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cc PS/Chief Secretary
PS/Financial Secretary
PS/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 Economic Secretary has seen the Financial Secretary's minute

Rk
x?“ “/ to the Chancellor of 12 March.
2., The Economic Secretary agrees with the Financial Secretary's

VMQ& suggestion for a new passage in H3. The Economic Secretary suggests

adding at the end of this passage "and indeed they have done so".

P D P BARNES
Private Secretary
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BUDGET STATEMENT: SIXTH DRAFT k" W0 ‘N{{W%
WY g T
I have just two further comments on your draft speech.\'sv\})« )\/
n/fk‘f A
UV

28 A e = 1d delete "a married man" in the last line- &
and insert /Manyone,/ single or married". The Dbackground is in\V)K}(
my note of da n "Who Gains Most?" which you will have seen.w

The point is that unlike changes in allowances, a cut in the\,s\wr)v,

basic rate is worth more to single people than married couples

(except at the top-end of the income distribution). Q\{/

3. Concentrating our presentation on the married man Y'1is '\,Irhﬁi

appropriate for when we raise allowances, but focussing on siknlg,!@)’ (‘}})

\

people is better when we are able to cut the basic rate. VL)?"

4, Second, as you know I do think there are strong politicalv’}"‘)
>< arguments for hinting at the "cut taxes to increase receipts"‘\w

issue. (See my note of 12 March and Ian Stewart's of 13 March). .

Do
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FROM: A P HUDSON
DATE: 16 March 1987

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.

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

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

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

A P HUDSON
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A P HUDSON
13 March 1987

SIR T BURNS cc Sir P Middleton
Mr 0Odling-Smee
Mr Scholar
Mr Sedgwick
Mr Culpin
Miss O'Mara
Mr Ross Goobey

BUDGET STATEMENT: PARAGRAPH D7

The Chancellor was grateful for your 12 March minute.

25 On inspection of the figures, he agrees it is safer to say

"since 1950".

A P HUDSON
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‘l' FROM: N G FRAY
DATE: 13 MARCH 1987

CHANCELLOR cc IMETAllan

Mr Hudson

1987 BUDGET STATEMENT: A RECORD BREAKER?

I have double checked the league table of Budget statements and
have discovered a few errors. A revised table is attached at
Annex A. I must emphasize that the table gives only a selection
of statements delivered by well known Chancellors this century
and there is no guarantee, even though all of these statements
are delivered in excess of one hour, that there are no shorter
statements in existence. But, should you deliver your statement
in an hour or under, I think you would be on safe ground to say
that you had delivered one of the shortest Budget statements
since 1900.

You may also be interested to see the introduction of Sir Geoffrey
Howe's Budget speech in 1983 (Annex B). Sir Geoffrey said that
this statement was to be the shortest that he had delivered,

&wqy.his first statement, on 12 June 1979 lasted only | 1. hour
10 minutes. Sir Geoffrey might have considered that the 1979
Budget was not a fully fledged statement, indeed, his statements
from 1980 onwards did get shorter.

I hope this is useful.
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‘NGTH AND DURATION OF BUDGET SPEECHES

Listed below are a selection of the longest and shortest Budget

speeches since 1853:

CHANCELLOR

Nigel Lawson

18 March 1986
19 March 1985
13 March 1984

Sir Geoffrey Howe

15 March 1983
9 March 1982
March 1981

26 March 1980
12 June 1979

Denis Healey

ElApEiid 1978

24 March 1974
Anthony Barber

6 March 1973

30 March 1971
Roy Jenkins

14 April 1970

19 March 1968
James Callaghan

3 May 1966

6 April 1965
Reginald Maudling

14 April 1964

3 April 1963
Selwyn Lloyd

9 April 1962

17 April 1961
Derick Heathcoat Amory

4 April 1960

* Tme taken from Hansard.

APPROX NO OF WORDS

9,918
9,786
(Not counted)

(Not counted)
18,200
14,500
19,000
1500

9,500
20,500

18,000
15,500

17,000
20,000

13,000
22,000

13,000
17,000

14,000
13,000

13,000

DURATION

lhr 16
lhr 15
lhr 20*

lhr 24%*
lhr 45
rhr 30
2hrs

IS 100

1shir. 4
2hrs 20

2hrs
lhr 50

hr 55
2hrs 10

lhr 20
2hrs 20

lhr 30
thr” S0

IEhr 30
lhr 20

Thr#20



CHANCELLOR

Harold Macmillan
17 April 1956

R A Butler

19 April 1955
11 March 1952

Sir Stafford Cripps

18 April 1950

W S Churchill
15 April 1929
28 April 1925
D Lloyd George

2. April 1912
30 June 1910

Sir Mark Hicks Beach

5 March 1900

Benjamin Disraeli

4 April 1867

Sir William Gladstone

FE8GApPra1¥ 1853

APPROX NO OF WORDS DURATION

15,000

11,250
13,850

18,000

15,500
16,200

8,993
8,222

6,500

35,000

lhr 45

lhr 10
lhr 25

2hrs

Thr 45
2hrs

thr 30
lhr 25

35 mins

45 mins

4hrs 45



133 WAYS AND MEANS

Bn.cmo OF PARLIAMENT (ANNUAL REVIEW)

Dr. Edmund Marshall accordingly presented a Bill to
provide for the annual review of arrangements for the
broadcasting of parliamentary proceedings: And the same
was read the First time; and ordered to be read a Second
time upon Friday 15 April and to be printed. [Bili 100.]

1S MARCH 1983

Budget Statement 134
WAYS AND MEANS

Budget Statement

Mr. Deputy Speaker (Mr. Bernard Weatherill):
Before I call the Chancellor of the Exchequer, it may be
for the convenience of hon. Members if I remind them
that, at the end of the Chancellor’s speech, as in past years,
copies.of the Budget resolutions will not be handed around
in the Chamber but will be available to hon. Members in
the Vote Office.

3.38 pm

INTRODUCTION

The Chancellor of the Exchequer (Sir Geoffrey
Howe): The longest Budget speech that I have been able
to trace was given by Mr. Gladstone on 18 April 1953—
(Interruption.]

Mr. Deputy Speaker: Order. Perhaps the Chancellor
would like to start again.

Sir Geoffrey Howe: I am content, Mr. Deputy
Speaker, to recognise that, although Liberals have long
lives, they do not live that long. The date to which I refer,
of course, was 1853. The speech lasted for about 4% hours.
The then Leader of the Opposition said of the speech:

“ .. it was so extensive that it is impossible, without
consideration, to weigh its disadvantages and advantages”.
That could have its merits in certain circumstances. But
I can assure the House that I shall not try to rival Mr.
Gladstone. Instead, I shall try to follow Disraeli, who
delivercd a Budget speech in 1867 lasting only 45 minutes.
1 am afraid that I cannot quite match that; but at least this
will be one of the shortest—perhaps the shortest—of my
Budget speeches, or at any rate the shortest so far. And that
will not be its only attractive feature.

[ begin, as last year, by making it clear that I shall today
be proposing further significant cuts in the taxes paid both
by businesses and by individuals. These proposals will be
consistent with our medium-term strategy for effective
control of the money supply, for lower public borrowing,
and for further progress on inflation.

The requirement we saw, and the country accepted, in
1979, was for resolve, for purpose and for continuity. My
proposals in this Budget are rooted in that same resolve,
and will maintain that purpose, and that continuity. They
are designed to further the living standards and
employment opportunities of all our people and to sustain
and advance the recovery for which we have laid the
foundations.

WORLD ECONOMY

In 1979 it was clear that the long-term decline of
Britain’s relative position in the world economy called for
a fresh start, for a radical new beginning. And it soon
became apparent, as the effects of the second oil price
shock hit home, that that fresh start would have to be made
in an international setting that was increasingly difficult.

Last year world output and trade were lower than
generally expected. In the major industrial economies
output fell; and more than 30 million of their people were ,
unemployed.

Developing counuies have faced similar difficulties.
Weak markets for their products, high oil import costs and
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FROM: COLIN MOWL
DATE: 13 March 1987

PPS/C ELLOR cc Mr Scholar
Mr Sedgwick

PS/Inland Revenue
Mr Calder - IR
BUDGET STATEMENT: PARAGRAPHS F22 AND F23

Mr Sedgwick showed me paragraphs F22 and F23.

25 In the sixth 1line of F22 'nearly' should be deleted as
the increase is almost exactly three times. I imagine the
'nearly' was consistent with the statement in earlier drafts
that the expected yield of Inheritance Tax in 1987-88 was nearly

£1 billion, compared with the final forecast of over £1 billion.

3is In the third 1line of paragraph F23 'more than' should be

deleted as the increase is again almost exactly 80 per cent.

LR NN R

COLIN MOWL
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pa4/18H CONFIDENTIAL

A P HUDSON
13 March 1987

SIR P MIDDLETON

BUDGET SPEECH
The Chancellor has seen your 12 March minute. He 1is still

considering paragraph C5, and has drafted a compromise version for

the time being.

A

A P HUDSON



ps4/17H BUDGET CONFIDENTIAL

A P HUDSON
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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A P HUDSON
13 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: PARAGRAPH B3
The Chancellor was grateful for your 12 March minute.

25 He prefers his revised formulation. But he would like your

suggestion to appear in addition in the Budget Brief.

A P HUDSON
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@ A C S ALLAN

16 March 1987

Vv M@OLAE
Eéé ;b\ : cc: Chief Secretary

C;/»\> Financial Secretary
.~ Economic Secretary
v _Minister of State
w/ Sir P Middleton
—> Sir T Burns
¢4;7Sir G Littler
Mr F E R Butler
Mr Wilson

> t: <§§§S> s Mr Cassell f (s
//( 4 -“Mr Monck
<§§fb Mr Sedgwick

« Mr 0dling-Smee

Mr Culpin
G;eﬁ”v Miss O'Mara
//<2§§\ J/Miss Sinclair
R (Miss Evans)

S Mr Cropper
Mr Tyrie
Mr Ross Goobey
Mr Battishill - IR

Mr Isaac - IR
Mr Painter - IR
Mr Beighton - IR
r McManus - IR
Sir Angus Fraser - C&E
o( Mr Knox - C&E 1
sMr Wilmott - C&E — No cornorites
M Bone - C&E

o
Norgrove
No.10) .

&

BUDGET STATEMENT: FINAL DRAFT

I attach the final draft of the Budget Statement.

20 Please could copy recipients check this very ly, and
let me have any comments by 1.00 pm. i

A C S ALLAN
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Al. The setting for this year's Budget is more
favourable than it has been for very many years. We
are now entering our seventh successive year of
steady growth, and the fifth in which this has been
combined with low inflation. The public finances

are sound and strong, and unemployment is falling.

hese are the fruits of the Government's
de éiisgation, in bad times as well as good, to hold

firml our policies of sound money and free

markets< A\Nnge again. I reaffirm those policies.

RS N,
o e

A3. T shall begin, as usual, by reviewing the

economic background to the Budget. I shall then

turn to monetary p:;y and to the fiscal outlook
this year and next Finally, I shall propose some
o

changes in taxation{<{designed to improve still
further the prospects t§%§§§2f before us. A number
of press releases, filli C>OUt the details of my
proposals, will be available from the Vote Office as
@%

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

@@ Bl. I start with the economic background.
; P s

W B2.4'Ninetee'n eighty-sig was dominated by the

sudden collapse of the oil price. Our own economy
was affected not only directly, as a major oil
producer and exporter, but also by the pause in

_®d growth as the world economy adjusted to what

l@en described as the third oil shock. Despite
thi@' location, however, the economy has
devel@\most respects as I foreshadowed a year

W'

g0, KEOX

\)V/\B
B3. 1In 1986 as a whole output grew by a further
23 per cent or so, which compares well with the
experience of othe@strialised countries. It is
worth recalling tha ¢ur' g the 1960s, and again in
the 1970s, Britain's @‘th rate was the lowest of
all the major ‘r‘:uropean<> mies. By contrast,

during the 1980s, our grewth rate has been the

highest of all the major European economies.

B4. And this greatly improved gr performance
has been accompanied by falling infl which at
34 per cent in 1986 reached the lowes@ure for
almost 20 years. Over the lifetime@ithis
X
BUDGET SECRET NOT TO BE COPIED
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Par Hamenty—inflationr—has—averaged less than 5 per

cent, while—growth—has—averaged over 3 per cent.—

B5. During the first half of last year exports and
hence output were affected by the pause in world
growth to which I have already referred. But since
the middle of the year exports have grown strongly.
Indeed, over the 1last three months the volume of
<§§§%prts of manufactures was 6 per cent higher than a
arlier - a better performance than that of any

jor economy. This pattern was reflected in

growth of manufacturing output in the

Sg\,gﬁ\last year.

LSy
B6. This resurgence of economic growth, coupled
with the special measures we have taken, has brought
about a welcome fé%igés the number of people out of
work. Since July mployment has fallen by more
than 100,000; the latgest six-monthly fall since

1973. Though the numbe§> of work are still far

too high, both youth une;floyment and long-term
unemployment are now lower than they were a year

ago.

B7. I announced a number of spe%mployment
measures in my last Budget, and sinc <§§?®, my Rt

Hon and Noble Friend the Secretary of for
Employment has further extended the <§§é§§rt

2
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programme—for—the—tong=termunemployed. There will

also be more places on the Enterprise Allowance
Scheme, and the number of Jobclubs is to be
quadrupled. The new Job Training Scheme will
eventually give a quarter of a million people, most
of them youngsters, vocational training leading to
recognised qualifications. With these and other

measures, this Government has developed its

_<§§§%ﬂoyment and training programmes on a scale which
qgééﬁber country can match. But the best hope of
5 Qé?i)the unemployed is in the continuing vigour
F th@omy :

Z

RO
BS8. SinceC;BGCEarly months of last year, there has

V]

0

been a further surge in manufacturing productivity.
This continues the remarkable improvement in
productivity growt hieved by British industry
throughout the 19 ring the 1960s, and again
in the 1970s, growth<> manufacturing productivity
in the UK was the 1owé> all the seven major
industrial countries in ‘e 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.

B9. The recorded current account of ;éi:?:;ance o f

payments went into deficit in 1986 9@ ound

£ bl 1 one This followed a cumulative

o

3
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acc BUDGET LIST ONLY illion between 1979 and

1985. Some deterioration in our &rrent account was

@)/X’inevitable in the face of a

. earnings on oil trade virtually overnight. But the
s %‘-@% significance of this should not be exaggerated. The
exchange rate adjustment that followed the falilsin

\)ﬁ\, @( the o0il price is already contributing to an improved
p

/ non-oil trade per formance. And earnings from the

bi'k¥lien loss  of

sive stock of net overseas assets we have

ed since 1979 will provide a continuing
support) to the current account in the years ahead.
At w <} er £100 billion our net overseas assets
arc now{greakter than at any time since Lhe War, and

X
\>
second onl those of Japan.

Bl0. Looking ahead, I expect 1987 to be another year
of balanced growth w' low inflation. Total output
is forecast to ris3 per cent, with exports and
investment up by ratg%%fi;re than that. By then we
will have registered th gest period of steady
growth, at a rate approa <>1ng 3 per cent a year,
that the British economy has known since the Wwar.
Manufacturing industry, in particular, should do
well in 1987. And with the non-oij
grow at 3% per cent, there is ev

unemployment continuing to fall

year. 1In last year's Budget Speech I sa

4
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€ perrormance of business and industry. That

sustained improvement in economic performance is

2
<iji> now well under way.

¢

Ei i;g\\ Bll. pDespite the strong growth in exports, it will
C;/AV

inevitably take time for the full effect of the
exchange rate adjustment to work through. The
current account is thus likely to remain in deficit

by some £2% billion, around half of

<§S§iﬁ year,
Qggigér cent of GDP.

Bl2. u@ foreshadowed in the Autumn Statement,

TR
inflati&gng continue to edge up for a Lime,

perhaps ex€§23§ng 4% per cent by th mmer, before
Mo\ i 2 e & ad
j}hﬁbw:y falling back to 4 per cent by the end of the year.

9
E While short-term fluctuations are inescapable, it

remains the Govei§:§§5's prime objective to keep

inflation on an un -yi g downward trend.

Bl3. Given the continué%;€:>-f present policies in
this country, the biggestc>risk to the excellent

prospect T have outlined is that of a downturn in

the world economy as a whole. There are still
serious imbalances af Elet in the three
major economies - the United States t one hand
and Japan and Germany on the other - @E?il\}f not

handled properly, could 1lead to a s {g neous

downturn in all three. And. this in/ tuen €g§§§>be

5
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exaéerbate&——by——renewed——turmo11 in the foreign

exchange markets, whose tendency to overshoot is as

notorious as it is damaging.

Bl4. 1t was to address these dangers that the
Finance Ministers and Central Bank Governors of
six major nations met in Paris last month, and
agreed among other things to co-operate closely in

.<§5§%}ering a period of exchange rate stability. In

get Speech last year, I said:

o ided we are not over-ambitious, I believe
g{g;;ltge Plaza accord 1is something we can
LN

12l
usé@SY& build on."

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

it would be idle to deny that the wider risks still

Bl5. Short of a world nturn, which can and must

remain.

be avoided, British indust now has an outstanding
Qﬁfzkarkets at home and

opportunity, with growi
overseas, low inflatié%, rapidly growing

productivity and greatly improved profitability.

Provided it can control its costs and maintain its
present competitive advahtage, and uming the
continuation of present policies, \\w an look

forward to many more years of strong gr <:>bir1ed
with low inflation. Cf%§§%§>
6
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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.

C2. The central objective of the MTFS iSCZ::ﬁ;;g;j
n

; reduce the growth of money GDP over the medium
A>SO as to squeeze inflation out of the system
a Qigaémately to achieve price stability.

E3i Th's\’\\g uires monetary discipline buttressed
by low ﬁagié sector borrowing. The essential
instrument of monetary policy must remain short term
interest rates. These will continue to be set in

the  light of moggﬁ?iy conditions as indicated

principally by the wth of narrow and broad money
<o

and the behaviour of e exchange rate.

e
C4. For narrow money, MO, e target range for next

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

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

Governor of the Bank of England co y argued in
his Loughborough 1lecture 1last 7 L s 1
probably wiser in current circumstance chew an

explicit target altogether. But broad Q%§§§>will

BUDGET SECRET NOT TO BE COPIED
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account in assessing

monetary conditions, as of course will the exchange

.rate.

2
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D.

Dl. I mentioned a moment ago the need to keep

public sector borrowing low.

D2. . The :final outturn ' for 'the public sector
borrowing requirement last year, 1985-86, was just
under £6 billion, equivalent to 1% per cent of GDP,
lowest level since 1970-71. 1In my Budget last
faced with a massive loss of what now looks

billion of North Sea o0il revenue, T

decided to hold the PSBR for this year,
\gfg\-7 billien, or 1% per cent of GDP.

D3. In the event, this year's PSBR 1looks 1like

turning out at only £4 billion, or 1 per cent

of GDP: the secozij§§fcessive year of significant

under shoot.
<o

D4. This successfulC><::y come is chiefly
attributable to the remar';gle buoyancy of non-oil
tax revenues in general and of the Corporation Tax

paid by an increasingly profitable business sector

in par trcular. <§§§b

D5. Looking ahead, there is still

uncertainty surrounding o0il prices, aQ925%> have

D

degree of

>
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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 finapces in a

very strong position.

<§§§b T intend to keep it that way. Last year's MTFS

<g§§§§ted a PSBR for 1987-88 of £7 billion, or
el

ent of GDP; and, as the House will recall,
I ga assurance at the time of the Autumn
SLdLemeQ?giigsu I announced a £43 billion increase
in planngaéﬁ%glic spending in 1987-88, that on no

account would I exceed that figure.

Dl i - Tndeed =t T “beild it “is right to go below.it-.
Since its inceptig§§§§31 80, the MTFS has indicated
a steadily decliningc> th for the PSBR expressed as
a percentage of GDP. ‘%(:fB e now reached what I
judge to be its appropriat<>destination: a PSBR of
1l per cent of GDP. My aim will be to keep it there

over the years ahead. This will maintain a degree
of fiscal prudence that, until thkz§§%ﬁr, had been
achieved on only two occasions sinc <§§§§y

D8. Accordingly, I have decided to pfor a
PSBR in 1987-88 of £4 billion. @

2
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D9. —TInmevitably, 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
build a still firmer base for the future. That is
the principle on which both I and my predecessor

have consistently conducted economic policy these

(E§§%ﬁ eight years, and I see no reason to depart from

ile, I would make one further

vbserva {§g>w\of a different nature. Economic
NN

arguments gf%ﬁgéldom concluded, one way or another.

This is chiefly because it is unusual for economic

policies to be held in place long enough to provide

sufficient evidenggigb But the 1980s have been
different; and, 2> result, one:' critically
important economic arggéf;t has now been concluded,

finally and decisively.<><:::>

o
D1ll. Throughout our period of office, our critics

have consistently maintained not only that a fiscal

stimulus would produce real econ growth, but
that without an expansionary policy
sustained growth was impossible. The Q§E§§ wrong,

and have been proved wrong. The British my is
now embarking on its seventh successive Q§§§§>of
3
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QiiiQ ste rate of getting on for

3 per cent a year. And during that time the PSBR,
<j> even if privatisation proceeds-are added back, has

Q§§§%§ been deliberately and steadily reduced from a shade

under 6 per cent of GDP to a little over 2 per cent.

Indeed, had I or my predecessor at any time heeded

Shoor
the~ advice ef our so-called expansionist crities

veas € P g e

. .
14
— — — — —

the British economy would never have been in the

4
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£ x

Xl. Before I turn to my proposals fc:- changes in
taxation, I have one other change of a specific

nature to announce.

X2. In 1979, a few months after the present
Government had first taken office, my predecessor
unced the abolition of exchange controls, which

en in continuous operation ever since the

e of war in 1939. That bold action has, over
years, proved wholly beneficial to the

Britis \\ 8 y, and I am glad Lo note that other
European %gﬁﬁgk now moving in the same

direction.

X3 TRt Ehe ExchgiiébControl Act remains on the
Statute book. The e has come to repeal it. The
- o

necessary legislation<{will be contained in this

year's Finance Bill. O<i::>

o
X4. I note that, in what was clearly intended to be

a major speech in New York in September, the

Deputy-Leader of the Labour Party 4 ed that, and

I quote: @

"The Labour Party  has

reintroducing statutory exchange céEZ%é%@i
1 %
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I am confident, therefore, that the proposal I have

just made will be welcomed on all sides of the

House.

2
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¢ PB. 'BUSINESS AND ENTERPRISE

Bl T o now . turn to ' taxation. . 'First, taxes on

business.

E2. The fundamental reform of the Corporation Tax
system which T introduced in 1984 came fully into
effect last April. The new system has undoubtedly
'<gg§§>oved the quality of business investment
ns in Britain, and is also encouraging more
oveéégié companies to set up here.
%9\

B35 Du~Qg igij transition to the new system,
e

companies @é?

of Corporation Tax for the year ahead. This helped

iven advance notice of the main rate

them in their forward planning, and I intend as far
as possible to coq{if?% the practice of setting the
rate in advance. <2;5r°ngly, I can announce how
that the main rate Corporation Tax in 1987-88
will be unchanged at 35<%-€::ﬁut - lower than in any

other major industrial na%;on, though the United

States is now set to emulate us.

E4. The low rate of Corporation ables me to
introduced a further simplificat<§§§§gnto the
system.

b3

O

.
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ies' capital gains are
liable to Corporation Tax, the amount of such gains
is first adjusted by a certain fraction sc 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.
E6. This is no 1longer the case: indeed, the

oration Tax rate for small companies is now

the Capital Gains Tax rate.

E7% @ erefore propose that, from today,
companig€g'{\\capital gqains be charged at the

appropri@tz;;&;orporation Tax rate, without

adjustment, save for the indexation which applies to

all post-1982 gains.

E8. “Hitherto, coégéggés have not been allowed to

set payments of Ad§> e Corporation Tax against
their liability to tax an ital gains. This means
that, where companies dit ‘bute capital gains as
dividends, the gains are in<2ffect taxed twice, once
in the hands of the company and once in the hands of
the shareholder. I propose that der the new
system, companies should be able to T payments

@
@,

against tax on capital gains.
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E9. —Taken together, these changes should yield

£60 million in 1988-89.

E10. T also have some further simplification and
rationalisation of the Corporation Tax system to

announce.

Ell. At present, some companies established before

.<§£§%} do not have to pay their Corporation Tax until

is due, whereas companies established since

ugéigh 21 months after the end of the period for
whlééiig

1965 hav o pay their tax after 9 months - and some

elies have tu pay sovner still.

S4

El2. This difference in treatment cannot be

justified. Moreover, it is open to an abuse which

could put the timi%§j§5 a substantial proportion of

the total Corporati<22§f§>yield at risk.

E1l3. T therefore propdg= at all companies and

building societies should ?5 treated the same way,
with all liable to pay Corporation Tax nine months

after the end of the accounting period on which the

tax 1is due. The change will be s in hwttr
would expect it to yield around Il ldions in
1988-89. Qi§3>
2
3
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El4: te now to pave the way
for a new method of collecting Corporation Tax, to
be known as Pay and File. Under this system
companies will estimate their tax 1liabilities
themselves, and pay on the normal due date. Where
it turns out that the initial payment was too low,

the company will pay interest to the Revenue; where

the initial payment was too high, the Revenue will

@ interest to the company.

l@s new approach, which has already been

gener elcomed by the business community, is
part o@&idcr programmc of gstreamlining tax

N
collection%ﬁ\é will not come into force until the

=

early 1990s. But by 1legislating now I am giving

taxpayers and their advisers a firm basis on which

to prepare for the :,scheme.

E16. while business<>€ industry as a whole are
doing well, the North S? sector has inevitably
been hard hit by last year %oil price collapse. My
Rt Hon Friend the Secretary of State for Energy and

I have followed closely the effects on North Sea

producers and their suppliers. Th ustry itself
is generally confident about £ nger-term
prospects; while as for the tax system,/mnot\only is

it 1inherently price-sensitive, but the anies
4
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themsetlves—have—repeatedly stressed their desire
<ifj> for stability.
<§§§b E17. However, in the 1light of the immediate
<§§§§%\\ problems, I introduced legislation last autumn to
C//A»‘ bring forward the repayment of over £300 million of

Advance Petroleum Revenue Tax. This has already

helped many of the smaller and medium-sized

(gg?%panies faced with cash flow difficulties.

El Qiisaow propose two further Petroleum Revenue Tax

reliets irst, as from today companies may elect

to have q?g; 10 per cenlL of Lhe cosls of developing
B SN

certain n%gjkﬁields set against their Petroleum

Revenue Tax liabilities in existing fields, until

such time as the income of those new fields exceeds

the costs incurregi§§gecond, there will be a new

relief against PRT - spending on research into UK
o
0il extraction that is<not related to any particular

field. 0@

o
E19. I believe that these carefully targeted

changes will give a worthwhile measure of help to

the North Sea oil sector. <§g§b

E20. Last year I put the Business EX i Scheme
\( onto a permanent footing. HoweS\(’?lr‘:, %.%%
'(.ﬂ@nxa/ oo evidenee—btlat the present rules(éloduceA/ C§§§;
5
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bune¢ and hence may crowd out
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some projects and lead to bad decisions on others.

" . I propose therefore-to permibEﬁ-e—i-nvee-&eﬁto claim

part of the relief against his previous year's

income. This will make it easier for companies to

raise BES finance throughout the year.

E21. T have to set the 1988-89 car and fuel benefit

E22. Training and retraining are vital to a flexible

and competitive ec my . At present, training
financed by an e yve that is related to the
o

employee's current joR<(is allowable against tax for

the employer and impo@ tax burden on the

employee. But an employer k>o is willing to finance
the retraining of workers for future employment

elsewhere may find that the cost of this is not

allowable against tax, and the e ee may find
that he has received a taxable bejg§§§%§§I propose
to remove both these obstacles. Thi 1d help
more workers to acquire new skills for n S.

6
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E23 seen a remarkable and

welcome growth in the number of small businesses and
the self-employed. The Government has done a great
deal to 1lighten the burdens on this vitally
important sector of the economy. But I am well
aware that problems remain, not least in the field

of VAT.

: Accordingly, I asked Customs and Excise to
a consultative document last autumn
ca géigéng a number of changes. In the light of the

respog%ﬁég}o that document, I have four proposals to
make. /<\\

L \\\> 2
SA
E25. Perhaps the biggest problem faced by the small
businessman today is the trade customer who is late
in paying his bilso late, sometimes, that VAT
becomes due before }3@ bill has been paid. I can do

&
nothing about late p ent; but I can, I hope, do

something about the VATQ)m.
&

E26. My first and most important proposal,

therefore, is that, as from 1 October, businesses

whose annual turnover is under £ lion, which
means more than half of all trader tered for
VAT, will be able to choose to accou VAT " on

the basis of cash paid and received.‘-’«@>other

words, they will have no liability to pay stk
7
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they the money from their

customers. In addition to easing the cash flow
problems caused by late payers, this system will of

course provide automatic VAT relief for bad debts.

E27. I have to warn the House, however, that I
cannot legally introduce this change witﬁout first
obtaining a derogation from the European

unity's Sixth VAT Directive. I am applying for

cessary derogation today. The House will note

the £100,000 suggested in the

E28. Second, T propose to give these businesses the

option of accounting for VAT on an annual basis.

Instead of making quarterly returns, they would make

regular payments oount, and then file a single
<o

return at the end of e year. This option, which

of fers considerable stréh'ng, will be available

next vear.
&

E29. Third, the period within which businesses must

apply to be registered for VAT will b xtended from

ten to thirty days. <§§g§>
E30. Fourth, there will be changes to tg§§3> s for
the special VAT schemes for retailers, re

8
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Sinesses will be able to

sma

make use of the simpler schemes.

E3l1. T believe that the changes I have outlined, and
in particular the option to move to cash accounting,
will be widely welcomed by the small business
community. The cost will be £115 million in 1987-88

and £60 million in 1988-89.

Eéfi?&n addition, I propose to increase the VAT

thrigsh to £21,300, to keep it at the maximum
permi nder existing European Community law.
>
N3N
E33. In Qgé: light of the responses to the
consultative document, I shall not be going ahead
either with the withdrawal of the so-called standard
method by which {;iﬁiélers calculate their gross
takings for VA<;l with the compulsory
deregistration of traég?f below the VAT threshold.
@
E34. T have one further méésure to help the small

businessman, unrelated to VAT. I propose to

increase the limit for Capital Gains Tax retirement

relief by 25 per cent, from £100,0g§g§§ £125,000.

e

E35. In any ongoing programme of tax T ion and

reform, where much still remains to b an

T

essential element must always be the elimi of

9
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uninteﬁb@QETuHSQ;:lthYtat breaks, which cause

rates of tax generally to be higher than they need

to be.  Accordingly, I have five proposals to make

today to that end.

E36. The first concerns VAT, and has élready been
the subject of extensive consultation. ‘The House
will be aware that a business that provides a

ice that is exempt from VAT cannot in turn

input tax on its purchases. But where the

ac es of a business are in part liable to VAT
and part exempt, the existing rules are
excessi Y\generous as to the amount of input tax

N\ N\ YA

Nt . e
that can ‘be ucted; and this generosity is being

exploited on a growing scale. The rules must
therefore be changed, and the changes, which I
proposed to the House~last December, will come into
effect on lApr There will be special
'O

arrangements to deal h the problem of brewers'
tied houses. I am alsoad g this opportunity to
exclude a significant nu of small businesses

from the scope of this provision. The yield from

this change will be some £300 million in 1987-88 and

£400 million in 1988-89. Q!§§>

E37. Second, I propose to change th

companies in multinational groups which

residence will no 1longer be able to se

10
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rel same 1nterest payment.

Genuine trading companies will not be affected.
This change, which will take effect on 1 April,
follows the similar action recently taken by the
United States. It will yield £125 million in

1988-89.

E38. Third, I propose to end the present excessively
rous treatment of tax credit relief for foreign
1lding tax paid on interest on bank loans. 1In

fu e, )banks will be able to offset this tax credit
only t tax on the profit on the relevant loan,
and no Oy > widely. This will bring our rules
broadly<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>