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@ FROM: D I SPARKES

"@ DATE: 19 FEBRUARY 1988

MR t ¢¢c' 'Mr Culpin
Miss Evans

BUDGET SPEECH: TAXATION SECTION

A few minor comments on your draft:

foliany. P2 para 4: w single personal allowance will be renamed the
12 ! or "standard" allowance (not yet known which).
A pl3 para 1: e 500 start-ups a week the net rate?

plé4 para L:

v and tha only exception will be the private rented
sector ipping).
ol Y pl7 para 4: Would it %ggggsible to make more of the rebasing of
(),i9 companies' ‘gains? It is the only thing we are doing
_\ for them and seems to cost the same as 1lp off the CT
P s rate.

4 P28 paras 1-4: Why does this section come before forestry rather than

i before income tax? <>
p34 para 2: Is it worth saying h adds to the tax-free capital

gain"? O

<
p40 para 2: Would it be a good id to make the desire to align
capital gains/income taxat one of the reasons for
\ cutting top rates? Thus the end of para 2 you

might add "Nor can capital-gains possibly be taxed at
~ ) the same rates as income uWnder our present steeply
yoh - i graduated pattern of tax rates; the effect on
incentives and enterprise would be disastrous". I am
a little worried that unless you insert such a caveat,
the Chancellor might be providing a hostage to fortune
should a different Government decid jack up top
rates again, without decoupling inc@§§§§ om gains.
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FIRST DRAFT OF SPEECH

Section 482 : " /L/&

I start with an important reform of the provisions governing
company residence and migration under Scetion 482 of the Income
and Corporation Taxes Act 1970,

The present rules are seriously out of date, They are
discretionary, uncertain and can be exploited. In many other
countries the definition of residence 4is much clearer, It
commonly turns on the place of incorporation and companies are
free to move their operations from one tax authority to another
provided they pay any tax which may be due.

I therefore propose to sweep away these parts of Section 482,
For the vast majority of companies, the tast of residence for
United Kingdom tax purposes will be simply whether they are
incorporated here, The small minority of companies which are not
incorporatad in the United Kingdom but are centrally managed and
controlled here will continue to he resident here. Companies
wishing to migrate will be able to do so normally by changing
the country of their incorporation or their place of central
management and control and provide for the tax when they do so.
This change will brifig Britain much more into line with Europe
and the rest of the world and will provides«clear framework which
will relieve any uncertainties which may arise as a result of a
case now before the European Court of Justice. There will be
transitional provisions to prcvent non-resident companies
incorporated in the United Kingdom from becoming liable to United
Kingdom tax. Purther details on this and the main proposals are
haing made available in a Press Release,

At the same time I am taking steps to reduce the compliance
burden c¢reated by the other provisions of Section 482
(subsections (1) (¢) and (d)) which require companies to seek
consent for transactions in shares of overseas subsidiaries.
Revised General Consents under these provisions will be
published, wider in scope than the present Consents and I expect
them to rcduce the number of applications by at least a half.
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SPEECH: TAXATION SECTION

‘Qy phane call where I let you h
- I agreed to write on a few points

g8 (page 5)
owing:

erations apply to the North Sea. |
gign that this sector is making an
ery from the oil price collapse o
d the Secretary of State for Energ
0 monitor closely the impact of -
‘Back in 1983 we abolished royal
fieldas, in recognition of the ai
. those more recent oil develops
neration of gas fields has a
of these are highly profitab
an cverall reduction in tax.

i Friend will shortly be b
@ to abolish royalties from 1
B8Bnd onshore fields developed

same time I propose to redug

jége fislds [to 100,000 tonnd

o royalties for all futura
@sely related to profitability
Be recouped over the louger £
11) pay less, and highly profite
8 this will help to keep up €t
8§ activiey,

86 to introduce a new capital gaing =
Posals of interests in oil licene
@Xation in the Petroleum Revenue T
|rrangements, "
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or maintenance agreements and most |
Or after today ~ the person taceiving |
Will not have to pay takx on them. A m
Rce tO his divorced or separated wife =
intanance to her ex-husband -
yments that are made, up to a
pn's allowance. But there will be m
~Other maintenance payments.

iystem will be simpler all round, and
OUs in many cases. The recipient dos
nd the limit on relief will, on pas
over- the vast majority of payment
parated spouses. And if the reci

' 2 ¢an set personal allowances
“dnstead of having to use the

="
ments to children will not gqualify £0F
ie new rules. The ordinary married &6
ef for maintaining their children. |
are already eligible for the additionsg
nce and for one~parent benefit, j
1
¢t fully those people who are eith
ing payments under existing Court @
yudnder Court Orders already appli
made by 30 June. For them, the &
£41 April 1989, and special
pments thereafter will ensure

In addition, I proposefi.
Beparated wives from tax on &
Hance, up to the equivalent off
wanoe, 9

the tax arrangemenis are comp
vicus case for giving tax rel :
fEs from one person to another e
"Onder 4 pdrticuiar form of lel
S8y legal muwmbo-jumbel. And =
) the case in the past - therey
N for this kind of tax sheltd
R 1 shall be proposing to thel
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the tax system altogether from the
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H.M. CUSTOMS AND EXCISE & Y\
11th Floor '

New Kings Beam House

22 Upper Ground

LONDON SE1 9PJ

Tel: 01-620 1313 Ext 5023

BUDGET SECRET - TASK FORCE LIST

ref: RA 108/88
Copy No. / of 7

FROM: P R H ALLEN
DATE: 19 February 1988

Mr Hudson v/ cc: Mr Culpin
Miss Sinclair
Mr Michie
Mr Unwin
Mr Knox

BUDGET SPEECH: TAXATION SECTION

We have a few comments on the draft which you circulated on 17 February. These
are attached. Many are purely of a drafting nature, but items 1, 4 and 5 raise

more substantive issues.

e

RICHARD ALLEN



BUDGET SECRET - TASK FORCE LIST

3% Page 25, third paragraph, first sentence: I suggest replacing it with "The

only change which I propose to the coverage of VAT is ...... not extending it to
books and newspapers, but legislating to tidy up the definition of which

confectionery items are subject to tax".

23 Page 25, third paragraph, last sentence: delete from "confirm" to the end

of the sentence and replace by "tax all types of cereal bars".

35 Page 25, fourth paragraph, line 3: We suggest adding "during 1987" to make

clear that this relates back only one year and not to the last duty increase.

g. Page 25, fourth paragraph, line 6 and Page 26 first line: We note that Up

and 7p (respectively) are very subslantial roundings up. On previous occasions
when increases were announced, roundings were to the nearest half penny. In

these two cases, we consider that precedent should be followed.

5 Page 26, lines 3 to 6: If we wish to use "health" arguments elsewhere

(even though not in the speech itself), this passage would be inconsistent.
Moreover, since there is likely to be a strong reaction that not enough has been
done in the "health" context, this would seem inappropriate. It would also
embarrass the Chancellor's colleagues in the Lord President's Group on alcohol

misuse.

6. Page 26, second paragraph, lines 1 and 2: delete "at £100 a year". This
is only one of a number of relevant rates, |-Juk5“ PUST o ok o tuilads b)) QTG

T Page 26, second paragraph, line 3: after "derv" insert "above revalor-

_isation" (or something to that effect). Because of the distance between this

and the general statement (page 25, fourth paragraph, second sentence), the

draft as it stands could mislead.
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BUDGET SECRET - TASK FORCE LIST

8. Page 26, second paragraph, lines 7 and 8: delete "by simply exempting" and

-

"from this year's duty increase" and replace by "by leaving" and "unchanged".
5 g

//// 9. Page 26, second paragraph, last line: "“ordinary" should precede "2-star".

10. Page 36, second paragraph, line 2: after "Committee" add "relating to

Inland Revenue".
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RECORD OF THE SIXTH BUDGET OVERVIEW MEETING:
AT 2.30PM ON MONDAY 22 FEBRUARY 1988

Present: Chancellor
Chief Secretary
Financial Secretary
Paymaster General
Economic Secretary
Sir P Middleton
Sir, TsBurns
Sir G Littler
Mr Anson
Sir A Wilson
Mr Byatt
Mr Monck (Item 4 only)
Mr Scholar
Mr Culpin
Mr Odling-Smee
Mr Sedgwick
Mr R I G Allen (Item 4 only)
Mr Pickford (Item 4 only)
Mr Riley (Item 4 only)
Miss C Evans
Miss J Simpson (Item 4 only)
Mr Cropper
Mr Tyrie
Mr Call

Mr Battishill = IR

My Esaac = ‘IR

Mr Painter - IR

Mr P Lewis - IR (Item 3 only)
Mr McGivern - IR (Item 3 only)
Mr Prescott - IR (Item 3 only)
Miss Rhodes - IR (Item 3 only)

Mr Unwin - C&E
Mr Knox - C&E

(1) Budget Scorecard: Mr Culpin's minute of 18 February.




{id) Deadline for Budget Decisions:
(a) Mr McManus' note of 17 February
(b) Mr P R H Allen's note of 19 February
(T11) Fringe Benefits:
(a) Mr Keith's note of 17 February on Capital
Allowances: Expensive Cars.
(b) Mr Prescott's note of 18 February on Directors'
Dining Rooms and Luncheon Vouchers.
(c) Mr P Lewis' note of 18 February on Car Parking.
(iv) Presentation: Mr Culpin's minute of 19 February
Scorecard
23 The following points were raised:

(.19) The Chancellor asked for a note on a hew income tax
option, to replace the existing Option 1lA. This would be
identical to Option 1 in all respects except that the
main personal allowances would increase by 10 per cent.
It was agreed that slight variations on this could be
considered: for example, the increase might be set at a
convenient cash figure; or at a level which would give a
married man on average earnings an extra £5 per week.
The Revenue agreed to produce a note, for decision at the
overview meeting on 29 February at the latest.

(i) After some discussion, it was agreed that the proposal to
restrict the APA to one per couple should be introduced
as planned in 1989.

(1d1) The Revenue agreed to provide a note on merging the MCA

and APA into a common allowance paid either to married
couples or to unmarried people with dependent children.
The Chancellor invited suggestions for the name for such

an allowance.



(iv)

(v)

(vi)

(vii)

(viii)

The Revenue agreed to provide a note on alternative
options for the CGT exempt amount. The note should start
by considering what would be the appropriate level in
1990-91, when many taxpayers (ie married couples) would
receive a double allowance; and then consider what steps
might be appropriate to reach that figure. There was a
strong case for reducing the exempt amount in 1988-89,
since the benefits of rebasing started then.

There was some discussion about what might be said in the
Budget about car scales for 1989-90. To announc2 a
fixed increase now would effectively rule out a larger
increase in next years' Budget. The options seemed to be
either not to announce any figure now, with the
consequence that an in-year Budget recoding would bec
needed for any increase in car scales; or to use a
formulation such as "not less than 10 per cent", provided
that gave the necessary legal cover for coding for a
10 per cent increase. The Revenue agreed to provide a
note. The figuring in the scorecard and FSBR should
follow the coding.

An increase in the PEP ceiling from £200 per month to
£250 per month (ie £2400 to £3000 per year) should be
added as a late starter.

It was agreed that the IHT threshold should be increased
from £107,000 to £110,000; this would cost an additional
£10 million in 1988-89 and £25 million in 1989-90.

The Chancellor asked for a note on how many employees
would be relieved from any tax on benefits in kind by the
increase in the P1l1lD 1limit (taking account also of the

increase in car scales).

Budget Decisions

k.

The following points were made:

(i)

The new income tax rates of 25 per cent and 40 per cent
were confirmed; a final decision on thresholds would be

taken at the overview meeting on 29 February.



(ii)

fE1i)

(iv)

(vi)

(vi)

(vii)

The MIR ceiling was confirmed at £30,000.

It was agreed that the additional rate on trusts should
be retained, and set at 10 per cent. The possibility of

special relief of disaster funds should not be puwrsued.

It was agreecd that no aclion should be taken this year on
a possible linkage between discretionary and all employee
share schemes; but an announcement should be made in the
Budget debates that we would be considering legislation
in 1989.

The corporation tax rates of 25 per cent and 35 per cent

were confirmed.

A submission was awaited on place of hearing by general

commissioners.

Decisions had already been taken separately on APA for
incapacitated wives, BES, employee priority shares,
Northern Ireland general commissioners and accelerted
accruals of pensions. A further meeting on transitional
arrangements for maintenance was to be held later that

week.

4. Benefits in Kind

(a) Capital Allowances: Expensive Cars

There was considerable discussion about three possible options:

(1)

(ii)

(1i1)

scrapping all capital allowances for cars (or just for

expensive cars);
keeping the £8,000 ceiling unchanged; and

raising the £8,000 ceiling to £12,000.

Option (i) would remove compliance costs completely, but would sit

very

oddly with general tax principles. The arguments for



option (iii) were that it would reduce compliance costs, and
provide a sweetner for the car industry; and since it was only a
timing change, the cost would eventually disappear. On the other
hand, we were helping on compliance costs in other ways; the
effects on the motor industry should not be too large, given that
98 pcr cent of taxpayers with company cars benefitted from the
package as a whole; and it seemed somewhat perverse to be reducing
the cost in the hands of the employer at the same time as we were

saying that car benefits remained significantly undertaxed.

5% A completely different option to provide some help to the
motor industry would be to cut the rate of car tax. This would have
the advantage of benefitting private as well as company purchasers.
But it was very expensive, at around £110 million per percentage
point off car tax. After further discussion, it was agreed that
there should be no changes this year to either the capital
allowance ceiling for expensive cars or to car tax. A cut in car
tax should be reconsidered next year as a possible offset to a

further increase in car scales.

(b) Directors' Dining Rooms

6. The following structure for a charge on Directors' Dining

Rooms was agreed:

Eilg) It should apply to exclusive canteens and dining rooms
generally, rather than only to those exclusively for
Directors and Senior Executives; the latter route had
some attractions, but was arbitrary and would open up

some difficult distinctions.

(ii) In principle, MPs should be treated in the same way as
others; but there could be difficulties if this required
specific legislation to include them in the charge. It
would also be necessary to consider carefully other

difficult cases, such as the army and universities.



(i d) The charge should be based on a simple formula, but
excluding the amount contributed to entertaining outside
guests. There should not initially be any uplift to take

account of other costs.

(iv) This charge and the withdrawal of the LV concession went
together.
74 In discussion of the merits of the charge, it was generally

felt that it would create considerable difficulties, and ones which
would be very difficult to discover in advance. It was agreed that
it should not be pursued further this year.

(c) - Car Parking

8 After some discussion, it was agreed that the provision of car
parking, both on and off the employer's premises, should be exempt
Erom i tax. This should be done by means of legislation in the
Finance Bill.

Presentation

9% There was some discussion about whether the tables in the
Inland Revenue press notice should stop at incomes of £50,000 or
£70,000. There was a case for stopping at £50,000, in that the
increase to £70,000 last year had been made specifically to show
the humped pattern of percentage gains; and cutting the tables off
at £50,000 might help in Budget Day presentation. But on the other
hand, to go back to the lower figure could be counterproductive,
and would certainly be rumbled very quickly. It was agreed that
the tables should show figures up to £70,000.

10. Mr Corlett's note of 19 February on the history of covenanting

for tax was very helpful for developing the presentation; it

demonstrated how the existing system had grown up by accident.



11. The main positive points on cars were:

(1) They were substantially undertaxed, and we were making

the largest increase possible in a single year; and

(ii) now that tax rates had been reduced so much, there was
not the same incentive to find alternative ways of

remunerating employees.

The increase in the P11D limit was simply an acknowledgement that
we were making an exceptional increase in car scales this year; if
the P11D limit had not been increased, a substantial number of
people would have been pushed above the limit by the increase in
car scales, and would have suffered significant losses. We should
stick to the line that the P1l1D limit would be frozen at its new
level, even if we left open how large the incrcase in car scales

might be next year.

12. On home improvement loans, the presentation should not

concentrate primarily on the abuse; it should instead make the
point that the change focussed mortgage interest relief on its real
intention: house purchase. We had found a more sensible

restriction than many of those becing urgyed on us.

13. There was considerable discussion of the line on forestry. It
was important to play the environmental card, since otherwise it
was difficult to Jjustify the increase in grants - these were
necessary to ensure that the Government's tree planting target was
met. This did raise the difficulty that the revenues recouped from
ending the major tax avoidance were being recycled back to those
who engaged in forestry; but they would go to different types of
people, including farmers in particular. There was a strong case
for confining the new tree planting grant to a level equivalent to
the benefit which an average rate taxpayer would get under the
existing regime (rather than to the benefit a top rate tax payer

would get); this was still under discussion with forestry



ministers. There was no need to hype up the presentation: the

measure would inevitably attract plenty of attention on its own.

14. The Chancellor asked his ministerial colleagues to provide
short bull-points on each of the items for which they were
responsible, for discussion at the following week's overview

meeting.

s

r'; A C S ALLAN

Distribution:

Those present
PS/IR

Mr P R H Allen C&E
Mr Riley

Miss Sinclair



BUDGET CONFIDENTIAL

FROM: J. ANSON
23rd February, 1988.

MR. HUDSON

c.c. Chief Secretary
Sir P. Middleton
Mr. Scholar
Mr. Culpin
Mr. Burr
PS/IR

BUDGET SPEECH: FIRST DRAFT

I have discussed paragraph K.12 with Mr. Burr. He
is discussing the new arrangements for student grants with
DES and SED, and the paragraph may need further revision
1n: the light: ‘of sthats But in the meantime there are two

points which arise anyway:

(i) The penultimate sentence 1is not accurate as it
stands. You will- have noticed I .left it out
of the redraft I gave you the other day. I

think the thought in it is a hangover from previous
idecas of a wider package of changes which would
also have subsumed the social security element.
But that is not now included in the changes to
be announced in the Budget, and we are not
therefore, at this stage, concentrating all support
through the grant system. But anyway I am not
sure we would want to be taking credit for
concentrating support through the grant system,
when we hope shortly to announce a shift awa

from grant towards loans. The most I would
want to claim is greater simplicity in that support

will not be split between grant and tax.

(ii) The final sentence needs to avoid implying that
the existing students with covenants will also
be allowed to use their full tax allowance against

earnings etc.

e L‘



BUDGET CONFIDENTIAL

I would suggest therefore replacing these two sentences

with:

"The new arrangements will enable students to wuse
their full tax allowance against vacation earnings
or other income. [And they will be simpler because
student support will no longer be split between grants

and tax relief.]"
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Chancellor of the Exchequer I
The Treasury (y‘
Parliament Slreet O~
London

SW1 \waJ ﬁf N 23rd February 1988
/
%\ Yo

Dear Chancellor

When you announce your Budget measures on 15th March, we
urge you, once again, to give a commitment that books will
not be taxed in the life time of this Parliament. This
morning we are handing in petitions and bookmarks signed

by 200,000 members of the public anxious that reading should
not become subject to VAT.

The National Book Committee has of course submitted detailed
arguments on the subject to the Treasury. We would like

to emphasise very strongly that VAT on books would be extremely
damaging to literacy, education, and research.

Reading is the basis of knowledge. Everyone will suffer

if reading is taxed. Libraries, schools, universities

and colleges would simply buy fewer books. This would

hit hard certain groups such as the young, the elderly

and the disabled, for whom books are particularly important.
These are the people least able to afford the extra cost.

The Government is committed to retaining the zero rating

of food, children's clothes and domestic heating and lighting.
We trust that you will give a similar commitment to books.
Yours sincerely

Lady Antonia Fraser

on behalf of the European Committee Against Taxing Books

Don’t tax books - Zero VAT  Non a I'imp6t sur la lecture - TVA au taux zero sur les livres e Biicher ohne Steuern - MWSt zum Nulltarif
Non tassate i libri - Zero IVA  Geen belasting op lezen - Zeg nee tegen BTW op boeken e Los libros no deben pagar impuestos - Tarifa zero para la TVA
Nao cobrar impostos sobre livros - Taxa de IVA igual a zero e Ingen moms pa beger e Mn dopoloyeite Ta BiBAia - GMA undév
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FROM: A P HUDSON
DATE: 23 February 1988

MR PERETZ

BUDGET SPEECH, FIRST DRAFT: SECTIONS ON THE ECONOMY

.. I attach Sections B-D of the speech which went to the Chancellor on
Friday (19 February).

24 The Chancellor's only comment ot substance on Monetary Policy
was to wonder whether the benefits to the UK economy of exchange
rate stability over the past year would be better dealt with in
paragraph B20, where the Louvre is mentioned, rather than in
Section C. Perhaps we can consider this in the course of the week.
I shall be putting a revised draft of the whole speech to the
Chancellor on Friday.

A P HUDSON
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DATE: 24 February 1988

MR\§9Né% /z”bvﬂf ve (e

¢c Sir P Middleton
Sir T Burms
Mr Scholkar

i Mr Cwéﬁin
W . . SN Miss Sinclair

Mr Beighton IR
Mr McManus IR

lena | 7
/((, u(/l

BUDGET SPEECH: FORESTRY

Thank you for your comments on the previous draft of the Budget

Speech, and for sending me a copy of your 22 February minute.

2: I attach a redraft of the relevant section for the speech. As
the Chancellor asked, it is shorter and less 'macho'.

Sie Please could I have any comments by close tomorrow
(25 February).

A P HUDSON
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BUDGET SECRET: TASK FORCE LIST

FORESTRY

M8. First, the present tax treatment of forestry has
been very widely criticised. It enables mostly top rate
taxpayers to shelter other income from tax by offsetting
it against loses from forestry, but also enables them to
receive the proceeds from the eventual sale effectively

tax-free.

M9, “Thist is. . azimisiuse. 1off the itax ‘systen. BUts i am
satisfied that the special nature of forestry means that

special tax arrangements are justified.

M10. I therefore purpose to take woodlands out of the tax
system altogether. As from today, and subject to
transitional provisions, expenditure on woodlands will
not be allowed as a deduction for income tax or
corporation tax. And receipts from the sale of trees or

timber will not be taxed.

M1ll. It is a measure of the absurdity of the present
system that this exemption would 1n time bring a saving
of £10" million. But to maintain Exchequer support at
roughly 1ts present level, I have agreed with my RHFs

with forestry responsibilities that this money will be



-

available for increased planting grants. The Forestry

Commission will be announcing the details next week.

Ao

M12. The new system will be simpler, and will give the
taxpayer better value for moncy. The new grant structure
will also strengthen environmental protection, which I
know is of concern to HMs on all sides of the House. [I
hope all those involved will work together to get the new

arrangements in place as soon as possible.]
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BUDGET SECRET : TAX FORCE LIST Copy No .

FROM: E MCGIVERN
DATE: 74 FEBRUARY 1988

¢c. Mr Beighton
M1 Reed

SPEECH : FIRST DRAPT

Ed

Paira

I suggest that in the third line we s#nould refer to the CT rate

88 on
lowss

Para

@ of the loweat tax rates in ths world, rather than the
‘t -

G6 Lloyds \ ;

You a

lready have a

Lo
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You. i
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point
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geen Mr Fal B minute of 23
n for not placing 8¢ much emphasia on the mobility of labour |
is that Mini 2 d that property let on shert «
assured tenan ify £

@8 Wwill not qualify for BES relief. But some |

nat these tenancies should be included to halp

¢ move temporarily into rented accommodation

t they are looking for permenent accommoedation for their

ies. 1In th roumstances, I suggest some re~ordering of
Paragraphs on the following lines:

-1

e will argue

e who want t:
 }

w
%
P

Para G224 - no change

Fara G25 - add at end -~ %And T am how proposing a major tax
relief to help overc : present shortage of
accommodation in rented sector.”

Ranumber paras G27 and G28 as 626 and 327 respectively.

@'
the Government® ang help boost
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BUDGET CONFIDENTIAL

A P HUDSON
24 February 1988

MR MACE IR cc Sir P Middleton
Sir T Burns
Mr Scholar
Mr Culpin
Miss Sinclair

Mr Isaac IR
Mr McManus IR

BUDGET SPEECH: INDEPENDENT TAXATION

I attach a redraft of Section F, taxing account of the Chancellor's
comments.

2% Please <could I have any comments by close tomorrow
(25 February).

e We want to end with an upbeatwrap-up paragraph. Can anybody
think of some thing better than the present F16?

A P HUDSON



17/F

F. INDEPENDENT TAXATION

Fl. The present system for the taxation of married
couples goes back 180 years. It assumes that everything
a married woman has, or earns tor herself, belongs to her
husband. So it taxes her income as if it were his. 1In
the last part of the twentieth century, that is simply

not acceptable.

F2. Year after year, there has been extensive consult-

ation on this subject. The time has come to take action.

F3. 1 therefore propose a major reform, with three
objectives. First, to give married women the same
privacy and independence in their tax affairs as everyone
else. Second, to end the tax penalties that can arise on
marriage. And third, to ensure that the tax system

continues to recognise marriage.

F4. 1 have decided to introduce, at the earliest
possible date of April 1990, a completely new system of

Independent Taxation.

F5. Under the new system, a husband and wife will be
taxed independently, on the whole of their income. The
married man's allowance and wife's earned income

allowance will be abolished, and all taxpayers, male or

RTINS TR A A

LV Y



female, married or single, will start with the same
personal allowance, which will be available against

income of all kinds, whether from earnings or savings.

F6. Married women will pay their own tax, irrespective
of their husbands' income, and they will have the chance
to fill in their own tax return, when one 1s necessary.
[Married women who wish to ask their husbands to continue
to handle their tax affairs will, of course, be free to

do so, provided they sign any tax returns themselves.]

F7. If unouthing else were done, there would be no
recognition of marriage and, all married couples would
see a substantial fall in their tax threshold. I am
therefore introducing a new married couple's allowance,
equivalent to the difference between the married man's
allowance and the single allowance. For simplicity, this
new allowance will go in the first instance to the
husband. But if he does not have enough Income to cover
it, his wife will be able to set any usused portion

against her income.

F8. A husband and wife will also be taxed independently
on their capital gains, with an annual exemption each,
instead of one between them, as now. But transfers of
capital between husband and wife will continue to be

exempt from both capital gains tax and inheritance tax.



F9. This new system will give complete privacy and
independence to married women, for the first time in the
history of income tax. And it combines this with
continuing recognition of marriage in the tax system.

[Many couples will pay less tax, and none will pay more.]

F10. The new system will start considerably earlier than
would have been possible for most of the other reforms
that have been canvassed, in particular transferable
allowances. The legislatibn will*ybe i in £his year's

Finance Bill.

Penalties on marriage

Fll. I mentioned a few moments ago the tax penalties on
marriage. It is clearly absurd that some couples should
find themselves paying more tax, simply because they get

married. I propose to put that right.

F12. Independent taxation by itself will remove the most
common tax penalty on marriage - the taxation of a
married woman's income from savings at her husband's top
rate of tax. I am also introducing measures to tackle
the other tax penalties, and these can take effect in

advance of Incdependent Taxation.

F13. The biggest problem comes with mortgace interest

relief. An unmarried couple can get twice as much relief



as a single person or a married couple, and that has
attracted increasing - and justified - criticism. I am
putting a stop to it from August this year. In future,
the £30,000 limit on relief will be related to the house
or flat, irrespective of the number of borrowers. This
was the solution canvassed in the 1986 Green Paper on

Personal Taxation, and it was generally welcomed.

Existing mortgages, however, will be unaffected.

Fl14. A furthér anomaly is that an unmarried couple with
two children can each claim the Additional Personal
Allowance, which 1Is intended for single parents. This
can, again, give them more tax relief than a married
couple in the same position. I therefore propose to
restrict the Additional Personal Allowance to one per
household. This will taxe effect from [April 1989].

F15. This Budget will therefore eliminate, for all
practical purposes, the tax penalties which can arise on

marriage.

F1l6. The reform I have described puts an end to the
discrimination against married women in tax, which has
been such a lengthy hangover from the last century. Anc
it does so in a way which continues to recognise

marriage, and eliminates the penalties against it.
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MR HUDSON cc Mr Scholar
Mr Culpin
Mr Sedgwick
Me A C S Allan
Mr

McManus, IR
BUDGET SPEECH : SECTION G

I think the CBI lobby mighl be somewhat provoked by the last sentence ot G2 and

1

the "therefore" in the first sentence of G3. The lobby argues that if only the
company sector were left with a higher proportion of their profits/cash flow
to spend, the performance on fixed investment and spending on R & D and training
etec wonld compare belter with our main competitors. I suggest you might add
one sentence (underlined) below, though I do not put enormous weight on it. The
passage would then read:

"... the lowest corporation tax rate of any major European country.

... A'lcrucial part of an environment in which company profits,
leaving aside the oil sector, have risen to the highest level since

1973. This has produced a substantial financial surplus, despite

the strong growth of business investment.

G3. I do not therefore propose any major changes to the corporation

tax regime this year ..."
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FROM: MISS C EVANS
‘ DATE: 25/FEBRUARY 1988

MR A C S ALLAN cC Mr Riley
Chief Secretary Mr RIG Allen
Financial Secretary Mr Bottrill
Paymaster General Mr Hudson
Economic Secretary Miss Simpson
Sir Peter Middleton Mr Dyer
Sir Terence Burns Mr Allum
Mr Anson iy Mr Cropper
Mr Scholar : Mr Tyrie
Mr Odling-Smee Mr Call
Mr Culpin Mr Rawlins
Mr Peretz Mr Dight
Mr Sedgwick Mrs Thorpe
Mr Turnbull Mr Cavanagh - CSO
Mr Pickford Mrs Burnhams
Mr S Davies Mrs Crane
Mr Hibberd PS/IR
Miss Siuclair Mr Calder - IR
Mrs Butler Mr McManus - IR
Mr Mowl PS/C&E

Miss French - C&E

1988 BUDGET TIMETABLE

I attach the timetable for the last two weeks before the Budget.

C bvaaan

MISS C EVANS



Week -2 CX DIARY & PARLIAMENT FSBR & BUDGET EXTERNAL EVENTS

Monday

29 February Overview 7 Balance of payments (Jan)
Submission to Chancellor on Full money published

post-Budget fiscal projections
Chancellor's office circulate
revised Budget statement
Chapter 4 to printer

Tuesday
1 March Chapters 1, 2, 3 to printer
Wednesday
2 March Chancellor's meeting with HMT and Reserves published
separately Bank on MTFS
Ist proof of Chapters 4, 5, 6
from printer & to Chancellor
Thursday
3 March Chancellor comments on Chapters
4, 5, 6 proofs by noon
1st proof of Chapters 1, 2, 3
from printer & to Chancellor
Friday
4 March Chancellor comments on Chapters
1, 2, 3 by noon
Revised Budget statement to Chancellor 1987 Balance of Payments (internal)
1st proof of Chapters 4, 5 6 returned
to printers
Saturday/Sunday
5-6 March

{ “a

Chancellor works on Budget statement



Week -1 CX DIARY & PARLIAMENT FSBR & BUDGET EXTERNAL EVENTS
Monday
7 March ECOFIN Chancellor's office circulate
revised version of Budget Statement
1st proofs of Chapters 1, 2, 3 returned to printers
Tuesday
8 March Draft EPR supplement to Chancellor
Draft notes for Queen & overseas
posts to Chancellor
Wednesday
9 March Chancellor comments on EPR, PSBR internal
notes for Queen & posts 1987 GDP lst estimate - internal
r - Submission on list and presentation
of press notices to Chancellor
Submission on 1988-89 PSBR to Chancellor
2nd proof of FSBR (all chapters) from printers
Thursday
10 March 1st Order EPR supplement to printer 1987 Balance of Payments published
2nd proof of FSBR returned to printers
Friday
11 March Final draft of Budget statement
to Chancellor
EPR proof to Chancellor
Copy of Budget statement to PM
Telegram for overseas posts: final
draft to Chancellor
Note for Queen: final draft to Chancellor
Final version of Budget broadcast to Chancellor
Saturday FSBR book proofs from printers and checked
12 March in HMT

Chancellor comments on EPR proof
by noon FSBR & EPR book proofs returned to printer
Chancellor finalises Budget statement



Week 0

CX DIARY & PARLIAMENT

FSBR & BUDGET

EXTERNAL EVENTS

Monday
14 March

Audience with Queen

Budget speech copied
FSBR read at press

Tuesday
15 March

Budget Day

FSBR published

Wednesday
16 March

Budget debate

PSBR published

Thursday
17 March

Budget debate

Unemployment figures published

Friday
18 March
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FROM: P N SEDGWICK
DATE: 25 FEBRUARY 1988

MR Qyﬁég; cc Sir T Burns
Mr Scholar

Mr Culpin

Mr Odling-Smee
Mr S Davies

Mr Mowl

BUDGET SPEECH 1ST DRAFT : PUBLIC SECTOR FINANCE

I have a few comments on your draft.

Paragraph D2
Will everyone realise that "last year" refers to financial year

1986-877

Paragraph D5

Corporation tax receipts in 1987-88 are not especially above the
1987 FSBR forecast when compared with other taxes. The reduction
in the basic rate in the 1987 budget - referred to in your second
sentence - is irrelevant to the extent to which revenues are

greater than expected at budget time. I suggest replacing the

first two sentences by the following.

With the economy so buoyant receipts from income tax and VAT
in the current financial year have been greater than expected.
Corporation tax receipts, based on the higher than expected
profits of a thriving and healthy company sector in recent

years, have also outstripped expectations.

Paragraph 9
Shocks by their nature arise unexpectedly. They were, if anything,
more a feature of the 1970s than 1980s so far. I would delete the

last sentence.
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Paragraph D12

The last sentence is not consistent with the available data
o~financial deficits for General Government - the only
definition for which figures are available on a comparable basis.
As the table below shows Japan appears to have had a lower deficit
in 1987 and to be contemplating one of similar size as the UK's
(consistent with the FSBR forecast) for 1988. Colin Mowl will let
»you know if a more favourable comparison for the UK emerges as we

v// finish our figuring in the run up to the budget.

GENERAL GOVERNMENT FINANCIAL DEFICITS (per cent of GNP/GDP)

1987 1988
HMT Estimate UK 1.4 1z
(US 2.4 2.4
(Japan 1.2 1a1
OECD (Germany 147 Led
December (France 2.8 2.7
1987 (Italy 10.3 10.3
(Canada 4.4 3.3

(
(M6 2.8 231

Paragraph D18

The first two sentences are not consistent with the latest OECD
data (attached) which shows falling debt/income ratios for Japan in
the last four years. You should be aware that the Japanese budget
for fiscal year 1988-89 has a fall in debt interest payment.

-]

P N SEDGWICK
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the fiscal stance in 1987 is expected to be expansionary
in the United Kingdom and Italy, neutral in Germany,
and restrictive in the others. These trends are projected
to continue in 1988 except in the United States where
the structural budget balance (on the assumptions
adopted) remains unchanged, in Italy where it shows a
modest improvement, and in Germany where fiscal
policy is set to become slightly expansionary. As for the
smaller countries, worsening structural budget balances
in 1987 in Finland and Norway are more than offset by
improvements elsewhere.

Adjusting the projected structural budget balances
for the effects of price changes’ does not modify
fundamentally the assessment of the stance of fiscal
policy in most countries. Some differences appear,
however. In particular, fiscal policy in Italy is projected
to be significantly more expansionary in 1987, on this
inflation-adjusted basis, than suggested by the struc-
tural balances alone. On the other hand, fiscal policy
appears slightly restrictive in Germany in 1987 taking
into account the low rate of price increase. The adjusted
indicators also suggest that the policy stance will be
broadly neutral in Greece and Spain over 1987 and 19838
rather than restrictive as indicated by the changes to the
structural balance. :

In many countries, the present stance of fiscal policy
refects in part the concern of governments to limit and
ultimately stop the growth in government debt. As can
be seen from Table 158 general government gross and
net debt/GNP ratios are expected to keep rising in
France, Canada and Italy over the projection period,
albeit at a slower pace in the first two countries. A

JSLem hER (4§

significant slowdown in the growth of the ratio is
projected for the United States in 1988, while in the
United Kingdom the ratio should decline slightly. The
Japanese debt ratio, which had stabilized after 1983, is
projected to decline in 1988 on the basis of the policy
assumptions adopted. By contrast, it is expected to rise
in Germany this year and next. It is of course important
to remember, particularly in the case of the last two
countries, that rising pension costs associated with
ageing populations stand to affect the debt outlook
substantially over the medium term’.

Major developments in individual countries

In the United States the extent to which the Federal
budget deficit for fiscal year (FY) 1988 — which bs ]
1st October 1987 — will be reduced from its projectcd
FY 1987 level of about $190 billion is uncertain. The
Administration’s January budget proposal seeks to meet
the Gramm-Rudman-Hollings deficit target of
$108 billion by means of substantial expenditure reduc-
tions, asset sales, and some minor revenue increases.
While they have not reached an agreement, the House
and Senate have approved deficit-reducing proposals
which would combine tax increases of about $18 billion
with expenditure cuts of the same magnitude, relatively
equally divided between domestic and military spend-
ing. The size of the required policy changes depends on
the estimate of the “current services” (i.e. with no policy
changes). The Administration forecasts an FY 1988

Table 15
Gross and net public debt
Percentage of nominal GNP/GDP

1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 19862 1987t 198%°
Gross debt of general government
United States 40.6 39.6 42.6 425 [408_39.0 372 37.7 57;13 41.1 440 45.1 éSS 50.5 51.6 522
Japan 170 18.0 224 280 334 419 469 520 570 61.1 669 684 ©9.4 69.1 69.5 68.8
Germany 186 196 250 270 285 299 307 325 363 39.5 409 417 423 424 432 444
France 251 247 258 247 252 263 262 250 259 283 298 326 346 36:4 383 39.9
United Kingdom 697 69.6 653 64.1 625 596 556 549 549 536 540 553 537 53.8 53.0 524
Italy 606 577 668 654 652 712 706 67.4 705 768 844 91.1 99.6 102.4 107.1 112.7
Canada 467 445 448 425 448 487 436 447 451 505 545 582 637 67.4 FOLETD.S
Total of above countries 368 363 39.2 399 402 412 407 41.7 429 465 497 514 540 55.4 56.6 574
Net{lgbt of general government
United States 229 220 244 241 230 210 g l§4 ,19.5\'7“1”8.“8‘ 214 240 25.1- 268 288: 29.9: 30.6
Japan —6.1 =54 =21 1985 T3 C14 173 720.7:5.23.24:26.2-4:26:9:06:5\ 26 2552660250
Germany =617 A TR 06 =T OR8N 4RSS PrAS IR 214 2107 2201 5222 23.0- 241
France 33 88 11.1 109 102 102 98 91 99 113 134 152 167 18.5" 204 22.0
United Kingdom 575 549 574 568 558 533 48.6 48.0 472 464 47.1 4RS5 469 469 46.1 455
Italy 521 492 599 609 60.7 639 637 61.8- 668 734 806 878 963 99.2 103.9 109.5
Canada 519 i a4 88T 71060 510,781 107 169, 204 -124:755:30.34734.0 36.7 39.0
Total of above countries 172 16.8 7201 210 212" 216 212218 225 251 .:27.8 :29:3" 308322 33.3 341

a) Partly estimated.
b) Forecasts
Source: OECD.

20
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FROM: A P HUDSON
DATE: 25 February 1988

MR CULPIN cc- -MpsSehoilar
Mr Monck
Miss Sinclair
Mr A C S Allan

Mr McManus IR

BUDGET SPEECH: SECTION G

I attach a redraft of Section G of the Budget Speech.

2% We knew all along that this would not be one of the high points
of the speech. But can you think of a better paragraph to round it
off than the one I have at present?

3% I have taken out employee share ownership, because there may
now be enough material for a short ownership section. I attach a

shot at this, as well.

4. Please could I have any comments by close today (25 February)

1f possible.

A P HUDSON



17/G

G. BUSINESS TAXATION

Girs I turn now to bhusiness taxation.

G2. The major reform of business taxation, which I
introduced in 1984, has given us the lowest Corporation
Tax rate of any major European country. This has
encouraged overseas companies to invest in Britain, and

has improved the quality of investment by British firms.

And 1t 1is a crucial part of an environment in which

company profits, leaving aside the o0il sector, have risen

to the highest level since 1973.

G3. I do not therefore propose any major changes to the
Corporation Tax regime this year. The main Corporation

Tax rate for 1988-89 will be unchanged at 35 per cent.

G4. I have three changes to propose for businesses 1in

particular sectors.

G5. First, North Sea companies are making an impressive
recovery from the o0il price collapse of 1986. Since
reformed the tax regime for new offshore o0il fields 1in
1983, a new generation of fields has come into being, 1in
Southern Basin gas fields. Many of these are highly

profitable, and there 1is no reason for an overall



reduction in tax. But I have decided to restructure the
burden. My Rt. Hon. friend the Secretary of State for
Energy will therefore shortly be bringing forward
legislation to abolish royalties, from 1 July, for all
Southern Basin and on-shore fields developed after April
1982. At the same time, I propose to reduce the PRT oil
allowance for these fields to 100,000 tonnes per

chargeable pecriod.

G6. This reform will mean an end to royalties for all
future fields. Tax will be more closely related to
profitability. It will help to keep up the pace of our
oil and gas activity, which will also benefit the

offshore supplies industry.

G7. Second, Building Societies. The 1986 Building
Societies Act gives Building Societies the power, to
convert to become companies, if they wish. At present,
however, they would face a heavy, and unintended, tax

charge if they did so. I propose to rectify this.

G8. Third, I propose two changes to the tax arrangements
for Liloyd®s. One meets a point Lloyds have raised on
last year's legislation on reinsurance 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 is effective but also

taken account of the special features of Lloyds.



G9. British exporters have done extremely well in recent
years, thanks to major improvements in efficiency and
quality. But no exporter could honestly claim that his
success hinged on the anomaly that the cost of
entertaining overseas customers remains tax deductible,
whereas business entertainment generally is not. And the
same relief applied, of course, to importers entertaining
overseas suppliers. There is absolutely no case for this
special treatment. I therefore propose to simplify
matters, by making all business entertainment

non-deductible, for both Corporation Tax and VAT.

Section 482

G1l0. The very low rate of Corporation Tax gives companies
every incentive to take risks and make profits. But we
need to make sure that, once those profits are made, the
due tax is paid. With this in mind, I have reviewed the
provisions governing company residence and migration
under Section 482 of the Income and Corporation Taxes

ActEE1 970

Gll. The present rules are unclear and can be exploited.
I propose a new regime which will be simpler and more

objective.

Gl2. For the vast najority of companies, the residence

test will be simply whether they are incorporated here.



The small number of companies which are not incorporated
in the UK but are centrally managed and controlled here
will also be deemed to be resident. Companies wishing to
migrate will be able to do so, provided they change their
place of residence under the new rules, and pay the tax
they owe. This will end the need for companies to seek
Treasury consent before they migrate, and the criminal

penalty they face if they do not comply.

1GLE3 . These measures will safeguard a very

substantial amount of revenue.]
Small Busilnesses

Gl4. The encouragement of small businesses and new
businesses - which are so vital a source of enterprise,
innovation; and new Jjobs - has been a central theme of
Government policy. And the rate of business start-ups,
which has averaged 500 a week since 1979, net of those
which fail, shows beyond any doubt the continuing vigour

Of HENTISY Sector.:

Gl5. Last year, I enabled small businesses to opt for
cash” accounting, or annual accounting, for VAT, or both.
[Some X,000 businesses have done so, and the measures
have been widely welcomed.] I have no further changes to
propose this year. But I shall, as usual, be increasing

the VAT registration threshold so that it remains at the



maximum permitted under European Community law. In

1988-89, the threshold will be £20,100.

Gl6. Many new and growing businesses wused to find
difficulty in raising equity finance. The Business
Expansion Scheme, which we devised to meet that need, has
now been running for nearly five years. It has been a
great success, cnabling new and expanding companies to

raise £150 million a year, on average.

Gl7. The rapid growth of the venture capital market since
1983 means that companies seeking relatively 1large
amounts of equity investment can now raise these readily.
But smaller companies looking for more modest amounts can

stillsrunyintocdafficulties.,

Gl8. To improve the targeting of BES, I therefore propose
to introduce a ceiling of half a million pounds on the
amount a company can ralse under the scheme. Investment
will thus be better directed at the smaller enterprises
and new businesses, particularly those at local level,
which can 'still ‘find it hard to raise “finance 'inm.Other
ways. In the special circumstances of the shipping

industry, however, the ceiling will be £X million.

Gl9. This measure is expected to save some £A million.

G20. I have one further announcement affecting the BES.



G21. One of the key reasons for our economic transform-
ation has been the reform of the supply side of the

economy .

G22. As to the labour market, there is still some way to

go. The tax relief I introduced 1last year for
profit-related pay will, tin time, increase pay
flexibility. And we also have to improve on labour
mobility.

G23. If successful firms are to expand further, and if we
are tollibunldiison the substantial reductions in
unemployment, we have to ensure that people can move to
where the new Jjobs are. For years, the shortage of
private rented accommodation has been an obstacle to
labour mobility. There have been increasingly frequent
complaints from employers in the Midlands and the South
that they can recruit the skilled workers they need from,
for example, the North East, but that these workers
cannot then take the Jjobs, because they cannot find

suitable accommodation for their families.

G24. The Government's proposals to deregulate new rents
are already going through the House. In future, any
landlord will be able to let on the assured tenancy
basis, at market rents, but with security of tenure

protected.



G25. Deregulation will, in due course, 1itself increase
the supply of housing for rent. But this will not happen
overnight, and there is a case for a special incentive to

speed up the process in the early years.

G26. I therefore propose to extend the BES to include
companies specialising 1in the 1letting of residential

property on an assured tenancy basis.

G27. The BES is well suited to this area. Since full
relief is given immediately, it should bring forward new
investment straightaway, meeting the objective of
stimulating interest in the early years. And we are

building on success.

G28. I have decided that the ceiling for this type of
investment should be [£X million] rather higher than the
general ceiling. But since the relief is specifically
designed to provide an extra stimulus in the early years
of the new regime, it will run for investments made until
[April 1993]. [What about carry-over?] The cost will be

£ billion.

G29. This change will reinforce the impact of
deregulation, in reviving the private rented sector in

this country.



G30. The measures I have announced will add to the
attractions of Britain as .a:place: ' to do bBusinéss, For
firms large and small. It 1s up to businesses to

continue to take full advantage of the opportunities that

Lthey now have.
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BUDGET CONFIDENTIAL

X. OWNERSHIP

X1. The spread of one of the most remarkable features of
the = 1980s. Encouraged by Government policy some
[22 million] families have bought their homes. And our
new proposals for personal pensions, which come in to
affect 1n July, will give a new dimension to pension

ownership.

X2. But the most dramatic change has been 1in share
ownership. In last year's Budget, I announced the
results of a joint-Treasury/stock exchange survey of the
number of shareholders in this country. This revealed
that some 83 million people - one adult in five - owned

shares, about 3 times the number in 1979.

X3. A similar survey has been carried out this year. In
spite of the stories about cashing in their gains on
privatisation shares, and in spite of the stock market
collapse, the figures show [that the number of

shareholders has remained remarkably steady.]

X4. I have two proposals to announce today.



X5. First, Personal Equity Plans are off to a successful
start. Over a 3 of a million people took out plans in
1987, and subscribed nearly £3 billion between them. To
give further encouragement to this form of investment, I
propose to increase the limit trom £200 a month £250 a

month, [and to back date the change to 1 January, so that

taxpayers can invest up to £3,000 in 1988.]

X6. “Second, measures to encourage employee share
ownership have featured in 7 out of the last 8 Budgets.
As a result, the number of all-employee share schemes
approved under the 1978 and 1980 Finance Acts has risen
from 30 in 1979 to over 1400 today, involving well over
10,000 companies, and providing shares and options for
well over 13 million employees. The shares and options

have an initial market value of nearly £3 billion.

Xels AL present, some subsiduaries and unquoted
companiliessseun - intos dibficulities =in GEoying.tof set up
employee share schemes, because of the provisions of
Section 79 of the 1972 Finance Act relating to employee
shares obtained outside the approved schemes. I propose
to relax those provisions which should open the way to

more schemes.
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BUDGET SPEECH: CAPITAL TAXES

T atEach | la " “redeaft of Sections Hi' and  «J% incorporating the
Chancellor's comments. The intention now is that these should come

after Sections K and L, and therefore immediately before Income

HiaX
e The Chancellor has asked that the wording of paragraphs H4 to
H6 should be checked particularly carefully. He notes that

taxpayers will be able to use the actual acquistion cost of an
asset, if that is higher than its 1982 value - a point which I have
incorporated in H5. Is it therefore relevant to say, in H4, that
pre=1982 Loggs will be exempt from tax?

Sia Please could you fill in the various blanks for figures.
4. The aim of the final paragraph in each section is to end on an
upbeat, general note. If anybody can suggestg better points to

make, so much the better.

Shs Please could I have any comments by close today (25 February)
if at all possible.

A P HUDSON
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H. CAPITAL GAINS TAX

Hl. I now turn to capital gains tax.

H2. Throughout my time in the House, I have argued that
Capital Gains Tax should apply only to real gains, and
not paper ones. The indexation provisions introduced by
my predecessor in 1982, and which I extended in my 1985
Budget, mean that the relatively modest inflation element
in gains since 1982 1is not taxed. But for assets
acquired earlier, the tax falls largely on purely nominal
gains resulting from the rampant inflation of the
'seventies. In other words, we have indexed away the low
inflation of recent years but not the high inflation of

the 70s.

H3. 1In principle, the indexation provisions ought to be
extended back to the inception of the tax in 1965. i
have examined this possibility very closely. But I have
to tell the House, with considerable regret, that I have
concluded that it would simply not be practicable to
extend indexation so far back. That would require
information about the date, price and quantity of each
acquisition and disposal since 1965. And in many cases,

that information is simply not available.



H4. I have therefore decided that, for disposals on or
after 6 April this year, capital gains [and losses?]
arising before April 1982 will be exempt from tax

altogether, for both individuals and companies.

H5. Taxpayers will, however, be able to use the actual
acquisition cost of an asset, if that is higher than its
1982 value. 5o there is no question of taxpayers' losing

from this measure.

H6. This Budget therefore ends once and for all the
injustice of taxing inflationary gains. [It will enable
taxpayers to realise 1investments that they have been
forced to retain because they faced a high tax bill.
And, in time, it should save companies [the equivalent of

a penny off the rate of Corporation Tax].]

H7. Rebasing capital gains makes it easier to bring the
taxation of gains closer to that of income. i logic,
there 1is 1little difference between 1income and capital
gains. Taxing them at different rates encourages people
to base 1investment decisions on tax considerations,
rather than economic ones. And it has lumbered the
economy with much of the deadweight of a tax avoidance

industry.

H8. I therefore propose a major reform. Capital gains

will continue to be worked out as now, with the present



exemptions and reliefs. The principal private residence
will remain tax-free, and the annual exempt amount will
remain at its present level of £6,600. But the indexed
gain will then be taxed at the income tax rate that would

apply if it were the taxpayer's marginal slice of income.

H9. At present, with capital gains taxed at 30 per cent
for everybody, basic rate taxpayers are taxed more
heavily on gains than on income, whereas higher rate
taxpayers face a lower rate of tax. In future, the rate
on income and gains will be the same. [And 51 ‘can
reassure Hon. Members who are anxious to know what those
rates will be that they will not have to contain their

impatience much longer.]

H10. These changes will not take effect until 6 April.

[The yield will be £X million in 1988-89.]

H1l. Taxling capital gains at income tax rates makes for
greater neutrality in the tax system. It is what we do
already for companies. And it is already the practice in
the USA and many other major countries. Investors will

no longer waste so much time on tax planning.

H12. The saving on tax planning will be of particular
benefit to small businessmen, who will be able to
concentrate their energies on the real job of making
profits. I have one other CGT measure that will help

them further.



H13. Capital gains tax can be a fairly heavy burden when
someone sells up on retirement, and this can be a
disincentive to the entrepreneur. At present, retirement
relief exempts the first £125,000 of the gain from tax.
I -now 'propose to extend it -sosthat, on’ kop " of the
exemption, half of any gain between £125,000 and £500,000

will also be completely free of tax.

H14. The changes I have announced, taken as a whole,
represent the biggest reform of capital gains tax since
its introduction in 1965. They will sharply reduce the
damaging effects of the tax, while preserving the revenue

from capital gains.



mjd 17/J

J. INHERITANCE TAX

Jl. Small businessmen are also increasingly concerned
with the burden of Inheritance Tax. There 1is less
incentive to build up your business if you know that a
lot of the proceeds will go in tax when you leave it to

your children.

J2. I have already taken a number of steps to reduce
this kind of effect. Two years ago, I abolished Capital
Transfer Tax on lifctime gifts, and last year I made a
large increase in the threshold for Inheritance Tax and

reduced the number of rates from seven to four.

J3. Nonetheless, the yield of the tax has continued to
mount, and this year is likely to pass the £1 billion
mark. The tax 1s affecting more small businesses, and

more ordinary people inheriting the family home.

J4. I therefore propose a reform of Inheritance Tax
which will reduce the burden overall, keep more smaller
estates out of Inheritance Tax, and make the system as
simple as possible for those who still have to pay.

J5. In 1988-89, Inheritance Tax will be charged at a

flat rate of 40 per cent. I shall thus have reduced the



number of rates from seven to one in two years. At the
same time, the threshold will go up to £110,000, so that

the burden is unambiguously lighter for all estates.

J6. Inheritance Tax thus becomes a flat rate tax, with a
high threshold. This will reduce the number of estates
liable to tax in 1988-89 by a quarter. Many more
ordinary people will be able to inherit the family home
free of tax. And for family businesses, the combination
of 50 per cent business relief, and a tax rate of 40 per
cent, means that the effective rate of tax is only 20 per

cent, one of the lowest in the world.

[J7. The cost of the Inheritance Tax measures will be
£X million in 1988-89. The tax system for estates which

results will be simpler than at any time since [when?].]
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BUDGET SECRET

BUSINESS AND HOUSING

l.

CT rates

a. Greatly increased yield is result of greatly improved
profitability, to which 1984 reforms have made significant
contribution;

b. Small businesses helped by reduction in their rate

to 25 per ‘cent:

C. CT rate lowest in Europe.

BES

a. Over £700m raised through BES schemes in only five
years;

b. Ceiling will improve targeting of relief on

entrepreneurial investment.

Business entertainment
a. Removal of ridiculous anomaly;

b Simpler for businesses: all entertainment treated in

same way for CT and VAT.

Section 482

a. Replaces inappropriate [and draconian] criminal penalty

with civil offence;

o 4" Removes uncertainty. Tax treatment will depend on
point of fact: companies will not have to get consent before
emigrating; —

C. Protects revenue against evasion by future emigration.

ESOPs
a. An idea whose year has not yet come;

b Need to keep Finance Bill short.

Private rented sector

Zyh Kick start, to change attitudes;



10.

138

. Signal of Government's commitment to private rental
sector as flexible [adjunct/supplement/reinforcement] to

home ownership;

C. More tenancies mean more tenants.

Profit-related pay

a. Don't pull scheme up by its roots yet. Wait and see

how it grows.

CGT retirement relief

a. Encouragement to those [considering] entering
unincorporated sector: know they will be able to realise
gains [later] [more easily];

b. Avoids locking-in managers for life. Encourages infusion

of new blood.

Inheritance tax

a. Simpliciation of rates - four into one;
b. Consistent with IT rates [precedent];
o] Recognises reality of house prices in the South East.

MIR: residence basis

ar Removes disincentive to marriage for those setting

up their first home.

MIR: improvement loans

a. Clear, growing and unacceptable level of abuse of this
relief;
b [selected audiences] Response to forceful report from
the PAC.

25 February 1988
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BUDGET SPEECH: SECTION G

I attach a redraft of Section G of the Budget Speech.

2. We knew all along that this would not be one of the high points
of the speech. But can you think of a better paragraph to round it
off than the one I have at present?

i I have taken out employee share ownership, because there may
now be enough material for a short ownership section. I attach a

shot at this, as well.

4. Please could I have any comments by close today (25 February)
if possible.

A P HUDSON



17/G

G. BUSINESS TAXATION

Gl. I turn now to business taxation.

G2. The major reform of business taxation, which I
introduced in 1984, has given us the lowest Corporation
Tax rate of any major European country. This has
encouraged overseas companies to invest in Britain, and
has improved the quality of investment by British firms.
And it 1is a crucial part of[ an environment 1in which
company profits, leaving aside the oil sector, have risen

to the highest level since 1973.

G3. I do not therefore propose any major changes to the
Corporation Tax regime this year. The main Corporation

Tax rate for 1988-89 will be unchanged at 35 per cent.

G4. I have three changes to propose for businesses 1in

particular sectors.

G5. First, North Sea companies are making an impressive
recovery trom the o0il price collapse of 1986. Since
reformed the tax regime for new offshore oil fields in
1983, a new generation of fields has come into being, in
Southern Basin gas fieldas. Many of these are highly

profitable, ana there 1is no reason for an overall



reduction in tax. But I have decided to restructure the
burden. My Rt. Hon. friend the Secretary of State for
Energy will therefore shortly be bringing forward
legislation to abolish royalties, from 1 July, for all
Soulhern Basin and on-shore fields developed after April
1982. At the same time, I propose to reduce the PRT oil
allowance for these fields to 100,000 tonnes per

chargeahle period.

G6. This reform will mean an end to royalties for all
future fields. Tax will be more closely related to
profitability. It will help to keep up the pace of our
oil and gas activity, which will also benefit the

offshore supplies industry.

G745 "Second’, st Builldingss Societies. The 1986 Building
Societies Act gives Building Societies the power, to
convert to become companies, if they wish. At present,
however, they would face a heavy, and unintended, tax

charge, if they did so. 1 propose to.rectify this.

G8. Third, I propose two changes to the tax arrangements
for Lloyd's. One meets a point Lloyds have raised on
last year's legislation on reinsurance 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 is effective but also

taken account of the special features of Lloyds.



G9. British exporters have done extremely well in recent
years, thanks to major improvements in efficiency and
quality. But no exporter could honestly claim that his
success hinged on the anomaly that the cost of
entertaining overseas customers remains tax deductible,
whereas business entertainment generally is not. And the
same relief applied, of course, to importers entertaining
overseas suppliers. There 1s absolutely no case for this
special treatment. I therefore propose to simplify
matters, by making =l business entertainment

non-deductible, for both Corporation Tax and VAT.

Section 482

G1l0. The very low rate of Corporation Tax gives companles
every incentive to take risks and make profits. But we
need to make sure that, once those profits are made, the
due tax is paid. With this in mind, I have reviewed the
provisions governing company residence and migration
under Section 482 of the Income and Corporation Taxes

Ac i 95 Qi

Gll. The present rules are unclear and can be exploited.
I propose a new regime which will be simpler and more

objective.

Gl2. For the vast majority of companies, the residence

test will be simply whether they are incorporated here.



The small number of companies which are not incorporated
in the UK but are centrally managed and controlled here
will also be deemed to be resident. Companies wishing to
migrate will be able to do so, provided they change their
place of residence under the new rules, and pay the tax
they owe. This will end the need for companies to seek
Treasury consent before they migrate, and the criminal

penalty they face if they do not comply.

(G133, These measures will safeguard a very

substantial amount of revenue.]

Small Businesses

Gl4. The encouragement of small businesses and new

businesses - which are so vital a source of enterprise,
innovation, and new jobs - has been a central theme of
Government policy. And the rate of business start-ups,

which has averaged 500 a week since 1979, net of those
which fail, shows beyond any doubt the continuing vigour

of this sector.

Gl5. Last year, I enabled small businesses to opt for
cash accounting, or annual accounting, for VAT, or both.
[Some X,000 businesses have done so, and the measures
have been widely welcomed.] I have no further changes to
propose this year. But I shall, as usual, be increasing

the VAT registration threshold so that it remains at the



maximum permitted under European Community law. In

1988-89, the threshold will be £20,100.

Gls. Many new and growing businesses used to find
difficulty in raising equity finance. The Business
Expansion Scheme, which we devised to meet that need, has
now been running for nearly five years. It has been a
great success, enabling new and expanding companies to

raise £150 million a year, on average.

Gl7. The rapid growth of the venture capital market since
1983 means that companies seeking relatively large
amounts of equity investment can now raise these readily.
But smaller companies looking for more modest amounts can

still run inte difficulties.

Gl8. To improve the targeting of BES, I therefore propose
to introduce a ceiling of half a million pounds on the
amount a company can raise under the scheme. Investment
will thus be better directed at the smaller enterprises
and new businesses, particularly those at local level,
which can still find it hard to raise finance in other
ways. In the special circumstances of the shipping

industry, however, the ceiling will be £X million.

Gl9. This measure is expected to save some £A million.

G20. I have one further announcement affecting the BES.



G21. One of the key reasons for our economic transform-

ation has been the reform of the supply side of the

economy .

G22. As to the labour market, there is still some way to

go. The " tax relief 'I ' introduced ‘last / year:  ftor
profit-related pay will, tin time, increase pay
flexibility. And we also have to improve on labour
mobility.

G23. If successful firms are to expand further, and if we
are to baild fon the substantial reductions in
unemployment, we have to ensure that people can move to
where the new Jjobs are. For years, the shortage of
private rented accommodation has been an obstacle to
labour mobility. There have been increasingly frequent
complaints from employers 1in the Midlands and the South
that they can recruit the skilled workers they need from,
for example, the North East, but that these workers
cannot then take the Jjobs, because they cannot find

suitable accommodation for their families.

G24. The Government's proposals to deregulate new rents
are already going through the House. In > fature, -any
landlord wi1lil be able to let on the assured tenancy
basis, at market rents, but with security of tenure

protected.



G25. Deregulation will, in due course, itself increase
the supply of housing for rent. But this will not happen
overnight, and there is a case for a special incentive to

speed up the process in the early years.

G26. I therefore propose to extend the BES to 1include
companies specialising in the letting of residential

property on an assured tenancy basis.

G27. The BES 1is well suited to this area. Since full
relief is given immediately, it should bring forward new
investment straightaway, meeting the objective of
stimulating interest 1in the early years. And we are

building on success.

G28. I have decided that the ceiling for this type of
investment should be [£X million] rather higher than the
general ceiling. But since the relief is specifically
designed to provide an extra stimulus in the early years
of the new regime, it will run for investments made until
[April 1993]. [What about carry-over?] The cost will be

£7..billian,

@29, 'This change will reinforce the impact of
deregulation, 1n reviving the private rented sector in

this countcy.



G30. The measures I have announced will add to the
attractions of Britain as a place to do business, for
firms large and small. It is up to businesses to
continue to take full advantage of the opportunities that

they now have.
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BUDGET CONFIDENTIAL

X. OWNERSHIP

X1. The spread of one of the most remarkable features of
the 1980s. Encouraged by Government policy some
[27 million] families have bought their homes. And our
new proposals for personal pensions, which come in to
affect in July, will give a new dimension to pension

ownership.

X2. But the most dramatic change has been in share
ownership. In last year's Budget, I announced the
results of a joint-Treasury/stock exchange survey of the
number of shareholders in this country. This revealed
that some 8% million people - one adult in five - owned

shares, about 3 times the number in 1979.

X3. A similar survey has been carried out this year. 1In
spite of the stories about cashing in their gains on
privatisation shares, and in spite of the stock market
collapse, the figures show [that the number of

shareholders has remained remarkably steady.]

X4. I have two proposals to announce today.



X5. First, Personal Equity Plans are off to a successful
start. Over a 3z of a million people took out plans in
1987, and subscribed nearly £3% billion between them. To
give further encouragement to this form of investment, I
propose to increase the limit from £200 a month £250 a

month, [and to back date the change to 1 January, so that

taxpayers can invest up to £3,000 in 1988.]

X6. Second, measures to encourage employee share
ownership have featured in 7 out of the last 8 Budgets.
As a result, the number of all-employee share schemes
approved under the 1978 and 1980 Finance Acts has risen
from 30 in 1979 to over 1400 today, involving well over
10,000 companies, and providing shares and options for
well over 13 million employees. The shares and options

have an initial market value of nearly £3 billion.

X7 A present, some subsiduaries and unquoted
companies run into difficulties in trying to set up
employee share schemes, because of the provisions of
Section 79 of the 1972 Finance Act relating to employee
shares obtained outside the approved schemes. I propose
to relax those provisions which should open the way to

more Schemes.
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BUDGET SPEECH : FORESTRY
I attach an amended version of your draft of 24 February.

2. I am not sure about M9 but I offer it as an alternative which is meant to
be more specific about what is special about forestry without using the word
'justified' in a timeless way. 'Major problems" is meant to include, silently,
the present forestry policy which 1 hope is not unchangeable. I hope it also

avoids implying that the new tax treatment is as favourable as the present one.

3. M1l slightly loosens the link with £10 million, and uses the 'parallel
formulation which is in the draft of the FSBR. (We would incidentally end up
with higher figures for tax and expenditure if we had to bring in higher grants
for Farm Woodlands to meet Mr MacGregor). I think it helps to mention Mr Ridley.

4, Ml2 separates the point about simplifying the tax system from the advantages
of switching to grants. I could probably offer another sentence or so on the

environment if you had the space.

5. The point left out from my first redraft is the reference to "maintaining
forestry policies". It is more prudent not to have it. But the Chancellor will
have to consult Forestry Ministers to some extent about this passage and they

may press for something at least as strong as that.

fﬁ /?,Jab[lﬂ@\

N MONCK
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M8. Fifst, the present tax treatment of forestry has been very widely criticised.
It enables mostly top rate taxpayers to shelter other income from tax by offsetting
it against losses from forestry, but also enables them to receive the proceeds

from the eventual sale effectively tax-free.

M9. This is a misuse of the tax system. But I am satisfied that special features
of forestry - including the gap of 50 or 100 years between planting costs and
the income trom felling - mean that taxing it like other business activities

would create major problems.

M10. I +therefore propose to take woodlands out of the tax system altogether.
As from today, subject to transitional provisions, expenditure on woodlands will
not be allowed as a deduction for income tax or corporation tax. And receipts

from the sale of trees or timber will not be taxed.

M1l. It is a measure of the absurdity of the present system that this exemption
would in time bring a saving of about £10 million. But to maintain Exchequer
support at roughly its present level, I have agreed with my RHFs with
responsibilities for Forestry and the Environment and there will be a parallel
increase in planting grants under a new and improved scheme. The Forestry

Commission will announce details [next week].

M12. These changes will make the tax system simpler and the archaic Schedule B
will be abolished. Assistance in the form of grants will have several advantages.
It will not discriminate in favour of higher rate taxpayers. It will strengthen
environmental protection, which I know is of concern to HMs on all sides of the

House. It will be better targetted and better value for money.
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BUDGET SPEECH: CAPITAL TAXES

I #attach "a “rtedraft | #ofy Sections#Hi ' and i.J,Lincerporating the
Chancellor's comments. The intention now is that these should come

after Sections K and L, and therefore immediately before Income

Tax
25 The Chancellor has asked that the wording of paragraphs H4 to
H6 should be checked particularly carefully. He notes that

taxpayers will be able to use the actual acquistion cost of an
asset, if that is higher than its 1982 value - a point which I have
incorporated in HS. Is it therefore relevant to say, in H4, that
pre-1982 Losés will be exempt from tax?

3% Please could you fill in the various blanks for figures.
4, The aim of the final paragraph in each section is to end on an
upbeat, general note. If anybody can suggestg better points to

make, so much the better.

5 Please could I have any comments by close today (25 February)

if at all possible.

A P HUDSON
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H. CAPITAL GAINS TAX

H1. I now' turnatoieapitali gains~tax:

H2. Throughout my time in the House, I have argued that
Capital Gains Tax should apply only to real gains, and
not paper ones. The indexation provisions introduced by
my predecessor in 1982, and which I extended in my 1985
Budget, mean that the relatively modest inflation element
in. gains: isince 1982 1is ,not  taxed. But . for Tassets
acgquired earlier, the Lax [alls largely on purely nominal
gains resulting from the rampant inflation of the
'seventies. In other words, we have indexed away the low
inflation of recent years but not the high inflation of

the 70s.

H3. 1In principle, the indexation provisions ought to be
extended back to the inception of the tax in 1965. I
have examined this possibility very closely. But I have
Lo tell the House, with considerable regret, that I have
concluded that it would simply not be practicable to
extend 1ndexation so far back. That would require
information about the date, price and quantity of each
acquisition and disposal since 1965. And in many cases,

that information is simply not available.



H4. I have therefore decided that, for disposals on or
after 6 April this year, capital gains [and losses?]
arising before April 1982 will be exempt from tax

altogether, for both individuals and companies.

H5. Taxpayers will, however, be able to use the actual
acquisition cost of an asset, if that is higher than its
1982 value. So there is no question of taxpayers' losing

from this measure.

H6. This Budget therefore ends once and for all the
injustice of taxing inflationary gains. [It will enable
taxpayers to realise 1investments that they have been
forced to retain because they faced a high tax bill.
And, in time, it should save companies [the equivalent of

a penny off the rate of Corporation Tax].]

H7. Rebasing capital gains makes it easier to bring the
taxation of gains closer to that of income. In-logic;
there is 1little difference between 1income and capital
gains. Taxing them at different rates encourages people
to base 1investment decisions on tax considerations,
rather than economic ones. And it has lumbered the
economy with much of the deadweight of a tax avoidance

industry.

H8. I therefore propose a major reform. Capital gains

will continue to be worked out as now, with the present



exemptions and reliefs. The principal private residence
will remain tax-free, and the annual exempt amount will
remain at its present level of £6,600. But the indexed
gain will then be taxed at the income tax rate that would

apply if it were the taxpayer's marginal slice of income.

H9. At present, with capital gains taxed at 30 per cent
for everybody, basic rate taxpayers are taxed more
heavily on gains than on income, whereas higher rate
taxpayers face a lower rate of tax. 1In future, the rate
on 1income and gains will be the same. [And I can
reassure Hon. Members who are anxious to know what those
rates will be that they will not have to contain their

impatience much longer.]

H10. These changes will not take effect until 6 April.

[The yield will be £X million in 1988-89.]

H1l. Taxing capital gains at income tax rates makes for
greater neutrality in the tax system. It is what we do
already for companies. And it is already the practice in
the USA and many other major countries. Investors will

no longer waste so much time on tax planning.

H12. The saving on tax planning will be of particular
benefit to small businessmen, who will be able to
concentrate their energlies on the real job of making
profits. I have one other CGT measure that will help

them further.



H13. Capital gains tax can be a fairly heavy burden when
someone sells up on retirement, and this can be a
disincentive to the entrepreneur. At present, retirement
relief exempts the first £125,000 of the gain from tax.
I now propose to extend it so that, on top of the
exemption, half of any gain between £125,000 and £500,000

will also be completely free of tax.

H14. The changes I have announced, taken as a whole,
represent the biggest reform of capital gains tax since
its introduction in 1965. They will sharply reduce the
damaging effects of the tax, while preserving the revenue

from capital gains.
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J. INHERITANCE TAX

Jl. Small businessmen are also increasingly concerned
with the burden of Inheritance Tax. There 1is less
incentive to build up your business if you know that a
lot of the proceeds will go in tax when you leave it to

your children.

J2. I have already taken a number of steps to reduce
this kind of effect. Two years ago, I abolished Capital
Transfer Tax on lifetimec gifts, and last year 1 made a
large increase in the threshold for Inheritance Tax and

reduced the number of rates from seven to four.

J3. Nonetheless, the yield of the tax has continued to
mount, and this year is likely to pass the £1 billion
mark. The tax 1s affecting more small businesses, and

more ordinary people inheriting the family home.

J4. I therefore propose a reform of Inheritance Tax
which will reduce the burden overall, keep more smaller
estates out of Inheritance Tax, and make the system as

simple as possible for those who still have to pay.

J5. In -1988-89, ' Inheritance' Tax -will be icharged:.at :a

flat rate of 40 per cent. I shall thus have reduced the



number of rates from seven to one in two years. At the
same time, the threshold will go up to £110,000, so that

the burden is unambiguously lighter for all estates.

J6. Inheritance Tax thus becomes a flat rate tax, with a
high threshold. This will reduce the number of estates
liable to tax 1in 1988-89 by a quarter. Many more
ordinary people will be able to inherit the family home
free of tax. And for family businesses, the combination
of 50 per cent business relief, and a tax rate of 40 per
cent, means that the effective rate of tax is only 20 per

cent, one of the lowest in the world.

[J7. The cost of the Inheritance Tax measures will be
£X million in 1988-89. The tax system for estates which

results will be simpler than at any time since [when?].]
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Mr Scholar

Mr Culpin

Mr Sedgwick
Mr A C S Allan
Mr

McManus, IR
BUDGET SPEECH : SECTION G

I think the CBI lobby might be somewhat provoked by the last sentence of G2 and
the "therefore" in the first sentence of G3. The lobby argues that if only the
company sector were left with a higher proportion of their profits/cash flow
to spend, the performance on fixed investment and spending on R & D and training
etc would compare better with our main competitors. I suggest you might add
one sentence (underlined) below, though I do not put enormous weight on it. The
passage would then read:

"... the lowest corporation tax rate of any major European country.

.../A'“crucial part of an environment in which company profits,
leaving aside the oil sector, have risen to the highest level since

1973. This has produced a substantial financial surplus, despite

the strong growth of business investment.

G3. I do not therefore propose any major changes to the corporation

tax regime this year ..."
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cc Mr Lewis
Mr McManus
Mr Culp:ﬁ/

Mr diéon

MR MACE
BUDGET SPEECH: INDEPENDENT TAXATION

1 I have little to comment on Mr Hudson's revised draft of
Section F, dated 24 February.

Paragraph F6

23 I would be inclined to omit the sentence in square brackets.
‘As I have commented on the draft press release, however, 1f the

/ first half of the sentence is retained, we need to retain the
second half.

Paragraph F9

3 As I have commented on the draft press release, we can say
that "married couples generally will pay no more tax, and many
couples will pay less". But the new system will be less
favourable for (eg) breadwinner wives. Even allowing for
transitional protection, we cannot substantiate a claim that no
/ couple will pay less tax under the new system than they would
// have paid under the present one?

Paragraph F15

4, As the draft press release has explained, there are further
major tax penalties on marriage, which are tackled elsewhere in
the Budget - maintenance and covenants. This can easily be
covered by something on the lines of "the measures which I am
proposing [here and subsequently] in this Budget will eliminate".
A minimum change might be to omit "therefore".

Paragraph F16

5 Taste and fancy, in rhetoric, is very much a personal thing.
My offering to Mr Hudson's competition might be on the following
lines: "These reforms will put and end to the discrimination
against married women, and indeed against marriage itself, which
7::;:\\\\¥have persisted - to the discredit of the tax system in this
) country - from the beginning of the nineteenth century to near
1507‘ the end of the twentieth./ The new system will continue to
hm-&“@//'recognise the reality tha¥® a married man and married woman share
—  responsibilities within a marriage. But it will for the first
time recognise that the married woman and the married man have a
right to be treated alike, on the basis of equality, independence

and privacy."

A J G ISAAC
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MR ON ce Sir T Burns
\ Mr Scholar
Mr Evans

Mr Odling-Smee
Mr R I G Allen
Mr Bottrill

Mr Hibberd

Mr Pickford
Mr Allum

Mr Dolphin

Mr Owen

BUDGET SPEECH : ECONOMIC BACKGROUND

I have a number of comments on and drafting suggestions for Part B

of the version of the speech circulated on February 19.

The UK's growth record
2 Before dealing with detailed points I have some comments

relevant to the treatment of the UK's recent growth performance in
relation both to the its record in earlier periods and in
comparison with other major economies. The record in recent years
has been both impressive and considerably better than expectations
at home and abroad. With such a record there is absolutely no need
to make claims that are difficult or impossible to demonstrate, and
it would be a great shame if in the aftermath of the budget we were
forced to withdraw or qualify statements with elements of hyperbole
in them. To determine which statements can be made with absolute
confidence Peter Allum has prepared a paper for the Chancellor

(which will be circulated today).

3. In the rest of this note I will not comment on all the
statements on growth in your draft because Peter Allum's note will
set out those that we can make with confidence. One caveat 1is,
however, in order at this stage. With growth in 1987 very likely
to be above 4 per cent we need to be wary in claiming that growth
in recent years has been uniquely steady in comparison with earlier

periods.
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._‘ailed points

Paragraph B3

In the fourth sentence you should note that the CSO have recently
revised growth in 1984 down to 2.4 per cent. You should therefore
say that growth has been "close to 2% per cent or better".

4. The claim in the last sentence that in four out of the last
five years UK growth has been the highest of the major European
economies is only true if the definition of ‘'major' is more
stringent than has been customary. For some reason the major

European economies have been defined as

GDP in 1986 ($b.)

Cermany 779
France 677
UK 653
Italy 653
Netherlands 172
Belgium 111

This list was presumably drawn up before Spain's entry into the EC.
Spain's GDP was $311b. in 1986. With Spain included UK growth has
been the highest of the major European economies for two (rather
than four) of the last five years. I suggest that you replace the

final sentence by the following, which is consistent with the data.
In the last five years it has been [on average] the highest
The alternative is (implicitly) to restrict the 1label "major" to
Germany, France, the UK, and Italy. To say that the UK has grown
more quickly than (kv other economies does not seem to amount to

much.

Paragraph B4

Delete "investment" from the first sentence. The information
currently available does not show investment growth in 1987 to be
higher than expected at the time of the 1987 budget.
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.‘agragh B7

I would prefer to replace "steady" with "satisfactory" in the first

sentence.

Paragraph B8

In the last sentence I would replace "in the 1980s" by "since the
early 1980s". Chart 3.5 in the FSBR shows that the UK share of
world trade in manufactures has been lower than in 1980 in the rest
of the 1980s.

Paragraph B9

I suggest that you replace the existing paragraph with the
following. This will almost certainly need to be redrafted again
when we get the first true estimate of the invisibles surplus for
1987.

Despite faster than expected domestic growth, the deficit on
the current account of the balance of payments was £2%b. as I
forecast this time last year, thanks to stronger than expected
growth of exports .

Paragraph Bll

The forecast in Chapter 3 of the FSBR shows a slowdown in export

growth. (See table 3.13.) You should therefore delete "healthy"

in the second sentence.

/ The final sentence about balanced growth being set to continue is

odd when the preceding sentences discuss the deceleration in
consumers' expenditure and the acceleration in investment. I would
omit it.

Paragraph B12

I would replace this by the following.

The non-0il economy, which is the main source of new jobs,
should expand more rapidly, at 3% per cent, than total GDP,
though there is likely to be some easing of growth through the
year. Unemployment should continue to fall, though the speed
of this may well slow down from the record decline during
1987 .
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‘agraph B15
Until  we get the revised figure for 1987, which may well have
implications for 1988, the second sentence should be consistent

with the current draft of Chapter 3 of the FSBR, ie with a current
account deficit of c.f£4%b. - 1 per cent of GDP.

Paragraph B16

I do not understand the final sentence. In addition I strongly
advise against a reference to our net overseas assets, which
Chapter 3 of the FSBR will show to have fallen sharply in 1987. It
hardly makes sense to emphasise that we intend to draw them down
further to finance a current account deficit. It is also a bit of
a hostage to fortune to say "we will have no trouble financing" the
current account deficit: claims such as this can easily come back
to haunt us. I suggest redrafting the paragraph as feollows.
This will be very much smaller than the external
imbalances in the three largest economies. With the
‘/ continuation of prudent policies and with the
~/  considerable international confidence in the UK economy
we should be able to finance it.
Paragraph B17
Chart 3.10 of the FSBR shows that UK wunit labour costs in
/manufacturing rose less than on average in the other major
////economies in- 1982 ‘'and 1983, «as  well: as - (Just) in 1987. You
therefore need to delete the second half of the second sentence.

Paragraph B18 and B19
I suggest that you replace the existing versions with the following

(agreed with Huw Evans).

The more serious dangers are in the world economic scene. GNP
in the major seven industrialised countries probably rose by
3 per cent in 1987, close to my forecast in the budget last
year. Healthy growth in North America, Japan and the UK
offset sluggish performance in Continental Europe, especially
Germany. The latest indications are that world activity
remains fairly buoyant. But the stock market collapse is
likely to dampen domestic demand in the US. GNP growth in the
major seven countries may slow down to perhaps 2% per cent in
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1988, but further turmoil in world equity and foreign exchange

markets could lead to lower growth.

The persistent large imbalances within the three
industrialised countries still present a serious threat to
sustained growth in the world economy. The budget deficit in
the US is still much too large in relation to the rate of
private saving there, and this has its counterpart in the US
current account deficit. The current account surpluses of
Japan, Germany and some other countries, notably Taiwan and
South Korea also remain uncomfortably large. I believe that

the steps....

.~

P N SEDGWICK
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BUDGET SPEECH 1ST DRAFT : PUBLIC SECTOR FINANCE quy

I have a few comments on your draft..

Paragraph D2

Will everyone realise that "last year" refers to financial vyear
1986-877?

Paragraph D5

Corporation tax receipts in 1987-88 are not especially above the
1987 FSBR forecast when compared with other taxes. The reduction
in the basic rate in the 1987 budget - referred to in your second
sentence - is irrelevant to the extent to which revenues are
greater than expected at budget time. I suggest replacing the
first two sentences by the following.

With the economy so buoyant receipts from income tax and VAT
in the current financial year have been greater than expected.
Corporation tax receipts, based on the higher than expected
profits 'of "a thriving and healthy company sector in recent
years, have also outstripped expectations.

Paragraph 9

Shocks by their nature arise unexpectedly. They were, if anything,
more a feature of the 1970s than 1980s so far. I would delete the
last sentence.

Ly
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MR MICHIFE

BUDGET SPEECH: TAXES ON SPENDING

Thank you for your help on this section of the Budget Speech this

afternoon.

2. I attach the resultant redraft. Please could I have any
comments as soon as possible. Please could you also fill in the
blanks.

LS

1

A P HUDSON
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L. TAXES ON SPENDING

L1. I now turn to the taxation of spending.

L2. The rate of VvValue Added Tax in 1988-89 will remain

at 15 per eent.

L3. I have one change to propose affecting the coverage
of VAT. Confection;}y was brought in to VAT by the RHM
for Leeds East in 1974, and the legal definition goes
back further still to the days of purchase tax. It has
worked less and less well over the years, as new products
have come on to the marketg. In particular, a recent
case appears to suggest that chewy cereal bars were
subject to VAT, whereas hard cereal bars were not. 1
propose to clarify the legislation so that both types are

taxed. [Anything further on spectacles?]

L4. I propose to raise the excise duties as a whole
broadly in line with inflation, but to make some modest
adjustments within the total. The duty on cigarettes and
hand-rolling tobacco will be increased, by the
equivalent, including VAT, of four pence for a packet of
20 cigarettes. This will take effect from midnight on
Thursday. The duty on a packet of 5 cigars will rise by

2 pence, but that on pipe tobacco will remain unchanged.



L5. As to the alcohol duties, I propose increases which,
including VAT, will put a penny on the price of a pint of
beer and cider, 3 pence on a bottle of table wine, and
6 pence of a bottle of sparkling wine. There will be no

increase in the duty on spirits and fortified wines.

L6. Drinks known as 'coolers', which are mixtures of an
alcoholic drink and a soft drink, have become more
popular in recent years. The duty on those based on beer
and wine 1is broadly in line with the duty on the basic
product. But the duty on those based on spirits is
higher than can be justified. I propose to reduce it by
[something or other] from 6 o'clock tonight, and also to

reduce the duty on non-alcoholic beer.

L7. I propose to leave the main rates of Vehicle Excise
Duty unchanged. But I shall be introducing a new special
tax class for a small category of very large and heavy
vehicles. These juggernauts cause a significant amount
of wear and tear on the roads, but currently pay a
concessionary rate of duty. The excise duty for these
vehicles will go up to £1600 this year [from what?], and
next year to a level which corresponds with the maximum
rate of duty paid by other heavy good vehicles. There
will also be some minor adjustments to the rates of duty

within the HGV classes.



L8. To recoup the revenue forgone by holding VED steady,
I propose increases 1n petrol and derv over and above
revalorisation, which, including VAT, will raise the
price of petrol by about 6 pence a gallon, and that of

derv by 5 pence a gallon.

L9. It 1is clear that more widespread use of unleaded
petrol can only be of benefitkthe environment. Unleaded
petrol costs more to produce than leaded fuel. As a
result, up to now, few cars have been converted to take
the unleaded fuel and the petrol companies have done
little to promote 1its use. This chain needs to be

broken.

L10. To encourage wider use of unleaded fuel, I therefore
reduced the duty on it by five pence a gallon, in my
Budget last year. This went some way to offset the
higher production costs. I now propose to complete the
job, and to double the duty differential between leaded
and unleaded petrol to 10 pence, by simply exempting
unleaded petrol from this year's duty increase. This
means that the pump price of unleaded petrol [is it
4 star or what?] should be no more than that of ordinary
2 star petrol. Thilis removes the supposed bar to the use
of unleaded petrol. I hope the petrol companies will

respond by promoting 1t as it deserves.



. L1l1. The changes on road fuels will take effect from 6

o'clock tonight.
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FROM: A G TYRIE

DATE: 26 FEBRUARY 1988
LOR ' B Mr Hudson
x 3 wifle Mr

> Cropper
<§;>> b Mr Call

BUDGET SPEECH

I have now Qg;;b chance to read through Andrew Hudson's draft

of 19 Februar Eail g I think it 1is excellent. We are

nearly there alreadyl\ The attached Annex gives some detailed

drafting points wgi;w> u can probably leave Andrew to handle

and many of which I thin 's spotted.

I have one general point about the conclusion. As I have
mentioned before, the speech is in danger of having a 1little
too much finality about it. ates, everything at 25% or

40%, give that impression, even ¢h this is diluted a little

by your commitment to 20 pence. o ::

Might it be worth having a paragraph & two in the peroration

which make three related points:

A,

. 1% The task ot tax reform and simpli

means complete. The objectives of furthér
further reductions in taxation when they are
the further removal of distortions to economitc

will guide us in our third term and beyond.
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accord with the wishes of people and the needs of the

<iii> s i It 1is increasingly accepted that these principles
Qég;b nomy.

(ortins € u¥H‘ They are in stark contrast to the principles which lay
44 2 Q#dhChk

) ‘kxi‘p behind the tax system we inherited, driven by misplaced
wervh Uwnbvrg

ﬂﬂwtﬁhik the notions ocial engineering, and a misunderstanding about
')‘?v ¥ ;_"g_n'f\ . :

*Wme”J“ Ay the rel ip between the tax system and productiveness

G (l a L'% “é{c“'t"‘" Li

. kst of the e Those principles 1led to the hopeless

v we E S5 y

pch, Lewer ot/ complexily, <5§ surdly high rates, the distortions and

A va« .’kutbx'ﬁ ntt ; : ;

mj \ ”‘Th‘ the injustices tax system of a decade ago.

anil e ik

(miehs, LAEE, C§§>>

L i ALT 'l‘ ?

WVT“&Ch”1 iii. The budget announces both tax reductions and tax

‘;@\.lfg g.!f t ')

reform. But these measures, important though they are,
do not stand alone. They foxm part of and complement the
further set of supply side res set out in our Manifesto.
Taken together these measurg> offer the best prospect of
sustaining the virtuous circle in third term and beyond:
of reducing taxes while maintain yield, and of reducing

the burden on individuals and businesses which spur further

investment and growth.

- 2 -
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SOME DETAILED SUGGESTIONS ON 19 FEBRUARY DRAFT

inings are drafting suggestions)

B6. Third sentence 'and our supply side policies have reduced

the burdens which held British industry and individual enterprise

in check foi@z§§>too longt.

Bi:is I would

e the number of years over which new jobs

L9
D! have been create khink Ttiie f ives
Bl.1% Last sentence. ould either remove 'balanced growth
Y¥W¢5~ is set to continue', r explain what is meant. At present
it reads as 1if, despite a shift in the balance between
consumption and investment, somehow, that same balanced growth
is set to continue!
<.
- 2 Bl3s Line 4. Rather than 'inf (&io- e Crepk . upsito Just
\::(:\\ under 4.5%', I would say simply ‘iion ien  EOSE'"to: Jiist
‘itf ) under 4.5%'. o
Bl6. Penultimate 1line. Rather than. . 'ass British «firms start

~ \
_r;ﬂﬁﬂ + to repeat their success as exporters' I woul ‘as:. British
firms build on their success as exporters ...'. <§z§b

N «

the 'public sector debt repayment'.
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Rather than say that we're abolishing the married man's

lowance, I think it might be better to say that we are
o ¥ During the election we made much of Labour's

)
%t to abolish the married man's allowance. I would

have“thought it better not to give them even a chink of light.

T Gl5. On Section 482 the main bull point to get across is that

\
¥ ot e
we are remoU he criminal penalty.

H2, At present@ text reads 'I have argued that CGT should

: apply only to rea o) s, and not paper gains'. I t.hink paper
? gains means accrualg. would replace the word éaper with
inflationary.
K13 I would itemise the yield individually for maintenance
‘, < payments and covenants. Lt i@ortant to stress that we're
not getting or losing much from intenance reform.
M24. I would shorten this consig. I:“don't «think- we
QM‘M\ can Jjustify the removal of MIR for hgne improvement loans on
the grounds that it is a kick in the teeth for double-glazers.
3;7’ (M38\ If we raise the basic rate threshold b we slip the
\'/.‘;AUM% \ﬁ!j'.fc_f;her rate move to £20,000 (also 10%) throug the rails,
lﬂ)“\1 i and make it a little less a sore thumb. @
Yoe per,
;’*«‘n:};»’?‘;’;;g Aa RGT Loy L & vl (v\'l‘“"\f{ﬂcf,’/ @
,f we con do 07 prea it 1 eaowor, @
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Pl. Mr Deputy Speaker, I have presented to the House an
economic success story that would have been unimaginable

a decade ago.

P2. That success owes much to the prudent policies I
have reaffirmed today. And it owes much to the tax
strategy we have pursued, year in year out, for the last

nine years.

P3. It is a strategy with two elements: tax reduction

and tax reform.

P4. For most people, most of the time, the main thing
wrong with taxes is that they are too high. So we have
reduced the basic rate of income tax from a third to a

quarter. And I intend to go further.

P5. But essential as it is, tax reduction is not enough.
There are areas of the tax system that are crying out for

reform.

P6. In this Budget, I have swept away four higher rates
of income tax and three rates of inheritance tax. I have

abolished entirely the taxation of paper capital gains.



I have left no rate higher than 40 per cent in the whole

of the personal tax system.

P7. I have announced the most far-reaching reform of the
taxation of married women for 180 years. And I have done

away with the tax penalties on marriage.

P8. I have taken the taxman out of relations between
parents and students and, so far as possible, out of the

divorce court.

P9. And I have abolished two more unnecessary taxes.

P10. The way of reform is always difficult. But it is

the way to free the energies of the British people. We

have done it before, and we have shown that it works.
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Q. CONCLUSION

Ql. Mr Deputy Speaker, in the first Budget of this
Parliament, I have been able to repeat and indeed surpass
the achievement of last year. Following a substantial
increase in public spending last Autumn, I have reduced
borrowing, so that the budget is in surplus and reduced

tax rates.

02. Not so long ago, Governments were glad to be able to
do two or even one of those things. To have done all

three, for a second year in succession, is unprecedented.

03. Not so long ago, real growth was not even half the
rate of inflation. This year, it has exceeded it. And
unemployment has fallen faster than at any time since the

War.

Q4. These achievements are based on the Government's
sound financial policies, pursued over nine years, and
the liberation of the economy, through lower and better

taxes.

05. This Budget builds on these policies. It is a tax
reform budget - and a balanced budget. I commend it to

the House.
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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
also to restore the enterprise culture to a country which

many thought had lost it forever.

A3. By 1984, our success against inflation was clear,
and the first signs were showing through of the vigorous
growth and rising employment that our supply side reforms
had unlocked. The task was to turn this recovery into

lasting economic success.

A4. Now in 1988, we are now entering our eighth
successive year of steady growth, and the sixth in which
this has been combined with low inflation. 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 of firm financial
policies, coupled with reforms to make the economy work

better.

'(j:*



A6. I reaffirm those policies today.

A7. I shall begin, as usual, by reviewing the economic
background to the Budget. 1l shall then deal with
Monetary 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

that is already so evident.

A8. As usual, a number of press releases, filling out

the details ot my tax 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.

B2. 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
perspective. As I suggested at the time, its impact has
been more limited then many people suggested. In many
markets, the falls in share prices did little more than
reverse Llhe rapid rises that had taken place earlier in
the year. And, business 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 previous years.

B4. The growth rate 1looks . to '‘be ' turning out to be
something over 4 per cent. This is the best per formance
since 1973, and bettered only three times since the War.
And whereas 1973 was a freak sudden spurt, that contained
the seeds of its own undoing, 1987 can be seen as a year
of slightly above-average growth within a steady upward
trend. In each of the last five years, the growth rate
has been close to 23 per cent or better - something we

have not achieved since the War. During both the 1960s

®
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and the 1970s, Britain's growth rate was the lowest of
all the major European economies. During the 1980s, it

has been the highest.

B5. Growth in 1987 turned oul siynificantly taster than
expected, [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 4 per cent.

B6. 1987 was thus the first year since 1964 in which
real growth exceeded retail price inflation - something
many people thought the British economy would never see

again.

B7. The plain fact is that the economy has been
transformed. Our financial policies have given the
private sector the room and confidence to expand. And
our supply-side policies have reduced the burdens which
held British industry in check for far too long. Thishas
brought a step change in the efficiency, enterprise, and

adaptability of all sectors of the economy.

B8. The combination of steady growth and low inflation,
which eluded previous Governments for decades, has now
been with us throughout the past five years. And 1in
1987, the rapid growth of new jobs, which has been going
on for a number of years, fed through into a fall of half

a million in the numbers of people out of work.
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Unemployment fell in all regions. And the proportion of
the workforce unemployed has fallen by a bigger margin

than in any other major country.

B9. As I predicted a year ago, the performance of
manufacturing industry was outstanding, with output up
54 per cent. Once again, the success of manufacturing
was founded on a sharp improvement in productivity.
Since 1979, output per head in manufacturing has gone up
faster here than in any other major industrial country.
We continued to lead the way in 1987 - a stark contrast
to the 1960s and 1970s when in this, as in so much else,
we were bottom of the league. British manufacturers have
maintained their share of world trade since the early

1980s, after decades in which it fell constantly.

B10. Although growth in 1987 was significantly faster
than I expected, the strong export per formance means that
the deficit on the current account of the balance of
payments was [?recisely in line with the forecast of
£2% billion}, which I made this time last year. This
largely reflects the extent to which growth in the UK

outpaced other countries.

Bll. Looking ahead to 1988, I expect another year of

healthy growth with low inflation.

B1l2. Output is forecast to rise by 3 per cent, more or

less in 1line with the steady trend of recent years.
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Exports should continue to rise, though probably not as
high as in 1987, when our non-oil exports grew by 7 per
cent, and manufacturing exports by 9 per cent. Consumer
spending is 1likely to grow rather more slowly than in
1987 By contrast, surveys suggest that business

investment is set to be much stronger.

B1l3. The non-0il economy, which is the main source of new
jobs, should expand more rapidly than total GDP, at a
rate of 33 per cent. [There is likely to be some easing
of growth through the year. Even so,] There 1is every
prospecl of that unemployment will continue to fall
[though the speed of this may slow from the record

decline 1in 1987].

Bl4. Whereas growth in 1988 is 1likely to turn out
slightly stronger than I forecast in the Autumn

Statement, inflation shou ld be a little lower.
Inflation, as measured by the RPI, crept up to just under
4% per cent in the third quarter of last year, but has
since fallen back to under 33 per cent. These
fluctuations largely mirror fluctuations in the mortgage
rate, and the prospect is that the underlying inflation

rate should stay at around 4 per cent during 1988.

B1l5. Our recent record of sustained low inflation is
impressive, when compared with the UK's  earlier
experience at times of rapid growth. But many of our

major competitors have still lower inflation rates, and

©

- & -



getting inflation down continues to be my top priority.
Under the last Labour Government, inflation averaged over
15 per cent. 1In our first Parliament, we got it down to
just over 11 per cent. In our second Parliament; it was
a little under 5 per cent. I am determined to get it
lower '‘still in the third term, and, 1in due ‘course, to

eliminate it altogether.

Bl6. The UK is again likely to grow faster than most of
the other major countries in 1988. 1In particular, growth
in Europe, which 1is increasingly the most important
market for UK exports, is 1likely to remain sluggish.
With our surplus on o0il trade falling as North Sea oil
output falls, the current account deficit may increase to

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

Bl7. This will be very much smaller than the external
imbalances elsewhere. With the continuation of prudent
policies and with the considerable international
confidence in the UK economy, we should be well able to
finance it. The deficit will diminish, when the rates of

growth here and overseas come back into line.

B18. The prospects both for exporters and for a further
fall in unemployment, will depend crucially on employers
keeping their costs firmly under control. Unit labour
costs in manufacturing hardly rose at all in 1987, after
three years of increasing significantly faster than our

competitors. It is vital that employers do not let this
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slip, and keep a tight grip on costs, and in particular

pay costs.

B19. However, the more serious dangers lie in the world
economic scene. Growth in the major seven countries was
around 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 in
Continental Europe, especially Germany. And the latest
indications suggest that factivity remains fairly
buoyant, though the stock market collapse is likely to
dampen demand in the US. I expect growth in the major
seven countries ito be ‘around 2% per 'cent 'in . 1988,

slightly slower than this year.

B20. But the prospect of sustained growth is an uncertain
one, given the persistent large imbalances within the
wor1ld economy : the huge budget deficit in the United
States; and the US current account deficit, which has its
counterpart in the surpluses in Japan, Germany, and other
countr ies. The steps that have been taken to reduce
these imbalances 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 that the process of
adjustment -which may well be slow - will be damaged
either by further gyrations in the value of the dollar,

or by a slide into protectionism.



B21. That is why I believe the best environment for a
sustained reduction in the imbalances, and indeed for
healthy growth in the world economy, is one of greater
exchange rate stability. That 1is the best climate for
companies, including, of course, British companies, to
plan ahead and invest. And it saves them spending

precious time on exchange rate management.

B22. I "explained. 'in " a 'speech .-to iithe -International
Monetary Fund in Washington last September, and again in
the House in January, the case for a flexible system of
manayed floating, and for making exchange rates the focus
of policy co-ordination. The aim is greater stability in
exchange rates, and in the dollar in particular, coupled
with the ability to manage any changes that may be
necessary in an orderly way. This was the objective of
the Louvre agreement, and of the G7 agreement in
December. And whereas the dollar fell over 30 per cent
against the Deutschemark 1in the eighteen months before
the Louvre agreement, it is now within [8 per cent] of

the level at the time of the ILouvre.

B23. Success in achieving these objectives depends, in
the end, on countries' putting the right fiscal and
monetary policies in place, and keeping them there. That
process will be a great deal easier if it is conducted,
as 1t has ©been, in a framework of international
co-operation. I can assure the House that we shall be

playing our full part.
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B24. Provided there are no new shocks in the world
economy, and that the risks at home are contained, there
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

Parliament and beyond.



17/C

C. MONETARY POLICY

The job for the Government is to maintain the steady and
cautious financial policies which we have now pursued for
nearly 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 Ilow
inflation, and will keep us in the best possible position
to weather any shocks we may face, at home or abroad -
just as in the past we were able to take in our stride
[the PFalklands conflict], the coal strike, and the

collapse of the oil price.

C2. The Medium-Term Financial Strategy will continue to
provide a framework for reducing the growth of money GDP,
and hence inflation, over the medium term. It also
provides businesses with the stability they need to plan

ahead with confidence.
C3. The objectives of the MTFS will be achieved by
maintaining firm monetary discipline, buttressed by a

prudent fiscal stance.

C4. An important element in this is maintaining a stable

exchange rate, with the rate against the Deutschmark of

&



particular importance. [Over the past year, this has
given a new focus to monetary policy.] [We have achieved
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
stability they have asked for. And it provides a firm

anchor for bringing inflation down over the medium term.

€5. “[For ‘much-of 1987, maintainingi‘a sstable exchahge
rate meant, in practice, resisting pressure for sterling
to rise. But let me make absolutely clear that I would
resist downward pressure, 1if that were to emerge in
response to domestic cost pressures, with equal

determination.]

C6. Achieving these objectives implies a reduction in
monetary growth in the medium term. This is shown in the
declining ranges shown for the narrowest measure of
money, MO, in the MTFS. The target range for 1988-89 is
[1-5 per cent, as shown in last year's MTFS] OR [2-6 per
cent, the same as for 1last year, 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
liguidity, particular ly those that include the
liabilities of building societies as well as banks. But
as last year, there will be no explicit target.

[Possible reference to revised funding rule.]
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C7. Short-term interest rates remain 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.
Progress towards the ultimate objective of stable prices
is unlikely to be steady, and its timing cannot be
predicted - not 1least because it depends in part on
events beyond our shores. [But by setting the strategic
objectives we have, and operating policy to meet them, we

are certain to achieve that goal.]

C9. The essence of the policy I have described is
non-accomodation. If businesses allow their costs to
rise ditee  fast, - I shalli not allow sterling. to “Eaill .to
enable them to remain competitive. That would be a
surrender to inflation. The track record shows that we
are ready to take prompt action whenever it is necessary
toirdo so. That policy has stood us in good stead. I

reaffirm it today.
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D. PUBLIC SECTOR FINANCES

Dl1. 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
raised in taxes. Over the years, less and less attention
was “paid’ toi'this, «unEilEsin 97 5-76,. the last 4 Labour
Government borrowed what, in today's terms,; would amount

to [nearly £40,000 million.]

D3. This profligacy 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

bi1ls

D4. That is why, when we came to office, one of our main
objectives was to bring down Government borrowing. We
have reduced the Public Sector Borrowing 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 House that I have
brought this process to its logical conclusion - a

balanced budget.
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D5. The budget in 1987-88 looks, in 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
PSDR. 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. This is an excellent outcome. It is the fruit of a
consistently cautious fiscal stance, eight years of firm
control of public spending; and the strong and vigorous
economy that has resulted. It tis - thusk notiya ‘one—otk
achievement in an exceptional year, but something we can

be confident of holding on to.

D7. Corporation Tax receipts, based on the buoyant
profits of a thriving and healthy company sector, are
ahead of forecast. Revenues from Income Tax and VAT have
also been greater than expected. And North Sea revenues

are up because the o0il price was higher than expected.

D8. The continued strength of the economy has also
helped to ensure that public spending has remained within
plans. Lower unemployment has kept down social security
spending. The trading performance of the nationalised
industries has improved. And the capital receipts of
local authorities and new towns have been buoyant. So I

now estimate that the planning total for 1987-88 will be

&
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[£147.4] billion, about £1 billion lower than projected

in the Public Expenditure White Paper in January.

D9. Looking ahead to 1988-89, I have to remind the House
that I have already announced, in the Autumn Statement,
an increase of over £43 billion in public expenditure
programmes. This  has:wenabled:us;,> dn. ‘particular, = to
increase our plans for spending on the Health Service by
£700 million, on education and science by over
£600 million, and on law and order by over £350 million,
while ensuring that public spending continues to fall as
a percentage of GDP. I also announced a corresponding

increase of £6 billion in programme spending in 1989-90.

D10. I also need to have regard to the tax burden. The
buoyancy of the tax revenues means that, leaving aside
the o0il sector, total taxes and national insurance
contributions have risen as a share for GDP for two years
in succession. The tax burden thus remains at much the
same level as it was 3 or 4 years ago, and nearly

4 percentage points higher than when we took office.

D11l. But strong as the case 1is for 1lower taxes, the
factor that has weighed most heavily with me in setting
the PSBR for the coming year is the need to maintain a
prudent and cautious fiscal stance. [This buttresses a
sound monetary policy in keeping downward pressure on
inflation. It creates more room for the private sector

to borrow, invest, and grow. It leads to permanently
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lower debt interest payments, so 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
surplus, a PSDR, of £3 billion, the same as this year's

expected outturn.

D13. A balanced budget is a sound discipline for the
medium term, too. I have therefore projected a PSBR of
zero in the remaining three years of the MTFS. This is
equivalent to a PSBR, excluding privatisation proceeds,
of 1 per cent of GDP, [the level which I said last year
was the appropriate destination for policy]. I have been
able to reach that destination earlier than I expected.
[As privatisation receipts reduce, as they are bound to
do, T intend to stickito a PSBR' of “zero: as the norm.
Inevitably, there will be fluctuations, on either side,

but these should be kept to within 1 per cent of GDP.]

D14. A balanced budget represents security for the
present and an investment for the future. No other major
industrial country is in balance, let alone in surplus.
And even if we had no privatisation proceeds at all, our
budget deficit would still be lower than in all the major

seven countries, except Japan.

D15. I have to tell the House, however, with considerable

regret, that the prudent fiscal stance I have adopted for
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1988-89 means that there will be no scope at all for
reducing the tax burden next year. I therefore expect
taxcs, outside the o0il sector, to remain steady as a

share of national income.

D16. However, the strength of the economy means that I

shall still have some room to reduce tax rates.

D17:. ‘The tplain!  fact « is- that -seund- policies;, pursued
consistently over a number of years, have established a

virtuous circle in our public finances.

D18. The reductions we have achieved in borrowing and
public spending as a 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 incomes, and hence higher tax
yields. This in turn has ‘created . scope  for lower
borrowing, and lower tax rates -indeed, the latter become
necessary simply to prevent the tax burden rising,
because of the buoyancy of revenues. And so the circle

goes on.

D19. On the expenditure side, lower borrowing has reduced
the debt interest we have to pay. Debt interest now
accounts for over half a percentage point of GDP less
than it did only three years ago. This is equivalent to
a saving of nearly £3 billion each year. And the pattern

of borrowing I have set out in the MTFS should bring ef a
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further saving of £2% billion a year, by 1990-91. This
means that, within any given total for public spending,
there can be higher spending on programmes. And the
continuing search for value for money - the equivalent in
the public sector of the supply-side reforms in the
private sector - means that more can be achieved for a

given amount of spending.

D20. No other major country has achieved falling debt
interest payments. They have all seen 1increases 1in
public sector debt relative to national income over the
1980s, compared with our falling debt income ratio. [In
one' ory two:cases 'thereu'is al risk-of “a vicious ‘circile
developing: more borrowing raises interest payments, and
hence more borrowing still is needed just to service the

debt. Our virtuous circle stands in sharp contrast.]

D21: Thiis. virtuousi-eirclegiisia ‘causes for, satisfaction.
But it is certainly no cause for complacency. It took
several years to repair the damage done to the public
finances by previous governments. 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 pursued prudent
financial policies for the best part of a decade. And
the plans I have just announced, which now extend well
into the next decade, enshrine the epitome of financial

prudence - the balanced budget.
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E. TAX REFORM

El. Sound finance 1is the essential foundation for a
successful economy. But by itself, it cannot create
economic growth or more jobs. That depends on markets
that work properly, on businesses that show enterprise
and take risks, and on the hard work and effort of the

individuals who work for them.

E2. That 1is why the reforms we have made - and are
continuing to make - of the supply side of the economy
are so crucial. Privatisation, and reducing the burdens
on businesses, have played a vital part 1in the
transformation of the British economy. And so has tax

reform.

E3:: Nine .years. ..ago,  in :“the. "Eirst " Budget ' of: this
Government's period in office, my predecessor set this
country on the right road - the road of tax reduction and
tax reform. He ended the penal taxation of incomes and

started us on the way to an acceptable basic rate.

E4. The British people responded as we always knew they
would. And the evidence is there for all to see: the

richest 5 per cent of taxpayers now contribute a higher

proportion of income tax revenues than when they were

taxed at penal rates.



E5. Four years ago, in the first Budget of the second
Parliament of this Government, I turned my attention
especially to business taxation. I announced a radical

overhaul of the taxes on companies.

E6. 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 1in the
world, and they responded with the best performance for

the best part of a generation.

B7. The reforms I introduced in my first Budget are now

being emulated around the world.

E8. Today, I have further improvements to make 1in

business taxation. But the main structure has stood us

in good stead, and I intend to leave well alone.

E9. The main focus of the reforms I shall announce today

is on personal taxes.

E10. And first the taxation of married women.
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B INDEPENDENT TAXATION

Fl. The present system for the taxation of married
couples goes back 180 years. It taxes a married woman's
income as if it belongyed to her husband. In the last
part of the twentieth century, that 1is simply not

acceptable.

F2. There has been  extensive consultation on this

subject. The time has come to take action.

F3. I therefore propose a major reform, with three
objectives. First, to give married women the same
privacy and independence in their tax affairs as everyone
else. Second, to end the tax penalties that can arise on
marriage. And third, to ensure that the tax system

continues to recognise marriage.

F4. I have decided to introduce, at the earliest
possible date of April 1990, a completely new system of

Independent Taxation.

F5. ©Under the new system, a husband and wife will be
taxed independently, on the whole of their income. The
married man's allowance and wife's earned income
allowance will go, and all taxpayers, male or female,

married or single, will start with the same personal
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allowance, which will be available against income of all

kinds, whether from earnings or savings.

F6. Married women will pay their own tax, irrespective
of their husbands' income, and they will be able to fill
in their own tax return, when one is necessary. [Married
women who wish to ask their husbands to continue to
handle their tax atfairs will, of course, be free to do

so, provided they sign any tax returns themselves.]

F7. If nothing else were done, there would be no
recognition of marriage and, all married couples would
see a substantial fall in their tax threshold. I am
therefore introducing a new married couple's allowance,
equivalent to the difference 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 does not fall. But if he does not have
enough income to use it in full, his wife will be able to

set any unused portion against her income.

F8. A husband and wife will also be taxed independently
on their capital gains, with an annual exemption each,
instead of one between them, as now. But transfers of
capital between husband and wife will continue to be

exempt from both capital gains tax and inheritance tax.



F9. This new approach will give complete privacy and
independence to married women, for the first time in the
histoery.  -of - income = tax. And it combines this with

continuing recognition of marriage in the tax system.

F10. The new system will start considerably earlier than
would have been possible for most of the other reforms
Llial have been put forward, in particular transferable
allowances. The legislation will be in this year's

Finance Bill.

Penalties on marriage

Fll. I mentioned a few moments ago the tax penalties on
marriage. It is clearly absurd that some couples should
find themselves paying more tax, simply because they get

married. I propose to put that right.

F12. Independent taxation by itself will remove the most
common tax penalty on marriage - the taxation of a
married woman's savings income at her husband's tax rate.
I am also introducing measures to tackle the other tax
penalties, and these can take effect in advance of

Independent Taxation.
F13. The biggest problem comes with mortgage interest

relief. An unmarried couple can get twice as much relief

as a single person or a married couple, and that has
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attracted increasing - and justified - criticism. I am
putting a stop to it from August this year. In future,
the £30,000 limit on relief will be related to the house
or flat, irrespective of the number of borrowers. This
was the solution put forward in the 1986 Green Paper on
Personal Taxation, and it was generally welcomed.

Existing mortgages, however, will be unaffected.

Fl4. A further anomaly is Lhat an unmarried couple with
two 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.

F15. This ! Budget *will. eliminate;,  for: all'. practical

purposes, the tax penalties which can arise on marriage.

F1l6. The reform I have described gives married women
privacy and independence in tax for the first time. And
it does so in a way which continues to recognise

marriage, and eliminates the penalties against it.

I .
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G. BUSINESS TAXATION
Gl. I turn now to business taxation.

G2. The major reform of business taxation, which I
introduced in 1984, has given us the lowest Corporation
Tax rate of any major European country. This has
encouraged overseas companies to invest in Britain, and
has improved the quality of investment by British firms.
And it is a crucial part of an environment in which
company profits, leaving aside the oil sector, have risen
to the highest level since 1973. This has left companies
in a very healthy financial position, despite the strong

growth of business investment.

G3. I do not therefore propose any major changes to the
Corporation Tax regime this year. The main Corporation

Tax rate for 1988-89 will be unchanged at 35 per cent.

G4. I have three changes to propose for businesses in

particular sectors.

G5. First, North Sea companies are making an impressive
recovery from the oil price collapse of 1986. Since we
reformed the tax regime for new offshore oil fields in

1983, a new generation of fields has come into being, in



the Southern Basin and onshore. Many of these are highly
profitable, and there 1is no reason for an overall
reduction in tax. But I have decided to restructure the
burden. My Rt. Hon. friend the Secretary of State for
Energy will therefore shortly be bringing forward
legislation to abolish ‘royalties, from ‘1 July, for all
Southern Basin and on shore fields developed after April
1982. At the same time, I propose to reduce the PRT oil
allowance for these fields to 100,000 tonnes per

chargeable period.

G6. This reform will mean an end to royalties for all
future fields. Tax will be more closely related to
profitability. It will help to keep up the pace of our
oililand*.gas" ‘activity ,* which gwidid. -gflsedi‘benefit . ithe

offshore supplies industry.

G7. Second, Building Societies. The 1986 Building
Societies Act gives Building Societies the powerz to
convert to become companies, if they wish. At present,
however, they would face a heavy, and unintended, tax

charge if they did so. I propose to rectify this.

G8. Third, I propose two changes to the tax arrangements
for “Lloyd! sk One meets a point Lloyds have raised on
last year's legislation on reinsurance to close. The
second will simplify the administrative arrangements for

taxing Lloyds members. These changes will help to ensure
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that the system for taxing Lloyds is effective but also

takeg§ account of the special features of Lloyds.

G9. British exporters have done extremely well in recent
years, thanks to major improvements in efficiency and
quality. But no exporter could honestly claim that his
success ‘‘hinged “on : the ' anoemaly. that - the' cost - ‘of
entertaining overseas customers remains tax deductible,
whereas business entertainment generally is not. And the
same relief applied, of course, to 1import agents
entertaining overseas suppliers. There is absolutely no
case for this special treatment. I therefore propose to
simplify matters, by making all business entertainment

non-deductible, for tax purposes.

Section 482

G10. The very low rate of Corporation Tax gives companies
every incentive to take risks and make profits. But we
need to make sure that, once those profits are made, the
due tax is paid. With this in mind, I have reviewed the
provisions governing company residence and migration
under Section 482 of the Income and Corporation Taxes

Ackn1.97.0%
Gll. The present rules are discretionary, uncertain, and

can be exploited. I propose a new regime which will be

simpler and more objective.
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Gl2. For the vast majority of companies, the residence
test will be simply whether they are incorporated here.
The small number of companies which are not incorporated
in the UK, but are centrally managed and controlled here,
will also be deemed to be resident. Companies wishing to
migrate will be able to do so, provided they pay their
tax first. This will end the need for companies to seek
Treasury consent before they migrate, and the criminal

penalty they face if they do not comply.

[G13. These measures will safeguard a very

suhstantial amount o[ revenue.]

Capital Duty and Unit Trust Instrument Duty

Gl4. I have one proposal to announce affecting the cost

of finance for companies

Gl5 At present, companies have to pay a 1 per cent duty
whenever they raise new capital - whenever, for example,
a new company is formed or an existing company makes a
rights issue. This is anomalous on two counts. It is a
burden on companies who need to secure external finance
for expansion. And it discriminates against risk capital

as compared with debt finance and bank borrowing.

Gl6 Capital Duty was originally imposed at the behest of

the European Community, and until recently we were not at

-



liberty to modify it. Happily, the position has now
changed, and I propose to abolish this duty with effect

from [today].

Gl7 At the same time, I propose to get rid of the Unit
Trust Instrument Duty, a similar impost, which is levied
at the €?e of 7 per cent on all property put into a unit
trust. I know the industry will welcome this minor

relief, and I trust the benefit will be fully reflected

in lower charges to investors.

Gl8. The cost of abolishing these two duties will be of
the order of £100 million in 1988-89. They bring the

number of taxes I have abolished up to six.
Small Businesses

G19. The encouragement of small businesses and new
businesses - which are so vital a source of enterprise,
innovation, and new Jjobs - has been a central theme of
Government policy. And the rate of business start-ups,
which has averaged 500 a week since 1979, net of those
which fail, shows beyond any doubt the continuing vigour

of this sector.
G20. Last year, I enabled small businesses to opt for

cash accounting for VAT, to help with cash flow problems,

and for annual accounting, to ease the burden of
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form-filling. These measures have been widely welcomed,
and I have no changes to propose this year. But I shall,
as usual, be increasing the VAT registration threshold so
that it remains at the maximum permitted under European
Community law. In 1988-89, the threshold will be

£22,100.

G21l. Many new and growing businesses used to find
difficulty 1in raising equity finance. The Business
Expansion Scheme, which we devised to meet that need, has
now been running for nearly five years. It has been a
great success, enabling new and expanding companies to

raise £150 million a year, on average.

G22. The rapid growth of the venture capital market since
1983 means that companies seeking relatively large
amounts of equity investment can now raise these readily.
But smaller companies looking for more modest amounts can

still ' run into'difficulties.

G23. To improve the targeting of BES, I therefore propose
to introduce a ceiling of half a million pounds on the
amount a company can raise under the scheme. Investment
will thus be better directed at the smaller enterprises
and new businesses, particularly those at local level,
which can still find it hard to raise finance in other
ways. In the special circumstances of the shipping

industry, however, the ceiling will be £[10] million.
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G24. This measure is expected to save some £25 million a

year.

G25. I have one further announcement affecting the BES.

G26. One of the key reasons for our economic transform-
ation has been the reform of the supply side of the

econony .

G27 . As to the labour market, there is still some way to
go. The tax relief I introduced 1last year for
profit-related pay will, in time, help to increase pay
flexibility. But if successful firms are to expand
further, and if we are to build on the substantial
reductions in unemployment, we have to ensure that people

can move to where the new jobs are.

G28 . For years, the shortage of private rented
accommodation has been an obstacle to labour mobility.
There have been increasingly frequent complaints from
employers in the Midlands and the South that they can
recruit the skilled workers they need from, for example,
the North East, but that these workers cannot then take
the jobs, because they cannot find suitable accommodation

for their families.

G29. The Government's proposals to deregulate new rents

are already going through the House. In future, any
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landlord will be able to let on the assured tenancy
basis, at market rents, but with security of tenure

protected.

G30. Deregulation will, in due course, itself increase
the supply of housing for rent. But this will not happen
overnight, and there is a case for a special incentive to

speed up the process in the early years.

G31l. I therefore propose to extend the BES to include
companies specialising in the 1letting of residential

property on an assured tenancy basis.

G32. The BES is well suited to this area. Since full
relief is given immediately, it should bring forward new
investment straightaway, mee ting the objective of
stimulating interest 1in the early years. And we are

building on success.

G33. I have decided to provide a higher ceiling of
£10 million for this type of investment. But since the
relief 1is specifically designed to provide an extra
stimulus in the early years of the new regime, it will
run for investments made until [April 1993]. The cost
will depend on take-up, but may be some £40 million a

year.



G34. This change will reinforce the impact of

deregulation, in reviving the private rented sector in

this country.

G35. The measures I have announced will add to the
attractions of Britain as a place to do business, for
firms large and small. It is up to businesses to
continue to take full advantage of the opportunities that

they now have.



17/8 (5=1)
H. COVENANTS AND MAINTENANCE

Hl. I turn now to an important area of personal taxation
which is ripe for reform and simplification: the
taxation of payments made under deeds of covenant and

maintenance payments.

H2. These payments are simply particular ways ot
transferring income from one person to another. Most
transfers take place within families -pocket money from a
parent to a child, for example -and are rightly and
properly wholly outside the scope of the tax system.
But, over the years, the 1Inland Revenue has been
increasingly brought into this area, for reasons which
have little to do with logic and much to do with history

and accident.

H3. This involvement of the Revenue in transactions
which, in principle, should be none of their concern has
introduced a new knot of complexity, much of it quite
unnecessary, into the tax system. The reforms I am
proposing “todaye will- greatily’ simplifyvi all  thiss; will
remove some lesser-known, but nonetheless offensive, tax
penalties on marriage; will reduce the burden of tax on
those recipients of maintenance least able to bear it;
will reduce the pressure on the Courts; and will improve
the incentive to work both for students and for separated

and divorced women.
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H4. First, covenants. With the exception of covenants
to charities, I propose to take all new covenants made on
or after today out of the tax system altogether. Those
receiving these payments will not be liable to tax on
them and those making the payments will get no tax relief
on them. Existing covenants will be unaffected by this

change.

H5. The largest group of people affected will be
students, and their parents, many of whom currently
choose to make their contributions to the maintenance
grant by covenant. Those who have already made such
covenants will continue to benefit from them. For
students who begin their studies 1in the next academic
year, the parental contribution to the maintenance grant
will be assessed on a new, more denerous, scale,
reflecting the withdrawal of the tax relief on new
convenants. My rhf the Secretary of State for Education

and Science will be announcing the new scale later today.

H6. This reform will remove a wholly wunnecessary
complication from the tax system. Making the deed of
covenant, and filling in the Revenue's forms, took much
time and effort for the taxpayer and student alike; and
a technical mistake could render the covenant legally

void, and deny the recipients their tax relief

altogether. The procedures were complicated and
wasteful: local authorities had first to compute
parental income for the means tested grant; then
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restrict the student grant accordingly; parents then
made their covenants; the Revenue checked the student's
income; then, finally, on receipt of the necessary claim

forms, sent the tax repayments to the students.

H7. It would be difficult to devise a more convoluted

way of getting money in to the hands of students.

H8. My proposals sweep all these complications away, but
retain the same overall level of support for students.
They also greatly improve students' incentives to take
part-time or holiday jobs: soon, when the old system has
run out, no student will find that his or her personal
allowance has all been used up by covenanted income sO
that tax has to be paid on the first pound of income he or

she earns.

H9. Similar considerations apply to maintenance
payments. The present arrangements are complex and
cumbersome, and mean that the Revenue have to send tax
returns to divorced and separated people whose tax
affairs would otherwise be very simple. Again, there is
no reason in principle why the tax system should be
involved in the making of these transfers of income other
than to recognise the expense of maintaining two

households, where a marriage breaks down.

H10. So I am proposing that 1in future ex-wives or

husbands receiving payments under maintenance agreements
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will not have to pay any tax whatever on them.
Ex-husbands or wives making these payments will, on the
other hand, get tax relief on the payments that are made,
up to a limit equal to [the married couple's allowance].
But, above that limit relief will stop, and there will no
longer be tax relief at all for other kinds of

maintenance payments.

Hll. This new system will be much simpler for all
concerned. It will reduce the tax burden of those who
are least able to bear it, since the great majority of
those who receive maintenance payments, and who will be
wholly relieved of tax on these payments, are at the
lower end of the income scale; and because I have set the
limit on tax relief for payers at a level which will mean
that the great majority of payments to divorced or

separated spouses will continue to enjoy tax relief.

H12. These changes will also remove tax penalties on
marriage which have given offence to many. Tax relief
greatly in excess of that which is available to a married
couple will no longer be available to a divorced couple
who make very large income transfers between themselves;
[nor will it be possible to make artificial tax-relieved
transfers to their children under 18 - a privilege at
present available to the non-married but not to the

married.]



H13. The new provisions will protect people who are
either making or receiving payments under existing Court
Orders or agreements. The same protection will run for
people who have already applied for Court Orders,

provided these are made by 30 June.

H1l4. My proposals on covenants will bring a tax yield of
£25 million in 1988-89 rising to. £85 million :the
following year. The additional expenditure on student
grants will be £X million in 1988-89 and £X million in
the following year. My proposals on maintenance payments
should be [revenue neutral] [bring a small yield in

1988-89 and 1989-90] .

H15. Covenants to charities will be entirely unaffected.
Indeed, I have a new measure to help charities further.
The payroll giving scheme has now been running for nearly
a year. I am glad that so many employers have already
set up schemes, and I hope as many employees as possible
will take advantage of them. In order to give further
encouragement to charitable giving, and to assist the
growth of the payroll giving scheme, I propose to double
the limit on donations under the scheme from £10 a month

to £20 a month.



mjd 17/J

Jd. TAXES ON SPENDING

Jl. I now turn to the taxation of spending.

J2. The rate of Value Added Tax in 1988-89 will remain

at 15 per cent.

J3. I have one change to propose affecting the coverage
of VAT. Confectionery was brought in to VAT by the RHM
for Leeds East in 1974, and the legal definition goes
back further still to the days of purchase tax. It has
worked less and less well over the years, as new products
have come on to the market. 1In particular, recent cases
before VAT tribunalétggpeamdto suggest that some chewy
cereal bars ware subject to VAT, whereas hard cereal bars
gare not. I propose to clarify the legislation so that

both types are taxed. [Anything further on spectacles?]

J4. I propose to raise the excise duties as a whole
[Eroadly in line with inflatioi] but to make some modest
adjustments within the total. The duty on cigarettes and
hand-rolling tobacco will be increased, by the
equivalent, including VAT, of three pence for a packet of
20 cigarettes. This will take effect from midnight on
Thursday. The duty on a packet of 5 cigars will rise by

2 pence, but that on pipe tobacco will remain unchanged.



J5. As to the alcohol duties, I propose increases which,
including VAT, will put a penny on the price of a pint of
beer and cider, 4 pence on a bottle of table wine, and
6 pence of a bottle of sparkling wine. There will be no

increase in the duty on spirits and fortified wines.

J6. Drinks known as 'coolers', which are mixtures of an
alcoholic drink and a soft drink, have become more
popular in recent years. The existing duty structure
caters satisfactorily for products based on wine, but
discriminates against those based on beer and spirits. I
propose, therefore, to introduce a new duty band for
these low strength products. I also propose to abolish
the minimum duty charge on beer, which will reduce the

duty on beers with a low alcohol content.

J7. I propose to leave the main rates of Vehicle Excise
Duty unchanged. But I shall be introducing a new special
tax class for a small category of very large and heavy
vehicles. These juggernauts cause a significant amount
of wear and tear on the roads, but currently pay a
concessionary rate of duty. The excise duty for these
vehicles will go up to £1600 this year, from £130, and
next year to a level which corresponds with the maximum
rate of duty paid by other heavy good vehicles. There

will also be some minor adjustments to the rates of duty

within the HGV classes.



J8. To recoup the revenue forgone by holding VED steady,
I propose increases 1in petrol and derv over and above
revalorisation, which, 1including VAT, will raise the
price of petrol by about 6 pence a gallon, and that of

derv by 5 pence a gallon.

J9. It 1is clear that more widespread use of unleaded
petrol can only be of benefit to the environment.
Unleaded petrol costs more to produce than leaded fuel

and this is reflected in the pump price.

J10. To encourage wider use of unleaded fuel, I therefore
reduced the duty on it by five pence a gallon, in my
Budget last year. This went some way to offset the
higher production costs. I now propose to complete the
job, and to double the duty differential between leaded
and unleaded petrol to 10 pence, by simply exempting
unleaded petrol from this year's duty increase. This
means that the pump price of unleaded petrol should be no
more than that of ordinary 2 star petrol. This removes
the bar to the use of unleaded petrol. I hope the petrol

companies will respond by promoting it as it deserves.

J1l. The changes on road fuels will take effect from 6

o'clock tonight.
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BUDGET CONFIDENTIAL

K. OWNERSHIP

Kl. The spread of ownership has been one of the most
remarkable fcatures of the 1980s. Encouraged by
Government policy, some 23 million families have bought
their homes. And our new proposals for personal
pensions, which come in to effect in July, will give a

new dimension to pension ownership.

K2. But the most dramatic change has been in share
ownership. In last year's Budget, I announced the
results of a joint Treasury/Stock Exchange survey of the
number of shareholders in this country. This revealed
that some 837 million people - one adult in five - owned

shares, about three times the number in 1979.

K3. A similar survey has been carried out this year. 1In
spite of the stories of people cashing in their gains on
privatisation shares, and in spite of the stock market
collapse, the figures show that the number oI
shareholders has actually risen slightly to [very nearly

9 million].

K4. I have two proposals to announce today.



K5. First, Personal Equity Plans are off to a successful
start. Over a quarter of a million people took out plans
in 1987, and subscribed nearly £3 billion between them.
To give further encouragement to this form of investment,
I propose to increase the limit for 1988 from £2,400 to

£3,000.

K6. Second, measures to encourage employee share
ownership have featured in seven out of the last eight
Budgets. As a result, the number of all-employee share
schemes approved under the 1978 and 1980 Finance Acts has
risen from 30 in 1979 to over 1400 today, involving well
over 10,000 companies, and providing shares and options
for well over 13 million employees. The shares and

options had an initial market value of nearly £3 billion.

K7. Following consultation, I propose to relax the
provisions 'of Section 79 ofi ‘the 1972  Finance . Act,
relating to employee shares obtained outside the approved

schemes, so as to encourage the spread of these schemes.



mjd 17/L1

L. CAPITAL GAINS TAX

L1. The changes we have made in the capital taxes has
removed a number of disincentives to the spread of
ownership. I have a number of further proposals on the

capital taxes today.

L2. Throughout my time in the House, I have argued that
Capital Gains Tax should apply only to real gains, and
not paper ones. The indexation provisions introduced by
my predecessor in 1982, and which 1 extended in my 1985
Budget, mean that the relatively modest inflation element
in gains since 1982 1is not taxed. But for assets
acquired earlier, the tax falls largely on purely nominal
gains resulting from the rampant inflation of the
'seventies. In other words, we have indexed away the low
inflation of recent years but not the high inflation of

the 70s.

L3. In principle, the indexation provisions ought to be
extended back to the inception of the tax in 1965. I
have examined this possibility very closely. But I have
to tell the House, with considerable regret, that I have
concluded that it would simply not be practicable to
extend indexation so far back. That would require

information about the date, price and quantity of each

©



acquisition and disposal since 1965. And in many cases,

that information is simply not available.

L4. I have therefore decided that, for disposals on or
after 6 April this year, capital gains arising before
April 1982 will be exempt from tax altogether, for both

individuals and companies.

L5. Taxpayers will, however, be able to use the actual
acquisition cost of an asset, if that is higher than its
1982 value and thus produces a smaller gain. So there is

no question of taxpayers' losing from this measure.

L6. This Budget therefore ends once and for all the
injustice of taxing inflationary gains. T awaddil ehus
enable taxpayers to realise investments that they have

been forced to retain because they faced a high tax bill.

L7. Rebasing capital gains makes it easier to bring the
taxation of gains closer to that of income. Inslogic,
there is little difference between income and capital
gains. Taxing them at different rates encourages people
to base investment decisions on tax considerations,
rather than economic ones. And 1t has lumbered the
economy with much of the deadweight of a tax avoidance

industry.

(D)



L8. I therefore propose a major reform. Subject to the
new base date, capital gains will continue to be worked
out as now, with the present exemptions and reliefs. The
principal private residence will remain tax-free, and the
annual exempt amount will remain at its present level of
£6,600. But the indexed gain will then be taxed at the
income tax rate that would apply if it were the

taxpayer's marginal slice of income.
Yy

L9. At present, with capital gains taxed at 30 per cent
for everybody, basic rate taxpayers are taxed more
heavily on gains than on income, whereas higher rate
taxpayers face a lower rate of tax. 1In future, the rate
on income and gains will be the same. And I can reassure
Hon. Members who are anxious to know what those rates
will be that they will not have to contain their

impatience much longer.
L10. These changes will not take effect until 6 April.

L1l. Taxing capital gains at income tax rates makes for
greater neutrality in the tax system. It is what we do
already for companies. And it is already the practice in
the USA and many other major countries. Investors will

no longer waste so much time on tax planning.

L12. The saving on tax planning will be of particular

benefit to small businessmen, who will be able to

@



concentrate their energies on the real job of making
profits. I have one other CGT measure that will help

them further.

L13. Capital gains tax can be a fairly heavy burden when
someone sells up on retirement, and this can be a
disincentive to the entrepreneur. At present, retirement
relief exempts the tirst £125,000 of the gain from tax.
I now. propose. to, extend  it: so that; 'on  top' of :the
exemption, half of any gain between £125,000 and £500,000

will also be completely free of tax.

L14. I also propose to extend CGT rollover relief to a
group of items which, I venture to suggest, will not be
grouped together 1in any other context. They are

satellites, spacecrafte, milk, and potatoes.

L15. The changes I have announced, taken as a whole,
represent the biggest reform of capital gains tax since
its introduction in 1965. They will sharply reduce the

damaging effects of the tax, while ensuring that capital

gains remain properly taxed.

[L16. Allowing for 1likely behavioural responses to
these changes, the overall effect is expected to be an
additional yield of £45 million in 1988-89, and a cost of

£290 million in 1989-90.]
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M. INHERITANCE TAX

Ml. Small businessmen are also increasingly concerned
with the burden of Inheritance Tax. There is less
incentive to build up your business if you know that a
lot of the proceeds will go in tax when you leave it to

your children.

M2. I have already taken a number of steps to reduce
this kind of effect. Two years ago, I abolished Capital
Transfer Tax on lifetime gifts, and last year I made a

large increase in the threshold for Inheritance Tax and

reduced the number of rates from seven to four.

M3. Nonetheless, the yield of the tax has continued to
mount, and this year is likely to pass the £1 billion
mark. The tax 1is affecting more small businesses, and

more ordinary people inheriting the family home.

M4. I therefore propose a reform of Inheritance Tax
which will reduce the burden overall, keep more smaller
estates out of Inheritance Tax, and make the system as

simple as possible for those who still have to pay.

M5. 1In 1988-89, Inheritance Tax will be charged at a

flat rate of 40 per cent. I shall thus have reduced the



number of rates from seven to one in two years. At the
same time, the threshold will go up to £110,000, so that

the burden is unambiguously lighter for all estates.

M6. Inheritance Tax thus becomes a flat rate tax, with a
high threshold. This will reduce the number of estates
liable to tax in 1988-89 by a quarter. Many more
ordinary people will be able to inherit the family home
free of tax. And for family businesses, the combination
of 50 per cent business relief, and a tax rate of 40 per
cent, ‘meéans that " Ehe  rate "of ' tax "ishu in effect;sonly

20 per cent, one of the lowest among the major economies.

M7. The cost of the Inheritance Tax measures will be

£100 million in 1988-89.

'
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N. INCOME TAX
Nl1. Finally, income tax.

N2: I have followed with interest the press speculation
about the size of the so-called giveaway that would come
in this Budget, through lower taxes in general, and lower
income tax in particular. Of course, the Government has
no money of its own to give away. Any tax reductions are

a question of taking less.

N3. There has also been a lot of speculation about the
trade-off between tax cuts and public spending increases.
There is no such trade-off. The plain fact is that if
you have a successful economy, you can, over time, have
bothi And if you have a f[eeble economy, you can have

neither.

N4. The way to a strong economy is to boost incentives
and enterprise. And that means keeping income tax as low

as possible.

N5. 1Income tax has been cut 1in each of the 1last
six Budgets - [the first time this has ever occurred.]
And the strength of the economy over that period speaks

for itself.
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N6. However, reforming Income Tax 1is not simply a matter
of cutting the rate. I also have to look at all the
various allowances and reliefs to check that they are

still justified.

N7. With this in mind, I have a number of proposals to

announce.
FORESTRY

N8. First, the present tax treatment of forestry has
been very widely criticised. It enables mostly top rate
taxpayers to shelter other income from tax by offsetting
it against losses from forestry, while the proceeds from

the eventual sale are effectively tax-free.

N9. This is a misuse of the tax system. But I am
satisfied that special features of forestry - including
the gap of up to 100 years between planting costs and the
income from felling - mean that simply taxing it like any

other business would create major problems.

N10. I therefore pggpose to take commercial woodlands out
of the tax system altogether. As from today, subject to
transitional provisions, expenditure on these woodlands
will not be allowed as a deduction for income tax or
corporation tax. And receipts from the sale of trees or

timber will not be taxed.
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N1ll. It is a measure of the absurdity of the present
system that this exemption, by itself, would in time
bring a saving of about £10 million. But to maintain
Exchequer support at roughly its present 1level, and to
improve its effectiveness, I have agreed with my RHFs
with responsibilities for Forestry and the Environment
that there will be a parallel increase in planting grants
under a new syslem. The Forestry Commission will

announce the details [next week].

N12. These changes will make the tax system simpler, and
the archaic Schedule B will be abolished. Assistance in
the form of grants will have several advantages. It will
not discriminate in favour of higher rate taxpayers. It
will strengthen environmental protection, which I know is
of concern to HMs on all sides of the House. It will be
better targeted and better value for money. And the new
regime will give the industry a sound and stable basis

for future planting.

N13. The provision of benefits in kind has continued to

spread over recent years.

N14. In spite of the increases we have made over the
years, it 1is widely recognised that company cars are
still massively undertaxed. Independent studies, based
on figures from the AA, show that a typical company car,
such as a 1.6 Sierra, is worth at least £3,000 a year to

the employee. But the scale charge is only £700.

G-



N15. This cannot possibly be Jjustified. Indeed, the
scale of the undertaxation is so great that it cannot be
put right in a single year. But in a Budget when I am
able to reduce tax rates, there is a strong case for a
step change in the taxation of these benefits. I

therefore propose to double the car scales for 1988-89.

N16. This increase subsumes the 10 per cent increase
which I had already announced for 1988-89. [For 1989-90,
I propose a further increase of 10 per cent, bringing the
total extra yield from cars to £280 million. Even with

Lliese increases, the benetit will remain undertaxed.]

N17. The scales for the taxation of car fuel adequately
reflect the value of the benefit, and I propose to leave
them unchanged. [But;," ‘Bor v simplicity,' I ‘propose ito
exempt car parking benefits from tax. Most are in

practice already exempt on de minimis grounds.]

N18. In principle, everybody should pay tax on benefits
in kind. But for practical reasons, most benefits are
taxed only on directors, and employees whose earnings,
including benefits, are above £8,500. This threshold has
remained unchanged for many years. In the special
circumstances of this year, a modest increase 1is
justified. Otherwise, tens of thousands of people, on
well below average earnings, would be taxed on their
benefits for the first time, as a result of the higher

scale charge for cars. I therefore propose to increase
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the limit to £10,000. I do not intend to increase it

again.

N19. The encouragement of home ownership remains one of
the fundamental objectives of this Government. Mortgage
interest relief has a crucial role to play in achieving

that aim, and will, of course, remain in place.

N20. Indeed, I believe it is right to concentrate the
relief on helping people to buy their own homes rather
than improving properties they already own. I propose,
therefore, to end tax relief for new home improvement
loans taken out after 5 April. Most of these loans are
used for installing fittings, such as double glazing or
central heating, which simply add to the value of the
property. Abolishing this relief will also remove @&
scope for its abuse, which, as the House will recall, was
the subject of a recent report from the Public Accounts

Committee.

N21l. [I also propose further to concentrate mortgage
interest relief on the person buying his or her own home,
and to simplify the system, by ending relief for new
loans for the purchase of a home for a dependent
relative, or a divorced or separated spouse. Relief
will, of course, still be available if the relative or

spouse makes the payments directly.]
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N22. Among the legacies of the years of penal top tax
rates 1is the complicated special relief for 1large
redundancy payments. This is no longer Jjustified. T
therefore propose a major simplification, increasing the
exemption 1limit for these payments from £25,000 to
£30,000, but abolishing the additional relief for larger
amounts. By the same token, top slicing relief for lease

premiums and the like will also disappear.

N23. I have a few changes to propose this year following
from the recommendations of the Keith Committee. Most
are designed Lo improve compliance, and to help the
Revenue to uncover taxpayers who do not declare all their
income, particularly where large amounts of tax are being
lost. This measure is expected to yield £10 million in
1988-89, and more in later years. However, I propose a
number of relaxations to the VAT enforcement regime,
which will make 1life easier for businesses, while
safeguarding tax revenue. Some of the penalties will be

reduced from midnight tonight.
N24. Finally, I turn to income tax itself.

N25. In 1979, my predecessor announced:

"Our long-term aim should surely be to reduce the
basic rate of income tax to no more than 25 per

cent.™

I have reaffirmed that aim on a number of occasions, and

it was a key part of our Manifesto at the last Election.



N26. In my 1984 Budget I was able to redeem a Manifesto
pledge at the first opportunity, by abolishing the
National Insurance Surcharge. Today, I can again redeem

a pledge without delay.

N27. The basic rate of income tax for 1988-89 will be
25 pence 1in the pound. The small companies' rate of

corporation tax will also come down to 25 per cent.

N28. This reduction means that the basic rate of income
tax, and the small companies' corporation tax rate, will

be at their lowesl level since the War.

N29. When I reduced the basic rate of tax by twopence in
the pound last year, Rt. Hon. and hon Members opposite
predicted that this would merely be temporary, and would
be reversed - indeed would have to be reversed - after a
General Election. Speaking in this House on 20 January
last year, the RHM the Deputy-Leader of the Labour Party

said:

"I must advise the Chancellor of something that he
already knows: whichever party wins the general
election, the tax cuts that he makes in this Budget

will be reversed."

So far from the tax reductions in the 1987 Budget being
reversed, the strength of the economy, and the buoyancy
of tax revenuesy mean that further reductions are

necessary, simply to prevent the tax burden from rising.

it



N30. When they were last in office, the Labour Party
introduced, ten years ago, an income tax rate of 25 per
cent. It was a reduced rate, which was the marginal rate
for less than 15 per cent of tax payers. ' Byucontrast,
25 pence in the pound will now be the marginal rate for

over 95 per cent of taxpayers.

N31l. With the basic rate at this lower level, I am taking
the opportunity to simplify the system by abolishing
three minor personal allowances which have been
unchanged, in cash terms, since 1960: the housekeeper
allowance, the dependent relative allowance, and the
son's and daughter's services allowances. These are
relics of a bygone age, and each allowance is worth, at

most, 70 pence a week to a basic rate taxpayer.

N32. Life Assurance premium relief remains in place for
policies taken out before the 1984 Budget. Bt hds
traditionally been given at half the basic rate of income
tax. I therefore propose to reduce it to 123 per cent.
But, to give life offices time to adjust, this change

will not take effect until 6 April 1989.

N33. Over our period in office, we have increased the
basic income tax allowances by 22 per cent more than
inflation, taking 1z million people out of tax
altogether. For 1988-89, statutory indexation provides
for an increase in allowances of 3.7 per cent. I have

decided to raise allowances by [twice as much].



N34. [This means that the single person's allowance will
go up by £180 to £2,605 and the married man's allowance
by £300 to £4,095. The single age allowance will rise by
£220 to £3,180 and the married age allowance by £360
to £5,035. The higher allowances for taxpayers aged 80
and over, which I introduced in the last Budget, will
also be increased by [twice the indexation amounts]. The

age allowance income limit becomes £10,600.]

N35. The increases I have just announced mean that the
basic personal allowances will be fully 25 per cent
higher, 1in real terms, than they were in 1978-79,
Labour 's last year. The married man's tax threshold will

be at its highest level for nearly half a century.

N36. Since 1983-84, the number of people paying higher
rate tax has increased by over 50 per cent. This damages
incentives for middle managers and others at that level
of income. I therefore propose to raise the higher rate
threshold by just over 10 per cent, to £20,000 of taxable

income.

N37. There has been no cut in the higher rates themselves
since that made by my predecessor in his first Budget, in
1979. This removed the worst effects of the absurd rates
that had applied under the Labour Government and were
penalising enterprise and driving talented and

successful people to work abroad.



N38. In spite of that reform, the higher rates can still
act as a disincentive. For example, the self-employed
businessman earning £20,000 or £25,000 a year who decides
to expand his business can quickly find himself paying

tax at 60 per cent, if he is successtul.

N39. A healthy economy cannot afford disincentives of
this sort. And the need to attract and retain talented
entrepreneurs and managers applies just as much now as it
duid  dn- 1979 All the major industrial countr ies have
reduced  “theliry top™ ratesy ! of “itaxitin ' irecent iyears.
Australia, New Zealand, and 1India - which all have
socialist governments - have done the same. Having
started the process, we must not be left behind. Whereas
in 1979, our 60 per cent was among the lower of the top

rates, it is now among the higher ones.

N40. I have therefore decided to abolish all the higher

rates of tax above 40 per cent.

M41l. There will be a consequential reduction in the
additional rate which applies to the income of
discretionary trusts and for certain other purposes, from

18 per cent to 10 per cent.

N42. These measures will cost|£785 million) in the coming
year, and[§1,680 millio;)in 1989-90. [But this does not
take into account behavioural effects.] And it 1is

important to note that in spite of the cuts we made in

&



1979, the higher rates now yield almost twice as much
revenue in real terms, as they did in Labour's last year,
and higher rate taxpayers pay a significantly higher

share of the total yield of income tax.

N43. Even after the changes I have announced, the top
5 per cent of taxpayers will still pay around 27 per cent
of the total yield of income tax compared with 24 per

cent in 1978-79.

N44. We have now reduced the basic rate of income tax

from l/3 to &

/4. I do not intend to stop there. My aim
now is to get it down to l/5 - a rate of 20 pence in the

pound - as soon as I prudently can.

N45. These changes mean that income tax is being reduced
at all levels, with increases 1in both the personal
allowances and the higher rate threshold, and reductions
in both the basic and higher rates. The tax reduction
for a married man on average earnings in 1988-89 will be
[nearly] £5 a week. The changes will take effect under
PAYE on the first pay day after 14 June. They will cost
£00 billion in 1988-89 over and above the cost of

statutory indexation.

N46. The total cost of all the measures in this year's

Budget, again on an indexed basis, is £00 billion.

N
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P. PERORATION ON TAX REFORM

Pl. Mr Deputy Speaker, I have presented to the House an
economic success story that would have been unimaginable

a decade ago.

P2. That success owes much to the prudent policies I
have reaffirmed today. And it owes much to the tax
strategy we have pursued, year in year out, for the last

nine years.

P3. It is a strategy with two elements: tax reduction

and tax reform.

P4. For most people, most of the time, the main thing
wrong with taxes is that they are too high. So we have
reduced the basic rate of income tax from a third to a

qgquarter. And I intend to go further.

P5. But essential as it is, tax reduction is not enough.
There are areas of the tax system that are crying out for

reform.
P6. In this Budget, I have swept away four higher rates

of income tax and three rates of inheritance tax. I have

abolished entirely the taxation of paper capital gains.



I have left no rate higher than 40 per cent in the whole

of the personal tax system.

P7. I have announced the most far-reaching reform of the
taxation of married women for 180 years. And I have done

away with the tax penalties on marriage.

P8. I have taken the taxman out of relations between
parents and students and, so far as possible, out of the

divorce court.

P9. And 1 have abolished two more unnecessary taxes.

P10. The way of reform is always difficult. But it is

the way to free the energies of the British people. We

have done it before, and we have shown that it works.



17/Q

Q. CONCLUSION

Ql. Mr Deputy Speaker, in the first Budget :of this
Parliament, I have been able to repeat and indeed surpass
the achievement of last year. Following a substantial
increase in public spending last Autumn, I have reduced
borrowing, so that the budget is in surplusiand reduced

tax rates.

Q2. Not so long ago, Governments were glad to be able to
do two or even one of those things. To have done all

three, for a second year in succession, is unprecedented.

Q3. Not so long ago, real growth was not even half the
Lot

rate of inflation. ®ess year, it bas exceeded it. And

unemp loyment has fallen faster than at any time since the

War.

Q4. These achievements are based on the Government's
sound financial policies, pursued over nine years, and
the liberation of the economy, through lower and better

taxes.
Q5. This Budget builds on these policies. It is a tax

reform budget - and a balanced budget. I commend it to

the House.
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