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BUDGET STATEMENT: THIRD DRAFT

OO
I attach the third draft of the Budget S.

o

2 Sections F-M are the Chancellor's own draft. He will work

through the rest in detail necxt weekend.

3 The Chancellor would be grateful for comm S))on the tax
section by close on Wednesday, 2 March, at the 1la fEg If there

are any further comments on the early sections, I shsigzijisappy to

have them.
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A.  INTRODUCTION

Al. As I present the first Budget of this Parliament, I
am struck by the contrast with the settings for the

initial budgets of our previous two parliaments.

A2. In 1979, we were faced with double-digit inflation

that seemed endemic. We had not only to conquer that but

alsd&ﬁ%ﬁ} store the enterprise culture to a country which
7 i

many o t had lost it forever.

A3.. By <1984 success against inflation was clear,

were showing through of the vigorous
growth and risi employment that our supply side reforms
had unlocked. The task was to turn this recovery into

lasting economic success.

Ad4. 'Now '1in 11988,

successive year of steady ég;wth, and the sixth in which
o
this has been combined with lo(i:gflation. Last year saw

the largest fall in unemployment®since the war.

A6. These successes have not been achieved easily. They

have required the resolute pursuit o financial
policies, couplea with reforms to make t nomy work
better.

@,
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@ A6. I reaffirm those policies today.

@ A7. I shall begin, as usual, by reviewing the economic

background to the Budget. I shall then deal with

%ﬂonetary Policy, and the public finances this year and

next. Finally, I shall propose a number of measures of

tax reform, designed to build on the economic success

tha t@a lready so evident.

1@ l, a number of press releases, filling out

A8.
the deta @my tax proposals, will be available from

the Vote Of @f soon as I have sat down.

®

@
@,

BUDGET SECRET NOT TO BE COPIED
_BUDG ET_L_'.AS,IL(%QI LY




BUDGET SECRET
BUDGET LIST ONLY

‘ ¥
NOT TO BE C’PIED

BUDGET SECRET
BUDGET LIST ONLY _

} NOT TO BE COPIED



3 ‘ mjd 17/B
BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

@ B. THE ECONOMIC BACKGROUND
Qég;b Bl. I start with the economic background.

. 1987 will be remembered for the worldwide collapse
in equity markets in October. Dramatic as that was last

autumn, we can now begin to see it in a longer

perszigisve. As I suggested at the time, its impact has

been imited then many people suggested. In many
markets falls in share prices did little more than
reverse t id rises that had taken place earlier in
the year. A iness confidence does not seem to have

been much affected:

B3. 1In spite of the dramas in the financial markets, the

UK economy in 1987 built _on and indeed surpassed the
strong performance of ps years.

o
B4. The growth rate 1looks ¢ turning out 5 to  be
something over 4 per cent. Th@: the best per formance
since 1973, and bettered only th?ee times since the War.

And whereas 1973 was a freak sudden spurt, that contained
the seeds of its own undoing, 1987 can b@en as a year
of slightly above-average growth within

@dy upward
trend. In each of the last five years, t th rate

has been close to 23 per cent or better - s g we
have not achieved since the War. During both Os
5 2
- I -
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and the 197B4) [ BGHEERihI'STgdWehY rdte was the lowest of

@ all the major European economies. During the 1980s, it

has been the highest.

z@ B5. Growth in 1987 turned out significantly faster than

%‘pected, [with exports, and consumer spending all rising

faster than expected]. Inflation, however, turned out

broadly as forecast in last year's Budget, averaging just

over@r cent.
B6. l&@ thus the first year since 1964 in which
real grow eded retail price inflation - something
many people t the British economy would never see

a5
B7: .. The :-plain A, fact is"“ 'that: the .economy’ has _been

transformed. Our financial policies have given the
private sector the roo confidence to expand. And

again.

our supply-side policies ﬁ> reduced the burdens which

held British industry in check far too long. Thishas

brought a step change in the e iency, enterprise, and
o

adaptability of all sectors of the economy.

B8. The combination of steady growth and w inflation,
which eluded previous Governments for % has now
been with us throughout the past five y A@And in
1987, the rapid growth of new jobs, which ha going
on for a number of years, fed through into a fali Jiys
SN

N
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w
@ than in any other major country.
@ B9. As I predicted a year ago, the performance of

anufacturing industry was outstanding, with output up

l BUDGET SECRET NOT TO BE COPIED
Unemp loyme ' T ] |And the proportion of

the workforce unemployed has fallen by a bigger margin

51 per cent. Once again, the success of manufacturin
g

was founded on a sharp improvement in productivity.

Sinc®9, output per head in manufacturing has gone up
faste i{%}\xs than in any other major industrial country.
We contipdeqd)to lead the way in 1987 - a stark contrast
v‘.’- 1970s when in this, as in so much else,

we were bottd 4 .“

maintained thel re of world trade since the early

he league. British manufacturers have

1980s, after decades in which it fell constantly.

than I expected, the str

B10. Although growth in 87 was significantly faster
export per formance means that

o

the deficit on the curre account of the balance of
payments was [precisely in @@ ith the forecast of
£2% billioa which I made thi Otime last year. This
largely reflects the extent to which growth in the UK

outpaced other countries.

Bll. Looking ahead to 1988, I expect% year of
healthy growlh with low inflation. @

Bl2. Output 1is forecast to rise by 3 per cent é@or

’

less in 1line with the steady trend of recent %

N
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hough probably not as

high as in 1987, when our non-oil exports grew by 7 per

cent, and manufacturing exports by
spending is likely to grow rather
1987 . By ‘contrast, R surveys su

vestment is set to be much strong

9 per cent. Consumer
more slowly than in
ggest that Dbusiness

er.

B13. The non-oil economy, which is the main source of new

jobs

rate er cent. [There is 1lik

of grow ough the year. Even
prospect at unemployment wi

[ though the of this may s

decline in 198 %§2§§

Bl4. Whereas growth in 1988 1is

slightly stronger than I <>ecast it
Statement, inflation <;B 1d be

uld expand more rapidly than total GDP, at a

ely to be some easing
S0, ] There 1is every
11¥ continue ~to. :Farlil

low from the record

Likely. .. to + Eurnh: out
n the Autumn

a Lt de lower.

: 0 :
Inflation, as measured by RPI, crept up to just under

4% per cent in the third qu@izii?of last year, but has

1

since fallen Dback to unde 3

o
fluctuations largely mirror fluctua
rate, and the prospect 1s that the

rate should stay at around 4 per ce

per': cent. These
tions in the mortgage
underlying inflation

»

nt d 1988,

B1l5. Our recent record of sustained lowiif

impressive, when compared with

0)
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getting i I D be my top priority.
<§i§%ﬁi Under the last Labour Government, inflation averaged over

15 per cent. In our first Parliament, we got it down to

<§g§b§ just over 11 per cent. 1In our second Parliament; it was

/jNi little under S5 per cent. I am determined to get it
<///}ower stil) in the third term, and, in due course, to

eliminate it altogether.

Bl6. UK is again likely to grow faster than most of
the ot jor countries in 1988. 1In particular, growth

in Europf, hich 1is 1increasingly the most important

market for(fg;prports, is likely to remain sluggish.

Withe ouEs 'su's n oil trade falling as North Sea oil
output falls, th urrent account deficit may increase to

some £43% billion in 1988, around 1 per cent of GDP.

Bl7. This will  be ver%g§§§§ smaller than the external

imbalances elsewhere. the continuation of prudent
&

policies and with the \{considerable international

confidence 1n the UK economy§>ti:> ould be well able to
finance it. The deficit will deinish, when the rates of

growth here and overseas come back into line.

B18. The prospects both for exporters r a further
fall in unemployment, will depend crucia employers
keeping their Q§§§>

costs: firmly. under:'centrol. labour

ur
competitors. It is vital that employers do not leg6§§§§

costs in manufacturing hardly rose at all in

€
jo7)
M
r
()
~

three years of 1ncreasing significantly faster

Ly
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slip, and
Qii;;i pay costs.
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RBQDQEEEK'J{I%TiQNIL%OStS, and in particular

B19. However, the more serious dangers lie in the world
@ economic scene. Growth in the major seven countries was
%round 3 per cent in 1987, close to what I forecast in
the Budget last year. Healthy growth in North Amer ica,

Japan, and the UK offset a ‘sluggish performance 1in

Conta al Europe, especially Germany. And the latest

indic suggest that activity remains fairly

buoyant) oagh the stock market collapse is 1likely to

dampen de n the US. I expect growth in the major

seven count o be around 2% per cent in 1988,

% this year.

B20. But the prospect of sustained growth is an uncertain

one, given the persistent) large imbalances within the

world economy : the hug budget deficit in the United
o

States; and the US current count deficit, which has its

counterpart in the surplusesol@an, Germany, and other

slightly slowe

countries. The steps that h been taken to reduce
these 1imbalances are the right ones, and they are
starting to bear fruit. But there is a long way to go.
And there 1is the constant danger tha process of
adjustment -which may well be slow —%e damaged
either by further gyrations in the value ; dollar,

or by a slide into protectionism.

(3)
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2 B21l. That ig%RIGEThL'l!ﬁ'IQONIEXb.est environment for a

sustained reduction in the imbalances, and indeed for
healthy growth in the world economy, is one of greater

<§g§bi exchange rate stability. That is the best climate for

§companies, including, of course, British companies, to

plan ahead and invest. And 1t saves them spending

precious time on exchange rate management.

B2 2. plained 1in a speech to the 1International
Moneta d in Washington last September, and again in

the Hou Qifiyanuary, the case for a flexible system of

managed flo and for making exchange rates the focus
of poelicy co= ination. The aim is greater stability in
exchange rates, €g§>$n the dollar in particular, coupled
with the ability to manage any changes that may be

necessary 1in an orderly way. This was the objective of

December. And whereas (/3%§ar fell over 30 per cent
o
against the Deutschemark i<t

he eighteen months before

the Louvre agreement, 'a of the G7 agreement 1in

‘the Louvre agreement, it 1is 9» \thin [8 per cent] of

the level at the time of the Loukfe.

B23. Success 1n achieving these objectives depends, in

the end, on countries' putting the ri fiscal and

monetary policies in place, and keeping t re. ' That

v

process will be a great deal easier if it conducted,
as it has been, in.-a . oframework. - of **ink ional
co-operation. I can assure the House that we e

playing our full part.

BUDGET SEGRET NOT TO BE COPIED
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/> B24. Prov'd&UQ’gEeT U:sT rQNL& shocks in the world
@//\ economy, and that the risks at home are contained, therec

is every reason to expect that the combination of steady

@ growth and low inflation, which we enjoyed throughout the
@§ last Parliament, will continue throughout this

ar liament and beyond.

@
%
SN

9
2
D
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@ C. MONETARY POLICY

The job for the Government is to maintain the steady and

% cautious financial policies which we have now pursued for

early nine years, and which have brought the British
economy to the very strong position I have described.
Sound money and strong public finances will again provide

the essential framework for steady growth with 1low

infl@ and will keep us in the best possible position

to weaﬁ@ ny shocks we may face, at home or abroad -

just as t past we were able to take 1in our stride

[the Falklan onflict], ‘the "coal  strike, ‘and the
S

collapse of t pirice.
C2. The Medium-Term tinancial Strategy will continue to
provide a framework for reducing the growth of money GDP,

and hence 1inflation, ov the medium term. It also

provides businesses with e<§kability they need to plan

ahead with confidence.
' ‘O

C3. The objectives of the MTES will be achieved by
maintaining firm monetary discipline, buttressed by a

prudent fiscal stance.

C4. An important element in this is maint@ a stable

exchange rate, with the rate against the De hmark of

BUDGET SECRET NOT TO BE COPIED
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given a new focus to monetary policy.] [We have achieved

W

past year, this has

this over the past year, despite market pressures on

sterling and despite renewed instability in the dollar

@\ towards the end of 1987.] This gives businesses the

tability they have asked for. And it provides a firm

anchor for bringing inflation down over the medium term.

C5.. much of 1987, maintaining a stable exchange
rate in practice, resisting pressure for sterling
te L As Byt let me make absolutely clear that I would

‘@. pressure, 1if that were to emerge in
&

mestic cost pressures, with equal

determination. %

Cé6. Achieving these objectives implies a reduction in

monetary growth in the medium term. This is shown in the
declining ranges show the narrowest measure of
money, MO, in the MTFS. s target range for 1988-89 is
[1-5 per cent, as shown in l@@ar's MTFS] OR [2-6 per
cent, the same as for last y O' with a 1-5 per cent

illustrative range for 1989-90]. I shall also continue

to take account of the growth of the broad money and

liquidity, particularly those tha inc lude the
liabilities of building societies as we anks. But
as last vyear, there will be no expY¥icAt)) target.

[Possible reference to revised funding rule. 6<>\
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C7. sShort-BURDGEIetdE QMY demain the essential

instrument of monetary policy. I will continue to vary

them as necessary, on a continuous assessment of monetary
conditions, to ensure that inflationary pressures are not

accommoda ted.

C8. A firm monetary policy has brought inflation down to
a level not seen for 20 years, and kept it there.

towards the ultimate objective of stable prices

1S un : to be 'steady, and  its ‘Eiming -cannot be

ot least because it depends in part on

=’§ shores. [But by setting the strategic
objectives w@ and operating policy to meet them, we
are certain to %e that goal.]

C9. The essence of the policy I have described is

non-accomodation. If businesses allow their costs to
rise itoo fast, 1 shal allow sterling to fall to
enable them to remain co<> titive. That would be a
surrender to inflation. Theo@ record shows that we

are ready to take prompt actio enever it is necessary

o
to do so. That policy has stood us in good stead. T
reaffirm it today.
%i
/\
BUDGET SE T NOT TO BE COPIED

BUDGET LIST ONLY

BUDGET SECRET NOT TO BE COPIED



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE C%PIED

NOT TO BE COPIED



17/B

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

% D. PUBLIC SECTOR FINANCES

62%%%§> Dl. As I have said, a firm monetary policy has to be

buttressed by a prudent fiscal stance.

D2. At one time, it was regarded as the hallmark of good

housekeeping for a Government not to spend more than it

taxes. Over the years, less and less attention
this,= until Sfin. 1975=76, : the «lasti l,abour
Government b owed what, in today's terms, would amount

to [nearly”t 0 million.]
D3% - Thirs proflf&gcy not only forced us to ask the IMF to
bail us out. It also stored up an enormous burden of

debt interest, for which the nation is still paying the

bill.

o

D4. That 1s why, when we éé;; to office, one of our main
o
objectives was to bring down rnment borrowing. We

have reduced the Public Sector B&trowing Requirement from

around 5 per cent of GDP at the start of the 1980s, to
around 3 per cent by 1983, and to 1 per cent in 1986-87.
Today, I am able to report to the H hat I have
brought this process to 1its logical <€§§§iusion - a
balanced budget.

BUDGET SECRET NOT TO BE COPIED
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D5. The U&UDG'EI95|ISQ-8QN‘¢¥ n fact, to have been

in surplus by some £3 billion - something achieved on

only one previous occasion since the early 1950s.
Instead of a public sector borrowing requirement, we have
a public sector debt repayment, instead of the PSBR, the

DR. Even excluding privatisation proceeds altogether,
the PSBR of [3 per cent of GDP] is also lower than in all

but one year since the early 1950s.

D6. i an excellent outcome. It is the fruit of a
consiste y)¢autious fiscal stance, eight years of firm
control=o <€§§§yc spending; and the strong and vigorous
economy that esulted. It is thus not a one-off

achievement in igjgébeptional year, but something we can

be confident of holding on to.

D7. Corperation  Tax re ts, based on the buoyant
profitsyof jas thriving gggiﬁealthy company sector, are
ahead of forecast. RevenueS¢from Income Tax and VAT have
also been greater than expecé%@éigﬁnd North Sea revenues
are up because the o0il price wa igher than expectead.

D8. The continued strength of the economy has also

helped to ensure that public spending ha ined within

plans. Lower unemployment has kept down security

spending. The trading performance of the tionalised
industries has 1improved. And the capital r

local authorities and new towns have been buoya 1L

now estimate that the planning total for 1987-88 w1%§2§§

(D
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Qii;?i in the Public Expenditure White Paper

D9. Looking ahead to 1988-89, I have

<i§§§§that I have already announced, in the

increase of over £43% billion 1in

programmes. This has enabled us,

NOT TO BE COPIED

wer than projected

in January.

to remind the House
Autumn Statement,
public expenditure

Ln:aspatticulac;dto

increase our plans for spending on the Health Service by

on education and

D10. I also need to have regard to th

science by over

e tax burden. The

buoyancy of the tax revenues means that, leaving aside

the “oils “sector; ~“tekal es and national insurance
contributions have risen a share for GDP for two years

o

in succession. The tax buYden thus r

same level as 1t was 3 o§> ars

emains at much the

ago, and nearly

4 percentage points higher than en we took office.

D11. But strong as the case 1is for

lower taxes, the

factor that has weighed most heavily wi in setting

the PSBR for the coming year is the

prudent and cautious fiscal stance.

nee aintain a

[This GgEEbesses a
p e on

sound monetary policy 1in keeping downward

inflation. It creates more room for

the privat or

to borrow, 1nvest, and grow. It leads to perman%gEEQ

fe)
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lower debt BUBGEJdJﬁIn&NISX represents an investment

@ for future years. And it gives room for manoeuvre in the

event of shocks.]

@ D12. I have therefore decided to provide for a budget

urplus, a PSDR, of £3 billion, the same as this year's

expected outturn.

Dl3@alanced budget is a sound discipline for the
medi @, too. I have therefore projected a PSBR of
zero i @remaining three years of the MTFS. This is

equivalen o a PSBR, excluding privatisation proceeds,

of 1 per ceGDP, [the level which I said last year
was the approp %ﬂestination for policy]. I have been
able to reach that destination earlier than I expected.
[As privatisation receipts reduce, as they are bound to
do, I intend to stick te\a PSBR of zero as the norm.
Inevitably, there willluctuations, on either side,
but these should be kept0 within 1 per cent of GDP.]

0
D14. A balanced budget represents security for the

o

present and an investment for the fulure. No other major
industrial country is in balance, let alone in surplus.

And even 1f we had no privatisation pro ak alkl,  out
budget deficit would still be lower than the major

seven countries, except Japan. 0

(2)
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1988-89 T4 Y, no scope at all for
reducing the tax burden next year. I therefore expect

taxes, outside the o0il sector, to remain steady as a

share of national income.

16. However, the strength of the economy means that I

shall still have some room to reduce tax rates.

DX7. plain fact 1is that sound policies, pursued
consi over a number of years, have established a
virtuou (EE?%le in our public finances.

D18. The re ilons we have achieved in borrowing and
public spending<5s' share of GDP, coupled with lower tax
rates, have created the room for the private sector to
expand. This expansion has generated higher output,
higher profits, and higher.lincomes, and hence higher tax
yields. This 1in turs created scope for lower
borrowing, and lower tax §§§§§>—indeed, the latter become
necessary simply to preveé% tax burden rising,

because of the buoyancy of reve%yes. And so the circle

goes on.

D19. On the expenditure side, lower borr has reduced
the debt interest we have to pay. De 2\ erest now

accounts for over half a percentage poig§> f )JGDP less
than it did only three years ago. This is equix nt to
a saving of nearly £3 billion each year. And th rn

of borrowing I have set out in the MTFS should brin

i)
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means that, within any given total for public spending,

BUDGET SECRET
/;\ further saBHQGEEM%TlQM! ywear; by 1990-91, . This

there can be higher spending on programmes. And the

continuing search for value for money - the equivalent in

<§§i§§§ the public sector of the supply-side reforms in the

private sector - means that more

given amount of spending.

public

1980s, compaxred with our falling

one oOr two

can be achieved for a

achieved falling debt

all seen 1increases 1n

D20 other major country has
inte ayments. They have ]
égi%ér debt relative to national income over the

debt income ratio. [In

there 1is a risk of a vicious circle

developing: mqg§§gérrowing raises interest payments, and

hence more borrowing still is needed just to service the

debt. Our virtuous circle stands in sharp contrast.]

D231: This wvirtuous cisié;iz a cause for satisfaction.

o

But it is certainly no cagse for

several years to repair th?

finances by previous government

S

complacency. It took

@-\ done to the public

But it would take next

to no time to slip out of the virtuous circle, if we were

ever to abandon the policies that put us there.

D22. This Government has consistently d prudent

financial policies for the best part of >> ecade. And

the plans I have just announced,

into the next decade, enshrine the epitome of

prudence - the balanced budget.

(@)

which now
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@ E. TAX REFORM

El. Sound finance 1is the essential foundation for a

622%235 successful economy. But by itself, it cannot create

Cjé/\\gconomic growth or more jobs. That depends on markets

that work properly, on businesse
and take risks, and on the hard

individuals who work for them.

E2. @

s that show enterprise

work and effort of the

s why the reforms we have made - and are

continui temake - of the supply side of the economy
are so cruci Privatisation, and reducing the burdens
on businesse ve - played .a' ‘vital +spart:..ifn< the
transformation the British economy. And so has tax
reform.

E3. Nine years ago, he ' first “Buadget s ofs this

Government's period in oEfic€; my predecessor set this
- e

country on the right road

tax reform. He ended the peng

road of tax reduction and

axation of incomes and

started us on the way to an acceptable basic rate.

E4. The British people responded

would. And the evidence is there for
richest 5 per cent of taxpayers now cont

proportion of income tax revenues than wh

taxed at penal rates.

as we always knew they
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@ E5S. Four [yeBisD4g&,T idStheDN kLYt Budget of the second
<§i§;> Parliament of this Government, I turned my attention
<:ii> especially to business taxation. I announced a radical

<§§§b overhaul of the taxes on companies.

. And they, too, responded as we always knew they
would. British business, indeed, has never looked back.

I gave companies one of the lowest tax rates 1n . ‘the

wor1ld they responded with the best performance for
the b t of a generation.

B7. “The't I introduced in my first Budget are now
being emulat nd the world.

2

E8. Today, I have further improvements to make in

business taxation. But the main structure has stood us

in good stead, and I inten-;to leave well alone.

E9. The main focus of thec%gfgims I shall announce today

is on personal taxes. ‘0<:::>

E10. And first the taxation of married women.
<§§§§§%b

N
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F.  INDEPENDENT TAXATION AND TAX PENALTIES ON MARRIAGE

Fl. The present system for the taxation of married

couples goes back 180 years. It taxes the income of a

simply, that is no longer acceptable.

§3§g§§ married woman as if it belonged to her husband. Quite

F2. This is a matter on which there has been extensive

coaiiiﬁstion. The time has come to take action.

gfore propose a major reform of personal

taxation i three objectives. First, to give married
women the rivacy and independence in their tax
affairs as er e relises Second, to end the tax
penalties that can arise on marriage. And third, to

ensure that the tax system continues to recognise

&

F4. I have decided t& troduce, at the earliest

marriage.

practicable date, April L99k} ompletely new system of
independent taxation. <i:i>

o

5. Under Llie new system, a husband and wife will be

taxed independently, on the whole of thei income. All

taxpayers, male or female, married o €y Willl be

entitled to the same personal allowance, will be
available against income of all kinds, from

earning or savings.
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F6. In aaumﬁETtH.sa- GNLY be a married couple's

Qii;} allowance, equivalent in value to the difference under

the old system between the married man's allowance and

@ the single allowance. This new allowance will go in the
@ first instance to the husband, so that his tax threshold
oes not fall. But if he does not have enough income to

use it in full, he will be able to transfer any unused

portion to his wife, to set against her income.

| 7 [ @ hile the tax system will continue to recognise

marria m 1990 married women will pay their own tax,

on the ba their own income, and have their own tax

return, whe /e/r\l%\\}s necessary. Z i 7

ho — z
i ~ipidedosi-A-pEactice-——ask heir

husbands to handle their tax affairs, 'as beforejz]\But

what matters is that for married women, for the first time

ever, complete independence and privacy will be an

option. @

o

F8. In the same way, husb d wife will be taxed
ke 4

independently on any capital g they may have, with an
: : &

annual exemption each, instead of one between thcm, as

now. But transfers of capital between husband and wife

will continue to be entirely free of @liability of

tax.
N
A\
F9. Moreover, new system will start ¢ iderably
earlier than would have been possible for mos @;he
P
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A other reifoﬁUQﬁEThLJ§1I)QNE¥t Fforward, in particular

<§;;§i transferable allowances. The necessary legislation will

be contained in this year's Finance Bill. The cost of
this historic reform, which for the first time ever gives

;<§§§§> a fair deal to married women will be £690 million in

990-91.

F10. I mentioned a few moments ago the tax penalties on
marr i i It is clearly wrong that some couples should

find lves paying more tax, simply because they are

marrie <§i:Bropose to. pat ‘that Yight,

Fll. Indepe

common penalt <jé>§he taxation of a married woman's

axation by itself will remove the most

savings income at her husband's tax rate. But there are

two other tax penalties on marriage, and I propose to

in ao;ance of Independent Taxation.

Fl2. Under the present sy an unmarried couple can get

abolish both of them,

twice as much mortgage inter relief as a married
couple. This has attracted in sing - and justified -
criticism. I propose to put a stop to it as from August
this year. In future, the £30,000 1limit on mortgage
interest relief will be related to thzgﬁiﬁse or:. flat,

irrespective of the number of borrower is was the

solution put forward in the 1986 Green Pap sz35ersonal
s 1

Taxation, and 1t was widely welcomed. EXxisti

gages
will be unaffected. <3§§§>

o,
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@ Fl3. Th QURQEJ‘;“H%T‘QNA’X unmarried couple with

@i children can each claim the Additional Personal

Allowance, and thus get more tax relief than a married
@ couple in the same position. I therefore propose to
@§ restrict the Additional Personal Allowance to one per

couple. This will take effect from April 1989.

Fl14. Thus this Budget will eliminate, for all practical
pu +» all the tax penalties which, under the present
sy

S n arise on marriage.

@
@,
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@i . I turn now to business taxation.

2 major reform of business taxation, which I
introduced in 1984, and which was completed in 1986, has
given us the lowest Corporation Tax rate of any major

Eur country. This has encouraged overseas companies

O LN in Britain, and has improved the quality of

b British flrms.s Tt sya crachal "part.iof: an

@ hich company profitability has recovered

evel for some twenty years. It hnhas

succeeded in 1 %}Ltlves. :
W;& tEWSéﬂMéDﬁ
CT&/L Eo
!) G3s.o WF wdoi -not therejore propose any further Eefezﬂof
Corporation Tax. A—?he Corporation Tax rate for
1988-89 will be unchang 35 per cent.
o e

/77’““";% 4. "But’ I* 'do have hreeoges to proposeAEef;]
%4 [bus—;-a—e-s-s-e-s.,.x\.x? partic f:r secto :

T ert’?

c areh,

Mh Yia: G5. First, oil. My Rt. Hon. friend the Secretary of

/)'WJM State for Energy will shortly be lng forwara
legislation to abolish royalties, from , EorMans
Southern Basin and onshore fields after
ADEdLQF 198 2., At the same time, I propose to e tne

()

gl
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e for these fields to

Petroleul
<§i§fﬁ 100,000 tonnes per changeable period.

<§E§b G6. Coupled with the substantial oil tax reforms
<§§g§§ introduced in 1983, this will mean the end of royalties
or all future fields. Tax liability will ‘be more

closely related to profitablility. This“will help to keep

up the pace of UK oil and gas activity, which has already

mad impressive recovery from the oil price collapse of

two go.s

G7. Seco ilding Societies. The 1986 Building

Societies A es Building Societies the power, to
convert themsely into companies, if they so wish. At
present, however, they would face a heavy, and

unintended, tax charge if theyirdid: So% I propose to

recElEy it iiss, '9

G8.  Third, I prapose two<> nges to the tax arrangements
for Lloyd's. One meets a EQ loyds have raised on
last year's legislation on retmasurance to close. The
second will simplify the administrative arrangements for
taxing Lloyds members. These changes will help to ensure
that the system for taxing Lloyds 1is ctive while
taking full account of the special featu Lloyds.

P
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