 	-lic 

result of a short-lived(bool t-14a-e-ce-n4=3"-- ---i-a-1--1.ne 
1 wt4-.011r_p/odecti 	bt: is the consequence of higher than ie. . 

expected effective tax rates for a given level of economic 

activity. 

13. This means that the PSBR this year, as a proportion of GDP, 

is about one quarter of the level we inherited in 1978-79. There 

have been two marked steps downwards. The first step brought the 

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

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

1985-86. 

14. Last year's MTFS incY_cated a PSBR for 1987-88 of £7 billion. 

There is a sensible, presumption that I stick to the pre-announced 

figure. But given the outturn for this year and the buoyancy of 

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

faster progress towards the desired low level for the PSBR, 41 am 

. • "" 	1 
4.4.6 

r-st.yr 	pum.e.t,/ /At- 	pc$2_ g e ,4-(44,44 

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

level as in 1986-87. In the light of the uncertainty surrounding 

oil prices I have stuck to the assumption made last year that oil 

prices will average $15 dollars a barrel. The proceeds from the 

privatisation programme are expected to be £5 billion, as set out 

in the Autumn Statement. 

This is a cautious and prudent policy. 	Unfortunately, it 

will not allow room for the substantial reduction in taxation to 

3 



which this Government attaches such 	importance. 	That 	is 

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

for the past eight years, to take no risks with inflaLion, and no 

risks with our management of the public finances. 

17. Even so I will be able to announce some reductions in 

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

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

unequivocally low levels despite the sizeable additions we have 

made to the level of public expenditure, and despite the slashing 

of our oil revenues. 

• 

4 
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Despite the tax cuts I made last year, I now 

estimate that for 1986-87 non-oil taxes have risen 

by 12 per cent, or by 5 per cent more than 

money GDP. The buoyancy of revenue has not been due 

Lo Laxes on personal incomes or spending; they are 

up by 9 per cent and 10 per cent respectively. The 

large increases have been due to corporation tax 

which is up by a third, and stamp duty and capital 

taxes which are up by a quarter. For similar 

reasons, if I were to make no changes to taxation 

this year, I estimate that non-oil taxes would again 

rise faster than money GDP; in other words, the 

non-oil tax burden would rise again. Because we 

have made plans for a further reduction in the share 

of public expenditure in the economy, a rise in the 

tax burden is unnecessary. 



taken action to proot 	mpetition, incentives, 

and freer markets and to press ahead with 

implemented to encoL 	e enterprise, efficiency and 

flexibility. From thedoing the Government has 

mC 1  

30. The economy is now performing as well as that 

of any developed nazion, in marked contrast to the 

record of the 1970 	That improvement could not 

have occurred the policies we have 

deregulation and privatisation. These measures are 

now bearing fruit and we see the proof of this in 

the renewed success of Brit 	r1dustry in < 
international markets. nO1  
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fiscal and monetary policies set in a clear 

medium-term framework. Over the past 7 year there 

has been a vigorous debate in this country about the 

conduct of fiscal and monetary policies in 

particular whether it was possible to have a 

sustained recovery of output without a fiscal 

stimulus. The post-war neo-Keynesian approach was 

try to stimulate economic performance by 

nsionary fiscal policy and accommodating 

policy whenever there was any sign of 

growth. In practice it failed to provide 

short-term gains to output and merely 

term trouble; rising inflation and a 

succession of financial crises. We turned our back 

on that approach. 

31 
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.  E344 1DUrai-ASTra'  e benefits of prudent 

we 

othe 

spelled 

Instead we directed monetary and fiscal 

policy towards st8uly reducing inflation and 

providing a stable environment within 

which a reinvigorated Will could perform. 

Our critics have constantly changed their 

ground as events have confound 	their gloomy 

predictions. 	Initially they sal 	ould not be 

possible to reduce inflation 	 incomes 

policy. They then said inflation wa 	falling 
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because  we were in a self-perpetuating downward 

spiral which meant the PSBR would get bigger rather 

than smaller. Then we had the question "where will 

the growth come from?" And the suggestion that it 

was impossible to have steady growth consistent with 

a falling budget deficit. When it became clear that 

thceconomywasgrowing,we were warned that it was a 
9 

flash in the pan and would peter out. Year after 

we were told that although growth this year 

be better than expected next year it would 

wn. 	And that if we did have sustained 

rec 	nflation would roar ahead again. I could 

go on. 

34. But what has been the outcome? 	Sustained 

growth at near to 3 per cent a year for about 

6 years against 

from 161 per cent 

over the past 18 mo 

35. More recently the iloature of the debate has 

changed and it has been suggested we are in danger 

of overheating which finally will bring the recovery 

to an end. 	Again this demon 

understanding of why this upswing(  

character from other upswings; and w 

based. 

es a lack of 

ifferent in 

S so well 
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	is not just a matter 36. 

of chance. 	It reflects the soundness of the 

recovery; improved industrial performance; 	an 

absence of artificial fiscal stimulus; an absence 

of speculative build-up of stocks by industry; and 

an absence of inflationary pressure based on easy 

monetary conditions. Above all because the recovery 

has been at a comfortable pace it has not shown the 

0t

ains and stresses that once were so familiar. 

have eschewed active demand management in 

expectations 	of 	short-term 

we have been prepared to take 

difficu1 > aton with interest rates when it was 

necessary to maintain sound monetary conditions; 

and we have made steady progress in bringing the 

PSBR down as a per 	age of GDP. Excluding asset 

sales the PSBR is 

any year since 1969- 

38. The debate about mone ary and fiscal policy is 

surely now over. Given the historically low budget 

deficits of the past two years there can be no 

clearer proof than the enthusiasm 	which those 

who accused us of starving the econ 	demand now 

accuse us of generating excess 	 and of 

changing the conduct of policy. They 	wrong 

then; they are wrong now. 

BUDGET SECREE6  - NOT TO BE COPIED 
BUDGET LIST ONLY 

resp 

fluctu 

ower percentage of GDP than 



• 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



Please could I have any comments as soon 

he Economic 

ssible. 

Please note that there has been no fourth draft o 

Section. 

further 

411/14H 

MR-‹, 	iakz-/  —e, 
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.1 (,rEconomic  Secretary 
6 el:,  01%.  Minister of State 

6 	,ilFi5-5-ncia1  Secretary (9 	cc  Chle_f  Secretary 

7- 	Sir G Littler 
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DATE:  A1 March 1987 

FROM: A 	7LLAN 

Sir T Burns   Sir P Middleton 

Mr F E R Butler 
Mr Wilcon 
Mr Cassell 
Mr Monck 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Miss O'Mara 

.Miss Sinclair 
Miss Evans 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Mr Battishill - IR )  Mr Isaac - IR 
dor si

Mr Painter - IR 
Mr Beighton - IR 

15 	
Mr McManus - IR 
Sir Angus Fraser - C&E 
Mr Knox - C&E 
Mr Wilmot t - C&E 
Mr Bone - C&E 

BUDGET STATEMENT: FIF DRAFT 

I attach the fifth draft of the Budget StaPement. 

This is the complete speech, with only the peroration to come. 

(csPr .  
A C S ALLAN 
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blic finances are sound and strong, and 

is falling. 

A2. The 	e lhe fruits of the Government's 

une 

ropose some 

ve still 
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A. INTRODUCTION 

Al. The setting for this year's Budget is more 

favourable than it has been for very many years. We 

are entering our seventh successive year of steady 

growth, at the top of the international league 

Qr .11/47  growth has been combined with low inflation. 

determination, in bad times as well as good, to hold 

firmly to our policies of sound money and free 

1. We are entering the fifth year in which this 

markets. Once again, reaffirm those policies. 

 

So the Budget  I0 	ent today is a Budget built 

on success, and a Bud success. 

I shall begin, as 	ual, by reviewing the 

economic background to the Budget. 	I shall then 

turn to monetary policy and to the 	scal prospect 

this year and next. Finally, 

changes in taxation designed 

further the prospects that lie before 	number 

of press releases, filling out the deta 	f my 

proposals, will be available from the Vote 	as 

soon as I have sat down. 
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B. THE ECONOMIC BACKGROUND 

Bl. 1 start with the economic background. 

B2. Nineteen eighty-six was dominated by the 

sudden collapse of the oil price. Our own economy 

was affected not only directly, as a major oil 

ucer and exporter, but also by the pause in 

growth as the world economy adjusted to what 

has 

this 

develop 

ago. 

described as the third oil shock. Despite 

°cation, however, the economy has 

Kjnost respects as I foreshadowed a year 

B3. In 1986 as a whole output grew by a further 

21 per cent or so 	ich compares well with the 

66) 

4kblAkt,  

itt  

cor., 	A) 1110s, 

fULII■ 

(A.0 41i (IN) 

0 (t) ItkAwkv 

Hp„ 

RA IMP s o\AA' c 

cv et, av 
Kbv-00(-4., 

 
v- 

M . 

experience of oMék Andustrialised countries. 

Indeed, we have now 	joyed the longest period of 

steady growth, at a 	proaching 3 per cent, 

that the UK economy has kn2wn since the War. Ihrief 

•loft  has coincided with falling inflation, which at 

31 per cent in 1986 recorded the lowest figure for 

almost 20 years. Over the 1 e of this 

han 5 per 

cent. 

B4. During the first half of last year exp re  

Parliament, inflation has averaged 

affected by the pause in world growth to w 

‘E/A ftv,) 	vac; 	e--s Tiro\ 
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haveMPegjeRIV":12-NR ince the middle of the 

year have grown strongly. 	Indeed, over the 

last three months the volume of non oil visible 

exports was almost 10 per cent higher than a year 

earlier - a better performance than that of any 

other major economy. This pattern was reflected in 

the rapid growth of manufacturing output in the 

second half of last year. 

his resurgence of economic growth, coupled 

wi 	special measures we have taken, has brought 

abou 	come fall in the number of people out of 

work. 	9August unemployment has fallen by more 

than 100 	the largest six-monthly fall since 

1973. Though the numbers out of work are still far 

too high, both youth unemployment and long-term 

unemployment are 

ago. 

ower than they were a year 

B6. I announced a nu f specific employment 

measures in my last Budge  <5,  and since then, my Rt 

Hon and Noble Friend the Secretar of ate for 

Employment h 	extended the Restart programme for 

tarting next 

month, all those who have been une1,  for more 

than six months will be offered Rest 	terviews 

twice a year, to give them individual 	e and 

help. 	There will also be more place 	the 

successful Enterprise Allowance Scheme, 

0.4.160146-  

the long-term unemployed . 
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WU,  
on a scale o other country 

tch. But the best hope of all for the 

d lies in the continuing vigour of the 

NOT TO BE COPIED 

unemployed people to set up their own businesses. 

Again, the number of Jobclubs is to be quadrupled, 

wiLh room for 150,000 people a year. And once fully 

under way, the new Job Training Scheme will give a 

quarter of a million others, most of them young 

people, work experience and vocational training. 

 

Together with the Youth Training Scheme's...0~e 

     

\> 
Sincdearly months of last year, there has 

been a further surge in manufacturing productivity. 

This continues the remarkable improvement in 

productivity grow hieved by British industry 

throughout the 198 

the 1970s, growth in 	nufacturing productivity in 

the UK was the lowest 	all the seven major 

industrial countries in the world. 	During the 

1980s, our annual rate of growth of output per head 

in manufacturing has been the highest of all the 

seven major industrial countries. 

nce of 

ound 

account surplus of some £20 billion between 194d 

the 1960s, and again in 

The recorded current account of t 

payments went into deficit in 1986 

El billion. This followed a cumulative 

[
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1985. Some deterioration in our current account was 

inevitable in the face of a £5 billion loss of 

earnings on oil trade virtually overnight. But the 

significance of this should not be exaggerated. The 

exchange rate adjustment that followed the fall in 

the oil price is already contributing to an improved 

non-oil trade performance. And earnings from the 

net overseas assets we have 

red since 1979, which at well over £100 billion 

ond only to that of Japan, will provide a 

support to the current account in the 

years a 

C\ 

B9. Looki 	ahead, I expect 1987 to be another year 

of steady, balanced growth with low inflation. 

Total output is forecast to rise by 3 per cent, with 

exports and inves up rather more than that. 

Manufacturing indus yyin particular, should do 

well. And with the n -oil economy set to grow at 

31 per cent, there is eve ospect of unemployment 

continuing to fall throughoibt 1987. In last year's 

Budget Speech I said that the outlook for jobs 

depended on a sustained improvement in the 

performance of business and Y- That 

massive stock of 

con 

sustained improvement in economic 

occurred and is continuing. 

B10. Despite the strong growth in exports, 

inevitably take time for the full effect o the 
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exclanye  Ldte adtastment  to work through. 	The 

current account is thus likely to remain in deficit 

this year, by some £21 billion, atuund half ot 

one per cent of GDP. 

NOT TO BE COPIED 

Bll. As I foreshadowed in the Autumn Statement, 

inflation may continue to edge up for a time, 

perhaps to a little over 41 per cent by the Summer, 

O■tIlipore  falling back to 4 per cent by the end of the 
While short-term fluctuations are 

in ca 	le, it remains the Government's prime 

obje 	to keep inflation on an unambiguously 

downwar 	rlying trend. 

Given the continuation of present policies in 

this country, the biggest risk to the excellent 

prospect I have o 	d is that of a downturn in 

the world economy 	whole. 	There are still 

serious 	imbalances 	afflicting 	the 	three 

major economies - the states on the one hand 

and Japan and Germany on te other - which, if not 

handled properly, could lead to a simultaneous 

downturn in all three. And this in turn could be 

exacerbated by renewed turmoil 

exchange markets, whose tendency t 

notorious as it is damaging. 

the foreign 

oot is as 

It was to address these dangers 

Finance Ministers and Central Bank Governo 
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six major nations met in Paris last month, and 

t is what we have now done, with Plaza II. But 

ld be idle to deny that the wider risks still 

must be 

agreed among other things to co-operate closely in 

fosleLing a period of exchange rate stability. In 

my Budget Speech last year, I said: 

"Provided we are not over-ambitious, I believe 

that the Plaza accord is something we can 

usefully build on." 

B14. 	 t of a world downturn, which can and 

ed, British industry now has an 

outstanding opportunity, with growing markets at 

home and overseas, low inflation, rapidly growing 

productivity and g tly improved profitability. 

Provided it can c 

present competitive vantage, and assuming the 

its costs and maintain its 

continuation of preset 

forward to many more year 

with low inflation. 

icies, we can look 

strong growth combined 
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C. MONETARY POLICY 

Cl. For its part, the Government will keep in place 

a sound and prudent financial framework. That 

means, as it has done since 1980, the medium-term 

financial strategy. 

The central objective of the MTFS is steadily 

duce the growth of money GDP over the medium 

as to squeeze inflation out of the system 

tely to achieve price stability. 

Thi 	ires monetary discipline buttressed 

by low public sector borrowing. 	The essential 

instrument of monetary policy must remain short term 

interest rates. Th e will continue to be set in 

the light of m conditions as indicated 

principally by the giwth of narrow and broad money 

and the behaviour of tl-f ange rate. 

For narrow money, MO, the target range for next 

year will be 2 to 6 per cent, as foreshadowed in 

last year's MTFS. For broad money 	ever, as the 

Governor of the Bank of England c 	argued in 

and 

his Loughborough lecture last Octob 

circumstances it is probably wiser 

explicit target altogether. But broad 

current 

ew an 

ill 

continue to be taken into account in as es 
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monetary conditions, as of course will the exchange 

rate. 

C5. In my Lombard Association speech last April, I 

set out at considerable length precisely how in 

practice monetary policy is operated. While I note 

that in some quarters this was felt to be unclear or 

pa,some other way unsatisfactory, I am struck by the 

that Mr Paul Volcker, Chairman of the United 

Federal Reserve Board, in his written 

to the Senate last month, explained how 

75 !rates monetary policy in remarkably 

S imilar 
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illion, equivalent to 11 per cent of GDP, the 

level since 1970-71. In my Budget last year, 

th a massive loss of what now looks like 

£7 b 

decide 

or 14 pe 

of North Sea o 	revenue, I nonetheless 

ld the PSBR for 1986-87, to £7 billion, 

f GDP. 
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D. PUBLIC SECTOR BORROWING 

Dl. I mentioned a moment. ago the need to keep 

public sector borrowing low. 

D2. The final outturn 	or the public sentor 
4.0V 

borrowing requirementl 	1985-A6 was just under 

D3. In the event, t is year's PSBR looks like 

turning out at onl 	billion, or  41  per cent 
4 

of GDP: 	the secotJtIccessive year of significant 
7 

undershoot. 

D4. This 	successful 	tcome 	is 	chiefly <> 
attributable to the remarkable buoyancy of non-oil 

tax revenues. And this in turn is due not to some 

short-term surge in con;umeir s.eng, but in 
ON$i •ki,,nv 

particular to an increase o no les 	third in 
\ 

the yield of Corporation Tax from a 	asingly 

profitable business and industry. 
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D7. Indeed, I believ it is 

Since its inception in 1 

40. 

merely 

what I judge to appropriate 

destination: 	a PSAF of 1 per ,cent 
I mI 	K sr-t 1 -4,44-  vf . 

_koiet 4 Wi+ro evw; 
fiscal prudence thatolft0  been recorde 

L' 
two occasions since the War. 

only 
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Looking ahead, there is still a degree of 

uncertainty surrounding oil prices, and I have 

therefore stuck to the assumption I made last year 

that the North Sea price will average $15 a barrel. 

But it is clear that the increased flow of non-oil 

tax revenues, coupled with the prospective further 

growth of the economy in excess of the growth of 

public expenditure, puts the public finances in An 

tionally strong position. 

 

indic 	PSBR for 1987-88 of £7 billion, or 

11 per 	 GDP; and, as the House will recall, 

I gave ar2surance at the time of the Autumn 

Statement, when I announced a £41 billion increase 

in planned public spending in 1987-88, that on no 

account would I 

tend to keep it that way. Last year's MTFS 

that figure. 

a steadily declining path 
V4E- 

a percentage of GDP. 

right to go below it. 

he MTFS has indicated 

the PSBR exciwsed as 
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D8. Accoc rug 7, I have deLided to provide for a 

PSBR in 1987-88 of £4 billion. 

D9. Inevitably, this greatly diminishes the scope 

I have this year for reducing the burden of 

taxation, which of course remains a major objective 

of Government policy. But I am sure it is right to 

err on the side of prudence and caution, and to 

lp a still firmer base for the future. That is 

inciple on which both I and my predecessor 

hav 

past 

it now. 

sistently conducted economic policy these 

ears, and I see no reason to depart from 

010. Meanwhile, 	I 	would 	make 	one 	further 

observation, of a different nature. 	Economic 

sufficient evidence. the 1980s have been 

different; 	and, as a 6esult, one critically 

important economic argument has now been concluded, 

finally and decisively. 

Dll. Throughout our period of offi 

have consistently maintained not only 	at 	fiscal 

stimulus would produce real economic g 

that without an expansionary fiscal 

sustained growth was impossible. They were w 

but 
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and -Itertre—treen—p-rrrrecl—wrang-;--The  British economy is 

now embarking on its seve th successi 
WA 0,4)Nt4-Cer etAkfri   

A steady growth, at 	 3 per cent a year. And 

during that time the PSBR, even if privatisation 

proceeds are added back, has been deliberately and 

steadily reduced from a shade under 6 per cent 

ot GDP to a little over 2 per cent. Tndeed, had T 

or my predecessor at any time heeded the advice of 

so-called expansionist critics, the British 

y would never have been in the unprecedentedly 

le position it is in today. 

e year of 

BUDGET SECRET I NOT TO BE COPIED 
BUDGET LIST ONLY I 



 

• 
NOT TO BE COPIED  . • BUDGET SECRET 

BUDGET LIST ONLY 

 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



B\JPV1 SEcKe7 

X. EXCHANGE CONTROL 

Before I turn to my proposals for changes in 

taxation, I have one other important change of a 

specific nature to announce. 

In 1979, a few months 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 71 years, proved wholly beneficial to the 

British economy; and I am glad to note that other 

European countries are now moving in the same 

direction. 

But although the operation of exchange control 

has ceased, the Exchange Control Act itself remains 

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

likely to persist a nagging fear that, in certain 

circumstances, exchange control might be reimposed; 

and such uncertainty could be damaging. 

I have therefore concluded that the time has 

come to repeal the Act. The necessary legislation 

will be contained in this year's Finance Bill. 



c c2. c 

41/ 	 Xc. I note that, in what was clearly intended to be 

a major speech in New York in September, the 

Deputy-Leader of the Lahniir 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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E. BUSINESS AND ENTERPRISE 

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

business. 

• 

E2. The fundamental reform of the Corporation Tax 

system which I introduced in 1984 came fully into 

tect last April. The new system has undoubtedly 

d the quality of business investment 

S in Britain, and is also encouraging more 

over ompanies to set up here. 

\> E3. Durin transition to the new system, 

companies were given advance notice of the main rate 

of Corporation Tax for the year ahead. This helped 

them in their forwar lanning, and I intend as far 

as possible to cony e the practice of setting the 

rate in advance. AcçIrdingly, I can announce now 

ation Tax in 1987-88 

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

other major industrial nation, though the United 

States is now set to emulate us. 

that the main rate of 

E4. The low rate of Corporation 

introduced a further simplificati 

system. 

les me to 

the 
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E5. At present, while companies' capital gains are 

liAhle to CorporaLion Tax, the amount of such gains 

is first adjusted by a certain fraction so that the 

effective rate of tax is the same as that on capital 

gains made by individuals. This dates back to the 

time when the two rates of tax were far apart. 

This is no longer the case: 	indeed, the 

tion Tax rate for small companies is now 

bel 	Capital Gains Tax rate. 

I 	te$eeore propose 	that, 	from today, 

companies' capital gains be charged at the 

appropriate 	Corporation 	Tax 	rate, 	without 

adjustment, save for the indexation which applies to 

all post-1982 gai 

It has, however, een argued that it is wrong 

that, where companies d 	ute capital gains as 

dividends, the gains are taxed twice, once in the 

hands of the company and once in the hands of the 

shareholder. 	I believe there is some justice in 

this complaint. Accordingly, I p 	o remedy it 

by allowing companies to set payme 	Advance 

Corporation Tax against their liabili 	tax on 

capital gains. 

E9. Taken together, these changes should 	1 

£60 million in 1988-89. 
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E10. I also have some further simplification and 

rationalisation of the Corporation Tax system to 

anno unce. 

Ell. At present, some companies established before 

1965 do not have to pay their Corporation Tax until 

up to 21 months after the end of the period for 

it is due, whereAq companico established since 

(have  to pay their tax after 9 months - and some 

societies have to pay sooner still. 

difference E12. 

jnstifi 

could put 

in treatment cannot be 

reoveL, it is open to an abuse which 

timing of a substantial proportion of 

the total Corporation Tax yield at risk. 

E13. I therefore 	se that all companies and 

building societies sVo 	be treated the same way, 

with all liable to p 	ration Tax nine months 

after the end of the acc 	g period on which the 

tax is due. 	The change 141.1 be phased in, but I 

would expect it to yield around £100 million in 

1988-89. 

E14. I also propose to legislate now 

for a new method of collecting Corpora 

be known as Pay and File. At present, man 

e the way 

ax, to 

any 

accounts are not received in time to agree 

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

the Inland Revenue and an appeal from the company. 

Under Pay and File companies will estimAte their tax 

liabilities themselves, and pay on the normal due 

date. Tax liabilities will be finalised once 

companies submit their returns and accounts. Where 

it turns out that the initial payment was too low, 

company will pay interest to the Revenue; where 

nitial payment was too high, the Revenue will 

rest to the company. (75  
E15. 	ew approach was set out in last 

C\ December" 	consultative 	document 	on 	the 
7>\ 

recommendaclOn-s in the Keith Committee Report, and 

was generally welcomed by the business community and 

their tax advisers. 

As this change 	rt of a wider programme of 

streamlining 	tax 	 on, 	including 	major 

developments in the Revenue's computer 

systems, it will not come iao force until the early 

1990s. But by legislating now I am giving taxpayers 

and their advisers a firm basis on wjch to prepare 

for the new scheme. 

While business and industry as a w 	doing 

well, the North Sea oil sector has inevit 	een 

hard hit by last year's oil price collapse. 

Hon Friend the Secretary of State for Energy nd I 
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to have up to 10 per<)0 

certain new fields 

Revenue Tax liabilities 

particular 
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have followed closely the effects on North Sea 

producers and their suppliers. The industry itself 

is generally confident about the longer-term 

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

it inherently price-sensitive, but the companies 

themselves have repeatedly stressed their desire 

for stability. 

However, in the light of the immediate 

I introduced last autumn legislation to 

ward the repayment of over £300 million of 

Advanc 

helped  anyc\  of the smaller and medium sized 

companies aced with cash flow difficulties. 

E19. I now propose two further Petroleum Revenue Tax 

br 

oleum Revenue Tax. 	This has already 

today companies may elect 

of the costs of developing 

ainst their Petroleum 

xisting fields, until 

such time as the income ofqhose new fields exceeds 

the costs incurred. Second, there will be a new 

relief against PRT for spending on re earch into UK 

oil extraction that is not related 

field. 

E20. I hope that these carefully targeted 	ges 

will give a worthwhile measure of help to 

Sea oil sector. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

• 
NOT TO BE COPIED  . 

0 

BUDGET SECRET 
BUDGET LIST ONLY 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



• 

k.,  

I BUDGET SECRET 
	

NOT TO BE COPIED 
 BUDGET LIST ONLY   

E2 . I have to set the 1988-89 car and car fuel 

benefit scales for those with company cars. The car 

scalp nharges still fall well shoLt of the true 

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

increase them by 10 per cent. There will be no 

change in the car fuel scales which, as already 

announced, will also be used for VAT purposes from 

6 April. 

ast year I put the Business Expansion Scheme 

on 	ermanent footing. 

Gill 

havo 	that the present rules 

produce end-year bunching of BES investments, and 

hence crowd out  4 	projects and lead to bad 

ropose therefore to permit 

the investor to claim rt of the relief against his 

s will make it easier 

for companies to raise BE S finance throughout the 

year. 

E23. Training and retraining are v 	a flexible 

and competitive economy. 	Some e 	 may be 

willing to help with the retraining o çwotkers who 
wish to move on to a different job. AtK 	t if 

employers 	finance 	training 	unrelated 1 kan 

employee's existing 	job, 	the employee 

decisions on other 

previous year's income. 
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generally be liable to tax on the cost. I propose 

to exempt from tax the cost of training in this kind 

ot case, to encourage more companies to help 

employees to acquire new skills for new jobs. 

E24. The past few years have seen a remarkable and 

most welcome growth in the number of small 

messes and the self-employed. The nnvprnmeht 

one a great deal to lighten the burdens on this 

important sector of the economy. But I am 

that problems remain, not least in the 

E25. Accordingly, I asked Customs and Excise to 

issue 	a 	consultative 	document 	last 	autumn 

canvassing a number o changes. In the light of the 

responses to that 

make. 

<> 0E26. Perhaps the biggest  0  lem faced by the small 

businessman today is the trade customer who is late 

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

becomes due before the bill has b id. I can do 

nothing about late payment; but 
 e11b‘ 

I hope, do 

1‘0 
E27. My 	first 	and 	most 	important 

therefore, is that, as from 1 October, b 

whose annual turnover is under Ei million, hich 

something about the VAT problem. 

BUDGET SECRET 
BUDGET LIST ONO( 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED • 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

means more than half of all traders registered for 

VAT, will be able to choose to account for VAT on 

the basis of cash paid and received. In other 

words, they will have no liability to pay VAT until 

they themselves have received the money from their 

customers. In addition to easing the cash flow 

problems caused by late payers, this system will of 

rse provide automatic VAT relief for bad debts. 

have to warn the House, however, that I 

cann 

obtain 

Communit 

ally introduce this change without first 

derogation 	from 	the 	European 

th VAT Directive. I am applying for 

the necessary derogation today. The House will note 

that the upper limit of Ei million is considerably 

greater than the 100,000 suggested in the 

consultative docum 

E29. Second, I propose  <i these businesses the 

option of accounting for 	T on an annual basis. 

Instead of making quarterly returns, they would make 

regular payments on account, and then file a single 

return at the end of the year. 

offers considerable streamlining, 

next year. 

ption, which 

available 

E30. Third, the period within which busine 

apply to be registered for VAT will be extend 

ten to thirty days. 

u st 
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to the rules for Fourth, 	there will be changes 

the 	special 	VAT 	schemes 	for 	retailers, and 	more 

small 	And 	mAdinm-sizpd 	hnsinesses will be able to 

make use of the simpler schemes. 

E32. I believe that the changes I have outlined, and 

in particular the option to move to cash accounting, 

y1,11 be widely welcomed by the small business 

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

million in 1988-89. 

tion, I propose to increase the VAT 

thresho 	e\£21,300, to keep it at the maximum 

permitted rler existing European Community law. 

In the light ot the responses to the 

consultative docurj I shall not be going ahead 

either with the with awl of the so-called standard 

method by which retàlers calculate their gross 

takings 	for 	VAT, 	otith 	the 	compulsory 

deregistration of traders Klow the VAT threshold. 

I have one further measure to help the small 

businessman, unrelated to VAT. 	 propose to 

increase the limit for Capital Gain 	etirement 

relief by 25 per cent, from £100,000 o 	5,000. 

As usual, the annual Capital Gains Tax ex - !  ;'ount 

will be increased, in line with sry 

indexation, to £6,600. 
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E36. An essential element in any ongoing programme 

of tax reduction and reform must always be the 

elimination of unintended or unjustified tax breaks)  

which cause rates of tax geneidlly to be higher than 

they need to be. Accordingly, I have five proposals 

to make today to this end. 

E37. The first concerns VAT, and has already been 

subject of extensive consultation. The House 

aware that a business that provides a 

ser&icW that is exempt from VAT cannot in turn 

deduc 	t tax on its purchases. But where the 

activit 	 business are in part liable to VAT 

and in 	rt exempt, the existing rules are 

excessively generous as to the amount of input tax 

that can be deducted; and this generosity is being 

exploited on a 

therefore be chang d the changes, which I 

announced to the House ast December, will come into 

effect on 1 April. will be special 

arrangements to deal with he prOblem of brewers' 
-11•0 

tied houses. I am also taki,ng the/opportunity  it 
a  Itzes. 

number* 

yield from this c 

effect is a measure of the potential 

will 	be 	some £300 million 	in l91T 	and 

£400 million in 1988-89. 

scale. 	The rules must 

.41;re—ncare--rtri-es  to exclude 
E ore 

businesses from 

"ggialgreiggit.  The 

provision, 

which in 

loss, 

of small 
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E38.---Sucurth7—r—T=TmmT- 73--Uhange  the law so that 

companies in multinational groups which enjoy dual 

residence will no longer be able to secure tax 

relief twice on one and the same interest payment. 

Genuine trading companies will not be affected. 

This change, which will take effect on 1 April, 

follows the similar action recpntly taken by the 

United States. The change will yield £125 million 
c7N, 

988-89. 

gene 

withhol 

future, ba 

I propose to end the present excessively 

eatment of tax credit relief for foreign 

paid on interest on bank loans. In 

11 be able to offset this tax credit 

only against tax on the profit on the relevant loan, 

and not more widely. 	This will bring our rules 

broadly into lin 	ith those in most other 

countries. The cha 	1.. ,41 apply from 1 April this 
' 

year for new loans a 	from 1 April next year for 

existing loans. It will 	d some £20 million in 

1988-89. 

E40. Fourth, 	the 	tax 	treatment 	of 	Lloyd's 

syndicates as it applies to the Rei 	nce to Close 

system is clearly unsatisfactory. 	therefore 

propose to bring it into line with that 	visions 

for outstanding liabilities made by 	ainary 

insurance companies and, indeed, of 	 1 

provisions made by other financial traders. 

11 
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asked the 	Inland Revenue to consult urgently with 

Lloyd's about the details of the legislation. The 

new rules will first apply to premiums payable for 

the Lloyds account which closes on 31 December this 

year. 

E41. Fifth, I also propose to implement the Keith 

1:4Dkmmittee's recommendation that interest sliould be 
( 

d in the limi ed numbei of 	
tAA- 

es w re PAYE 
	_3 

properly and /  a formal assessment has to ,  

o recover the tax. The change will take 

effect 

1988-89 

April next year, and the yield in 

imated at €45 million. 

E42. I have one further proposal to make in the 

broad field of the taxation of business and 

enterprise. 

In my Budget 	st 	ear I suggested the 

possibility of introduci 	measure of tax relief 

for profit-related pay. 

I pointed then to two consider -.le advantages 

that might be expected to flow 	arangements 

which relate pay to profits. First 	orkforce 

n the 

profits earned by the firm in which they 	nd, 

second, there would be a greater degree 

flexibility in the face of changing m rket 

0,cf 

would have a more direct personal int 
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conditions. 	Such flexibility is vital if, as a 

nation, 	we are to defeat the scourge of 

unemployment. 

E45. Last July I presented a Green Paper on 

Profit-Related Pay in conjunction with my Rt Hon and 

Noble Friend the Secretary of State for Employment 

my Pt Rnn PriPnd the Secretary nf State fnr 

and Industry. I now propose to introduce a 

f tax relief broadly along the lines floated 

in en Paper. 

3\ E46. my s't,pals depart from those in the Green 

Paper in one important respect. I am doubling the 

proportion of an employee's profit-related pay that 

is eligible for tax lief from a quarter to a half, 

up to a maximum 

average earnings rec king 5 per cent of their pay 

in profit-related foth,7 	tax relief will be 

equivalent to a penny o 
	

basic rate of income 

tax. 	The cost will inevitably depend on take-up: 

it could be £50 million in 1988-89, building up to 

substantially more than that, as t 	p grows, and 

the proportion of an employee's pa 	gE  is profit- 

related rises. 

E47. Profit-related pay is no panacea. 

there are no panaceas. What it is is a tool 

British business gradually to overcome one of our 

£3,000. 	So for someone on 

hen 
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biggest national handicaps: 	the nature and 

behaviour of our labour market. 	I am today 

challenging British management to take advantage of 

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

of their firm, their workforce and their country. 
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capitalism: what used to be called, when ambitions 

more limited and language more inhibited, a 

ty-owning democracy. 
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F. TAXES ON SAVING 

Fl. I LuLn nuw Lu the taxation of savings. 

A central theme and purpose of the Government's 

policies is the creation of a genuine popular 

eans wider home ownership, wider share 

ownersh 	d wider pension ownership. 	Over the 

past eig4 ':Aars, the Government has actively 

promoted the first two, and has now embarked on the 

third. 	Home ownership, above all through the 

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

through the rapid g wtJof employee share schemes; 

through the massive 	successful privatisation 

programme, where Britain( 
	

d the world; and most 

recently through the new Personal Equity Plans, 

which I announced in last year's Budget and which 

started up on 1 January this year. 	In the first 

month of the scheme, more than 2 

took out Personal Equity Plans, 

first-time investors, as I had hoped. 

eople a day 

of them 

F4. We know that 63 per cent of household 	wn 

their own homes, compared with 55 per cent in 	9 
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There have been, however, no official figures for 

the more explosive growth of share ownership in 

Britain over the past eight years. The Treasury and 

the Stock Exchange therefore joinLly commissioned a 

major independent survey of individual shareholding 

in Britain. The results are now available. They 

show that there are now some 81 million individual 

areholders in this country - amounting to one 

h of the total adult population, and roughly 

imes the number there were in 1979.  kW\ 

en there is wider pension ownership. Two 

years 	o, the Government embarked on a major 

strategy o extend the coverage of private pension 

provision and to give individuals far more 

flexibility and choice in the way they provide for 

their retirement 	have already introduced a 

number of importantp 	measures to that end, and 

the tax changes I am no  •  ing today will complete 

the picture. 

The cornerstone of the Government's pensions 

strategy is the introduction of an entirely new 

means of provision for retiremen 	loped by my 

Rt Hon FLiend the Secretary of S 	 Social 
*-11NO 

Services• çEersonal pension,  WIAMA^ 	F 104A4.01A.4 

0,\ 	%A#N,440-,loir'1"4-16# 

4 

Personal pensions are an import 	ew 
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employees - if they so wish - to opt out of their 

employers' schemes and make their own arrangements, 

tailored to fit their own circumstances. And they 

will provide 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. 

favo 	tax treatment as is currently enjoyed by 

retire 	nuities. These were duly contained in 

a consult 	document published last November, 

and the necessary legislation will be contained in 

this year's Finance Bill. 

F9. In addition, 	encourage a wider spread of 

occupational schemes, mployers will be able to set 

up simplified schemes va e minimum of red tape. 

This will be particular 	welcome to many small 

employers who have been discouraged by the 

complexity 	and 	open-ended 	commitment 	of 	a 

full-blown final salary scheme. 	here will be 

much greater scope for trans 	 between 

different types of pension scheme. 	in, the 

Finance Bill will contain the necit 	tax 

provisions. 
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layer's schemes. They will be able to top their 

ions right up to the present tax approval 

posals I have outlined - along with the 
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F10. 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 schpmpR to makp additional 

voluntary contributions, with full tax relief, to a 

separate plan of their own choice instead of, as 

now, being restricted to plans within their 

measure m 	Hon Friend has already taken - will 
\> 

make it eer for people to take their pensions 

with them when they change jobs, which will be good 

both for labour mobility and for independence. They 

will widen the 

about their pension0 	d will mean that in future 

individuals will have 	re control over the way 

in which their own  s.n  contributions are 

invested. 

F12. Taken as a whole, the changes w have made in 

the last two years have broughti 	a radical 

transformation in the ways people 	vide for 

f choices people can make 

their retirement. 	There are new for 

employers, and much greater freedom for in•uals 

to plan their own pensions. 	This will 1 

further major extension of ownership, as 	ebple 
start to take advantage of the new opportunities. 
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F13. But the generous tax treatment of pensions can 

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

therefore, to introduce some limited changes to the 

present rules to restrict the excessive relief which 

can be obtained in some circumstances, particularly 

by a few very highly paid people. These will 

include a stricter definition of final salary and, 

all arrangements entered into from today, an 

limit of £150,000 on the maximum permissible 

lump sum, coupled with more rigorous rules 

on Kension and lump-sum benefits can be 

calcul 

The cost of the overall pensions package will 

inevitably depend on take up, but with that proviso 

is estimated at £65 ril1ion in 1988-89. 

In my 1984 Budg 	reformed the limits that 

apply to tax exempt  0 	assurance issued by 

friendly societies. I di 	because the movement's 

tax privileges were being increasingly exploited by 

certain new Friepdly Societi s which had been set up 

dfit 5 V 	
6-^ 4-kbt 

However, I am anxious that th 	itional 

Friendly Societies, which have played  - 	'uab1e 

part in mutual self-help for many gen 

should be able to plan for the futur 

confidence. I have therefore decided to replace the 

(-)Vto.".(.‘, L.- \r‘itA. rt 4,1 
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Ls\ 

damaging to the owne 

business. This year I 

and health of family 

se to extend the same 

existing limit based on the sum assured with a new 

limit based on annual premiums. I propose to set 

this at £100 a year, whiuh will greatly increase the 

scope of the traditional societies to offer life 

policies to their members. 
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F17. The tax-exempt limits governing sickness and 

AgRident benefits which trade unions provide for 
0 

members have not been changed since 1982. 

ect from today, I propose to increase them 

for lump sums and £625 for annuities. 

F18. Fin 

Tax. 

this sprtinh, I turn to Inheritance 

F19. In my Budget last year I abolished the 

pernicious Capita 	sfer Tax on lifetime gifts 

between 	individual 	which 	was 	particularly 

exemption from tax, on similar terms, to gifts 

involving settled property where there is an 

interest in possession. This wil ot, however, 

apply to discretionary trusts. 	 ianges will 

be of particular benefit to family b 	s and to 

heritage properties, both of which are• ld in 

trust. 
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propose. First, I am e 

settled property that 

from Inheritance Tax 

put into a heritage 

tax. 	In future, owners will h 

either the present system, or an ar 

which no interest would be charged betw 

choice of 

t under 

offer 

and acceptance, but the tax would be base 

market value at the date of the offer and 

now, at the date of acceptance. 

7 
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F20. I also propose to make two minor changes 

affecting business assets. First, in what is 

perhaps an unwanted tribute to the unlisted 

securities market, holdings in USM companies will 

henceforth be treated for Inheritance Tax purposes 

in precisely the same way as holdings in companies 

with a full Stock Exchange listing. Sccond, 

mess relief for minority holdings in excess of 

r cent in unquoted companies will be increased 

per cent to 50 per cent. The purpose of 

changes is to concentrate business relief bot 

more a ely on those assets which could provide 

funds 	pa 	he tax only at the risk of damaging 
v 

the business. 

F21. Thanks to the efforts of this Government, the 

tax regime for th n's heritage has been much 

improved. 	Today, 1 Xa4e two further changes to 

<'\ 
maintenance fund within two years of the death of a 

life tenant. And second, I propose to improve the 

arrangements for acceptance of prop 	in lieu of 
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F25. As for the other Capital Taxes, 

athich ha.g. alto bii s 

fri-rst took off-ire, t 

of Capital Gains Tax has risen in real terms b 
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F22. The abolition of the tax on lifetime giving was 

of the first importance to family businesses. But I 

remain conscious that it did little to help the 

smallest taxable estates, where the family home is 

often the main asset. 

F23. I therefore propose to make a substantial 

rease in the threshold for Inheritance Tax, from 

0"i ■ s \‘ 
th r 	structure from seven rates to four. As a 

resu 	this change, the number of estates liable 

to Inh i 	e Tax will be cut by roughly a third. 

The cost<4il1 be £75 million in 1987-88 and 

£170 million in 1988-89. 

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

tantial relief, however, and 

all 	the other 	ch79eeded reliefs that my 

predecessor and I ha introduced since 1979, the 

House may be interesta-am n that the expected 

yield of Inheritance Taxoin 1987-88, at almost 

El billion, is nearly three times the yield of 

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

terms of almost 50 per cent. 

80 per cent and of Stamp Duty by more than 140 per 

cen  	  
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G. TAXES ON SPENDING 

Gl. I now turn to the taxation of spending. 

G2. I have already announced some important 

changes in value added tax to prevent avoidance and 

to help the small businessman. 	I have no other 

osals for major changes in VAT this year. 

ever, in the light of representations I have 

rece 	have decided to extend slightly the VAT 

relief 	roduced last year for certain aspects 

of charil b 	ork. 

G4. I propose to relieve charities from VAT on 

certain welfare ve cles used by hospices to 

transport the te ly ill; on installing or 

adapting lavatory or% hroom facilities in charity 

homes for the disabled0o gs and chemicals used 

by a charity in medical re 	ch; and on specialised 
0 

location and identification equipment employed by 

mountain rescue and first aid services. 

G5. While on the subject of char 	giving, I 

should remind the House that this 	Finance 

Bill will increase the limit on donation 	arity 

under the new payroll giving scheme, whi 

next month, from £100 to £120 a year. 
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G6. Next, the excise duties. I propose to maintain 

the revenue from the taxation of gambling, but to 

make some readjustment within the total. 

therefore propose to increase the gaming machine 

licence duty by about a quarter, which will restore 

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

increased; and to offset this by abolishing, from 

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

ure will be ot some assistance to the racing and 

tock industry, as well as consoling those hon 

Mem er 	ho have complained to me about the clash 

this y 	between Budget Day and the Champion 

Hurdle. 

In my Budget Statement last year, I gave 

advance notice of my intention to introduce a tax 

differential in f 	of unleaded petrol so as to 

offset its higher r59ction cost. 	I can now 
announce that the di erential will be 5 pence a 

gallon. This means that ump price of unleaded 

petrol should be no highlx than that of 4-star 

leaded petrol. The change will take effect from 6 

o'clock this evening. 

Following on from the action I 	\1ast year, 

I propose to increase the rates of ye ic 	Excise 

Duty on farmers' lorries, to bring them i 	line 

with the use they make of the public road 

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

licences and to rationalise the taxation of recovery 

vehicles. 

G9. I have no further changes to propose this year 

in the rates of excise duty. 
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H. INCOME TAX 

Hl. Finally, I turn to income tax. 

H2. There is now a worldwide consensus on the 

economic desirability of tax reform and tax 

reduction, and in particular the reduction of income 

This was demonstrated most recently by the 
6 *AL 
f6 national policy declarations that emerged 

month's meeting of Finance Ministers from 

the 	industrial nations. 

3\ 
Lowers of tax sharpen up incentives and 

stimulate enterprise, which in turn is the only 

route to improved economic performance.  *440 It  is 

only by improving o. economic performance that we 

will be able to ;ord to spend more on public 

services; 	only 	b 	improving 	our 	economic 

performance that we w fi 	ble to create jobs on 

the scal 	e all want to 

That is why, ever since we first took office in 

1979, we have consistently sough 

burden of income tax. We have cut 

tax from 33 per cent to 29 per cen 

reduced the punitive higher rates we inh 

reduce the 

ic rate of 

sharply 

from 

the Party opposite. We have increased the 

allowances by 22 per cent more than inf 

ax 
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out of income tax 

altogether. 

  

H5. For 1987 88 I propobe to raise all the main 

thresholds and allowances by the statutory 

indexation factor of 3.7 per cent, rounded up. Thus 

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

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

The single age allowance will rise by £110 

960 and the married age allowance by £170 to 

£4, .  5 	The age allowance income limit becomes 

£9,811. 	ropose to raise the first, 40 per cent, 

higher 	hreshold by £700 to £17,900, in line 

with statutindexation; but the threshold for the 

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

The other higher rate thresholds will remain 

unchanged. 

H6. I have two oth 	changes in allowances to 

announce. First, I pro to give an additional 

increase in the age allowape for those aged 80 or 

over. For them, the increase will be double the 

amount due under statutory indexation, so that, for 

the very elderly, the single age al 	ce will rise 

by £220 to £3,070 and the married a 	owance by 

£340 to £4,845. 	Around 400,000 ta ay s will 

benefit from this new measure, and up t 	00 of 

them will be taken out of income tax altoge 
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Public Sector Bor 

cannot be achieved 

e I now have to reduce the 

Requirement, that goal 

is Budget. 
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Second, the blind person's allowance has 

remained unchanged since 1981, when it was increased 

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

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

Finally, I turn to the basic rate of income 

tax. This is the starting rate of income tax for 

everyone and the marginal rate for the overwhelming 

rity of taxpayers. 

H9.jry Budget speech last year I reaffirmed the 

aim 	by my predecessor in 1979, to reduce the 

basic 	iff\  income tax to no more than 25 per 
cent. Thaemains my firm objective. 

H10. However, given my decision to use the greater 

Hll. I can, however, take aPfurther step towards it, 

as I did last year. I am therefore reducing the 

basic rate of income tax by twopence, to 27 per 

cent. This reductiontwill be wor £ a week 

to a married man on average earnings 

H12. There will, of course, be a co 

reduction in the rate of Advance Corporat 

and - as last year - I also propose a corresp ing 

!
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cut  in the small  companies' rate of Corporation Tax 

from 29 per cent to 27 per cent. Taken together 

with the income tax change, this will mean a 

significant reduction in the tax burden on small 

businesses, which are so crucial for future growth 

and employment. 

The income tax changes I have announced today 

take effect under PAYE on the first pay day 

17 May. 	They will cost a little over 

£2 	1 	n in 1987-88 over and above the cost of 

statu o 	ndexation. 

The ak4all cost of all the measures in this 

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

little over £21 billion. 	And T have been able to 

make this worthwhi Aeduction in tax while still 

achieving my object 	a PSBR of £4 billion. 
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qualities that will maintain o ress and 

create more jobs. 
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[But there's still a lot to do, and today's 

measures will help us further along the road.] 

: • es- 	 si;• 04?.0-::::•4:7.4.c.:a6i...,v 4.: 6.  

They cue all measures which take forward the 

policies we've followed ever since we came to 

!kiCeepk.4, -ttteren- ;-';'4-1. ,s 

nment's finances under control, and to 

overnMent 	borr6wing 	down. 	. 1-49h 

borrowing 'all too easily feeds 
\). 

throu 	into higher: inflation: -Low borrowing. 

Gov 

gives private companies the room they need to 

invest in new prO'clucts and new jobs. We have 

already Government 	borrowing 

substantially,  4 	ext year it will be lower, 

relative to our n output, than at almost 

any time since the 

 

1950s. 

 

But along with sound Government finances, it's 

hard work and enterprise that h 	restored our 

economy to health. 	And 	t7V those same 
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That's why I cut income tax today. Last year, 

I was only able to take a penny off; this year, 

i can go turther and take two pence off. Lower 

income tax gives everybody a bigger incentive 

to play their part and help their firms to 

succeed. If people keep more of their own 

earnings - and a married man on average 

earnings will be £3 a week better off - they 

11 be even keener to make that extra ounce of 

	

::"“le;v44 .31 4", ■••ri: ,4,.* 	 t,ftweiPAV!...• e". 5, ,e,ljt 

rt that helps us get ahead of our 

itors. 

I . a s nounced a •special tax relief for 

employeei who 'have part of their pay directly 

related to the .profits their firm make.s 	yor, 

some people, could be worth the same as 

another penny 	he basic rate, or more.] 

They will hav 	the 	strongest possible 

incentive to give ir best. And if the 

firm does go throug a lean patch and its 

profits fall, it is less likely to have to lay 

people off, because its costs adjust 

automatically. 

For small businesses, which are s 

creating new jobs, I've lifted s 

burdens of VAT. In future, small b 

tant in 

the 

es 

will not have to pay VAT until their cus o 

have paid their bills, which will make life a 
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good dcal easier foL many firms. And, they 

will be able to send in their VAT forms once a 

year, instead of every three months. This will 

leave them more time to concentrate on the real 

task of succeeding in business. 

Apart from these measures to help businesses, T 

have also helped people who want to save for 

their retirement. There will be a generous new 

ax relief for personal pensions, which are.a. 
• ;7:4' 	 4'4 	•", 4 , r 	-rtA 	4,17--, 	 :4",v 

opportunity for • people who don't get a 

from . their employer. . And there. will 

ax relief for those who want to top up - , 

their 	xTsting pension contributions. 	So 

people now have a much wider choice 

.p.roviding for their , future. • - 
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