


II II II II II 
—CH 	ZNIA/03G1 

II 

P AR. gr 

1988 BUDGET SPEECH MW 
SMArrEDIT 

P 

Cr) 

I Li— 

CIC 
11=11  

SECRET 
(Circulate under cover and 

notify REGISTRY of movement) 

GLOSED 



3977/52 

CONFIDENTIAL 

FROM: P J CROPPER 
DATE: 8 March 1988 

CHANCELLOR 	 cc Financial Secretary 

SIR D WOLFSON 

The attached papers have been sent to me by David Wolfson, 

with the message "I look forward to hearing from you", and 

a telephone number. 

I should like to be able to say "I cannot possibly discuss 

such a matter outside the Treasury". But that would confirm 

to him that something is up. 

I wonder whether something the Greek shipowners have 

picked up has led them to attribute excessive significance 

to the Anglo-Scottish harmonisation. About which I heard 

nothing at the time. 

Guidance, please. 

• 
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15th February 1988 

T Gibson Esq 
Thomas Gibson Fine Art Ltd 
9a New Bond Street 

• --London-W1Y..9PE 
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I enclose the memorandum as discussed. I have tried to 
keep it as short as possible. 

Other parties have approached Mr Lawson via Mr Rhodes 
James and the Treasury Minister Mr Brooke via Anthony 
Nelson. Additionally I know that industry representations 
have been made to the Lord Chancellor's office by the 
Baltic Exchange, Chartered Accountants and other 
interested bodies. 

There will of course have been representations made by 
international businesses and others affccted by the 
proposed changes, that I do not know about. 

Do let me know your opinion. 

With many thanks 



MEMORANDUM 

On 3rd September 1987, the Lord Chancellor and the 
Lord Advocate submitted a Joint Report to Parliament 
with proposals for revising the law of domicile with 
a view to removing certain defects and anomalies and 
bringing English and Scottish law more into line. 

The recommended changes have been the subject of 
consultation and there is one proposal which, if 
adopted, could have far-reaching adverse effects 
which appear to have been seriously under-estimated. 

Under the existing law, a man's domicile is that of 
his country of origin and that "domicile of origin" 
is not easily changed. It would have to be clearly 
established that he had left his home country to live 
in another indefinitely with no intention of 
returning. His children would take their father's 
domicile. The Commissions propose that the concept 
of the domicile of origin should disappear from the 
laws of the United Kingdom. In future, a person 
would be domiciled in the country simply where he had 
settled indefinitely. His child would be domiciled 
in the country with which he was most connected 
(possibly, but by no means necessarily, the same 
country of domicile as his father). 

Apart from replacing a tried and tested concept by a 
new one which introduces uncertainty with undefined 
terms such as "settle" and "most connected with", the 
change would have two serious and undesirable 
consequences. 

Those who have come with their dependants to live 
in this country on a long-term ("indefinite") 
basis would be cut off from the valued heritage of 
their homeland, its culture, customs and laws, and 
would be subjected in important matters to laws 
that may be alien to their cultural background. 

Many such residents are businessmen who are here 
(albeit indefinitely) only because of their work. 
If the principle of the domicile of origin is 
abolished, they will more easily lose their 
foreign domicile and thus be exposed to U.K. tax 
liability on all their income world-wide. This is 
not the objective of the proposed law reform but 
it is a side-effect which has important 
ramifications. It would certainly not encourage 
the future establishment of foreign businesses in 

• 



the U.K. and could drive away many of those 
already here, together with the valuable 
contribution they make to our invisible earnings. 

This threat to the foreign business community was 
well recognised when similar proposals were put 
forward in 1958, 1959 and 1963 and for that reason 
they were quashed. The threat is as important today, 
but is being minimised as affecting "relatively few" 
and not a "significant issue". This is unfounded. 

The foreign business community is an important 
presence throughout the City of London, in banking, 
insurance, shipping and other markets. For example, 
on the Baltic Exchange some 30 per cent ot its 
corporate members represent foreign shipping 
interests. One of the largest shipowners mutual 
insurance associations in London covers some 100 
million tons of shipping of which 92% is owned by 
foreign interests. As a major shipping centre, 
London attracts foreign shipping organisations and 
when they are here they tend to use our markets not 
only for chartering but also for insuring and buying 
and selling ships, to purchase technical equipment, 
and to raise finance. 

However, it must be recognised that there are other 
shipping centres to which these activities can easily 
be transferred,and we have seen in the past how 
quickly London can become unattractive to certain 
groups of businessmen, with serious consequential 
losses to our economy. 

Such repercussions are too important to risk in the 
interests of "tidying up" the law and there is much 
concern in the City that the long-established concept 
of the domicile of origin should not be interfered 
with. 

8th February 1988 

• 
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PS/CHANCELLOR 

FROM: P J CROPPER 
DATE: 8 March 1988 

cc PS/Financial Secretary 
Mr Culpin 
Mr Byatt 
Miss Sinclair 
Mr R I G Allen 
Mr McPherson 
Miss Hay 

Mr Isaac 
Mr Corlett 
Mr Beighton 
Mr Lusk 
Mr Kuczys 
Miss McFarlane 
Mr Hinton 
Mr Willmer 
PS/IR 

BUDGET WARNING OVER PENSIONS  

One reason why there is probably no need, yet, to cap the 

lump sum for personal pensions is that it would bc very 

difficult to have an entitlement to £150,000 at the present 

time. 

A £150,000 lump sum implies a £600,000 fund at retirement. 

From 1971 to 1976 the limit on self-employed retirement 

annuity contributions was £1,500 a year. 	It crept up to 

£3,000. 	In 1980, it was set at 171/2% of "relevant earnings", 

with no cap. 

Even with "relevant earnings" of £200,000 a year the 

contribution limit would be £35,000. It will be some years 

before many self-employed people reach a fund of £600,000. 

What this does do, once again, is to illustrate the 

disparity between tax relief available under the occupational 

and the self-employed regimes. 

P JCROPPER 
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CONFIDENTIAL 

FROM: J M G TAYLOR 

DATE: 8 March 1988 

MR A W KUCZYS cc PS/Financial Secretary 
Mr Culpin 
Mr R I G Allen 
Miss Sinclair 
Miss Hay 
Mr Cropper 

Mr Isaac - IR 
Mr Corlett - IR 
PS/IR.  

BUDGET WARNING OVER PENSIONS 

The Chancellor was grateful for your minute of 7 March. 

2. 	He is content to leave things as they are for the time being. 

He has commented, however, that we will need to keep this under 

review. 

J M G TAYLOR 
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CONFIDENTIAL 

FROM: R I G ALLEN 
DATE: 8 MARCH 1988 

PS/Chancellor 
e. PS/Chief Secretary v 	ert ‘(cv v  Ix).  PS/Financial Secretary 
PS/Paymaster General 	T I ,  

V 4,0k 	 PS/Economic Secretary,jr4  V r tio  Mr PiCkford 	1 
Mr Cropper 

Mr Cal) 	

/ 

tv  yr)  i, If  

	

or ti 	. 
Mr Tyrie 	 V' 

N 	 r) 
di V r 	t) T PRE-BUDGET ANNOUNCEMENTS 

I attach a list of apietpat'ed announcement and other events 

involving other departments that are likely to attract public 

attention in the run-up to the Budget, and which could have a 

bearing on the Budgct or Budget related matters. 

2. I doubt whether there is anything in the list to cause us 

great alarm. But it is worth noting that: 

i. 	The NHS will remain in the news. 

The Standing Committee Debate (9 March) on the Social 

Security Order could be awkward because its purpose is to 

ratify the Autumn Statement proposals on NICs and it may 

be interpreted as ruling out any substantive proposals in 

the Budget on LELs, UELs and other NIC changes. The view 

taken, however, was that to attempt to change the date of 

the Debate would be both difficult and could give rise to 

even greater and more unhelpful speculation on what the Budget 

might or might not contain. 

The consideration of Lords' amendments to the Social 

Security Bill on 14 March is unhelpfully timed, particularly 

in relation to child benefit. 

(Li\ 
RIG ALLEN 

)eve 4k))  • 

SIR P MIDDLETON 	IA v  
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11, 

Mon 

Tues 

Tues 

Tues 

Tues 

7 

8 

8 

8 

8 

March 

March 

March 

March 

March 

Inner Cities document 

Green Paper on Restrictive Trade Practices 

DHSS First Orders 

Estimates Day, including 

re storm damage recovery scheme 

DHSS officials appear before 

Parliamentary Commission for Administration 

Tues 8 March (Possibly) Griffiths Review of Community care 

Wed 9 March Debate on draft Social Security ri,z_ 	(Akti 

(Contributions, Re-rating) Order 1988 

Wed 9 March Unions lobby Parliament on NHS 

Wed 9 March Mr Parkinson gives evidence to the 

Energy Committee on electricity 

privatisation 

Thurs 10 March TCSC report on EC tax harmonisation 

Thurs 10 March Remaining Stages of the Regional Development 

Grants (Termination) Bill 

Thurs 10 March Consolidated Fund Bill 

Fri 11 March Demise of El note (already announced) 

Mon 14 March COHSE protest march for NHS 

Mon 14 March RCN day of protest for NHS 

Mon 14 March Progress on Remaining Stages of Housing 

(Scotland) 	Rill 

Mon 14 March Consideration of Lords Amendments to 

Social Security Bill, including on 

child benefit 

Pre-Budget 
	 Inland Revenue rebuttal of Times articles 



THE MINISTER OF STATE 

DEPARTMENT OF ENERGY 

THAMES HOUSE SOUTH 

MILLBANK 
LONDON sW1P4QJ 

Direct Line 01-211 	3290 
Switchboard 01-211 3000 

D J Ogren Esq 
Chairman and Managing Di TRAloricEt/v.3y 
Conoco (UK) Limited 
Park House 
116 Park Street 	 '- 
LONDON 
WlY 4NN 	 S March 1988 

Vic 	 

S 
; 	s 

*QS\101L. 
Thank you for your letter of 17 February 1988 in which you convey 
Conoco's strong support for the representations which the UK Offshore 
Operators' Association has made for fiscal changes in this month's 
budget. It is very helpful for me to be aware of your views although 
I am sure that you will appreciate that I am unable to respond in 
substance at this stage. 

You also drew specific attention to the Columba project. My 
Department gave very careful consideration to the issue of separate 
field status but reluctantly concluded, as you are aware, that this 
was not warranted on the basis of the geological evidence. We have 
made clear to the Columba partners that it is open to them to 
consider asking the Secretary of State to use his discretionary 
powers under the Petroleum and Submarine Pipelines Act 1975 to make a 
royalty repayment for development purposes. I understand that such a 
request has now been made and that discussions with my Department are 
expected to begin soon. 

I am copying this letter to Peter Lilley. Thank you once again for 
writing. 

4cL 

PETER MORRISON 
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(EMBARGOED to1070 Tuesdaw March E4) 

LABOUR nEMANDS BUDGET CLAMPDOWN ON 
TAX 'DODGE!=;' 
Bw Chris Moncrieff, Press Association 

Chief Political Correspondent 
Britain's tax sustem is so riddled 
with loopholes that a man earning El 
million a wear could avoid pawing anw 
income tax, a Labour front bench 
spokesman said todaw. 

yiLt Ait.0.0-  Mr Gordon Brown, Shadow spokesman on Treasurq affairs, has called on the 
Chancellor, Mr Nigel Lawson.. to use 
7+ More 4 Headlines 	001.- 

Press Association 

UK File or VO An" 
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next week's Budget to close fivholes 
tax loopholes, which he saus, co of 
Exchequer millions of pounds a ueathe 
Mr Brown said someone with a El 
million annual income could exploit n 
the loopholes to avoid paqing income 
tax. 
"Tax avoidance has become such a big 
industru that it is costing the 
countrw at least E1,000 million a wear 
- moneu that could be better spent on 
the Wational Health Service or 
reducing taxes for the ordinaru 
citizen stuck with PAYE," he told a 
press conference at Labour's south 
London headquarters. 

7+ More 4 Headlin.=-7 	001- 	<7 > 

Press Association 

UK File 	on 08-03-88 at 10:70 

Mr Brown listed the major loopholes 
that are making our countru one of 

the most lucrative tax havens for the 
veru rich": 

Up to E900 million was involved in 
a sustem called bed and breakfasting 
under which shares or unit trusts were 
sold late one night and bought back 
the next morning, creating a book loss 
to wipe out an' capital gains tax 
liabilitu. 

Executive share option schemes for 
10,000 of the best-paid directors 
meant £100 million a wear was being 
squandered. 

Up to ES5 million a uear was 
7+ Mori=. 4 Headlines 	001- 	<I > 

.ktf, 
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Press Association 

HK FilP e,0417.00 
UH YU Y'tvi 

e"! 

Mr Brown: The Chancellor mufe 
his hildq....t to close down these 
tax avoidance dodges which do 
for the efficiencu of our ecor 
whi;-h 	Srit-Din 	increasi 
polarised societu." 
end jc 

X 

• 	
- 

•:7,":=•-!'.. 

Pre--Izs 
iiV 
ur, hue 	 Ai no -4 on c 	ii41 .71.41  vo-ki - ou dk 

handed out to top-rate taxpauers who 
could avoid pauing £24,000 in tax bu 
putting moneu into buuing hotels for 
the homeless, private hospitals, 
nursing homes and even private 
schools. 

Pop stars and businessmen who used 
Britain's most depressed areas in 
Enterprise Zones as tax shelters 
received £60 million a uear. 

Forest ru tax relief to 
celebrities, politicians, judges .,Ind 
industrialists cost £35 million a Llear 
and meant the wrong trees were being 
planted in the wrong place bu the 
wrong people for the wrong reasons. 
7+ More 4 Headlines 	00-t- 	<M7> 

7+ More 4 Headlines 6-E- 001- 



BUDGET - CONFIDENTIAL 

• 
MR HUDSON 

From :DLCPeretz 
Date : 8 March 1988 

cc 	Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Odling-Smee 

BUDGET STATEMENT : FOURTH DRAFT 

One or two comments. 

At the end of paragraph B16, the 8% should now be 9% (and by 

Budget Day might be different again). This caused me to wonder 

whether it is in any event such a strong point. 	An alternative 

would be to say that the Louvre agreement was followed by a period 

of six months of broad stability between the world's major 

currencies; 	and despite the period of dollar turbulence that 

followed in the wake of the stock market collapse, there has now 

been a further period of broad stability since the beginning of 

1988. 

On Section C, Mr Scholar is going to let you have a comment 

on the last sentence of C5. We both felt its a little 

heavy-handed, given that there will be a reference in the Red 

Book. 

My only other comment is to wonder whether it might be 

possible very slightly to strengthen the exchange rate reference 

by expanding the last sentence of C4 to read " ... inherent in 

maintaining this policy in future." This formulation would also 

be more accurate, since the discipline will come from sticking to 

the policy over a prolonged period, and through episodes of 

downward pressure on the exchange rate as well as upward pressure. 

P( 
D L C PERETZ 
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BUDGET SECRET: TASK FORCE LIST 

Copy No / Of (1-- • 	FROM: A G TYRIE 

MR HUDSON 

DATE: 8 MARCH 1988 

cc 	PS/Chancellor 
PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Mr Odling-Smee 
Mr Turnbull 
Mr Scholar 
Mr Culpin 
Mr Cropper 
Mr Call 

BUDGET STATEMENT FOURTH DRAFT 

Here are a few further, pretty minor, suggestions: 

A2. I would add a line: 'These policies were overwhelmingly 

endorsed a third time by the electorate'. It will get an early 

murmur of approval from our side. 

B2. I would say when reliable figures were first collected. 

B4. I suggest delete: 'While inflation averaged a shade over 

41/4%'. 

D2. I would add a sentence at the end in layman's language 

along the lines: 'In other words, Labour paid for X% of their 

spending by borrowing the money'. 

Dll. I prefer Mr Odling-Smee's wording for this in his note 

today. I don't think its juxtaposition with D10 is a major 

flaw, as Mr Turnbull suggests. The first line makes clear 



BUDGET SECRET: TASK FORCE LIST 

what reduced debt interest iS helping finance increases in 

public expenditure already announced, not possible new increases. 

But I would delete the last sentence of the Dll altogether. 

It could be misinterpreted (deliberately) by spending ministers 

and it is not essential. 

This reads well but the second sentence will provoke the 

r question from interviewers: 'What should have been done that 

hasn't been?' 

'Taxation of marriage' stretches the meaning a little. 

Taxation treatment is more accurate. 

F4. I would delete 'that can arise' (line 5). 

F7. (Penultimate line.) I would suggest: '... be able to 

transfer any or all of it to his wife, OS 

F10. I would turn the last sentence into two: 'This historic 

reform for the first time ever gives a fair deal to married 

women. It will cost a little under £700 million in 1990-91'. 

F12. (Line 3.) Do you mean 'tax rate' or 'top rate'? 

Gll. There are two 'Lloyd's' in the last sentence. It could 

end with 'their special features'. 

G20. BES relief is not available for the old/existing assured 

tenancy scheme. So I suggest a change in the third line: 	• 

residential property on the new assured tenancy basis'. 



BUDGET SECRET: TASK FORCE LIST 

00,28 to G30. The word 'impost' crops up rather a lot. 

Hl. Is it worth adding a line on the origins of covenance 

and maintenance, its arbitrariness etc? 

J6. The penultimate sentence is a bit odd. If the duty is 

to rise again I don't see the value in putting the £1,600 figure 

into circulation. 

Kl. Rather than say that home ownership is at 62% of all 

households I would either say: 'Bringing the total to almost 

two-thirds', or state the increase since 1979. 

K3. I would delete 'if anything' (line 5). Slight amendment 

to the last sentence: 'This illustrates in a quite remarkable 

fashion how the habit of share ownership is now taking root'. 

K17. I would add at the end: 'own exempt slice of £5,000'. 

V///  K19. I presume 'loan' (line 3) should be 'lower'. 

L16. As I think I have mentioned before, I don't see any point 

in including this paragraph. I doubt that it will be politically 

possible to increase car scales much further in this Parliament. 

This threat would merely provoke even more opposition at 

Committee stage. 

L29. John Smith advocated some action on the thresholds in 

his 'Woman's Own' interview. It will be interesting to see 



BUDGET SECRET: TASK FORCE LIST 

Whether Neil Kinnock manages to say the same thing or opposes 

the doubling of threshold increases. 

L43. Rather than 'satisfactory' (line 1) I suggest 'acceptable'. 

'Acceptable' carries a double-edged implication, that it is 

acceptable both to those who would like to see it higher and 

to those that would like to see it lower. But 'satisfactory' 

/ 
	

sounds too final. 

A-bc • 

A G TYRIE 
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BUDGET CONFIDENTIAL 

From: J ODLING-SMEE 

8th March 1988 

MR TURNBULL 
cc Mr Sedgwick 

Mr S Davies 
Mr Mowl 
Ms Turk 
Mr Hudson 
Mr Tyrie 

BUDGET STATEMENT: DEBT INTEREST 

You have pointed out the problems with paragraph D.11 arising 

from the fact that it juxtaposes very large figures for debt 

interest savings against paragraph D.10 about public expenditure 

increases. 

There seem to be two possible solutions: move it forward so 

that it comes near the discussion of the PSBR, or delete it 

altogether. I suggest that we put both options to the Chancellor. 

If it were to be moved forward, the only sensible place seems 

to be after paragraph D.6. (If it came after D.9 the flow up to 

that point would be very smooth. But the problem of juxtaposing it 

with D.10 would still remain.) A possible draft of a paragraph to 

follnw n.6 is: 

"The large reductions in borrowing in recent years have 

greatly reduced the cost of servicing the national 

debt. 	Debt interest now accounts for more than 1/2  a 

percentage point less of GDP than it did only three 

years ago. 	This may not sound very much, but it 

implies a saving of almost £3 billion a year. This sum 

of money has been available to reduce the burden of 

taxation and pay for extra spending on public 

services." 

4. 	I have reverted here to net debt interest rather than gross 

debt interest since I have linked it to reductions in taxation as 



BUDGET CONFIDENTIAL 

II/ 
Si as 

further 

balance  

increases in spending. 

savings up to 1991-92, 

is not announced until 

I have also omitted the reference to 

mainly because the medium-term budget 

paragraph D.B. 

If this approach were adopted, a few consequential changes 

would be required: 

D.7, 1st line: replace "this" by "the" 

D.11: some reference to debt interest payments in 

future could replace this paragraph: 

"The balanced budget path I have set out in 

this year's MTFS will help to reduce debt 

interest payments even more. This means 

that, within a given total of public 

expenditure, more can be devoted to priority 

programmes." 

Any further comments by lunchtime tomorrow, please. 

J ODLING-SMEE 
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MR ODLING-SMEE 

DEBT INTEREST 

BUDGET CONFIDENTIAL 

FROM: A TURNBULL 
DATE: 8 MARCH 1988 

cc Mr Sedgwick 
Mr S Davies 
Mr Mowl 
Ms Turk 
Mr. Hudson 
Mr Tyrie 

I see a significant difficulty in the way Dll is drafted which 

was already inherent but is exacerbated by your proposed 

recalculation ot the interest saving. 

The reader is led to the conclusion that as a result of 

setting a balanced budget £5 billion is being saved and can 

be devoted to priority programmes within a given public 

expenditure total. This is not only misleading but also highly 

prejudicial to the Treasury's position in the coming Survey. 

I say misleading because a statement of what debt interest 

would have been had it stayed at the 1985-86 proportion of GDP 

is being set alongside a statement about changes in expenditure 

plans in successive Surveys. Even by last year's FSBR, debt 

interest in 1987-88 was projected to be 1/2  percentage point below 

1985-86 and in 1990-91 a further ½ percentage point below Lhdt. 

By the Autumn Statement/PEWP the decline was even greater. Thus 

in the latest expenditure plans we have already allowled for 

most of the improvement. 

Thus the improvement for the future over previous policy 

statements which is relevant when talking about "a given level 

of public expenditure is that between the AS/PEWP and the 

1988 FSBR, which is of the order of 14 per cent of GDP or about 

£1 billion - see attached table. 

I would not want this smaller figure juxtaposed against 

paragraph D10 as this would signal to departments more clearly 

than we would wish that, even within the previous GGE figures 

(to say nothing of the higher GDP/lower ratios) there is this 

amount going begging. 



BUDGET CONFIDENTIAL 

	

41/ 6. 	If you want to maintain the existing framework, ie looking 
at the debt interest saving in a wider context, there are two 

changes you can make: 

i. 	move the paragraph away from paragraph D10; 

expand the final sentence to read: 

"What all this means is that we can make fastei 

progress in reducing public spending as a proportion 

of national income or, within a given total of 

public spending, devote more to priority 

programmes." 

The second change is necessary because the ratio of public 

spending to GDP is falling, implying that not all the benefit 

of the interest savings is staying within GGE. 

	

7. 	If you do retain the opening sentence "public expenditure", 

which is measured cum debt interest, should be replaced 

\../ 	

by 

"spending programmes" which is measured ex debt interest. 

A TURNBULL 



BUDGET CONFIDENTIAL 

GROSS DEBT INTEREST PAYMENTS AS % OF GDP 

FSBR OD 	 AS/PEWP 27 FSBR 87 

1985-86 4.88 4.89 4.88 

1986-87 4.54 4.56 4.45 

1987-88 4.09 4.26 4.38 

1988-89 3.71 4.06 4.11 

1989-90 3.48 3.77 4.09 

1990-91 3.28 3.49 3.88 

1991-92 2.90 

• 



• 	BUDGET CONFIDENTIAL 

From: J ODLING-SMEE 

8th March 1988 

MR MOWL 
cc Mr Sedgwick 

Mr Turnbull 
Mr S Davies 
Ms Turk 
Mr Hudson 
Mr TyriP 

BUDGET STATEMENT: DEBT INTEREST 

We spoke the other day, and you persuaded me that the reference 

to the amount of debt interest saving should relate to gross debt 

interest payments rather than net debt interest. The figures I have 

used for the calculation are as follows: 

Gross debt interest payments  

% of GDP 

1981-82 5.11 

1982-83 4.87 

1983-84 4.72 

1984-85 4.87 

1985-86 4.88 

1986-87 4.54 

1987-88 4.09 

1991-92 2.90 

Changes: 

1985-86 to 1987-88 -0.79 (£3.4 billion in 1987-88 terms*) 

1987-88 to 1991-92 -1.19 (£5.1 billion in 1987-88 terms*) 

*Change (in % points) multiplied by 1987-88 GDP 	(£426 billion) 

2. 	I suggest that paragraph Dll in the fourth draft of the Budget 

Statement should be amended as follows: 



BUDGET CONFIDENTIAL 

"These large increases in public expenditure for the 

coming year will be financed partly from the saving in 

debt interest as a result of the reduction in 

government borrowing. Debt interest payments now 

account for three-quarters of a percentage point less 

of GDP than they did only two years ago. This may not 

sound very much, but it implies a saving of over 

£3 billion a year. And the balanced budget path I have 

set out in this year's MTFS should bring a further 

saving of £5 billion a year by 1991-92. What all this 

means is that, within a given total of public expendi-

ture, more can be devoted to priority programmes." 

3. 	I would be grateful for any comments on this by lunchtime 

tomorrow, so as to meet Mr Hudson's deadline. 

J ODLING-SNEE 



BUDGET SECRET: TASK FORCE LIST 

COPY No SPJ/17/ I 

FROM: S P JUDGE OF 3 
DATE: 8 March 1988 

 

MR A P HUDSON 

BUDGET SPEECH 

Here are my personal comments on the draft you circulated 

yesterday. Please feel free to ignore them. 

B17, line 3: countries (no I ) 

D3, line 4: "now" should surely be "then" (1976) or maybe "then 

and now" 

D6, line 4 doesn't mean what it seems to. "lowest since the 

early '50s, [apart from only one year]/[with one exception]"? 

D10, line 10: ... Health Service between 1987-88 and 1988-89 

is not £700m but £1100m." 

Dll, line 2: "... interest resulting from the reduction . 

F10, penultimate line, "," after "women" 

G10: "Third,"; delete comma on line 2 

G24, last line: "completely" is overdoing it a bit! 

H9, line 6: "fact when the": at the moment this reads as though 

this is always the case 

K19, line 3: "lower -"; 

L8, line 8: insert "- more quickly than the trees, I might add 

-" after "grown up" if you need another joke 

L24: are we really saying these are unjustified this year? 

L28: "basic rate band" appears too early? A hint of the higher 

rate? 

Ml, line 7: insert "major" before "tax". 

S P JUDGE 
Private Secretary 



4369/033 
BUDGET SECRET: TASK FORCE LIST 

Copy No 	I 	of 16 

MR 4N 

FROM: J J HEYWOOD 
DATE: 8 March 1988 

cc 	PS/Chief Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middle tun 
Sir T Burns 
Mr Anson 
Mr Monck 
Mr Scholar 
Mr rnlpin 
Mr Cropper 
Mr Tyrie 
Mr Call 
PS/IR 
PS/Customs 

BUDGET STATEMENT : FOURTH DRAFT 

The Financial Secretary has seen the fourth draft which in general 

he thought was very good. The Financial Secretary does, however, 

have serious reservations about Section H. 	He has made the 

following more detailed comments: 

B3: 	"even more in" makes no sense grammatically; 

B4: 	perhaps a reference to the fact that we outpaced 

both Japan and Germany, the traditionally strong 

economies could be included; 

E6: 	the proposals do not fall into thcse three 

categories 

F15: 	does the last sentence need to take into account 

the fact that in later sections of the speech 

further tax penalties are mentioned? 

H2: 	is unnecessary 

H9: 	The Financial Secretary did not like "very 

similar considerations apply". He thinks that 

maintenance payments are not a tax shelter. 



• 
H9: 	also in this section the Financial Secretary 

thinks it would be worth restating the present 

position - full tax relief for payer; payments 

taxed in hands of recipient - in order to draw 

out more clearly the extent to which the 

proposed regime will be a simplification. He 

liked the John Isaac formulation: "It would be 

difficult to devise a more convoluted system 

" (although this was originally used to 

describe the covenants regime, I think). 

Hll: before "equivalent" insert "again" 

H13: 	the Financial Secretary does not think that the 

current maintenance payments regime for divorced/  

separated people can be sensibly described as 

producing a "tax penalty on marriage". He 

thinks that insofar as there is a genuine point 

here it concerns the use of affiliation orders 

etc by unmarried people - not by divorced and 

separated people. The Financial Secretary does 

not think we should have to defend the 

implication that people separate for tax 

reasons. 

142, cliste.4a 
ava...4cit 

K6: 	does the Chancellor not wish to mention the 

forthcoming consultation on employee share 

scheme linkage in this context? 

Lll: 	perhaps insert the additional sentence: "These 

proposals will make environmentally desirable 

investment in forestry attractive not just to 

higher rate taxpayers". 

L21: 	delete 

L24: delete "major" from line 4. 

‘19d. 



• 
/ / (xiv) L30: 	last sentence, reverse the ordering of the two 

vl 

J J HEYWOOD 
Private Secretary 

clauses. 
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COPY 	OF 
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MR HUDSON 	 cc Miss Sinclair 
CHANCELLOR'S OFFICE 	 Alison French (Customs) 

BUDGET SPEECH : TAXES ON SPENDING 

Paragraph J5 still does not look right. 

I would hesitate to describe many coolers as being "currently overtaxed", (why 

proffer a rod with which to be beaten) and feel uneasy too about saying that the 

introduction of the new duty band is intended "to encourage the young in particular 

to more drinks of a lower alcohol content": 'coolers' are still relatively high in 

alcoholic strength. 

I rather liked the alternative paragraph offered by Customs last week and suggest 

that it be adopted viz: 

" Drinks known as "coolers", which are typically mixtures of fruit juices, 

soda water and alcohol have grown in popularity in recent years. But the 

existing duty structure effectively limits them to UK products based on 

wine and made-wine. I do not wish to discourage a potential market for 

lower alcohol drinks. I propose, therefore, to introduce new duty bands 

for these products\ related to the wine duty but reduced in proportion to 

alcoholic strength. They will apply irrespective of the nature of the alcohol 

ingredients. For the same reason, I propose to abolish the minimum duty 

charge on beer, which inhibits the product of beers with a reduced alcohol 

content. " 

I am happy to discuss if you like. 

6iktk 	et), 	k\i& okaiwkti% 
16\dweiL 

tok, 	\Luk ) woo, % &a.kav 
eta a3),4 

R G MICHIE 
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FROM: A G TYRIE 
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cc 	PS/Chancellor 
PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Mr Odling-Smee 
Mr Turnbull 
Mr Scholar 
Mr Culpin 
Mr Cropper 
Mr Call 

BUDGET STATEMENT FOURTH DRAFT 

Here are a few further, pretty minor, suggestions: 

A2. I would add a line: 'These policies were overwhelmingly 

endorsed a third time by the electorate'. It will get an early 

murmur of approval from our side. 

32. I would say when reliable figures were first collected. 

34. I suggest delete: 'While inflation averaged a shade over 

41/4%'. 

D2. I would add a sentence at the end in layman's language 

along the lines: 	'In other words, Labour paid for X% of their 

spending by borrowing the money'. 

Dll. I prefer Mr Odling-Smee's wording for this in his note 

today. I don't think its juxtaposition with D10 is a major 

flaw, as Mr Turnbull suggests. The first line makes clear 



BUDGET SECRET: TASK FORCE LIST 

that reduced debt interest iS helping finance increases in 

public expenditure already announced, not possible new increases. 

But I would delete the last sentence of the Dll altogether. 

It could be misinterpreted (deliberately) by spending ministers 

and it is not essential. 

This reads well but the second sentence will provoke the 

question from interviewers: 'What should have been done that 

hasn't been?' 

'Taxation of marriage' stretches the meaning a little. 

Taxation treatment is more accurate. 

F4. I would delete 'that can arise' (line 5). 

F7. (Penultimate line.) I would suggest: 

transfer any or all of it to his wife, . 40 

... be able to 

    

el0. I would turn the last sentence into two: 'This historic 

reform for the first time ever gives a fair deal to married 

women. It will cost a little under £700 million in 1990-91'. 

F12. (Line 3.) Do you mean 'tax rate' or 'top rate'? 

Gil. There are two 'Lloyd's' in the last sentence. It could 

end with 'their special features'. 

G20. BES relief is not available for the old/existing assured 

tenancy scheme. So I suggest a change in the third line: 	• 

residential property on the new assured tenancy basis'. 
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G28 to G30. The word 'impost' crops up rather a lot. 

Hl. Is it worth adding a line on the origins of covenance 

and maintenance, its arbitrariness etc? 

J6. The penultimate sentence is a bit odd. If the duty is 

to rise again I don't see the value in putting the £1,600 figure 

into circulation. 

Kl. Rather than say that home ownership is at 62% of all 

households I would either say: 'Bringing the total to almost 

two-thirds', or state the increase since 1979. 

K3. I would delete 'if anything' (line 5). Slight amendment 

to the last sentence: 'This illustrates in a quite remarkable 

fashion how the habit of share ownership is now taking root'. 

K17. I would add at the end: 'own exempt slice of £5,000'. 

K19. I presume 'loan' (line 3) should be 'lower'. 

L16. As I think I have mentioned before, I don't see any point 

in including this paragraph. I doubt that it will be politically 

possible to increase car scales much further in this Parliament. 

This threat would merely provoke even more opposition at 

Committee stage. 

L29. John Smith advocated some action on the thresholds in 

his 'Woman's Own' interview. It will be interesting to see 
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whether Neil Kinnock manages to say the same thing or opposes 

the doubling of threshold increases. 

L43. Rather than 'satisfactory' (line 1) I suggest 'acceptable'. 

'Acceptable' carries a double-edged implication, that it is 

acceptable both to those who would like to see it higher and 

to those that would like to see it lower. But 'satisfactory' 

sounds too final. 

A G TYRIE 
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Financial Secretary 
Paymaster General 
Economic Secretary 
Sir Peter Middleton 
Sir T Burns 
Sir G Littler 
Mr Anson 
Sir A Wilson 
Mr Byatt 
Mr Monck 
Mr Scholar 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Mr Turnbull 
Mr Peretz 
Mr A C S Allan 
Mr Pickford 
Mr R I G Allen 
Miss Sinclair 
Mr Riley 
Miss Simpson 
Miss C Evans 
Miss Hay 
Mr Michie 
Mr Cropper 
Mr Tyrie 
Mr Call 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Painter - IR 
Mr Beighton - IR 
Mr McManus - IR 
Mr Unwin C&E 
Mr Knox C&E 
Mr P R H Allen C&E 

BUDGET SPEECH: 

The speech generally reads very well and is meaty. No-one will 

be bored by it. But I do have a few suggestions:- 

7 Al. 'reliably informed' is too coy. I would delete up to 'My 

Budget speech ...' 
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x/ A2 	delete 'I find' in line 2 to 'Parliament, the British economy i   

is stronger'. 

B4 	Add 'And it fell in every region of the country.' 

B8 Delete 1.4 'as it did last year'; insert 'as it has done 

/ this year' 

B15. 'problems lies elsewhere' sounds evasive. Perhaps -'lies 

in the inbalances in world savings and investment.' 

C5 A pedantic point but eradication is too violent a word to 

go with gradual (line 1). Perhaps either - delete 'gradual' 

or replace 'eradication' with 'elimination'. Thus it reads 

'achieving the gradual elimination'. 

D3 Labour's borrowing did add to debt interest but it is odd 

to say 'for generations to come' as we are reducing debt interest 

at present. Strictly speaking it is correct but it chimes oddly. 

I would amend to: - 'It added massively to the burden of debt 

interest, whereas our policies are reducing it.' 

D6 Delete line 1. Insert 'That is partly the result of 

privatisation proceeds but, even without them, the 	 

D10 Being replaced by Mr Turnbull, I think. 

1.6 Line 2. delete 'marriage'. 	Insert 'married couples'. (We 

don't tax the institution of marriage!) 

Fl 	Delete 'taxation of'. Insert 'tax penalties on'. 

F10 Should we expand on the cost of independent taxation? I 

/,-- think we can make more of spending £700 million on sex equality! /  

There is a cheer line here. 

F12 A full stop after 'them'. Then add 'These changes need 

not await the introduction of Independent Taxation'. No change 

2 
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of substance but a better emphasis! 

F14 The change to Additional Personal Allowances needs to be 

better explained: Redraft " .... April 1989. An unmarried couple 

will only be able to claim one APA between them. They will thus 

no longer be able to get more tax relief than a married couple". 

F15 The second sentence, which refers to eliminating all other 

tax penalties "for all practical purposes" is inconsistent with 

the statement in F12 that you are abolishing all tax penalties. 

Could it be safely deleted? 

I would add 'treated as' before 'resident' and 'for tax 

purposes' after 'UK'. (It is implied but sounds odd road aloud 

without these additions). 

G19. G21, G22, 	(i) All include the phrase 'the early years' 

in respect of the BES proposal on housing. 

(ii) The phrase invites the question - how long 

will the incentive be there? Do we need it? 

1110 Line 3. I would replace 'should not' with 'will no longer. 

'This makes it clearer that the tax impost goes. 

fir  JOHN MAJOR 

AlixofQ6 tiskkg 04* SQCtglon 

1,4 )S,c2JAck_ 

3 
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cc: 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir Peter Middleton 
Sir T Burns 
Sir G Littler 
Mr Anson 
Sir A Wilson 
Mr Byatt 
Mr Monck 
Mr Scholar 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Mr Turnbull 
Mr Peretz 
Mr A C S Allan 
Mr Pickford 
Mr R I G Allen 
Miss Sinclair 
Mr Riley 
Miss Simpson 
Miss C Evans 
Miss Hay 
Mr Michie 
Mr Cropper 
Mr Tyric 
Mr Call 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Painter - IR 
Mr Beighton - IR 
Mr McManus - IR 
Mr Unwin C&E 
Mr Knox C&E 
Mr P R H Allen C&E 

BUDGET SPEECH: 

The speech generally reads very well and is meaty. No-one will 

be bored by it. But I do have a few suggestions:- 

Al. 'reliably informed' is too coy. I would delete up to 'My 
Budget speech ...' 
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A2 	delete 'I find' in line 2 to 'Parliament, the British economy 

is stronger'. 

B4 	Add 'And it fell in every region of the country.' 

B8 Delete 1.4 'as it did last year'; insert 'as it has donp 

this year' 

B15. 'problems lies elsewhere' sounds evasive. Perhaps -'lies 

in the inbalances in world savings and investment.' 

C5 A pedantic point but eradication is too violent a word to 

go with gradual (line 1). Perhaps either - delete 'gradual' 

or replace 'eradication' with 'elimination'. Thus it reads 

'achieving the gradual elimination'. 

D3 	Labour's borrowing did add to debt interest but it is odd 

to say 'for generations to come' as we are reducing debt interest 

at present. Strictly speaking it is correct but it chimes oddly. 

I would amend to: - 'It added massively to the burden of debt 

interest, whereas our policies are reducing it. 

Dfi Delete line 1. InserL 'That is partly thc rcoult of 

privatisation proceeds but, even without them, the 	 

D10 Being replaced by Mr Turnbull, I think. 

B6 Line 2. delete 'marriage'. 	Insert 'married couples'. (We 

don't tax the institution of marriage!) 

Fl 	Delete 'taxation of'. Insert 'tax penalties on'. 

F10 Should we expand on the cost of independent taxation? I 

think we can make more of spending £700 million on sex equality! 

There is a cheer line here. 

F12 A full stop after 'them'. Then add 'These changes need 

not await the introduction of Independent Taxation'. No change 

2 



BUDGET SECRET: TASK FORCE LIST 

of substance but a better emphasis! 

F14 The change to Additional Personal Allowances needs to be 

better explained: Redraft " .... April 1989. An unmarried couple 

will only be able to claim one APA between them. They will thus 

no longer be able to get more tax relief than a married couple". 

F15 The second sentence, which refers to eliminating all other 

tax penalties "for all practical purposes" is inconsistent with 

the statement in F12 that you are abolishing all  tax penalties. 
Could it be safely deleted? 

I would add 'treated as' before 'resident' and 'for tax 

purposes' after 'UK'. (It is implied hut sounds odd read aloud 

without these additions). 

G19. G21, G22, 	(i) All include the phrase 'the early years' 

in respect of the BES proposal on housing. 

(ii) The phrase invites the question - how long 

will the incentive be there? Do we need it? 

1110 Line 3. I would replace 'should not' with 'will no longer. 

'This makes it clearer that the tax impost goes. 

eir  JOHN MAJOR 

(rcc LL CL 	cjoç 
0,6 ,3iek.e_a 	(Ai.% ok.6s.0A.c_Q_ 
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BUDGET STATEMENT : FOURTH DRAFT 

1. We have the following comments:- 

J2 : line 8 - replace "cases appear to suggest" by "decisions 

mean". 

J5 :  second sentence - The current position is not that such 

drinks are overtaxed but that the present duty regime prevents 

production. We suggest replacing "means ....overtaxed" by 

"prevents development of this market". 

J5 : third sentence - This would read more accurately as 

	 to introduce new and lower duty bands ..." 

Internal Circulation: 	Chairman, Mr Knox 



J8 :  final sentence - Although we accept that the draft no 

longer points a finger of criticism at the petrol companies, 

we still consider that it would be preferable to encourage the 

motor industry to do a great deal more than it has been doing 

to encourage unleaded petrol (in contrast to the efforts 

1:10/1A 	
expended by the 

12"  suggest adding 
Amy% s 

petrol companies). At a minimum, we would 

"T am also looking to the motor industry to 

part in encouraging the use of unleaded play a more active 

petrol." 

4s 
	40•00%4, • 

L25 :  final  sentence 	We wonder whether "of the" is 

necessary. 

2. If I might be allowed to trespass on others' territory, could 

I mention two other points which have struck us:- 

F14  : final sentence - Is it entirely clear what the net 

effect will be? 

L28 : final sentence - Is there some reason why the increase 

in the basic rate threshold is played down in contrast to the 

treatment given earlier for the single and married allowances? 

P R H ALLEN 
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PS/Chief Secretary 
Sir Peter Middleton 
Mr Anson 
Sir Terence Burns 
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Mr Culpin 
Mr Peretz 
Mr Sedgwick 
Mr Turnbull 
Mr S Davies 
Mr Mow! 
Mr Pickford 
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Mr Cropper 
Mr Tyrie 
Mr Call 

BUDGET STATEMENT: FOURTH DRAFT 

My main comment relates to paragraph D.11, which could be 

misleading (if people think that the big savings in debt interest 

are attributable to the reduction in borrowing since the Autumn 

Statement or the last FSBR) and prejudicial to the Treasury's 

position in the coming Survey (because it juxtaposes debt interest 

savings of billions against paragraph D.10 which describes the 

increases in expenditure announced last autumn). Mr Turnbull and I 

think that the way to avoid these problems is to move that part of 

the paragraph relating to past savings in debt interest so that it 

follows paragraph D.6: 

"The large reductions in borrowing in recent years have 

greatly reduced the cost of servicing the national 

debt. 	Debt interest now accounts for more than 11 a 

percentage point less of GDP than it did only three 

years ago. 	This may not sound very much, but it 

implies a saving of almost £3 billion a year. This sum 

of money has been available to reduce taxes and pay for 

extra spending on public services.: 

It would be necessary to change "this" into "the" in the first line 

of D.7. 



2. 	A shortened version of paragraph D.11 could remain, referring 

to future debt interest savings alone: 

"The balanced budget path I have set out in this year's 

MTFS will help to reduce debt interest payments still 

further. This will help us in our task of reducing 

spending as a proportion of national income, and of 

finding room to devote more resources in total to 

priority programmes." 

the first that" into 

not want to overplay 

is, after all, early 

Paymaster General's 

3. 	Sir Terence Burns would like to change "is 

"exceptionally" in paragraph B.10 because we do 

the absence of a marked rise in inflation. It 

days yet. This change would also meet the 

point. 

4. 	A few other minor points: 

Paragraph C.2: ".... now entering its ninth year ..." 

rather than ".... now in its ninth year ..", since the 

MTFS does not really apply until after Budget day, and 

perhaps not until the beginning of the next financial 

year; 

Paragraph D.3: 	replace 	"generations" 
	

by "years", 

because the maturity of debt does not usually span 

generations. 

J ODLING-SMEE 
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DATE: 9 March 1988 

MROJJASON cc Economic Secretary 
Mr Scholar 
Mr Culpin 
Mr A C S Allan 
Mr Pickford 
Mr R I G Allen 
Miss Sinclair 
Miss C Evans 
Mr Michie 
Mr Cropper 
Mr Tyrie 
Mr Call 

BUDGET STATEMENT : FOURTH DRAFT 

1. We have the following comments:- 

J2 : line 8 - replace "cases appear to suggest" by "decisions 

mean". 

J5 : second sentence - The current position is not that such 

drinks are overtaxed but that the present duty regime prevents 

production. We suggest replacing "means ....overtaxed" by 

"prevents development of this market". 

J5 : third sentence - This would read more accurately as 

	 to introduce new and lower duty bands ..." 

Internal Circulation: 	Chairman, Mr Knox 

V 



• J8 : final sentence - Although we accept that the draft no 

longer points a finger of criticism at the petrol companies, 

we still consider that it would be preferable to encourage the 

motor industry to do a great deal more than it has been doing 

to encourage unleaded petrol (in contrast to the efforts 

expended by the petrol companies). 	At a minimum, we would 

suggest adding "I am also looking to the motor industry to 

play a more active part in encouraging the use of unleaded 

petrol." 

L25 : final sentence - We wonder whether "of the" is 

necessary. 

2. If I might be allowed to trespass on others' territory, could 

I mention two other points which have struck us:- 

F14 : final sentence - Is it entirely clear what the net 

effect will be? 

L28 : final sentence - Is there some reason why the increase 

in the basic rate threshold is played down in contrast to the 

treatment given earlier for the single and married allowances? 

P R H ALLEN 
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FROM: A P HUDSON 

DATE: 9 March 1988 

MR CULPIN 

 

cc Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr R I G Allen 
Mr Pickford 
Mr A C S Allan 
Mr McManus IR 
Mr P R H Allen C&E 

BUDGET SPEECH: FOURTH DRAFT: WORD COUNT 

You may be interested to know that the fourth draft of the Budget 

Speech is about 10,500 words. 	This means a little over 1 hour 
20 minutes. 

2. 	The Chancellor thinks this is just the right length. He sees 

no need to make cuts, except where they make a positive improvement 
to the speech. 

Af\.\ 
A P HUDSON 
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FROM: N G FRAY 
DATE: 13 MARCH 1987 

cc Mr Allan 
Mr Hudson 

1987 BUDGET STATEMENT: A RECORD BREAKER? 

I have double checked the league table of Budget statements and 

have discovered a few errors. A revised table is attached at 

Annex A. I must emphasize that the table gives only a selection 

of statements delivered by well known Chancellors this century 

and there is no guarantee, even though all of these statements 

are delivered in excess of one hour, that there are no shorter 

statements in existence. But, should you deliver your statement 

in an hour or under, I think you would be on safe ground to say 

that you had delivered one of the shortest Budget statements 

since 1900. 

You may also be interested to see the introduction of Sir Geoffrey 

Howe's Budget speech in 1983 (Annex B). Sir Geoffrey said that 

this statement was to be the shortest that he had delivered, 

bow4Nhis first statement, on 12 June 1979 lasted only 1 hour 

10 minutes. 	Sir Geoffrey might have considered that the 1979 

Budget was not a fully fledged statement, indeed, his statements 

from 1980 onwards did get shorter. 

I hope this is useful. 

1711  
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6() 
• LENGTH AND DURATION OF BUDGET SPEECHES b') 

Listed below are a selection of the longest and shortest Budget 

speeches since 1853: 

CHANCELLOR 
	

APPROX NO OF WORDS 	DURATION 

9,918 
9,786 

(Not counted) 

(Not counted) 
18,200 
14,500 
19,000 
11,500 

9,500 
20,500 

18,000 
15,500 

17,000 
20,000 

13,000 
22,000 

13,000 
17,000 

14,000 
13,000 

13,000 

Nigel Lawson 

18 March 1986 
19 March 1985 
13 March 1984 

Sir Geoffrey Howe 

15 March 1983 
9 March 1982 

March 1981 
26 March 1980 
12 June 1979 

Denis Healey 

11 April 1978 
24 March 1974 

Anthony Barber 

6 March 1973 
30 March 1971 

Roy Jenkins 

14 April 1970 
19 March 1968 

James Callaghan 

3 May 1966 
6 April 1965 

Reginald Maudling 

14 April 1964 
3 April 1963 

Selwyn Lloyd 

9 April 1962 
17 April 1961 

Derick Heathcoat Amory 

4 April 1960 

lhr 16 
lhr 15 
lhr 20* 

lhr 24* 
lhr 45 
lhr 30 
2hrs 
lhr 10 

lhr 4 
2hrs 20 

2hrs 
lhr 50 

lhr 55 
2hrs 10 

lhr 20 
2hrs 20 

lhr 30 
lhr 50 

lhr 30 
lhr 20 

lhr 20 

* Time, taken from Hansard. 



"'CHANCELLOR 	 APPROX NO OF WORDS DURATION 

	

15,000 	 lhr 45 

	

11,250 	 lhr 10 

	

13,850 	 lhr 25 

	

18,000 	 2hrs 

	

15,500 	 lhr 45 

	

16,200 	 2hrs 

	

8,993 	 lhr 30 

	

8,222 	 lhr 25 

Harold Macmillan 

17 April 1956 

R A Butler 

19 April 1955 
11 March 1952 

Sir Stafford Cripps 

18 April 1950 

W S Churchill 

15 April 1929 
28 April 1925 

D Lloyd George 

2 April 1912 
30 June 1910 

Sir iEW Hicks Beach 

5 March 1900 

Benjamin Disraeli 

	

4 April 1867 	 6,500 

Sir William Gladstone 

	

18 April 1853 	 35,000 

35 mins 

45 mins 

4hrs 45 
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broadcasting of parliamentary proceedings: And the same 
was read the First time; and ordered to be read a Second 
time upon Friday 15 April and to be printed. [Bill 100.] 

provide for the annual review of arrangements for the 4. 
 OADCASTING OF PARLIAMENT (ANNUAL REVIEW) 

Edmund Marshall accordingly presented a Bill to 

Before I call the Chancellor of the Exchequer, it may be 
Mr. Deputy Speaker (Mr. Bernard Weatherill): 

p.. 
	Budget Statement 

WAYS AND MEANS 

for the convenience of hon. Members if I remind them 
that, at the end of the Chancellor's speech, as in past years, 
copies,of the Budget resolutions will not be handed around 
in the Chamber but will be available to hon. Members in 
the Vote Office. 

3.38 pm 

INTRODUCTION 

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

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

Sir Geoffrey Howe: I am content, Mr. Deputy 
Speaker, to recognise that, although Liberals have long 
lives, they do not live that long. The date to which I refer, 
of course, was 1853. The speech lasted for about 43/4  hours. 
The then Leader of the Opposition said of the speech: 
". . . it was so extensive that it is impossible, without 
consideration, to weigh its disadvantages and advantages". 
That could have its merits in certain circumstances. But 
I can assure the House that I shall not try to rival Mr. 
Gladstone. Instead, I shall try to follow Disraeli, who 
delivered a Budget speech in 1867 lasting only 45 minutes. 
I am afraid that I cannot quite match that; but at least this 
will be one of the shortest—perhaps the shortest—of my 
Budget speeches, or at any rate the shortest so far. And that 
will not be its only attractive feature. 

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

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

WORLD ECONOMY 
In 1979 it was clear that the long-term decline of 

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

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

Developing countries have faced similar difficulties. 
Weak markets for their products, high oil import costs and 

WAYS AND MEANS 	 15 MARCH 1983 
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AmLENGTH AND DURATION OF BUDGET SPEECHES 

Listed below are a selection of the longest and shortest Budget 

speeches since 1853: 

CHANCELLOR 	 APPROX NO OF WORDS 	DURATION 

Nigel Lawson 

18 March 1986 	 1CD 	9,918 	 lhr 16 
19 March 1985 	 110° 	9,786 	 lhr 15 
13 March 1984 	 lhr 20 

Sir Geoffrey Howe 

15 March 1983 
9 March 1982 

March 1981 
26 March 1980 
12 June 1979 

Denis Healey 

11 April 1978 
24 March 1974 

Anthony Barber 

6 March 1973 
30 March 1971 

Roy Jenkins 

14 April 1970 
19 March 1968 

James Callaghan 

3 May 1966 
6 April 1965 

Reginald Maudling 

14 April 1964 
3 April 1963 

Selwyn Lloyd 

9 April 1962 
17 April 1961 

Derick Heathcoat Amory 

4 April 1960 

lhr 24 

	

18,200 	 lhr 45 

	

14,500 	 lhr 30 

	

19,000 	 2hrs 

	

11,500 	 lhr 10 

	

9,500 	 111;75 

	

20,500 	 2hrs 20 

	

18,000 	 2hrs 

	

15,500 	 lhr 50 

	

17,000 	 lhr 55 

	

20,000 	 2hrs 10 

	

13,000 	 lhr 20 

	

22,000 	 2hrs 20 

	

13,000 	 lhr 30 

	

17,000 	 lhr 50 

	

14,000 	 lhr 30 

	

13,000 	 lhr 20 

	

13,000 	 lhr 20 

1 



CHANCELLOR 	 APPROX NO OF WORDS 	DURATION 

Harold Macmillan 

17 April 1956 

R A Butler 

19 April 1955 
11 March 1952 

Sir Stafford Cripps 

18 April 1950 

W S Churchill 

15 April 1929 
28 April 1925 

D Lloyd George 

2 April 1912 
30 June 1910 

17n. 
1o1 

15,000 

11,250 
13,850 

18,000 

15,500 
16,200 

7,750 
7,500 

lhr 45 

lhr 10 
lhr 25 

2hrs 

lhr 45 
2hrs 

lhr 
Ihr 10 

Sir  Ifl4  Hicks Beach 

 

5 March 1900 

   

35 mins 

45 mins 

4hrs 45 

Benjamin Disraeli 

4 April 1867 

Sir William Gladstone 

18 April 1853 

  

 

6,500 

12.3 35,000 
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From: The Rt. Hon. Terence Higgins, M.P. 

• 
HOUSE OF COMMONS 

LONDON SW1A OAA 

9th March 1988 

... 

1\1r/1-e

-by—  N is -e-e • 
thought I ought to let you know that I have 

been asked (and have accepted) to take part in a Debate 
on your Budget next week, to go out live immediately 
you have sat down.(knK es.1.4.....r.: 

This means I am afraid that I will have to miss 
the usual meeting of the Conservative Finance Committee 
meeting, but I will of course get back to the House 
as soon as I can and if the meeting is still going 
on will of course join it. 

ki 4ae  

The Rt. Hon. Nigel Lawson, MP., 
Chancellor of the Exchequer, 
The Treasury, 
Parliament Street, 
London S.W.1. 
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FROM: MRS T C SURNHAMS 

DATE: 9 March 1988 

MISS WALLACE 11/2. cc Mr Culpin 
Miss Sinclair 
Mr R I G Allen 
Mr Pickford 
Miss Evans 
Miss Simpson 

POST BUDGET MINISTERIAL STATEMENTS 

As agreed, I attach a short draft which asks Private Secretaries to ensure that if any 

statements made by their Ministers do not follow the line provided in the Budget Brief, 

they will seek clearance from the Treasury. 

2. I suggest the letter might go at the end of the week to the Private Secretaries 

of all Cabinet Ministers and the Minister of the Arts as before. 

TERESA BURNHAMS 
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4420/80/AC 

RAFT LETTER FROM MISS WALLACE TO PRIVATE SECRETARIES 

k Lk_ 

   

POST BUDGET MINISTERIAL STATEMENTS 

I wrote to you on 29 February about the arrangements for Budget Day press notices. 

This is a further reminder about Post Budget press conferences or other public statements. 
P)0 Irxr" 

It would be very helpful if you would ensure that any statements which xlepate4-61ern 

the Treasury's Budget brief are cleared with this office or with the Fiscal Policy or 

Economic Briefing units in the Treasury - contact points Carys Evans (270 5170) or 

Judith Simpson (270 5211) 

I am copying this to the private secretaries to all Cabinet Ministers and to the Minister 

for the Arts. 

41:Leniv CAAA6AAAAAi Fs-7  MO 

vovIrt 	cAktitehifej tiz5 h,4 	 ciN,10,- 
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DRAFT LETTER FROM MISS WALLACE TO PRIVATE SECRETARIES 

POST BUDGET MINISTERIAL STATEMENTS 

I wrote to you on 29 February about the arrangements for Budget Day press notices. 

Copies of the full Budget brief will be available immediately after the Chancellor has 

completed his Budget Statement. - CM 

The Chancellor hopes that this will help Ministers and their departments to take a 

common line in press conferences or when making other statements. 

If for any reason this causes difficulty to your Minister, I should be grateful if officials 

would consult the Fiscal Policy or Economic Briefing units in the Treasury - contact 

points Carys Evans (270 5170) or Judith Simpson (270 5211) 

The Chancellor is naturally concerned to avoid statements, answers to PQs etc which 

depart from the Treasury brief without prior consultation. 

I am copying this to the private secretaries to all Cabinet Ministers and to the Minister 

for the Arts. 
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POLITICS Tax 

C!_Q; 	(EMBARGOED to 107,0 Tuesdau March S) 

PPA ABOUR DEMANDS BUDGET CI AMPOOWN ON 
I) (1Sr. 	 T:.: DOEIGE!=; 

Au Chris Moncri,,,, ff, Pre-=.s Associati. 

E:rit.ain 's ta:.: si.jstem is so riddled 
yith loopholes that a man earning fl 

kitiotttf,/milli on a wear could avoid pau 1 nq aro_ 
income tax, a Labour f ront bench 

,AL, spokesman said todau. 

)k,,i-tAt\  004" Mr Gordon Brown, Shadow spokesman on 
Treasuru affairs, has called on the 
Chancellor, Mr Nigel Lawson, to use 

7+ More 4 Headlines E.-E- 001- 	< > 

Press Association 

UK File 	on 08-03-88 at 10:D 

next week's Budget to close fivholes 
tax loopholes, which he saus, co-lof 
Exchequer millions of pounds a yea the 
Mr Brown said someone with a £1 
million annual income could exploit n 
the loopholes to avoid paqing income 
tax. 
"Tax avoidance has become such a big 
industru that it is costing the 
count r14 at least f1,000 million a uear 
- moneu that could be better spent on 
the National Health Service or 
reducing taxes for the ordinaru 
citizen stuck with PAYE," he told a 
press conference at Labour's south 
London headquarters. 

7+ More 4 Headlines 5- 

Press Association 

UK Filal 
A...1 	 ' 	A 

On at 11):N 

Mr Brown listed the major loopholes 
that are making our countru one of 

the most lucrative tax havens for the 
veru rich": 

Up to f900 million was involved in 
a sustem called bed and breakfasting 
under which shares or unit trusts were 
sold late .7Jne night and bouwht back 
the next morning, creating a book loss 
to wipe out anu capital gains tax 
liabilitu. 

Executive share option schemes for 
10,000 of the best-paid directors 
meant f100 million a wear was being 
squandered. 

Up to f35 million a uear was 
7+ More 4 Headlines 	001- 	<111 > 
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Prg.-17-7 Association 

on -L 4A 
W dk 

handed out to top- rate taxpauers who 
could avoid pawing f224,000 in tax bu 
putting moneu into buuing hotels for 
the homi:-.-.1ess, private hospitals, 
nursing homes and even private 
7chool-7. 

Pop stars and businessmen who used 
Britain's most depressed areas in 
Enterprise Zones as tax shelters 
received £60 million a uear. 

Forestru tax relief to 
celebrities, politicians, judges and 

it 

industrialists cost £35 million a wear 
and meant the wrong trees were being 
planted in the wrong place bu the 
wrong people for the wrong reasons. 

7+ More 4 Headlines 6.4. 001- 	<117> 
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Mr Brown: "The Chancellor mijr.i.  his hildq.-“. to close down these 
tax avoidance dodges which do 
for the efficiencu of our ecor 
which make. Britriin Rn inicIsi 
polarised societu." 
end jc 

7-i- rIcre 4 Headlines 64 001- 
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MR HUDSON 

From: S D H SARGENT 

Date: 9 March 1988 

cc 	Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir T Burns 
Mr Scholar 
Mr Culpin 
Mr Pickford 
Mr R I G Allen 
Miss Sinclair 

BUDGET STATEMENT: FOURTH DRAFT 

Sir Peter Middleton had the following comments on the fourth draft 

of the Budget speech. 

Paragraph A4: revise beginning to read "As usual, the Financial 

Statement and Budget Report and a number of press releases ...". 

Paragraph C4 line 2: for "broad stability" substitute "greater 

stability". 

Dll: the second sentence is not entirely clear. In the third 

sentence insert "in debt interest" after "a further saving". 

D13: revise "There will be no scope" to read "It will not be 

possible". 

after first sentence insert "Indeed this has become one of 

the main ways in which Governments are seeking to give their people 

a sustained competitive position." 

after "today" in the first line insert "in the first Budget 

// of the new Parliament". This paragraph might be moved to come 

after E4 and E5. 



BUDGET CONFIDENTIAL 

Amp: the penultimate sentence "But stability should not mean 

likmmobility" was given in Tuesday's Times as the comment of a 

Treasury spokesman on the exchange rate, so it might be best not 

to repeat it here. 

E5: to cut down on the number of times the word "reform" is used, 

revise the beginning of the fourth sentence to read "But the radical 

proposals I shall be making ...". 

G8: some lead into the paragraph is required. 

v/ 	G10: some lead into the paragraph is required. 

Gil: begin "I also have two changes ...". There should be a pause 

between Gil and G12. 

/7 G16: should be moved to come after G18 and should begin "So today 

I have one further proposal ...". 

// 	G23: there should be a pause between G23 and G24. 

S D H SARGENT 

Private Secretary 
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• FROM: S P JUDGE 	44,f;h4) 
DATE: 9 March 1988 

MR A P HUDSON cc PPS 
PS/Chief Secretary 
PS/Financial Secretary 
PS/Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
Sir Geoffrey Littler 
Mr Anson 
Dame Anne Mueller 
Sir Anthony Wilson 
Mr Byatt 
Mr Monck 
Mr Scholar 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Mr Turnbull 
Mr Peretz 
Mr Mowl 
Mr Pickford 
Mr R I G Allen 
Miss Sinclair 
Mr Riley 
Miss Simpson 
Miss C Evans 
Miss Hay 
Mr Michie 
Mr Cropper 
Mr Tyrie 
Mr Call 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Painter - IR 
Mr Batton - IR 
Mr McManus - IR 
PS/Inland Revenue 
Mr Unwin - C&E 
Mr Knox - C&E 
Mr P R H Allen - C&E 
PS/Customs & Excise 

BUDGET STATEMENT: FOURTH DRAFT 

The Paymaster General has the following comments, in addition 

to those recorded in my minute of yesterday: 

B10, line 4: the Paymaster wonders if the adjective "first" 

needs qualifying. First ever? If not, what? 



BUDGET CONFIDENTIAL 

410 
line 10: ... Health Service between this year and 

next is not £700m but £1,100m." 

line 3: "... debt interest resulting from the reduction 
v/ 	in Government borrowing." 

G18, line 3: the Paymaster thinks it would hP worth inserting 

a sentence along of the lines of "I am pleased with the 

response so far [: schemes have now been registered covering 

over 80,000 employees]". The Revenue may have more up-

to-date registration figures by the end of this week. 

G22, line 2: insert a comma after "but". 

G24, line 3: "but I believe it is necessary to do more to 

help the owner of a small business whose entire wealth is 

tied up in it, and who is faced with the disincentive of 

a heavy capital gains tax bill when selling up on retirement." 

G30: on second thoughts the Paymaster thinks it would be 

more appropriate to describe the Chancellor's record as 

a bowling rather than a batting average. 

H9, line 6: "fact when the ex-husband" 

L8, penultimate line: if the Chancellor wants another joke 

then the Paymaster suggests inserting "- more quickly than 

the trees, I might add -" after "industry has grown up". 

Lll, line 3: "who have" rather than "with". 

L28, last line: the Paymaster does not think this is too 

early to mention this new term. 

S P JUDGE 
Private Secretary 
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SECRET 

FROM: P N SEDGWICK 
DATE: 9 MARCH 1988 (m9 

MR HUDSON cc 	Sir T Burns 
Mr Scholar 
Mr Odling-Smee 
Mr Peretz 
Mr R I G Allen 
Mr Bottrill 
Mr Hibberd 
Mr Mowl 
Mr Pickford 
Ms C Evans 
Ms Simpson 

BUDGET SPEECH : ECONOMIC BACKGROUND 

I have a few suggestions for the draft of the speech that you 

circulated on March 7. 

Paragraph B2  

It may seem odd to juxtapose in the same paragraph the claim that 

the UK is entering its eighth year of sustained growth with a 

statement about growth in the last six years. You could in the 

third sentence refer to "the six full [or calendar] years" to 1987. 

Alternatively you could redraft the second sentence as follows to 

make clear that it does not refer to calendar years. 

"The upturn in activity that began immediately after the 1981 

budget still continues and we are about to enter..." 

Paragraph B3  

The UK's growth was further below that of the other major European 

economies in the 1960s than the 1970s. You should delete the words 

"and even more in" in the second sentence. 

Paragraph B7  

The figure for the deficit in the first sentence should be "a 

little over El-YD.". The growth of exports of manufactures referred 

to in the penultimate sentence should be 81/2  per cent. 

Paragraph B9  

Chapter 3 of the FSBR will show a forecast rise in business 

investment in 1988 of 81/2  per cent. 

P N SEDGWICK 
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FROM: A P HUDSON 

DATE: 10 March 1988 

Xir  

cc Mr Scholar 
Mr Culpin 
Mr Pickford 
Mr R I G Allen 
Mr A C S Allan 

flA-m-A-3-.3 Miss Simpson 
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COPY NO.2 OF 10. 

tZ 

ps4/20H 
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SPEECHES AFTER THE 

whether it is worth planning more I have been thinking 

specifically than in prev 'us 	ars how we 

to put across the message 	the Budget. 

use post-Budget speeches 

Budget Debates  

The first opportunity to rein rce the message is in the 

Budget Debates. There are some po 	hich we want to feature in 

all the speeches (strength of the 	cp.Oty, balanced budget, case 

Cot tax reform, benefits of cutting irome tax, etc.). And there 

are other points which deserve one detA 	explanation, but not 

necessarily more than one (for exam 
	BES reform, private 

renting, and forestry). 

The other Treasury Ministers' plans - all fairly provisional - 

are as follows: 

The Chief Secretary is planning to coJ 	come tax, 

forestry, company cars, possibly CGT 	rependent 

Taxation, and the balanced budget. 

The Financial Secretary is planning to cover s 

of wider share ownership, the higher rates, 

versus public spending, covenants and maintenan 

the BES (especially renting). 	He will do more-'on 

Independent Taxation and CGT, if the Chief Secretary 

decides not to go into detail. 

all 

BUDGET SECRET 
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Tax reform 

Case for lower e tax. 

4. 

your 

possi 
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- 	The Economic Secretary  is thinking_ about doing PRP, 

importers' details, fand funding policy.') 3E- 1.77-) - 

ave three opening speeches and two wind-ups to go at, with 

-up speech on Monday covering the whole Budget. 	A 

ision of labour might be as follows. 

Themes tor all speeches  

Strong economy - the result of sound financial policies and 

supply-side reform, including tax reductions and tax reform 

Wednesday 16th  

CST: full explanati pi ncome tax, removal of tax shelters, 

CGT reform; 
	

few wel4'vchosen words on the NHS;/ balanced 

budget; 

FST: Wider share ownership; capital taxes; Independent 

Taxation; Covenants and Maint 	ce. 

Thursday 17th  

4:....
/--;;---;—o;ler: 	rapid fall in 	 small business 

7 
	measures, BES reform, private ::: tployment;  

EST: PRP; importers' details; fuWW policy(?); CGT (if 

not done by FST). 

Monday 21st  

\n('  

Mr Clarke: 	performance of company sector; enterprise 

Ch Ex: Budget as a whole. 

5. 	If you agree such a division of labour would b 

suggest we prepare a letter for Alex Allan to sen 

1 I 

the 

Private Offices of Mr Fowler and Mr Clarke on Budget even 

guide them in preparing their speeches. NICIt M:telf4 al,u) 

'Vevv 	 401-ie-vt,  41.,,,tat- 	ett.,A1.44- 	 v  M 	. 	. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED , 

• 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



• • 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

er speeches 

attach lists of your speeches, and those of the other 

y Ministers. 

7. 	uestion is whether we want to identify now any particular 

s to talk about particular subjects. 	In some cases, 

we cover PRP, Scotch whisky, and 

the BES by the end of June. 

oppor 

the subject matter is clear: 

8. 	One obvious  

engineer a sm. 

on 24-25 May, 

pencilled in. 

p is Independent Taxation. Perhaps we should 

otion for the Conservative Womens' Conference, 

ve an invitation to speak, which we have 

9. 	One point about 

Committee to use the Am 

speech on tax reform. 

thinks such a speech is 

he feels strongly that 

the time to get booming 

own programme. 	We decided at Speech 

Correspondents on 29 March for a full 

ke to Robert Culpin: 	although he 

a o d idea, and is happy to help write it, 

this is not the occasion. He says this is 

Britain into the American press. They only 

4 
want a few remarks and then to ask qu stions. There isn't normally 

a press release. So they are not 	t audience for a big speech 

on tax reform, and we would miss the • e to get some good stories 

about the economy in the US press. 	at said, there is no other 

obvious opportunity to speak about t or 	m within the next few 

weeks. 

   

A A P HUDSON 
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Ona on 
Committee 

estershire BMA 

xford dons 

Royal Naval College 

Summit 

Adam Smith Institute 

mjd6/1An 

Konigswinter Conference 

International meetings 

Western Area 

Huntingdon CA 

Worthing CA 

Fricay 6 	 Royal Mint 

Wednesday 18 	OECD 

Tasday 24 	Wokingham CA 
0 

Tcursday Z 
CO 
tri 

Way 3 

Feday 10 
"10 Thursday 16 
rrl 

Suday 19 

Monday 27 

MARCH 

Monday 21 

Thursday 24 

Saturday 26 

Tuesday 29 

CO 
C 

OFtacaY  8  
m 4))  c, lesday 13 
—I M 
1—STiurday 23 

Ci) Cn  
VIRc.i lesday 27 

Oriicay 29 
M 

1—trAY 

Evening 

AGM 

Lunch 

Government dinner 

oc)  

Ministerial meeting 

Portcullis Club 
(Drinks) 

Annual Address 

Private meeting 

Armada Dinner 

Privatisation seminar 

VENUE 

London 

London 

Ca '.b 

Was 

Exe r 

Worthing 

London 

Paris 

HoC 

London 

Leicestershire 

Oxford 

Greenwich 

Toronto 

London 

FCO to draft 

Usual world economy topics 

(CST's constituency) 

(John Redwood MP) 

John Patten MP 

0 

RESTRICTED 

CHANCELLOR'S SPEECH PROGRAMME 

DATE 
	

ORGANISATION 
	

OCCASION 

Budget Wind up 

CPC Budget Seminar 

East Midlands YCs 

Association of American 
correspondents in London 

Provincial Annual 
Meeting 

Dinner 

Annual D 

d
0

3
 3

8
 0

1
 I

O
N
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Leicester Federation 
Business Lunch Club 

Annual Luncheon 

Lunch 

Lecture 

Group of A level 
Students 

Lunch 

Lunch 

Leicestershire 

London 

HoC 

London 

Lei 

London 

Hornchurch 

Washington 

MID 

SUBJECT/NOTES 

Thursday 7 

Tuesday 12 

sday 11 

C Cc 
ER 

ay 14 

y 27-
ay 19 

(PMG's consti ency) 

.conomic thinkpiece 

West Midlands Businessmen 

Cecil Parkinson MP 

/;grAISER 

(Tuailay 6] 
rn 

Conference on debt 
London Bowen Wells MP 

0 
0 

I. 
• 

JULY 

Friday 1 East Midlands CA 

London & 
Westminster CA 

Conservative Industrial 
Fund 

Institute for Economic 
Affairs 

Leicester Grammar 
School 

Conservative Board of 
Finance 

Hornchurch CA 

IMF/IBRD Annual 
Meetings 

OCCASION 
	

VENUE 
DATE 
	

ORGANISATION 

Tuesday 11-
Frit 14 

NOViMBER 
—I 

Thueday 24 	CPC 

mA.4°  idlands Fritay ZS 	 T 

Party Conference 
Brighton 

Rally 
	 fiertsmere 
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1988 BUDGET: SUMMARY OF MAIN POINTS 

The background to this year's Budget is an extremely favourable 

one. 	The economy is growing strongly, unemployment is tailing 

rapidly, while inflation remains low. 	The public finances are 

exceptionally strong. 	This year's Budget will help the economy to 

continue this excellent progress, by improving incentives and 

encouraging enterprise, against the background of sound financial 

policies. 

2. 	The main points are: 

a Budget surplus of £3 billion in both 1987-88 and 

1988-89, and the prospect of a balanced budget over 

the medium term; 

major reform and simplification of personal taxation; 

income tax allowances raised by twice as much as 

inflation, the basic rate reduced to 25p in the E, 

and all higher Lates above 40 per cent abolished; 

a completely new system of taxation for married 

couples, to take effect in 1990, which will, for the 

first time ever, give married women privacy and 

independence and end tax penalties on marriage. 

Economic Background  

3. 	The strength and durability of the economic upswing in Britain 

has now exceeded all post-War records. The UK is about to enter its 

eighth successive year of sustained growth, and the sixth in which 

this has been combined with low inflation. 	It has now seen the 

longest period of steady growth, at a rate averaging 3 per cent a 
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year, for half a century. During the 1960s and the 1970s, Britain's 

growth rate was the lowest of all the major European economies; 

during the 1980s, it has been the highest. 

In 1987, total output grew by 4i per cent, substantially 

stronger than forecast a year ago, while inflation averaged 41 per 

cent. Unemployment fell by half a million, more than in any other 

year since the War, in every region of the country, and faster than 

in any other major nation. 	The substantial fall in long-term 

unemployment is particularly encouraging. 

Manufacturing industry performed particularly well in 1987. 

Manufacturing output rose by 51 per cent, and there was a further 

large improvement in manufacturing productivity: in the 1980s, 

output per head in manufacturing industry has risen faster in 

Britain than in any other industrial country. 

After seven successive years of surplus, the current account of 

the balance of payments is now estimated to have been in deficit 

last year by a little over Eli billion. This is a smaller deficit 

than fr+T-sst in 	year's Budget, thanks to a better than 

expected performance on visible trade, with exports of manufactured 

goods up by 8i per cent. 

The Chancellor expects 1988 to be another year of healthy 

growth with low inflation; and there is every prospect that 

unemployment will continue to fall, although probably not as rapidly 

as last year. 	The pace of growth is likely to ease somewhat, 

returning to the underlying trend of the past few years. Output for 

1988 as a whole is forecast to be 3 per cent higher than in 1987, 

with the non-oil economy up by 31 per cent. Business investment is 

forecast to grow particularly strongly, with a rise of 81 per cent. 

As last year, inflation is forecast to end the year at 4 per cent. 
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8. 	With growth in the UK likely to continue to outpace that of 

most other major countries, particularly in continental Europe, and 

with the oil surplus falling as North Sea production declines, the 

current account of the balance of payments is forecast to remain in 

deficit in 1988, by some £4 billion, equivalent to less than 1 per 

cent of GDP. 	The forecast assumes that the oil price will remain 

close to recent market levels. 

Budget Strategy 

The Medium Term Financial Strategy continues to provide the 

framework for the Government's economic policy, as it has done since 

1980. It is designed to reduce the growth of total spending power 

in the economy steadily over a period of years, at a pace which will 

gradually squeeze inflation out of the system, while leaving room 

for further sustained economic growth. 

The Chancellor is setting a target range of 1 to 5 per cent for 

narrow money in 1988-89; like last year, there will be no explicit 

target for broad money. 	Short-term interest rates remain the 

essential instrument of monetary policy, and interest rate decisions 

will continue to be based on a continuous and comprehensive 

assessment of monetary conditions. Exchange rates play a central 

role in both domestic monetary decisions and in international policy 

co-operation. In their communique of 23 December the Finance 

Ministers and Central Bank Governors of the seven major 

industrialised countries re-emphasised their common interest in more 

stable exchange rates. 

One of the Government's main objectives, since it first took 

office in 1979, has been to bring down Government borrowing. It has 

been reduced from 5i per cent of national income in 1978-79 to only 

three-quarters of one per cent in 1986-87. In 1987-88, it now looks 
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as if the outturn will be a Budget surplus - something previously 

achieved on only one isolated occasion since the beginning of the 

1950s. 

The Chancellor believes that a balanced budget is a valuable 

discipline for the medium term, and intends that a zero borrowing 

requirement should be the norm from now on, though there are bound 

to be fluctuations on either side from year to year. 	For 1988-89, 

the Chancellor has decided that it is prudent to budget for a 

surplus of £3 billion, the same size as expected in 1987-88. 	This 

is after allowing for the substantial increases in public 

expenditure announced in last November's Autumn Statement, including 

additional spending of El billion on health and personal social 

services. 

Taxation 

The Chancellor is introducing major reforms in personal 

taxation, designed to sharpen incentives and provide a further boost 

to the supply side of the economy. 

Income tax 

The Chancellor is raising the main personal allowances by twice 

the amount needed to compensate for inflation - that is, by roughly 

71 per cent. This includes the special age allowance for 

pensioners. 	It also applies to the upper limit for the basic rate 

band (ie the point at which the higher rates of tax begin). 

He is reducing the basic rate of income tax by 2p in the E, to 

25p. 	This meets the Government's manifesto commitment. He is also 

announcing a new target for the basic rate, of 20p in the E, to be 

reached as and when it is prudent. 
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The Chancellor is radically reforming the higher rates of tax. 

He is abolishing all the higher rates above 40p. 	Income tax will 

thus be reduced from a six rate to a two rate system; and the higher 

rate (reached at a taxable income of 919,300) will bc one of the 

lowest top rates in the world_. 

The income tax changes will benefit all 25 million taxpayers. 

A married man on average earnings will gain nearly £.5 a week. 

At the same time the Chancellor is reducing some of the special 

reliefs in the income tax system. 

First, he is ending the tax shelter for forestry, which has 

been widely criticised, and switching to an improved system of 

grants for forestry. Support through grants will be better 

targeted, eg to encourage better balance between broad-leaved trees 

and conifers. There is no change in the Government's planting aim. 

Second, he is abolishing the tax relief on home improvement 

loans, most of which are small and finance minor improvements such 

double-glazing, rather than extensions or conversions, and which 

have been widely abused. This concentrates mortgage interest relief 

on its primary purpose: house purchase. 

He is also doubling the income tax liability on company cars, 

which have long been taxed at substantially less than they are 

worth. 

Capital gains tax  

Since 1982, capital gains tax has been charged only on 'real' 

gains: the paper gains which simply reflect inflation are no longer 

taxed. 	But these arrangements do not apply to gains made before 

1982. This means that there are people and companies who have held 
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assets since the 1960s or 1970s, or even earlier, who cannot realise 

them without paying substantial tax on purely paper gains made 

before 1982. 

The Chancellor proposes to rectify this by exempting from tax 

all gains made before 1982. There will then be no taxation of 

inflationary gains whatever. 

The annual exempt amount of gains which individuals can make 

without paying tax is being reduced from £6,600 to £5,000. 	The 

present high level of the exemption was introduced explicitly to 

compensate for the fact that paper gains made before 1982 were, 

until now, subject to tax. The need for such compensation falls 

away under the Chancellor's reforms. 

The real gains which are subject to tax will be charged at the 

same tax rates as income - 25 per cent and 40 per cent. This will 

reduce the incentive to convert income artificially into capital, 

and to invest for speculative gain rather than income. (Companies' 

gains are already taxed at the same rate as their profits: this 

change was made in the last Budget.) 

At the same time the Chancellor is increasing the amount of 

relief from capital gains tax which is available to a small 

businessman selling his business on retirement. 

Excise duties  

The Chancellor is raising the excise duties, as a whole, 

broadly in line with inflation. However: 

a. 	there is no change in the tax on unleaded petrol: 

this means that the differential between leaded and 

unleaded will double to just over 10p a gallon; 
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there is no change in the tax on spirits or pipe 

tobacco, or in the main rates of vehicle excise duty: 

the cost of keeping VED unchanged will be financed from 

the increased petrol duty, which will go up by nearly 

6p a gallon; 

there are reductions in the taxation of some low 

alcohol drinks so as to encourage switching, 

particularly by the young, from high-alcohol to low-

alcohol drinks. 

Inheritance tax  

The Chancellor is raising the threshold for inheritance tax 

from £90,000 to £110,000. This will reduce by a quarter the number 

of estates which are taxed. In particular, it will allow ordinary 

people to pass on their homes without being taxed. 

The Chancellor is also reducing the tax from four rates to one 

(having reduced it from seven last year). The new flat rate will be 

40 npr rrant 	Pew rilmnas f-m c. ily 1,11,t e 	  
1.0.1111G 	e 1.,cluy LLCM one generation 

to another, this means the effective rate will be only 20 per cent, 

because there is 50 per cent business relief. 

Taxes on business  

The main Corporation Tax rate remains at 35 per cent. 	The 

small companies' rate is reduced from 27 per cent to 25 per cent, in 

line with the basic rate of tax. 

The VAT threshold is being increased by the maximum permitted 

under EC law, to £22,100. 

7 



I 

Capital Duty, the 1 per cent tax paid by companies which raise 

new capital, is being abolished, as is the 	per cent duty paid on 

all property put into a unit trust. 

The special tax reliefs for entertaining foreign customers are 

also being abolished, so that the entertainment of foreign business 

contacts is put on the same footing as domestic ones. 

There will be a change in the rules affecting the small number 

of companies which wish to change their country of residence for tax 

purposes. 	At present the rules require an application to the 

Treasury for formal consent, and are backed up by criminal 

sanctions. 	New rules, similar to those which exist in most other 

countries, will be introduced to allow companies to migrate if they 

wish, provided they pay the tax due to the UK Exchequer first. The 

rules will be based on objective criteria and will no longer involve 

either an application to the Treasury for consent, or criminal 

sanctions. 

Business Expansion Scheme  

The Chancellor is extending the Business Expansion Scheme, 

under which investors obtain immediate tax relief for investment in 

new businesses in particular, to include investment in companies 

providing housing for rent. 	This extension will last for five 

years. It is designed to help revive the private rented sector, in 

conjunction with the deregulation of rents. These measures should 

make it easier for people seeking work to find accommodation for 

themselves and their families. 
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Share ownership 

36. The Chancellor is increasing the limit on the amount which can 

be invested by individuals in Personal Equity Plans from £2,400 to 

£3,000, and relaxing some of the restrictions on shares owned by 

employees in the companies in which they work. 

Maintenance and Covenants  

The Chancellor proposes to reform the taxation of maintenance 

and covenant payments, other than covenants to charity which are 

untouched. The present arrangements are complex and involve 

unnecessary work for both taxpayers and the Revenue. 

Most maintenance payments are made by divorced men to their 

ex-wives or children. At present the Inland Revenue taxes the 

recipients, and returns the money to donors in tax relief. The 

Chancellor proposes instead that future recipients should be freed 

from tax on their maintenance. Donors will still be able to enjoy 

tax relief on payments to separated or divorced wives, but only up 

to a limit, set equdl lc) the difference between the married 

allowance and the single allowance. In 1988-89 this will be £1,490. 

Existing arrangements will be protected, and existing recipients 

will be freed from tax on the first £1,490 of their maintenance. 

For covenants between individuals, the Chancellor is again 

making the income tax free in the hands of recipients. Tax relief 

for donors is being abolished. The largest single group affected 

will be students and their parents: covenants have simply become a 

convoluted way of getting State support into the hands of students, 

in a way that shelters the parents' income from tax. There will be 

a broadly compensating reduction in the parental contribution to 

student grants at mandatory rates. 
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Charities  

40. As well as leaving tax relief on covenants to charity 

unchanged, the Chancellor is doubling the amount which people can 

give to charities free of tax under the payroll-giving scheme. 

Independent taxation 

The Chancellor is announcing in the Budget that a major reform 

of the taxation of married couples will take effect in 1990, the 

earliest practicable date. The present system, which dates back 180 

years, taxes the income of a married woman as if it belonged to her 

husband. This denies privacy and independence to married women. It 

can also lead to a tax penalty on marriage, with married couples 

paying more tax simply because they are married. 

Under the new system a husband and wife will be taxed independ-

ently, on all their income. Married women will pay their own tax on 

their own income, and be responsible for their own tax return if one 

is necessary. All tax payers, male or female, married or single, 

will be entitled to the same personal allowance. 

The tax system will continue to recognise marriage. Married 

couples will get a married couple's allowance equal in value to the 

difference under the present system between the single allowance and 

the married man's allowance. 

Tax penalties on marriage 

The new system will remove a number of the tax penalties on 

marriage. 	The most common penalty, the taxation of a married 

woman's savings income at her husband's marginal rate, will 

disappear altogether; and husband and wife will be taxed 
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independently on any capital gains they may have, with an annual 

exemption each instead of one between them. Transfers of capital 

between husband and wife will continue to be free of tax. 

The Chancellor is abolishing two other tax penalties on 

marriage, ahead of Independent Taxation. First, under the present 

system of mortgage interest relief an unmarried couple can get twice 

as much relief as a married couple. From August 1988 the limit of 

£30,000 will be applied to the house or flat, so that married and 

unmarried couples will get the same amount of relief. Existing 

borrowers will not be affected. 

The second penalty arises because an unmarried couple with 

children can each claim an Additional Personal Allowance, giving 

them more tax relief than a married couple in the same position. In 

future unmarried couples will be entitled to only one Additional 

Personal Allowance. 

Thus the Chancellor is abolishing, for all practical purposes, 

all the tax penalties which, under the present system, can arise on 

marriAgp, 

Summary 

The Budget continues the economic policies which have brought 

about the renewed strength of the British economy. It introduces 

major reforms of personal taxation including: new arrangements for 

taxing husbands and wives which will give married women privacy and 

independence in their tax affairs for the first time; an end to the 

taxation of inflationary gains; and the elimination of all personal 

tax rates over 40 per cent. The Chancellor has reduced the basic 

rate of income tax to 25 per cent, and set a new target of 20 per 

cent. And he has done this within the context of a balanced budget. 

HM Treasury 
15 March 1988 
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41187 BUDGET: SUMMARY OF MAIN POINTS 

The background to this year's Budget is an exceptionally 

favourable one. 	The economy has been growing strongly and 

unemployment has fallen by around half a million over the last year. 

Inflation has remained low, while the public finances have been much 
',Jill 

stronger than forecast. This year's Budget erkessitd help the British 

economy to continue this excellent progress v the tax reductions it 

contains wiT.-1 contribute by encouraging enterprise ankl-efficiency- 

	

1Z-1,--irirtii in it,Ahtte. 6,44 	a ,i;hsi- A 4diktbh464. 

The main points of the Budget are: 	 di- 5"^Ct 1;46nc: A i ;ees. 

)E---teckfc 11,1_011,5_0-f-  £ 4 --bitli-on.__8-8---89 

c-I 	

A(' 
'income tax b -iaic rate reduced to 25p in the £,GVIa( 

(_ 

higher_ ,rates above 40 per cent abolished- art* 

al 

	

	 inflation)) raised by twice as much as inflation*) 

a 1,---  
- Lreform and simplification of the tax system 

y - a budget surplus of £3 billion in 1988-89, the same 
as 1987-88, and a balanced budget over the medium 

---- -Til  

	

- \monetary and fiscal pnlioicat 	reduce the 

growth of money GDP over the medium term and so 

bring down inflation. 

Economic background 

The economy grew by 41/4  per cent in 1987, substantially faster 

than forecast a year ago, and in marked contrast to the sluggish 

performance of other major European economies. This has led to a 

further large rise in the number of jobs: the total increase in jobs 

since 1983 is now over 11/2  million. 

hfi 	 460,6?) 
Unemployment has been falling since July 1986; up-te-January of 

this year, it had fallen by 647 thousand. Unemployment,is still far 
A 
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410o high, and there is no call for complacency about what has been 
achieved in the last eighteen months, but the fall in long term 

unemployment (about lit miIldien over the last year) is particularly 

encouraging. 

Inflation has been fluctuating around 4 per cent. It averaged 

4.1 per cent in 1987, and so was below the rate of economic growth - 

the first time growth has been higher than inflation since 1964. 

Although pay increases have been too high, they have been offset by 

exceptional productivity, improvements. 
, 

i
(dor,  

t 	A 	 
Both exports and imports grew rapidly last year. The latest 

statistics show a current account deficit for 1987 of just over 

£11/2  billion - below both the forecast made a year ago and earlier 

provisional estimates . 

The Chancellor expects growth to moderate somewhat in 1988, to 

about 3 per cent. This will be close to the average recorded since 

1981, and again better than most other industrial countries. 

Investment is expected to be particularly strong this year. 

Unemployment should continue to fall, although perhaps at a more 

moderate rate than in the last year. Inflation in the final quarter 

of the year is likely to be at about the same level as at the end of 

last year, ie 4 per cent. 

As the UK will continue to grow faster than most other major 

(c industrial countries there is likely to be some increase in the 

deficit, on the current account of the balance of payment-s At 

7C around UN billion, about 1 per cent of GDP, it is small relative 

net overseas assets. Given the strength of the economy, there 

will not be any difficulty about financing it. The forecast assumes 

that the oil price will be $14 a barrel, close to recent market 

levels. 

c41- 61.m4-  /Mt,  rivnce_5 1945(41.ere l 14 
:u .get strategy 

The Medium Term Financial Strategy continues to provide the 

framework for the Government's economic policy, as it has done since 
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41080. It is designed to reduce the growth of total spending power 
in the economy steadily over a period of years, at a pace which will 

gradually squeeze inflation out of the system, while leaving room 

for further sustained economic growth. 

10. The 
- 5 pet ceht 

Chancellor is setting a target range for narrow money in 

1988-89; like last year, there will be no target for broad money, as 

its behaviour remains difficult to interpret. In operating policy 

the Government takes into account a range of evidence about monetary 

conditions; it attaches particular importance 

maintain exchange rate stability, notably against the Deutschemark 

,i_.4.j1114 Ica 

At the time of the 1987 Budget, the Chancellor 

Public Sector Borrowing Requirement (PSBR) of £4 billion for 

requirement at 

1987-88. It is nowcleartherewillhavebeennonetborrowing 

all in 1987-88; instead there has been ne _ repayment 

there is still some uncertainty over the final of debt. While 

Budget will show -ail—estimated surplus of. some figure, 	the 

£3 billion. 

The Medium Term Financial Strategy this year will cover the 

period up to 1991-92, and for the years 1989-90 to 1991-92 will show 

the budget in balance - the PSBR at zero. To set the PSBR at zero 

in 1988-89, however, would require tax cuts of about £7 billion 

given the buoyancy of revenues. rPX 	 S-111 this scale would run 

counter to the Government's approach to economic policy, which is to 

make smooth, gradual adjustments rather than violent changes which 

may have to be reversed later. 	The Budget package therefore 

includes tax cuts costing some £4 billion in 1988-89, leaving a 

budget surplus of some £3 billion, the same as the estimated outturn 

for 1987-88. 

Taxation 

-to continuing to 

Jin 
forecast a 

13. On the tax side, the Chancellor's-main objectives are to reduce 

income tax --rates further, and 	forward the process-el tax 

reform. Ih& (A4 41 (Alia' 	.01141'4A46̀ "\ 1114i" r6Ptin 5 IP  rra4in4 1 14 )(46A/ 
d" ;On 	lo skAriottl r.A lives a 1141 rYov ;de 	/hir titer boa& 6 lite syrb 

ecalarn3 
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policies. 

against the background of sound financial 
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1987 BUDGET: SUMMARY OF MAIN POINTS 

The background to this year's Budget is an extremely favourable 

one. 	The economy is growing strongly, unemployment is falling 

rapidly, while inflation remains low. The public finances are 

exceptionally strong. This year's Budget will help the economy to 

continue this excellent progress, by improving incentives and 

2. 	The main points are 

a Budget surplus of £3 billion in both 1987-88 and 

1988-89, and 	a anced budget over the medium term; 

major reform. and simplification of personal taxation; 

income tax allowances raised by twice as much as 

inflation, the basic rate reduced to 25p in the £, and  404( 

higher rates above 40 per cent abolished; 

a complet 	new system of taxatio for married couples,  r itif , 	,  
ome 	 pendence 

and 	end tax penalties on marriage. 

Economic Background  

The strengh and durability of the economic upswing in Britain 

has now exceeded all post War records. The UK is about to enter its 

eighth successive year of sustained growth, and the sixth in which 

this has been combined with low inflation. 	It has now seen the 

longest period of steady growth, at a rate averaging 3 per cent a 

year, for half a century. 	During the 1960s and the 1970s, 

Britain's growth rate was the lowest of all the major European 

economies; during the 1980s, it has been the highest. 

In 1987, total output grew by 41 per cent, substantially 

stronger than forecast a year ago, while inflation averaged 41 per 

cent. Unemployment fell by half a million, more than in any other 

year since the War, in every region of the country, and faster than 
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0in any other major nation. 	The substantial fall in long-term 

unemployment is particularly encouraging. 

Manufacturing industry performed particularly well in 1987. 

Manufacturing output rose by 51 per cent, and there was a further 

large improvement in manufacturing productivity: 	in the 1980s, 

output per head in manufacturing industry has risen faster in 

Britain than in any other industrial country. 

SeVfv,  14-eCt1.-in APe ,yF14,1 	1.1 11V,  

7he current account of the balance of payments is now 

estimated to have been in def4 itl„  last year by a little 
a 	0 

£11 billion. This is Jproms<t a 	orecast in last year's Budget, 

thanks to a better than expected performance on visible trade, with 

exports of manufactured goods up by 81 per cent. 

The Chancellor expects 1988 to be another year of healthy 

growth with low inflation; and there is every prospect that 

unemployment will continue to fall, although probably not as 

rapidly as last year. 	The pace of growth is likely to ease 

somewhat, returning to the underlined trend of the past few years. 

Output for 1988 as a whole is forecast to be 3 per cent higher than 

in 1987, with the non-oil economy up by 31 per cent. 	Business 

investment is forecast to grow particularly strongly, with a rise 

of 81 per cent. As last year, inflation is forecast end the year at 

4 peL cent. 

With growth in the UK likely to continue to outpace that of 

most other major countries, particularly in continental Europe, and 

with the oil surplus falling as North Sea production declines, the 

current account of the balance of payments is forecast to remain in 

deficit in 1988, by some £4 billion, equivalent to less than 1 per 

cent of GDP. The forecast assumes that the oil price will remain 

close to recent market levels. 4PO4—alimpi#c-44.4.-mremci.. 

Budget Strategy  

The medium term financial strategy continues to provide the 

framework for the Government's economic policy, as it has done 

since 1980. It is designed to reduce the growth of total spending 

power in the economy steadily over a period of years, at a pace 

over 
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which will will gradually squeeze inflation  limielp  the system, while 

leaving room for further sustained economic growth. 

Interest rate decisions are based on a continous and 

comprehensive assessment of monetary conditions so as to ensure 

downvigyd_ pressure on inflation. Industry has benefitted from the ‘3=-6.Tr• t stability of exchange rates over the past year, and the 
Government will will continue to 	a policy of exchange rate 

stability, with the rate against the deutschemark being of 

particular importance. The Chancellor is setting a target range of 

1 to 5 per cept for narrow money in 1988-89; like last year, there 
WInv 

will be no target for broad money. 

One of the Government's main objectives, since it first took 

office in 1979, has been to bring down Government borrowing. 	It 

has been reduced from 5* per cent of national income in 1978-79 to 
ke-rr" 

only 	one per cent in 1986-87. In 1987-88, it now looks as if 

the outturn will be a Budget surplus - something previously 

achieved on only one isolated occasion since t4lit.e.-.*.a.c.ly.-19.&Qa.11Si• 

The Chancellor believes that a balanced budget is a valuable 

discipline for the medium term, and intends that a zero borrowing 

requirement should be the norm from now on, though there are bound 

to be fluctuations on either side from year to year. For 1988-89, 

the Chancellor has uek.,Juu that it is prudent to budget for a 

surplus of £3 billion, the same size as expected as in 1987-88. 

This is after allowing for the substantial increases in public 

expenditure announced in last November's Autumn Statement, 

including additional spending of over El billion on health. 

Taxation 
nA 

The Chancellor is introducing major reforms  4111  personal 

taxation, designed to sharpen incentives and provide a further 

boost to the supply-side of the economy. 

14. 	[Continue as in Odling-Smee draft.] 



• 
Summary  

The Budget continues the economic policies which have brought about 

the renewed strength of the British economy. It introduces major 

reforms of personal taxation including: 	new arrangements for 

taxing husbands and wives which will give married women privacy and 

independence in their tax affairs for the  mem,  first time; an end 
to the taxation of inflationary gains; and the elimination of all 

personal tax rates  4111  over 40 per cent. The Chancellor has reduced 
the basic rate of income tax tQ, 25 per cent, and set a new target of 

001nec 
20 per cent. 	And he has  &mimosas&  this within the context of a 
balanced budget. 



a saving of almost £3 billion a year. And the balanced 

budget path I have set out in this year's MTFS should 

bring a further saving of £21 billion a year by 1990-91. 

What all this means is that, withing a given total of 

public expenditure, more can be devoted to priority 

programmes. 

But even so, the increased public spending now 

planned for 1988-89 inevitably means less scope for 

reducing taxation. Moreover, I have decided that for the 

year immediately ahead, the path of prudence and caution 

is to budget for a further surplus of the same size as 

this year's expected outturn - that is to say, a further 

public sector debt repayment of £3 billion. 

What this means, however, is that there will be no 

scope in this Budget for reducing the burden of taxation; 

that is to say, for reducing taxation as a share of GDP. 

However, the House may be pleased to know that, with 

a strong and healthy economy, a constant burden of 

taxation implies a reduction in tax rates. 
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7 411987 BUDGET: SUMMARY OF MAIN POINTS 

 

The background to this year's Budget is an extremely favourable 

one. 	The economy is growing strongly, unemployment is falling 

rapidly, while inflation remains low. 	The public finances are 

exceptionally strong. 	This year's Budget will help the economy to 

continue this excellent progress, by improving incentives and 

encouraging enterprise, against the background of sound financial 

policies. 

2. 	The main points are: 

a Budget surplus of £3 billion in both 1987-88 and 

1988-89, and the prospect of a balanced budget over 

the medium term; 

major reform and simplification of personal taxation; 

income tax allowances raised by twice as much as 

inflation, the basic rate reduced to 25p in the £, 

and all higher rates above 40 per cent abolished; 

a completely new system of taxation for married 

couples, to take effect in 1990, which will, for the 

first time ever, giNT.=,  md women privacy and 

independence and end tax penalties on marriage. 

Economic Background 

3. 	The strength and durability of the economic upswing in Britain 

has now exceeded all post-War records. The UK is about to enter its 

eighth successive year of sustained growth, and the sixth in which 

this has been combined with low inflation. 	It has now seen the 

longest period of steady growth, at a rate averaging 3 per cent a 

year, for half a century. During the 1960s and the 1970s, Britain's 

growth rate was the lowest of all the major European economies; 

during the 1980s, it has been the highest. 
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• 	In 1987, total output grew by 41/2  per cent, substantially 

stronger than forecast a year ago, while inflation averaged 44 per 

cent. Unemployment fell by half a million, more than in any other 

year since the War, in every region of the country, and faster than 

in any other major nation. 	The substantial fall in long-term 

unemployment is particularly encouraging. 

Manufacturing industry performed particularly well in 1987. 

Manufacturing output rose by 51/2  per cent, and there was a further 

large improvement in manufacturing productivity: in the 1980s, 

output per head in manufacturing industry has risen faster in 

Britain than in any other industrial country. 

After seven successive years of surplus, the current account of 

the balance of payments is now estimated to have been in deficit 

last year by a little over £11/2  billion. This is a smaller deficit 

than forecast in last year's Budget, thanks to a better than 

expected performance on visible trade, with exports of manufactured 

goods up by 81/2  per cent. 

The Chancellor expects 1988 to be another year of healthy 

growth with low inflation; and there is every prospect that 

unemployment will continue to fall, although probably not as rapidly 

as last year. 	The pace of growth is likely to ease somewhat, 

returning to the underlying trend of the past few years. Output for 

1988 as a whole is forecast to be 3 per cent higher than in 1987, 

with the non-oil economy up by 31/2  per cent. Business investment is 

forecast to grow particularly strongly, with a rise of 81/2  per cent. 

As last year, inflation is forecast to end the year at 4 per cent. 

With growth in the UK likely to continue to outpace that of 

most other major countries, particularly in continental Europe, and 

with the oil surplus falling as North Sea production declines, the 

current account of the balance of payments is forecast to remain in 

deficit in 1988, by some £4 billion, equivalent to less than 1 per 

cent of GDP. 	The forecast assumes that the oil price will remain 

close to recent market levels. 
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litudget Strategy 

The Medium Term Financial Strategy continues to provide the 

framework for the Government's economic policy, as it has done since 

1980. It is designed to reduce the growth of total spending power 

in the economy steadily over a period of years, at a pace which will 

gradually squeeze inflation out of the system, while leaving 

for further sustained economic growth. 

--rfrro-  Ate/ 4);10%,  it0141•1- 	'kt? 7,4 Wt." /41.4,4' , 

fnterest rate decisions are based on a continuous 

comprehensive assessment of monetar conditions so as to ensure 

downward pressure on inflation. 

greater stability of exchange rates over 

r

C:

efry rxts 	 rae c*oi klit, 41(44. 

otemmt4 0AI (A-14,4714.9 
le1r • 	 3 -De40- 	Ft4-L.tet-a 141.4,Aihsl  

urtr- 

e/ t 	AI' Crint.  r 	 4 --0-0çpp,ove,k) 01,  vat/ 

the past year, and the 

ropg 

totp,,cetwf„io 

and s&k,  
e-Lzketix 
1"3,44 

benefited from the 

Government will continue to pursue a policy of exchange rate 

stability, with the rate against the lieutschemark being Of 

particular importanc 	The Chancellor is setting a target range of 

1 to 5 per cent for narrow money in 1988-89; like last year, there 

will be no explicit target for broad money. 

One of the Government's main objectives, since it first took 

office in 1979, has been to bring down Government borrowing. It has 

been reduced from 51/4  per cent of national income in 1978-79 to only 

three-quarters of one per cent in 1986-87. In 1987-88, it now looks 

as if the outturn will be a Budget surplus - something previously 

achieved on only one .solAtg‘ri occasion since the 
	

1950s. 

The Chancellor believes that a balanced budget is a valuable 

discipline for the medium term, and intends that a zero borrowing 

requirement should be the norm from now on, though there are bound 

to be fluctuations on either side from year to year. For 1988-89, 

the Chancellor has decided that it is prudent to budget for a 

surplus of £3 billion, the same size as expected in 1987-88. This 

is after allowing for the substantial increases in public 

expenditure announced in last November's Autumn Statement, including 

additional spending of El billion on health and personal social 

services. 
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"taxation 

13. The Chancellor is introducing major reforms in personal 

taxation, designed to sharpen incentives and provide a further boost 

to the supply side of the economy. 

Income tax 

The Chancellor is raising the main personal allowances by twice 

the amount needed to compensate for inflation - that is, by roughly 

71/2  per cent. This includes the special age allowance for 

pensioners. It also applies to the upper limit for the basic rate 

band (ie the point at which the higher rates of tax begin). 

He is reducing the basic rate of income tax by 2p in the £, to 

25p. This meets the Government's manifesto commitment. He is also 

announcing a new target for the basic rate, of 20p in the £, to be 

reached as and when it is prudent. 

The Chancellor is radically reforming the higher rates of tax. 

He is abolishing all the higher rates above 40p. Income tax will 

thus be reduced from a six rate to a two rate system; and the higher 

rate (reached at a taxable income of £19,300) will be one of the 

lowest top rates in the world. 

The income tax changes will benefit all 25 million taxpayers. 

A married man on average earnings will gain nearly £5 a week. 

At the same time the Chancellor is reducing some of the special 

reliefs in the income tax system. 

First, he is ending the tax shelter for forestry, which has 

been widely criticised, and switching to an improved system of 

grants for forestry. Support through grants will be better 

targeted, eg to encourage better balance between broad-leaved trees 

and conifers. There is no change in the Government's planting aim. 

Second, he is abolishing the tax relief on home improvement 

loans, most of which are small and finance minor improvements such 
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as double-glazing, rather than extensions or conversions, and which 

have been widely abused. This concentrates mortgage interest relief 

on its primary purpose: house purchase. 

21. He is also doubling the income tax liability on company cars, 

which have long been taxed at substantially less than they are 

worth. 

Capital gains tax 

Since 1982, capital gains tax has been charged only on 'real' 

gains: the paper gains which simply reflect inflation are no longer 

taxed. But these arrangements do not apply to gains made before 

1982. 	This means that there are people and companies who have held 

assets since the 1960s or 1970s, or even earlier, who cannot realise 

them without paying substantial tax on purely paper gains made 

before 1982. 

The Chancellor proposes to rectify this by exempting from tax 

all gains made before 1982. 	There will then be no taxation of 

inflationary gains whatever. 

The annual exempt amount of gains which individuals can make 

without paying tax is being reduced from £6,600 to £5,000. The 

present high level of the exemption T.,mo 	
la,-4.LAA.,Gt.t explicitly Lo 

compensate for the fact that paper gains made before 1982 were, 

until now, subject to tax. The need for such compensation falls 

away under the Chancellor's reforms. 

The real gains which are subject to tax will be charged at the 

same tax rates as income - 25 per cent and 40 per cent. 	This will 

reduce the incentive to convert income artificially into capital, 

and to invest for speculative gain rather than income. 	(Companies' 

gains are already taxed at the same rate as their profits: this 

change was made in the last Budget.) 

At the same time the Chancellor is increasing the amount of 

relief from capital gains tax which is available to a small 

businessman selling his business on retirement. 
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Excise duties  

27. The Chancellor is raising the excise duties, as a whole, 

broadly in line with inflation. However: 

there is no change in the tax on unleaded petrol: 

this means that the differential between leaded and 

unleaded will double to just over 10p a gallon; 

there is no change in the tax on spirits or pipe 

tobacco, or in the main rates of vehicle excise duty: 

the cost of keeping VED unchanged will be financed from 

the increased petrol duty, which will go up by nearly 

6p a gallon; 

there are reductions in the taxation of some low 

alcohol drinks so as to encourage switching, 

particularly by the young, from high-alcohol to low-

alcohol drinks. 

Inheritance tax 

The Chancellor is raising the threshold for inheritance tax 

from £90,000 to £110,000. This will reduce by a quarter the number 

of estates which are taxed. In particular, it will allow ordinary 

people to pass on their homes without being taxed. 

The Chancellor is also reducing the tax from four rates to one 

(having reduced it from seven last year). The new flat rate will be 

40 per cent. For many family businesses passing from one generation 

to another, this means the effective rate will be only 20 per cent, 

because there is 50 per cent business relief. 

Taxes on business  

The main Corporation Tax rate remains at 35 per cent. The 

small companies rate is reduced from 27 per cent to 25 per cent, in 

line with the basic rate of tax. 
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The VAT threshold is being increased by the maximum permitted 

under EC law, to £22,100. 

Capital Duty, the 1 per cent tax paid by companies which raise 

new capital, is being abolished, as is the 4 per cent duty paid on 

all property put into a unit trust. 

The special tax reliefs for entertaining foreign customers are 

also being abolished, so that the entertainment of foreign business 

contacts is put on the same footing as domestic ones. 

There will be a change in the rules affecting the small number 

of companies which wish to change their country of residence for tax 

purposes. At present the rules require an application to the 

Treasury for formal consent, and are backed up by criminal 

sanctions. New rules, similar to those which exist in most other 

countries, will be introduced to allow companies to migrate if they 

wish, provided they pay the tax due to the UK Exchequer first. 	The 

rules will be based on objective criteria and will no longer involve 

either an application to the Treasury for consent, or criminal 

sanctions. 

Business Expansion Scheme 

The Chancellor is extending the Business Expansinn Rrhpmei  

under which investors obtain immediate tax relief for investment in 

new businesses in particular, to include investment in companies 

providing housing for rent. 	This extension will last for five 

years. 	It is designed to help revive the private rented sector, in 

conjunction with the deregulation of rents. These measures should 

make it easier for people seeking work to find accommodation for 

themselves and their families. 

Share ownership 

The Chancellor is increasing the limit on the amount which can 

be invested by individuals in Personal Equity Plans from £2,400 to 

£3,000, and relaxing some of the restrictions on shares owned by 

employees in the companies in which they work. 
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Itaintenance and Covenants  
The Chancellor proposes to reform the taxation of maintenance 

and covenant payments, other than covenants to charity which are 

untouched. 	The present arrangements are complex and involve 

unnecessary work for both taxpayers and the Revenue. 

Most maintenance payments are made by divorced men to their 

ex-wives or children. 	At present the Inland Revenue taxes the 

recipients, and returns the money to donors in tax relief. 	The 

Chancellor proposes instead that future recipients should be freed 

from tax on their maintenance. Donors will still be able to enjoy 

tax relief on payments to separated or divorced wives, but only up 

to a limit, set equal to the difference between the married 

allowance and the single allowance. In 1988-89 this will be £1,490. 

Existing arrangements will be protected, and existing recipients 

will be freed from tax on the first £1,490 of their maintenance. 

For covenants between individuals, the Chancellor is again 

making the income tax free in the hands of recipients. 	Tax relief 

for donors is being abolished. The largest single group affected 

will be students and their parents: covenants have simply become a 

convoluted way of getting State support into the hands of students, 

in a way that shelters the parents' income from tax. There will be 

a broadly compensating reduction in the parental contribution to 

student grants at mandatory rates. 

Charities  

As well as leaving tax relief on covenants to charity 

unchanged, the Chancellor is doubling the amount which people can 

give to charities free of tax under the payroll-giving scheme. 

Independent taxation 

The Chancellor is announcing in the Budget that a major reform 

of the taxation of married couples will take effect in 1990, the 

earliest practicable date. The present system, which dates back 180 

years, taxes the income of a married woman as if it belonged to her 
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I,  usband. This denies privacy 	independenceand 	to married women. hi 	 i 	d 	 id 	It 

can also lead to a tax penalty on marriage, with married couples 

paying more tax simply because they are married. 

Under the new system a husband and wife will be taxed independ-

ently, on all their income. Married women will pay their own tax on 

their own income, and be responsible for their own tax return if one 

is necessary. 	All tax payers, male or female, married or single, 

will be entitled to the same personal allowance. 

The tax system will continue to recognise marriage. 	Married 

couples will get a married couple's allowance equal in value to the 

difference under the present system between the single allowance and 

the married man's allowance. 

Tax penalties on marriage 

The new system will remove a number of the tax penalties on 

marriage. The most common penalty, the taxation of a married 

woman's savings income at her husband's marginal rate, will 

disappear altogether; and husband and wife will be taxed 

independently on any capital gains they may have, with an annual 

exemption each instead of one between them. 	Transfers of capital 

between husband and wife will continue to be free of tax. 

The Chancellor is abolishing two other tax penalties on 

marriage, ahead of Independent Taxation. First, under the present 

system of mortgage interest relief an unmarried couple can get twice 

as much relief as a married couple. From August 1988 the limit of 

£30,000 will be applied to the house or flat, so that married and 

unmarried couples will get the same amount of relief. 	Existing 

borrowers will not be affected. 

The second penalty arises because an unmarried couple with 

children can each claim an Additional Personal Allowance, giving 

them more tax relief than a married couple in the same position. In 

future unmarried couples will be entitled to only one Additional 

Personal Allowance. 
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4/47. Thus the Chancellor is abolishing, for all practical purposes, 

all the tax penalties which, under the present system, can arise on 

marriage. 

Summary 

48. The Budget continues the economic policies which have brought 

about the renewed strength of the British economy. 	It introduces 

major reforms of personal taxation including: new arrangements for 

taxing husbands and wives which will give married women privacy and 

independence in their tax affairs for the first time; an end to the 

taxation of inflationary gains; and the elimination of all personal 

tax rates over 40 per cent. The Chancellor has reduced the basic 

rate of income tax to 25 per cent, and set a new target of 20 per 

cent. And he has done this within the context of a balanced budget. 
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Mr Anson 
Sir Terence Burns 
Mr Scholar 
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Mr Turnbull 
Mr S Davies 
Mr Mowl 
Mr Pickford 
Miss Evans 
Mr Cropper 
Mr Tyrie 
Mr Call 

BUDGET STATEMENT: FOURTH DRAFT 

My main comment relates to paragraph D.11, which could be 

misleading (if people think that the big savings in debt interest 

are attributable to the reduction in borrowing since the Autumn 

Statement or the last FSBR) and prejudicial to the Treasury's 

position in the coming Survey (because it juxtaposes debt interest 

savings of billions against paragraph D.10 which describes the 

increases in expenditure announced last autumn). Mr Turnbull and 

think that the way to avoid these problems is to move that part of 

the paragraph relating to past savings in debt interest so that it 

follows paragraph D.6: 

"The large reductions in borrowing in recent years have 

greatly reduced the cost of servicing the national 

debt. 	Debt interest now accounts for more than 1/2  a 

percentage point less of GDP than it did only three 

years ago. 	This may not sound very much, but it 

implies a saving of almost £3 billion a year. This sum 

of money has been available to reduce taxes and pay for 

extra spending on public services." 

It would be necessary to change "this" into "the" in the first line 

of D.7. 



BUDGET SECRET - TASK FORCE LIST 

A shortened version of paragraph D.11 could remain, referring 

to future debt interest savings alone: 

"The balanced budget path I have set out in this year's 

MTFS will help to reduce debt interest payments still 

further. This will help us in our task of reducing 

spending as a proportion of national income, and of 

finding room to devote more resources in total to 

priority programmes." 

Sir Terence Burns would like to change "is the first that" into 

"exceptionally" in paragraph B.10 because we do not want to overplay 

the absence of a marked rise in inflation. It is, after all, early 

days yet. This change would also meet the Paymaster General's 

point. 

Two other minor points: 

Paragraph C.2: ".... now entering its ninth year 

rather than ".... now in its ninth year ..", since the 

MTFS does not really apply until after Budget day, and 

perhaps not until the beginning of the next financial 

year; 

Paragraph D.3: 	replace 	"generations" 	by "years", 

because the maturity of debt does not usually span 

generations. 

J ODLING-SMEE 
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cc 	Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr Cropper 
Mr Call 

BUDGET STATEMENT: DEBT INTEREST gerC 

There have been quite a few exchanges on what to say in paragraph 

D8 to Dll (of the fourth draft). 

I think it's well worth inserting the 'virtuous circle' point 

along the lines: 

ks,str Netual 
' The_Ciauerzaium4.t.—,14.aa secured an enviable virtuous circle 

in public finance: 
cy144, 	fu 	 AI 

nr 	the  pr.l.uni-as 	 to in,xpAnrl. 

41/4  /he private sector 	
CA" l'144-41,--) 

which  imisammubmwwwilme permit400% further reductions in 

borrowing  6.04-,mwerg*gnii.  0Nr 

Secondly I thinks' it's worth keeping John Odling-Smee's sentence 

in his suggested draft of 8 March: tiwto:41, 

tot" 

t&v:t4Pati 
'and the balanced budget path I have set out in this year's 

dot 
MTFS should bring a further saving of £5 billion a year 

by 1991-92'. 

lower borrowing and lower tax rates 

higher revenues 
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• 
Messrs Turnbull, Anson and Co are understandably concerned that 

this might imply that increases to the planning total are 

available from reductions in debt interest. That's true, but 

we already have that problem in spades with the negative PSBR. 

I don't think that this sentence, coming six months from the 

heat of the PESC round, would make public expenditure control 

any more difficult, but I admit that GEPare more experienced 

judges of this! 

Thirdly, I am a little concerned by D9 which says implies that 

the £3 billion PSDR is the result of 'fluctuations on either 

side from year to year' and is 'in the very nature of things'. 

This phraseology would make it all the more difficult to explain 

why not even £1 billion of these 'fluctuations' could be earmarked 

for the NHS. I am not drafting but can we not justify the £3 

billion PSDR with something approximating the truth? This year 

you have judged it important to buttress downward pressure on 

inflation from monetary policy with a particularly cautious 

fiscal stance. You could imply that your judgement reflects 

a year of above trend growth, the stock market crash, and 

uncertainties abroad. 

Finally, I would just point out one further minor banana-skin 

to the line that debt interest payments provide room for more 

spending. If I were John Smith I would point out that this 

doctrine doesn't augur well for the health service. Debt interest 

payments as a proportion of GDP are (within a whisker) at exactly 

the same level they were eight years ago. 

A G TYRIE 
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BUDGET SPEECH: DRAFT OF 10 MARCH 

I attach the latest draft, which incorporates the changes you made 

last night. 

2. As we agr 

sections, both att 

(a) On debt 

have had a go at redrafting two short 

St, Andrew Turnbull was concerned at 

• • 

putting the 	es for the amount saved next to the 

paragraph on 	b 	spending - he thinks it would cause 

in the'• -gUrvey. % 
	

I have therefore put the point 

on, after D7. I have also taken in 

Andrew Turnbull's presentation of 	the 	figures of 

spending programmes, which the Chief Secretary agreed to. 

Paragraph D12 in my re 	covers the saving from low 

problems 

earlier 

borrowing in future. 

and go straight from 190 

fiscal stance. 

ould prefer to omit that, 

spending to the 1988-89 

(b) I have reordered, and shorten 	he tedious bit of the 

business section. This incorporAes comments from Robert 
and the Revenue. 

3. 	A few other points, late comments etc. 

Para 38. The EST would delete "it did" 	last line. 

Para 810. Terry is unhappy with the secon 	nce. He 

is researching the facts, and will 	 uggest 

something. 

Para 314. The EST would delete the last three w 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

• 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET,

,
. ONLY 

NOT TO BE COPIED 

   

  

  

Para H6. Tim Burr was not happy with the shortening of 

the middle sentence about the parental contribution. He 

/-\ hinks 	it 	is 	misleading 	tn 	say 	"the 	parental 

contribution.. .will be reduced...", because for those 

who get no grant, it won't be. 	He prefers the 

original - "the parental contribution.. .will be assessed 
on a 	and more generous scale, reflecting...". He 

also 	that the Scottish Education Department will be 
makingc 	nouncement the following day, as well as the 

DES, !DIA 	not think this matters for the Budget 
Speech. 

Para J8. 	C 	feel that the petrol companies have 

done all the 	to promote lead-free petrol. 	They 

would prefer ti2It few words to read "...reinforce 

this concession by promoting the use of lead-free petrol 

vigorously." 

Para K7. 	Mike Prescott's only commentø was that the 

relaxation to section 	of no more benefit to an 

unquoted company than to 	ed company. He assures me 

that the Unquotcd CompaniesT oup were dLyuiny on behalf 

of subsidiaries. 	I think h 	robably right, and we 

should say "certain subsidiardliinstead of "unquoted 

companies". 

Para L8. Terry Painter is bothered about the word 

   

"avoidance" at the end, and would prefer "this particular 

tax shelter". 

1-421rvti 	c-c-Tete vve 

.kftyrtnli 	in- Gal "0"":', 	joA4 • , 
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DRAFT OF 10 MARCH 

BUDGET SPEECH: SECTION D 

Ili edraft of debt interest and public spending section 

Dl-D7. As now. 

D8. 	substantial reductions we have made in 

Govern 	rrowing have greatly reduced the cost of 

servicing 	tional debt. Debt interest now accounts 

for more that 	percentage point less of GDP than it 

did only 3 yea s 	This may not sound very much, but 

it implies a saving of almost £3 billion a year. 	This 

means that, for any given fiscal stance, taxes can be 

lower, or public spending 	priorities higher, or both. 

09. A balanced budget is0 	alnahle discipline for the 

medium term. It represents 	y for the present and 

an investment for the future 	aving achieved it, I 

intend to stick to it. In other words, henceforth a zero 

PSBR will be the norm. 

D10. In the very nature of things, there 	ound to be 

fluctuations on either side from year to 	 t is in 

this context that I have to set the precise f 	tance 

for the year ahead, 1988-89. 
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last November, a substantial increase in public 

expenditure 

A
S programmes 

n particular, to increase our plans for spending on 

plans for 1988-89, with spending on 

up by over £41 billion. This has enabled us, 
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Dll. I have already announced, in the Autumn Statement 

health and personal social services by El billion, on 

education and science by £900 million, and on law and 

orde 	£500 million [while ensuring that public 

spend 1ntinues to fall as a share of GDP]. 	[And I 

also ann nc d in November a corresponding increase in 

spending 	rammes in 1989-90 of some E6 billion.] 

[The balan 	udget path I have set out in this 

year's MTFS will help us to reduce debt interest payments 

still further. This will help us in our task of reducing 

spending as a proportio 	f national income, and of 

finding room to devot 	org resources in total to 

pLioLity programmes.] 

[But even so,] the increawl public spending now 

planned for 1988-89 ... [continues as beforeL 	raiz- 	. 
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DRAFT OF 10 MARCH 

Possible redraft of paragraphs G6-G11 

d`S G1 -G5. As now. 

liability mo 

G6. I have one reform to help the oil sector. 	In 

co • IV tion with my Rt. Hon. Friend the Secretary of 

Energy, I propose to improve the regime for the 

new g . 	on of Southern Basin and onshore fields, by 

abolish]. 	alties and reducing the Petroleum Revenue 

Tax oil alljj for these fields. This will relate tax 

c4ely to profits. And it will mean the 

end of royalties for all future fields. 

The 1986 Building ocieties Act gives Building 

Societies the power t t themselves into companies, 

if they so wish. At pre2gea however, they would face a 

heavy, and unintended, taip 

propose to rectify this. 

if they did so. 	I 

I have two changes to propose to the tax 

arrangements for Lloyd's: first, tsimp1ify the 

administrative arrangements for taxin s members; 

and second, to meet the only point Lloyd' 	raised on 

last year's legislation on reinsurance to c 
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G9. I also propose to simplify the Section 482 rules for 

companies who wish to migrate overseas, so as to bring 

them broadly into line with most of our major 

competitors. 	Instead of having to ask for Treasury 

consent, companies will be free to migrate, provided only 

that they pay their tax first. 

b1,4411,  to U i,144-nelire-+" 	rorrteicla t„,0 	F1A-4424/ 

4t-nzt 	1,'""04,  Can1t4-14W...4 lie/C.19.2/ 
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Treasury Chambers, Parliament Street, SW1P 3AG 
01-270 3000 

10 March 1988 

John Footman Esq 
PS/Governor 
Bank of England 
London 

'Do 

BUDGET SPEECH: DRAFT OF 1 	CH 

I attach the latest draft of the Budget Speech. As I told you on 
the telephone, the Chancellor would find it most helpful to have 
any comments from the Bank by close tomorrow (11 March). 

A P HUDSON 
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A 	INTRODUCTION 

Al. I am reliably informed that my Budget speech last 

year was the shortest this century. 	My Budget speech 

this year is likely to have a different claim to a place 

in the history books. Not, the House will be glad to 

learn, as the longest Budget speech this century, but as 

e0
th 	t untelevised Budget speech. 

A2. ' 	unce again present the first Budget of a new 

Parliam 	find the British economy stronger than at 

any time s e War. As the British people recognised 

last June, as not happened by chance. 	It has 

happened because, for almost nine years now, we have 

followed the right policies and stuck to them. 	I 

reaffirm those policies t day. In particular, there will 

be no letting up 

inflation. 

determination to defeat 

oaA3. I shall begin, as 	, with the economic 
0 

background to the Budget. 	I shall then deal with 

monetary policy, and the public finances this year and 

next, and indeed for the remainder of 	s Parliament. 

Finally, I shall propose a number of meL. 	designed to 

improve the performance of the economy st 	i ther, by 

changing the structure of taxation. For t 	 be a 

tax reform Budget. 

_ 1 _ 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

t 	- 
NOT TO BE COPIED BUDGET SECRET 

BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

A4. As usual, the Financial Statement and Budget Report, 

together with a number of press releases filling out the 

details of 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. 

dN\  7\132. The strength and durability of the economic upswing 

has now exceeded all previous records. We are about to 

enter our eighth successive year of sustained growth, and 

th 	th in which this has been combined with low 

inf 	 And even without looking to 1988, the 

six y 	1987 have been the longest period of steady 

growth, 	 e averaging 3 per cent a year, for half a 

century. 

This performance compares favourably not only with 

our own past, but also with the economic performance of 

other countries. 	Dur 	the 1960s and the 1970s, 

Britain's growth rate  1.  the lowest of all the major 

European economies. Dur 	the 1980s, our growth rate 

has been the highest of all a 	or European economies. 

In 1987 as a whole, output grew by a little over 

41 per cent, while inflation averaged a shade under 

4i per cent. Thus last year, for the

‘ 	

t time for a 

)(`‘ generation, the rate of growth exceet- 

in any other year since the War, in every 

country, and faster than in any other major ec 

_ 1 _ 
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B5. The plain fact is that the British economy has been 

transformed. 	Prudent financial policies have given 

business and industry the confidence to expand, while 

supply side reforms have progressively removed the 

arriers to enterprise. 

Nowhere has this transformation been more marked 

than i manufacturing, where output rose last year by 

51 p 	t. This outstanding performance was founded on 

a furt 	improvement in manufacturing productivity. 

In the 1 	utput per head in manufacturing has gone 

up faster in : 	'ain than in any other major industrial 

country, and 	e the way once again last year. This 

is in stark con rast to the 1960s and 1970s, when in 

manufacturing productivity growth, as in so much else, we 

were bottom of the league. 

The current account g1e balance of payments is 

now estimated to have beenn d ficit last year, after 

seven successive years of 
	

by a little over 

£11 billion. 	This is comfortaby below the deficit I 

forecast at the time of last year's Budget, despite 

growth turning out stronger than forecast. 

for this was the better than expected 

visible trade, with exports of manufacture 

cent. 	This continues the pattern of the 

The reason 

rmance of 

81 per 

with 

British manufacturers maintaining their sha e 	an 

expanding world trade, after decades during 

Britain's share was steadily declining. 
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Looking ahead, I expect 1988 to be yet another year 

of healthy growth with low inflation; and there is every 

prospect that unemployment will continue to fall, 

although probably not as rapidly as it did last year. 

The pace of non-oil growth is likely to ease from 

now on, returning to the underlying trend of the past few 

years 	But output for 1988 as a whole is forecast to be 

3 p . 

	

higher than in 1987, with the non-oil economy 

up by 	cent. Business investment is forecast to 

grow par 	uly strongly, with a rise of 81 per cent. 

As last 	nflation is forecast to end the year 

at around 4 per cent. While this is still too high, it 

is a testimony to the soundness of our policies that the 

present sustained upswing i the first since the War that 

has not led to any resu 	of inflation. 

Bll. With growth in the UK 	likely to continue to 

outpace that of most other maj 	untries, particularly 

in continental Europe, and withur oil surplus falling 

as North Sea oil production declines, the current account 

of the balance of payments is forecast o remain in 

deficit this year, by some £31 billionT valent to 

around three-quarters of one per cent of GO' 	ven the 

NOT TO BE COPIED 

strength of the economy in general, and of 

finances in particular, not to mention our mas 

overseas asset position, I foresee no difficu 

ublic 
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financing a temporary current account deficit of this 

magnitude. 

B12. But the outlook both for exports and for jobs will 

epend critically on employers keeping their costs firmly 

under control. 	Unit labour costs in manufacturing 

scarcely rose at all in 1987. It is vital that employers 

do not et this slip, and keep a tight grip on all their 

costa. least pay. 

\ S  
B13. In 

"Given 

country, 

speech last year, I warned that: 

tinuation of present policies in this 

gest risk to the excellent prospect 

I have outlined is that of a downturn in the world 

economy as a whole." 

That remains the case. 	e dramatic collapse in the 

world's equity markets 	October was not the second 

coming of 1929 and the har nger of a 1930s-style world 

slump, as so many feared at th 
	

e - although it could 

have been a great deal nastier hYthe authorities in the 

major nations not responded in a prompt and appropriate 

way. 	It was essentially an overdue market correction 

which did little more than reverse th 	d rise in 

share prices of the previous year. Cer 	business 

confidence does not seem to have been grea 	fected, 

and growth in the seven major industrial cou 	as a 

whole this year is likely to be only slightly 1 	an 

last year. 
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B14. But  -black Monday was also a warning. The world's 

three largest economies - the UniLed States, Japan and 

Germany - have made a number of the policy adjustments 

necessary to reduce the imbalances which have for so long 

afflicted them, and there is evidence that the measures 

they have taken are starting to bear fruit. But there is 

still a long way to go; and meanwhile there is the 

constant danger that the process of adjustment, and with 

it t 	rid economy as a whole, could be gravely damaged 

either 	rther wild gyrations in the dollar exchange 

rate or 	urch into protectionism - or indeed both. 

There 	 e who continue to insist that the 

simple and only •1 tion to these imbalances lies in a 

further substantial fall in the dollar, even though the 

source of the problem lies elsewhere. They see exchange 

rate changes as a mira 	cure, whatever the illness. 

They wholly ignore th damage that exchange rate 

volatility dues La econ lc health, and distract 

attention from the fundamenti 	es of the imbalances. 

Success in reducing these imbalances depends on 

countries putting the right fiscal and monetary policies 

in place, and keeping them there. 	 e necessary 

adjustments are much more likely to be a 	d if the 

objective of greater exchange rate stabilit 	iven an 

explicit role in the process of int 	onal 

co-operation, as has been the case for we 
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I can assure the House that we shall play 
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prudent fiscal 
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C. MONETARY POLICY 

Cl. Meanwhile, the maintenance of sound money and 

prudent public finances will keep us in the best possible 

osition to weather any shocks we may face, whether at 

home or abroad. 

Medium-Term Financial Strategy, now entering 

its 	%ear, will continue to provide the framework 

for re 	the growth of money GDP, and hence 

inflation, 	the medium term. These will be achieved 

Short term interest rates remain the essential 

instrument of monetary po cy. Within a continuous and 

comprehensive assessmen 

continue to set interest Paaat the level necessary to 

ensure that inflationary pre› 	are not accommodated. 

[This means, in particular, 	usiness and industry 

should fully understand that increases in domestic costs 

will not be accommodated by a decline in the exchange 

rate.] 

I believe that most businessmen haves 	ed the 

greater stability between sterling and the 	mark 

1 
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ear. It is important 

that they also accept the financial discipline inherent 

in this policy. 

C5. Achieving the gradual eradication of inflation also 

requires a steady reduction in monetary growth in the 

medium term. While I shall continue to take account of 

broad money, or liquidity, as last year there will be no 

exp 	target. For narrow money, MO, the target range 

for 1 	will be 1-5 per cent, as foreshadowed in last 

year's 
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D. PUBLIC SECTOR FINANCES 

1. As I pointed out a moment ago, a sound monetary 

policy needs to be buttressed by a prudent fiscal stance. 

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

in t m Oace, government spending was fully financed 

by reven 	 taxation, with no need for government 

borrowing. 	the years, this simple and beneficent 

rule was inc 	ly disregarded, culminating in the 

catastrophe of 975-76, when the last Labour Government 

had a budget deficit, or Public Sector Borrowing 

Requirement, equivalent in today's terms to some 

£40 billion. 

gove o maintain a balanced budget; to ensure that, 

D3. This profligacy not on 

and the national humiliation 

ght economic disaster 

bail-out by the IMF. 

It also added massively to the burden of debt interest, 

not merely now but for generations to come. 

D4. Thus one of our main objectives, 	 first took 

office in 1979, was to bring down governm 	rowing. 

We steadily reduced the Public Secto Bjowing 

Requirement from the 5* per cent of GDP we inhe 

only three quarters of one per cent in 1986-87. 
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PA. A balanced budget is a valuable cliscipli 
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am able to tell the House that in 1987-88, the year now 

ending, we are set to secure something previously 

achieved only on one isolated occasion since the early 

1950s: a balanced budget. 

D5. Indeed, we have gone even further. It looks as if 

the final outturn for 1987-88 will be a budget surplus of 

£3 billion. 	Instead of a PSBR, a PSDR: not a Public 

Sec rlrowing Requirement, but a public sector debt 

repaym 

06. And, 411) ntally, even if there had been no 
privatisation . •ds at all, the resulting PSBR, at a 

half of one peeent of GDP, would still have been the 

lowest in all but one year since the early 'fifties. 

D7. Some two thirds o 

the PSBR I set at the 

result of the increased 

substantial undershoot of 

last year's Budget is the 

revenues that have flowed 

from a buoyant economy; while emaining third is due 

to lower than expected public (xpenditure, again the 

outcome of a buoyant economy 7 less in benefits for the 

unemployed, higher receipts from council house sales, and 

improved trading performance by t 	tionalised 

medium term. It represents security for the pres 

an investment for the future. Having achieved 

the 
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intend to stick to it. In other words, henceforth a zero 

PSBR will be the norm. 

D9. In the very nature of things, there are bound to be 

luctuations on either side from year to year. It is in 

this context that I have to set the precise fiscal stance 

for the year ahead, 1988-89. 

Dl0.rf,e already announced, in the Autumn Statement 

last 	ii1eer, a substantial increase in public 

expendit 	ns for 1988-89, amounting to an increase 

of over £47 b 	on in spending on priority programmes. 

This include 	n extra £700 million on the Health 

Service, an extr £600 million on education and science, 

and an extra £350 million on law and order. 	Moreover 

these increases were over and above the increases already 

in the existing plans: total increase in planned 

spending on the Health S 	is not £700 million but 

£1.1 billion in 1988-89. And I also announced in 

November, a corresponding se in spending on 

priority programmes in 1989-90 of)some £6 billion. 

Dll. These large increases in public expenditure for the 

coming year will be financed partly f 

debt interest resulting from the reduction 

borrowing. Debt interest now accounts for mo 

saving in 

vernment 

half 

a percentage point less of GDP than it did 	ree 

years ago. This may not sound very much, but it 

a saving of almost £3 billion a year. And the bal 
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ted outturn - that is to say, a further 

public secto epayment of £3 billion. 
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budget path I have set out in this year's MTFS should 

bring a further saving in debt interest of £21 billion a 

year by 1990-91. What all this means is that, within a 

given total of public spending, more can be devoted to 

A) riority programmes. 

D12. But even so, the increased public spending now 

planned for 1988-89 inevitably means less scope for 

red 	ij1 axation. Moreover, I have decided that for the 

year i 	tely ahead, the path of prudence and caution 

What this means is that it will not be possible in 

this Budget to reduce the burden of taxation; that is to 

say, to reduce taxationA 	share of GDP. 

0 
‹ 

However, the House may e pleased to know that, with 
0 

a strong and healthy econo 	constant burden of 

taxation implies a reduction in t:ax rates. 
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E. TAX REFORM 

El. I indicated at the outset that this will be a 

‹' adical, tax-reforming Budget. 

Over the past few years there has been increasing 

recognition, throughout the industrialised world, of the 

imp 	 of tax reform in improving economic 

perfor 	And for us in this country, the lesson is 

underlin 	• the success of the reform of business 

taxation I 	ced in my first Budget, at the start of 

the last Parl 

But while tax reform is a simple matter for the 

armchair critic, it is very much more difficult in 

practice. 	It is diff' 

politically - since any 

creates powerful vested i 

technically and difficult 

ystem, however it arose, 

ests in favour of the status 

quo. Nor, indeed, is it right 	change should be too 

violent. 	People have a right (ho expect a reasonable 

degree of stability in the framework within which they 

order their affairs. 	But stability should not mean 

immobility. That way lies national dec 

1 
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The tax-reforming Chancellor thus has to tread a 

careful path. That I have sought to do in this Budget. 

Inevitably, it means that I cannot do, in a single 

Budget, everything that arguably should be done. But the 

roposals I shall be making today amount to a substantial 

and coherent package which will be of increasing benefit 

to the taxpayer and the economy as a whole in the years 

to come. 

propose to turn to the reform of personal 

taxation 	doing so, I shall be guided by four basic 

principles. 	t, the need to reduce tax rates where 

they are clea 	t 	high. Second, the need to reduce or 

abolish unwarra ed tax breaks. Third, the need to make 

life a little simpler for the taxpayer. And, fourth, the 

need to remove some manifest injustices from the system. 
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F. INDEPENDENT TAXATION AND TAX PENALTIES ON MARRIAGE 

Fl. My first reform concerns the taxation of marriage. 

‹ 

F2. The present system for the taxation of married 

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

marr 	oman as if it belonged to her husband. Quite 

simply is no longer acceptable. 

F3. This 

consultation 

atter on which there has been extensive 

time has come to take action. 

I therefore propose a major reform of personal 

taxation, with two objectives. 	First, to give married 

women the same privacy 	independence in their tax 

affairs as everyone els 	A d second, to end ways in 

which the tax system can p1ise marriage. 

I have decided to intro uce, at the earliest 

practicable date, April 1990, a completely new system of 

independent taxation. 

F6. Under the new system, a husband an 

taxed independently, on income of all N1 

taxpayers, male or female, married or single 

entitled to the same personal allowance, which 

will be 

All 

1 be 
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available against income of all kinds, whether from 

earnings, pensions or savings. 

In addition, there will be a married couple's 

llowance, equivalent in value to the difference under 

the old system between the married man's allowance and 

the single allowance. This new allowance will go in the 

first 	stance to the husband, so that his tax threshold 

doe 	all. But if he does not have enough income to 

use it i. 	11, he will be able to transfer any unused 

portion 0  wife, to set against her income. 

This ens 	h t the tax system will continue to 

recognise marri 	, as it should do. At the same time, 

from 1990 married women will pay their own tax, on the 

basis of their own income, and have their own tax return, 

when one is necessary. 	will, of course, be nothing 

to stop married women sking their husbands to 

handle their tax affairs, 	b ore; and many will no 

doubt do so. But what matte 	that, for the first 

time ever, married women will ha 	the right to complete 

independence and privacy so far as tax is concerned. 

F9. In the same way, a husband and wi 

independently on any capital gains they ma 

annual exemption each, instead of one betwe 

I be taxed 

with an 

as 

now. But transfers of capital between husban 	ife 
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criticism. I propose to put a stop to it as fro 

this year. Thereafter, the £30,000 limit on m 

ust 
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will continue to be entirely free of any liability to 

tax. 

F10. As I have said, the new system will come into force 

n 1990. 	This is much sooner than would have been 

possible for most of the alternatives that have been 

canvassed. The necessary legislation will be contained 

in th 	year's Finance Bill. The cost of this historic 

refo 	ich for the first time ever gives a fair deal 

to mar 	men, will be £550 million in 1990-91. 

Fll. I ment 	few moments ago the tax penalties on 

marriage. It early wrong that some couples should 

find themselves aying more tax, simply because they are 

married. I propose to put that right. 

Independent taxati 	itself will remove the most 

common penalty - the taxatOlo 	f a married woman's income 

at her husband's top rate 	there are other tax 

penalties on marriage, and I 	se to abolish all of 

them. These changes need not a'ait the introduction of 

Independent Taxation. 

Under the present system an unmarri e can get 

twice as much mortgage interest relief 	married 

couple. This has attracted increasing - and 	s 	i d - 
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interest 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 widely welcomed. Existing mortgages 

ill be unaffected. 

Another anomaly is that an unmarried couple with 

child -, can each claim the Additional Personal Allowance 

than a 

confine 

with effect 

liA 
Thus this udget will not only, for the first time 

ever, give married women a fair deal from the tax system. 

It will also eliminate, for all practical purposes, all 

the other tax penalties under the present system, 

can arise on marriage. 

4 

intelt.z. rr single parents, and thus get more tax relief SI  
1‘ 
dry couple in the same position. I propose to 

(' a single Additional Personal Allowance, 

pril 1989. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



  

0 
NOT TO BE COPIED BUDGET SECRET 

BUDGET LIST ONLY 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



17/G BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

G. BUSINESS TAXATION 

I turn now to business taxation. 

G2. The major reform of business taxation, which I 

introd ed in 1984, and which was completed in 1986, has 

give 	ne of the lowest Corporation Tax rates in the 

world. 	has encouraged overseas companies to invest 

in Brit 	 most important of all, has greatly 

improved the 	ity of investment by British firms. It 

is a crucial 	f an environment in which company 

profitability h /recovered to its highest level for some 

twenty years. It has succeeded in its objectives. 

I do not therefor 	ose any further changes to 

the structure of Corpo04 	Tax. 	And the main 

Corporation Tax rate for I 	will be unchanged at 

35 per cent. 

But I do have some changes to propose to specific 

aspects of business taxation. 

G5. British exporters have done extremely 

years, thanks to major improvements in ef 

quality. But no exporter could honestly claim 

success hinges on the fact that the cost of enter 

recent 

and 

his 
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overseas customers is tax deductible, whereas business 

entertainment generally is not. I therefore propose to 

simplify the system by making all business entertainment 

non-deductible for tax purposes, including for VAT. 

I have also reviewed the complex and uncertain 

provisions governing company residence and migration in 

Secti 	482 of the Income and Corporation Taxes Act 1970. 

, companies will be treated as resident in 

the UK f 	urposes if they are incorporated here. A 

small number ompanies which are not incorporated in 

the UK, but 	trally managed and controlled here, 

will also con4nue to be classified as resident. 

Companies resident in the UK and wishing to migrate will 

be able to do so, provided they pay their tax first, 

including any accrued 

return, the anachronistic 

seek Treasury consent befc: 

criminal penalty, will be abol 

competitors. 

gains tax liability. In 

irement for companies to 

migrate, on pain of 

This will bring our 

of most of our major 

1 

rules broadly into line with those 

G8. In conjunction with my rt. 

Secretary of State for Energy, I propose 

the tax regime for the new generation of 

and onshore fields, so as to relate tax 

closely to profitability. Accordingly, my rt hon 

riend the 

tructure 

So 	basin 

liabi 	ore 
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G12. I have a number of proposals to give furthe 

small businesses and new businesses. These are 
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will shortly be bringing forward legislation to abolish 

royalties, from 1 July, for all such fields. At the same 

time, I propose to reduce the Petroleum Revenue Tax oil 

allowance for these fields to 100,000 tonnes per 

hargeable period. 

Coupled with the substantial oil tax reforms 

intro 	d in 1983, this will mean the end of royalties 

for 	ture fields. 	The pace of UK oil and gas 

activi 	lready made an impressive recovery from the 

oil price 	se of two years ago, and this change will 

sustain it. 

The 1986 Building Societies Act gives Building 

Societies the power, to convert themselves into 

companies, if they so wis 	At present, however, they 

would face a heavy, an.tended, tax charge if they 

did so. I propose to reci0y this. 

Gil. I have two changes 	ropose to the tax 

arrangements for Lloyd's. The first meets the only point 

Lloyd's have raised on last year's legislation on 

reinsurance to close. 	The second will •enefit both 

Lloyd's and the Inland Revenue by 	fying the 

administrative arrangements for taxing Llo 	pimbers. 
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source of enterprise, innovation, and new jobs, and their 

encouragement is a central theme of Government policy. 

The rate of business formation, net of failures, which 

has averaged 500 a week, week in, week out, since 1979, 

hows beyond any doubt the continuing vigour of this 

sector. 

G13. M 	new businesses have been greatly assisted by 

the 	ccessful Business Expansion Scheme, which has 

now be- 	. 'ing for nearly five years. During that time 

it has 	 new and expanding companies to raise 

equity finan 	Aiunting to some £150 million a year. 

AG14. However, t e rapid growth of the venture capital 

market since 1983 has meant that companies seeking 

relatively large amounts of equity investment can now 

raise these readily, wh 	aller companies looking for 

more modest amounts can stki nd it difficult to do so. 

G15. To improve the targeting 	, I therefore propose 

to introduce a limit of half aOmillion pounds on the 

amount any company can raise under the scheme in any one 

year. Investment should thus be better directed at the 

smaller, newer and riskier business 

those outside the South-East of England, 

find it hard to raise equity finance in oth 

rticularly 

an still 

In 

the special circumstances of the ship c .ing 

industry, however, the limit will be £5 million. 
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I have one further proposal affecting the Business 

Expansion Scheme. 

One of the key reasons for our economic transform-

ation has been the reform of the supply side of the 

economy. 

G18. The tax relief I introduced last year for 

pro 	ated pay will, in time, help to increase pay 

flexi 	and improve the working of the labour market. 

But if 	 1 firms are to expand further, and if we 

are to 	 on the substantial reductions in 

so have to make it easier for people 

to move to wher the new jobs are. 

G19. For 	years, 	the 	shortage of private 	rented 

accommodation has been 

The Government's proposa 

already going through the H 

stacle to labour mobility. 

deregulate new rents are 

Deregulation will, over 

time, substantially increase 	upply of housing for 

rent. But this will not happen inernight, and there is a 

case for a special incentive to speed up the process in 

the early years. 

G20. I therefore propose to extend the Bus 1-3 Expansion 

Scheme to include companies specialising in h;0 etting 

of residential property on the new assured tena 	i . 
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tax retirement relief so that, on top of the 

half of any gain between £125,000 and E 

be completely free of tax. 

BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

The BES is well suited to this task. Since full tax 

relief is given immediately, it should bring forward new 

investment straight away. 	And we will be building on 

success. 

The limit for this type of investment will be 

E5 million a year for any one company. 	But since the 

relief is specifically designed to provide an extra 

sti 	n the early years of the new regime, it will 

run on 	investments made before the end of 1993. 

This ch.. 	will powerfully reinforce the impact of 

deregulation 	vr iving the private rented sector of 

housing in Britri. 

In last year's Budget I raised the ceiling for 

capital gains tax retir 	relief from £100,000 of gain 

to £125,000. But I beliew 	is necessary to do more to 

help the small businessman w se -ntire wealth is tied up 

in his business and who is fac 	cut h the disincentive of 

a heavy capital gains tax bilV when he sells up on 

retirement. I therefore propose to extend capital gains 
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Lastly, on the small business front, I propose to 

increase the VAT threshold to £22,100, the maximum 

permitted under existing European Community Law. 

Throughout my time as Chancellor, I have been on the 

look-out for taxes to abolish. Abolition is clearly the 

simplest variety of reform. I have already abolished the 

National Insurance surcharge, the Investment Income 

sur 

gifts.fLy I propose to abolish a further tax: Capital 

Duty. 

Development Land Tax, and the tax on lifetime 

G27 At pres 

whenever they 

mpanies have to pay a 1 per cent duty 

ew capital - whenever, for example, 

a new company is formed or an existing company sells new 

shares to the public. This is undesirable on two counts. 

It is a burden on compa 	who need to secure external 

finance for expansion. 	792it discriminates against 

equity capital as compare with debt finance and bank 

borrowing. 

G28 Capital Duty is a relatively recent impost which had 

to be introduced in 1973 in compliance with our 

obligations under European Community 

relevant Community Directive has now 

Accordingly, I propose to abolish Capita 

effect from midnight tonight. 

But the 

amended. 

with 
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G29 At the same time, I propose to get rid of the Unit 

Trust Instrument Duty, a similar though much less 

substantial tax, which is levied at the rate of i per 

cent on all property put into a unit trust. I know the 

nit trust movement will welcome this minor relief, and I 

trust the benefit will be fully passed on to investors. 

G30. T 	cost of abolishing these two taxes will be of 

the 	f £100 million in 1988-89. Not counting minor 

impost 

taxes 

Budget. 

demise of Capital Duty brings the number of 

'1' olished up to five: an average of one a 

0 
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H. COVENANTS AND MAINTENANCE 

A

HHi. I now turn to an important area of personal taxation 

hich is ripe for reform and simplification: 	the 

taxation of payments made under deeds of covenant and 

maintenance arrangements. 

ts to charity will be wholly unaffected by 

the cha 	am about to propose. 

Other c 	s, and maintenance arrangements, are 

essentially wa 	f transferring income from one 

individual to another, usually from one member of a 

family to another, whether it is a parent or grandparent 

covenanting to a child, 	husband paying maintenance 

to an ex-wife. Most fin 	lal transfers that take place 

within families are righ 	and properly outside the 

scope of the tax system altog I propose, as far as 

is practicable, to take covenan 	and maintenance out as 

well. 	This will greatly simplify an unnecessarily 

complex part of the tax system. 

First, covenants. 	Charitable cov 	apart, I 

propose to take all new covenants made by 

or after today out of the tax system altog 

other words, people receiving payments under 

uals on 

In 

ts 
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will not be liable to tax on them, and those making the 

payments will not be able to claim tax relief on them. 

The tax treatment of existing covenants will continue 

H5. The largest single group of people affected by this 

change will be students, together with their parents, 

many 

to k.P 

whom nowadays choose to make their contributions 

ent maintenance grant by covenant. This has 

1970 of qpil age of majority from 21 to 18. 

arisen unintended by-product of the reduction in 

y indicated, those who have already 

made such covenants will continue to benefit from them. 

For new students, the parental contribution to the 

maintenance grant will e reduced to reflect the 

withdrawal of tax 4 ef on new covenants. 

My rt hon Friend the Secre 	of State for Education and 

Science will be publishing t (7 scale tomorrow. 

H7. One desirable side-effect of this reform is that 

students will no longer be deterred from taking vacation 

jobs because their covenant income has a 	ady absorbed 

their personal allowance. 

18. Student covenants apart, there wi 

compensation for the loss of tax advantage aris 	om 

these proposals. But once rates of income tax are 

no 
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present arrangements are complex and confusing for people 

going through separation and divorce. 	The tax system 

ought o intrude as little as possible, though it is 

reas t ) that there should be some recognition of the Air 
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reasonable levels, 	this 	is 	precisely the sort of tax 

shelter 	it is right to dispense with. 

H9. 	Next, 	maintenance 	agreements. 	Here, we tax the 

ecipient 	only 	to 	give 	tax 	relief 	to 	the payer. The 

fact 	 ex-husband is continuing to support his 

ex-wife. 

Accordinw, 	propose that, for new arrangements, 

those receiving payments under maintenance orders and 

agreements will no longer be liable to any tax whatever 

on them. 	Those making payments to a separated or 

divorced spouse will b 	to get tax relief up to a 

limit equal to the diffe<e 	between the married and 

single allowances. But the~ w 1 no longer be any tax 

relief either for payments 	this limit, or for 

maintenance payments to anyone ocher than a separated or 

divorced spouse. 

As for existing arrangements, the p 	rules will 

continue to apply in 1988-89 to all those 	e making 

payments under existing Court Orders or agreen. 	The 

same protection will also apply to those who ha e 	ady 

applied for Court Orders, provided these are 

30 June. 	From April 1989 there will be spla] 
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protection 	for rules 	to 	continue 

pre-existing 	arrangements. Divorced or 	separated 

spouses 	receiving 	maintenance under 	the present 	rules 

will be freed from tax on receipts up to the difference 

A' etween the married and single allowances. 

While the transitional provisions are inevitably 

somewh t complex, the new system will be very much 

sim 	an the old, for all concerned. At the same 

time, it will reduce the tax relief that can be • 

obtained 	 better-off payers of large amounts of 

maintenance, 	most couples the ex-husband will 

continue to e 	11 tax relief while the ex-wife will 

no longer be ta 

The reform of the tax treatment of maintenance I am 

proposing today will al 	ove one of the lesser known 

tax penalties - on marriageo 	relief greatly in excess 

of that which is available o a married couple will no 

longer be available to an unma 	couple who make large 

income transfers either betweenOthemselves or to their 

young children. 

H14. As I have already indicated, 

simplification of the taxation of 

maintenance, which I have proposed today, 

affects covenants to charity. Indeed, I have 

to help charities further. 
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H15. 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 

urther encouragement to charitable giving, and to assist 

the growth of the payroll giving scheme, I propose to 

double the limit on tax-allowable donations under the 

scheme rom £10 a month to £20 a month. 

Qab  
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Jl. I now turn to the taxation of spending. 

‹ `S 2. I have one change to propose today affecting the 

coverage of Value Added Tax, which will remain at 15 per 

cent. Confectionery was brought in to VAT by the RHM for 

Leed 	 in 1974, and the legal definition of 

conf 	 goes back further still to the days of 

purchas 	The emergence of new products has rendered 

this defi 	obsolete. 	In particular, recent legal 

decisions m 	 some cereal bars are subject to VAT, 

while others 	 I propose to clarify the law so 

that all cereal bars are taxed. 

J3. I propose to raise t 	excise duties as a whole in 

line with inflation, b ake some modest adjustments 

within the total, 	Te 2 uty on cigareltes and 

hand-rolling tobacco wino 	increased, by the 

equivalent, including VAT, 0 •-tween threepence and 

0 
fourpence for a packet of 20 cigarettes. This will take 

effect from midnight on Thursday. The duty on a packet 

of five small cigars will rise by twoper; Abut that on 

pipe tobacco will remain unchanged. 
	
W 

- I - 
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These changes will take effect from 6 o'clock 
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As ti RY INEhTol-TuTi9aNIYpi_ pose increases which, 

including VAT, will put about a penny on the price of a 

pint of average-strength beer and cider, fourpence on a 

bottle of table wine, and sixpence on a bottle of 

Asparkling or fortified wine. There will once again be no 

ncrease in the duty on spirits. These changes will take 

effect from 6 o'clock tonight. 

opose to reduce the duty on drinks known as 

'cool 	hich are mixtures of an alcoholic drink and a 

soft dr' 	as to encourage the young in particular to 

move to d 	ith a lower alcohol content. 	For the 

same reason, 	l.pose from 1 October to abolish the 

minimum duty c a 	on beer, which will encourage the 

promotion of low-alcohol beers. 

I propose once aga 	o leave the main rates of 

Vehicle Excise Duty unc 	ed. To recover the revenue 

forgone, I propose inuLease in petrol and dery duty over 

and above the rate of infla 	hich, including VAT, 

will raise the price of petrol 	between fivepence and 

sixpence a gallon, and that of dery by under fivepence a 

gallon. 

tonight. 

J7. In my Budget last year, I sought to p 	 e use 

of lead-free petrol, with all the environmenta 	fits 

it brings, by introducing a duty differential 
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TRUPQffil4PTtio;IN)nXbr  of garages selling 

lead-free petrol has more than trebled. But consumption 

remains disappointingly low. 

J8. Accordingly, I propose to double the duty 

Aifferential in its favour by exempting it altogether 

from the duty increase I have just announced for leaded 

This means that, despite the higher production 

pump price of unleaded petrol should in future 

t of ordinary 2-star petrol. 	I very much 

trol companies will now reinforce this 

tepping up their promotion of lead-free 

petrol. 

cost 

be b 

hope 

concessio 

petrol. 
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K. TAXES ON CAPITAL 

I now turn to taxes on capital. 

The emergence of the capital-owning democracy has 

been o 	of the most remarkable features of the 1980s. 

Enco 	by Government policy, almost three million 

famili 	bought their homes, bringing the total to 

nearly t 	h.eholds in three. And our proposals for 

personal pen 	which come in to effect in July, will 

give a new di 	i 	to pension ownership. 

But the most dramatic change has been in share 

ownership. 	In last year's Budget, I announced the 

results of a joint Trea tock Exchange survey of the 

number of shareholders inot 	country. This revealed 

that some 81 million people 	on adult in five - owned 

shares, about three times the Ir in 1979. 

A similar survey has been carried out this year. 

Despite all the stories of people taking quick profits on 

privatisation shares, and despite th 	k market 

collapse, the results show that the number 	dividual 

shareholders has if anything risen further o 	past 

12 months, to very nearly 9 million. This illu 	in 
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a quite remarkable fashion how the habit of share 

ownership is now taking root. 

K5. I have two proposals to encourage share ownership 

j
' till further to announce today. 

1(6. First, Personal Equity Plans are off to a successful 

start. Over a quarter of a million people took out plans 

in 149 d subscribed nearly £1 billion between them. 

To giv 

I propos 

£3,000. 

taken out th 

er encouragement to this form of investment, 

ncrease the annual limit from £2,400 to 

higher limit will apply to all plans 

K7. Second, measures to encourage employee share 

ownership have featured in seven out of the last eight 

Budgets. 	As a re t the number of approved 

all-employee share scheme 	risen from 30 in 1979 to 

over 1400 today, involving ell over 10,000 companies, 

and providing shares and optio 	well over 11 million 

employees. 

including the 

relax the 

. This 

es to 

out 

publication of draft clauses, I propo 

provisions of Section 79 of the 1972 Fin 

will make it easier for companies to provi 

their employees outside the approved scheme 

giving rise to an undue charge to tax. 

KB. Following extensive consultation, 
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companies and their 

  

employees. 

In previous Budgets I have already substantially 

reformed the taxation of capital, with the replacement of 

pital Transfer Tax by Inheritance Tax. But I believe 

this process can and should be taken further. Last year, 

I reduced the number of inheritance tax rates from seven 

to f 	This year, I propose to simplify the tax still 

furth 	evying it at a flat rate of 40 per cent. 

At th 	time I propose to raise the threshold 

from £90,00011%. 0,000. 

<>' 
K11. The increase in the threshold will reduce the number 

of estates liable to tax by a quarter allowing many more 

people to inherit the fam 	home free of tax. And the 

flat rate of 40 per c 	eans that for the family 

business, enjoying 50 per 	ent business relief, the 

effective rate of tax can ne0 	eed 20 per cent, one 

of the lowest rates in the indu 	ialised world. 

The Inheritance Tax reforms will reduce liability to 

tax at all levels. 	They will cost £ 	million in 

1988-89. 

Lastly, Capital Gains Tax. Strictly spe 	this 

should not be a tax on the original capital at 	or 
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arisen since 1982 are 

concerned, thanks to the indexation provisions 

introduced by my predecessor in 1982, and extended in my 

1985 Budget. 

<4 14. But for gains that arose before 1982, the tax falls 
largely on purely paper profits resulting from the 

rampant inflation of the 'seventies. In other words, it 

Q7bites 	ply, and capriciously, into the capital itself. 

Th 

Indeed, 

long been recognised as manifestly unjust. 

time I first entered this House I have 

argued that 	1 Gains Tax should fall only on real 

gains, and not 	er gains. I have therefore looked 

hard to see if the indexation provisions could be applied 

right back to the inception of the tax in 1965. 

Unfortunately, they cannot The necessary information is 

in many cases no longer 	able. 

Accordingly, I have o bring the base date 

for the tax forward from 1965 	982. That is to say, 

for all disposals on or after 6 April, that part of any 

capital gain which arose before April 1982 will be exempt 

from tax altogether, for individuals and 4.1evnies alike. 

W 

This Budget thus ends once and for all 	Justice 

of taxing purely inflationary gains. This 	nefit 

the economy by unlocking assets which have been vg.ly  
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sterilise a  EMIG E ToIt' SJE €0 INELii tax that would have 

arisen 	on any sale. And 	it 	will help many small 

businessmen and farmers in particular. 

K18. At present, the first £6,600 a year of capital gain 

<As tax free. The relatively high level of this threshold 

stems from the substantial increase my predecessor made 

in 1982, explicitly as rough and ready partial 

comp0 ion for the continued taxation of pre-1982 paper 

1990, a husbad,,d wife will each have their own 
c,  

threshold for capital gains tax as well as for income 

gain 

altoget 

threshold 

that, with 

that I have taken pre-1982 gains out of tax 

propose to reduce the capital gains tax 

,000. 	It should also be borne in mind 

troduction of independent taxation in 

economic difference between inc 

tax. 

K19. Rebasing the tax s 

system makes it possible 

closer to that of income. 

o produce a fully indexed 

ing the taxation of gains 

many people effectively have the option of choosing to a 

significant extent which to receive. 	And, insofar as 

there is a difference, it is by no means 	ear why one 

should be taxed more heavily than the oth xing them 

at different rates distorts investment ns and 

inevitably creates a major tax avoidance indu 
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pital gains taxed at 

30 per cent for everybody, higher rate taxpayers face a 

lower - sometimes much lower - rate of tax on gains than 

on investment income, while basic rate taxpayers face a 

higher rate of tax on gains than on income. 	This 

‹A ontrast is hard to justify. 

I therefore propose a fundamental reform. Subject 

to the 	base date, capital gains will continue to be 

work 	 as now, with the present exemptions and 

reliefs 	•articular, the principal private residence 

will rema 	free. But the indexed gain will then be 

taxed at the4 	tax rate that would apply if it were 

the taxpayer' 	al slice of income. In other words, 

I propose in 	 to apply the same rate of tax to 

income and capital gains alike. 

K22. These changes will ake effect until 6 April. 

Taxing capital gains ae . npeiie tax rates makes for 

greater neutrality in the tax 	 It is what we now 

do for companies. And it is aZio the practice in the 

United States, with the big difference that there they 

have neither indexation relief nor a sep ate capital 

gains tax threshold.  

The 	changes 	I 	have 	announced 	re 	 a 

thoroughgoing reform of capital gains tax whi 	11 
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benefit t hpi3VP-gigT UT PNItY, a major injustice. 

They will sharply reduce the damaging effects of the tax, 

while ensuring that capital gains remain properly taxed 

and the yield of income tax adequately protected. 

<A2 5. They are expected to cost £210 million in 1989-90. 

This reflects tax that should never have been levied in 

the first place. 
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L1. Finally, I turn to income tax. 

L2. There has been much discussion about the relative 

merits of tax reductions and public spending increases. 

This is a false antithesis. The plain fact is that if 

you have a strong economy, you can, over time, have both. 

And 
	

had both. And if you have a weak economy, you 

can 
	

ther.] 

The w 	strong economy is to boost incentives 

and enterprise 	, particularly in the modern world, 

that means keepi 	i come tax as low as possible. 

Income tax has now been reduced in each of the last 

six Budgets - the first t 	this has ever occurred. And 

the strength of the econ 

itself. 

L5. However, reforming Income Ta,6 is not simply a matter 

of cutting the rates. 	I also have to look at all the 

various allowances and reliefs to ensure that they are 

still justified. 

L6. With this in mind, I have a number o 

announce. 

- 1  - 
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First, forestry. 	I accept that the tax system 

should recognise the special characteristics of 

forestry, where it can take anything up to a 

hundred years between the costs of planting and the 

d 4 ncome from selling the felled timber. 

But the present system cannot be justified. 	It 

V 

enabl 	op rate taxpayers in particular to shelter other 

inco 	tax, by setting it against expenditure on 

forestr 

effective 

	

	6, free. Indeed a whole industry has grown 
1P 

up to prom•k<kNs particular form of tax avoidance. 

The time has come to bring it to an end. I propose 

to do so by the simple expedient of taking commercial 

woodlands out of the tax 	stem altogether. That is to 

say, as from today, 	subject to transitional 

provisions, expenditure o 	mmercial woodlands will no 

longer be allowed as a de 	for income tax and -2111110 

corporation tax. But, equally, 	eipts from the sale of 

trees or felled timber will no longer be liable to tax. 

present system that the exemption of comMt • 

It is, perhaps, a measure of the apdity of the 

woodlands 

from tax will, in time, produce a y 1f over 

210 million a year. 

le the proceeds from any eventual sale are 
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Lll. But in  B LGET tt Sl-e  0  UleYGo  ernment's objectives 

for the rural areas, I have agreed with my 

rt hon. Friends who have responsibilities for forestry 

and the environment that there should be a parallel 

increase in planting grants. 	Full details of the new 

ant scheme will be announced next week. 

BUDGET SECRET 

The net effect of these changes will be to end an 

incre 	ly blatant form of tax avoidance; to simplify 

the 	 em, abolishing the archaic Schedule B in its 

entiret 	 o enable the Government to secure its 

forestry 	ves with proper regard for the environ- 

ment, includ 	better balance between broad-leaved 

trees and coni 

Among the legacies of the years of penal top tax 

rates is the complicated special relief for large 

redundancy payments. 	T 	s no longer justified. 	I 

propose to increase the0  emption limit for these 

payments from £25,000 to 	 and to abolish the 

additional relief for larger am 
• 

L14. I have a few changes to propose following from the 

recommendations of the Keith Committee 

Revenue taxes. Most are designed to imp 

and to help the Revenue to uncover taxpaye 

declare all their income, particularly 

the Inland 

mpliance, 

do not 

arge 

amounts of tax are being lost. At the same tim 	ve 

reviewed the VAT enforcement regime, and have a nun 
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make life easier for 

businesses, while safeguarding tax revenue. Some of the 

penalties will be reduced from midnight tonight. 

L15. Next, benefits in kind - perhaps better known as 

‹i%erks. One of the biggest tax-induced distortions in the 
economy today is the growing tendency to provide 

remuneration in kind rather than in cash. 	It must be 

kr)  

and -<(‘ 
ax breaks of this kind. 

Far a 	y the most widespread benefit in kind is 

the company 	which is substantially undertaxed. 

Independent St d 	based on figures supplied by the AA, 

suggest that an employee with a typical company car may 

be taxed on only a quarter of its true value to him. 

This discrepancy 	oo great to be allowed to 

continue. 	On the othe hand, the scale of the 

undertaxation is so great thdt 	annot be put right in 

a single year. But in a Budget 	en I am able to reduce 

tax rates, there is a strong case for a substantial 

increase in the taxation of these benefits. I therefore 

propose to double the car scales for 	-89. This 

increase replaces the 10 per cent incre't1ich  I had 

ialready announced for 1988-89. The yield 	cis will  

righ move towards a system of lower taxes all round 

be £260 million in 1988-89. 
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abuse, as loans ostensibly taken out 

improvements are used for other purposes, a matter 

The 
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f car fuel adequately 

reflect the value of the benefit, and I propose to leave 

them unchanged for 1988-89. 

However, the taxation of the benefit of free car 

<4 rking threatens to become an administrative nightmare. 

I propose to exempt this particular benefit from tax 

altogether. 

L20. 

committ 

Mortgage i 

achieving th 

ortgage interest relief. This Government is 

the further spread of home ownership. 

relief has an important role to play in 

and will continue in place, against 

gher rates of tax. both the basic 

However, in addition to the decision to apply the 

£30,000 limit to the house 	flat, which I have already 

announced, and which wil 	ve the most widely-resented 

tax penalty on marriage, 	ave one further reform to 

\> propose in this area. 

This concerns the parallel tax relief for home 

improvement loans. Most of these loans are for fittings 

such as double glazing, and have played 	significant 

part in the recent growth of consumer cr 	ithout in 

any way contributing to the expansion of h 	rship. 

This may be partly due to the substantial 	for 
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which I introduced in the last 

correspondingly be increased by £240 and 

and £5205 respectively, and the new age allow 

limit will be £10,600. The upper limit of taxabl 

for the basic rate band will be increased to £19,3 

will 

£3310 

come 

me 

was the 
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ort from the Public 

Accounts Committee. 

I propose, therefore, to end tax relief for all new 

home improvement loans taken out after 5 April. Existing 

Cp me improvement loans will be unaffected. 	This is 

expected to yield £80 million in 1988-89. 

F .  lly, I turn to income tax itself. 

T%4 	tory indexation formula means that I should 

increase 	çe principal income tax allowances and 

bands by th 	ase in the RPI over the year to last 

December, or 	Y7 pcent, rounded up. I propose to do 

more than that; indeed twice as much. 

Thus the single allow ce will go up not by £90, as 

required by indexation, 	by £180, to £2605; and the 

married allowance will gocpt by £150 but by P.300, to 

£4095. 	The additional persoullllowance and widow's 

bereavement allowance will thu 	se by £120 to £1490. U 
0 

Similarly the single age allowance will rise by £220 to 

£3180 and the married age allowance by £360 to £5035. 

The higher allowances for taxpayers age 	and over, 
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L27. The inIMIDaETI LIST QINLYannounced  mean that the 

   

basic tax thresholds will be fully 25 per cent higher, in 

real terms, than they were in 1978-79, Labour's last 

year. Indeed, the married man's tax threshold will be at 

its highest level in real terms for nearly half a 

enturv. 

Given these substantial increases in the ma in 

allow. 	, I am taking the opportunity to simplify the 

systd ) abolishing three minor personal allowances 

which h 	n unchanged, in cash terms, for over twenty 

years: th 	keeper allowance, the dependent relative 

allowance, 	the son's or daughter's services 

allowance. 

In our general election manifesto last year, we 

committed ourselves to red ing the basic rate of income 

tax to 25 pence in the '.00n as it was prudent to do 

so. 	This pledge followed ci 	duct ion of twopence in the 

£ to 27 pence in last year's 

L30. At the time, this was regarded with some scepticism, 

not to say cynicism, by the Opposition, who no doubt 

recalled that Labour Governments reduce ta 	nly in front 

of an election, and at all other tim 	rease it. 

Indeed, shortly before last year's B 	the r t 

hon Gentleman the deputy leader of the Labou 	said 

this: 
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"I must 	lhe Chdricellor of something he already 

knows: whichever party wins the general election, 

the tax cuts he makes in this Budget will be 

reversed." 

L31. The time has come to put the rt hon Gentleman out of 

his misery. So far from reversing the 1987 Budget tax 

reductions, I propose to take this, the first opportunity 

sin 

pledg 

25 pence 

general election, to fulfil our manifesto 

basic rate of income tax for 1988-89 will be 

pound. 

The sma 	anies' rate of corporation tax will 

similarily be rocs to 25 per cent. 	This means that 

the basic rate of income tax, and the corporation tax 

rate for small companies, will both be at their lowest 

level since the war. 

Life Assurance premiu relief remains in place for 

policies taken out before 84 Budget. 	It has 

traditionally been given at hal  < 1-le basic rate of income 

tax. I therefore propose to reduce it from 15 per cent 

to 121 per cent. 	But, to give life offices time to 

adjust, this change will not take effe 

1989. 

I propose to reduce the additional 

applies :o the income of discretionary trusts 	or 

certain other purposes from 18 per cent to 10 per c 

which 
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L35. It 	 WsCI s qNS)gig- NiklY 1 predecessor, in his 

first Budget in 1979, reduced the top rate of tax from 

the absurd 83 per cent that prevailed under Labour to 

60 per cent, where it has remained ever since. 

2?36. At that time, this was broadly in line with the 

European average for the top rate of tax. It is now one 

of the highest. And not only do the majority of European 

coun 	now have a top rate of tax below 60 per cent, 

but 	 English-speaking countries outside Europe - 

not onI 	United States and Canada, but socialist 

Australia 	ew Zealand, too - the top rate is now 

below 50 per 	sometimes well below. 

The reason for the worldwide trend towards lower top 

rates of tax is clear. 	Excessive rates of income tax 

destroy enterprise, enc rage avoidance, and drive 

talent to more hospitab 	ores overseas. As a result, 

so far from raising addit 	1 revenue, over time they 

actually raise les. 

By contrast, a reduction in the top rates of tax 

can, over time, result in a higher, not a lower, yield to 

the Exchequer. Despite the substantial 	tion in the 

top rate of tax in 1979, and the subseq 	lition of 

the investment income surcharge in 1984, th 	ive per 

cent of taxpayers today contribute a third as 	again 

in real terms as they did in 1978-79, Labour's 1 

while the remaining 95 per cent of taxpayers actua 

less. 
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Afte 15VPcusHATssyky,. nt I believe the time 
has come to make a 	further 	reduction in the top rate of 

income tax. At present there are no fewer than 	five 

higher rates of income tax: 	40 per cent, 	45 per 	cent, 

A
50 per cent, per cent, and 60 per cent. I propose to 

bolish all the higher rates of tax above 40 per cent. 

This major reform will leave us with one of the 

simp 	systems of income tax in the world, consisting 

of 
	

rate of 25 per cent and a single higher rate 

n . 	And, indeed, a system of personal 

taxation 	 h there is no rate in excess of 40 per 

55 

cent. 

I believe that 40 per cent is an acceptable top rate 

of tax. But, bearing in mind that the basic rate of 

income tax is also the (rting rate, 25 per cent is 

still too high. 	 ‹) 

Since we first took °El 	1979, we have now 

reduced the basic rate of 	ebme tax from 33 per 

cent - one third - to 25 per cent - a quarter. Our aim 

should now be to get it down to a fifth - a rate of 

20 pence in the pound - as soon as w 	udently and 

sensibly can. 

L43. Meanwhile, I have today been able to re 

tax at all levels, with increases in both the 

allowances and the basic rate limit, and reducti 

come 

1 
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married man on average earnings in 1988-89 will be worth 

nearly £5 a week. 	The changes will take effect under 

PAYE on the first pay day after 14 June. They will cost 

£4i billion 	in 1988-89 over and above statutory 

indexation, of which three quarters represents the cost 

of increasing tax thresholds and reducing the basic rate. 

L44.t )total cost of all the measures in this year's 

Budget n on an indexed basis, is £4 billion. 
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M. PERORATION 

 

Ml. In this Budget, I have reaffirmed the prudent 

policies which have brought us unprecedented economic 

, treng th. 	I have announced a radical reform of the 

taxation of marriage, which for the first time ever will 

give married women a fair deal from the tax system. I 

have 	mina ted the long-standing injustice of taxing 

infl 	y gains, and abolished a fifth tax. I have 

rad ica 1 

that ther 	rate anywhere in the system in excess of 

40 per cent. 

After an Autumn Statement which substantially 

increased public spending in priority areas, I have once 

again cut the basic rate of income tax, fulfilling our 

Manifesto pledge of a ba 	e of 25 pence in the £ and 

setting a new target of 20Oe in the E. 

\> 

And I have balanced the B 

I commend this Budget to the House. 

rmed the structure of personal taxation, so 
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