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NOTE FOR THE QUEEN AND OVERSEAS POSTS

oS

I attach a note prepared with th qg?g,of FP. I suggest that, as

1S

last year, the same note shou e used for both the Queen and

overseas posts. o

2. It would be helpful to have your comgents by close on Thursday

so that we can prepare a final draft by Friday. We shall need to
check the numbers when we have finalised the national accounts
figures accounts and you have made final decisions about the PSBR.
The text will need looking at in the light of iggibpmendments to

the FSBR and the latest version of the speech.
(\@

C e

C J RILEY
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@989 BUDGET : SUMMARY OF MAIN POINTS /

0

economy remains in a very stfpﬁé/position. Growth has been

has |

T g
buozg%%?>over the past two g;ars, and unemployment{?s féiling
rapidly. Profitability ii/gpﬁ/at its highest 1level since the

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

1960s, productivity has” been growing rapidly, and companies are

investing fo future. The public finances are very strong.

R

i Vv This year's maintains the prudent and cautious approach to
grzﬁ financial pol gziﬁgblned with tax measures to improve the supply
“ﬁy side, ha ht about the transformation of UK economic

performance over th decaéfi)

V}'\“ ;

2. The main points are:-

2y

f8¥2 Dbillion} in

)
- a major reform of[:‘ u ;employeesnational
insurance contributions, with reductions of £3 a week

for most employees;

- no change in income tax rates; hresholds
increased in line with inflation; ;;j
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@ - meas r&utgcl‘lgl U}%Te E.ncluding abolition of
<§i§§i the pensioners' earnings rule and improvements in age

allowances;

<3§i§5- a reduction in the duty on unleaded petro} desig edIO
produce a pump price differential &gféafa gailon
oNlv a 14" d
Wi starg \A/\.\((/l

<E§§® ange in the main excise duties;

lncentlves for share ownership, including

vements to Personal Equity Plans;
ogith

82%\\Saxatlon cﬁ-pens*ene-aad life assurance

comparu.es & Spmr (hon Pﬂaﬁd fax
LSS,

fug/rvw Mame\J e 7;/«~$»_J />

- reform

Economic background

\ﬂgos L\M
seen majo rovements in the perforﬁance
WAL )i~

of the British economy. Since flatlon has averaged(g;

\/
compared Wltﬁ/{;% between 1974 and 19 t the same time we have
had an unprecedented anght years of gleady, sustainable growth
averaging in excess of 3% a year utput has grown faster in the

M K
1980s than(]all other European countries, reas it/ézs at
)
the bottom of the league lﬁTngIE;;VlOus two de

4. In 1988 total output grew by(?;), f ;) - ,ss year
ago. This 1is the first time since(~!.-“- 968 ’;7'~ have

been two successive years of growth above

g Cjéégt.
2
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Manufacturing ou ﬁUQﬁEEJn'%LQB_!ﬁ!};p

@@

y rapidly, by over 7% in

Cahemployment has fallen by over half a million in the past

j1988 following 5%% in 1987)6@—”%5%@%

Ne/un\k4¢(4uw{f4?uu

@

?ggg,Lhanﬂxn_any other major country.
in Lave B ﬁm@‘/ﬁfwh

) w—&iw}w/mr«rt(gm?iuw M/';J&.W»ew?tzm ﬁlr»vo

mv:,fn} fw» 7»:&# fm »mf'; f’”"h ot (ot (77 Ylgvl - Ovr n /mi
630 ;:> 7 A,V#Jﬂuhf’ - 10 ] h flae A N N~ )M e~
1e i ‘ease > O Z 7ea O DE ne <o
Ew 0 3 MM :
';.- Y '\‘ﬂ'n‘g?l e QO _JgIrow..ad ore p1a pace (@] er
<\‘
/’lm lu? k&r .‘ w’.‘wai‘ - /VWLM 7mn/'D\ Lrlw//t n W
7 4¢KA*ﬁ7.ﬂkvrmynwudmh.%umwa% gos .
6. Wlth consumer nditure also extremely buoyant, domestic

demand probably grew by bout. - 7% in

economy's capacity to supply. This

1988, faster than the

has led to an increase in

"
inflationary pressures and a widenika)(Eﬁf;ent account deficit.

over the last year, though the

The RPI has grown by about 7‘.
(exckindin totq maity ‘ ek
underlying inflation rate cu r th ds

figures put the current account d t-at
sbig> ;
but with a very largef{balancing ite <§

e
accounts this may well overstate the t

at about 5%%; published

£14% billion} in 1988,
Exttvn L

eficit.

N n,.w" hp(//m;v% N /( 24U A
L["/LA Mvﬂ:l—zy rflebne,
Since th summer, monetary pollcyyﬁhas been tightened
3

[ﬁ‘ to deal with the emerglng lnflatlo-.ry pressur s,l
o ..J(db_ .9 s’h/b.( M % m ‘!;‘Ug‘:"‘ r lu

M "~ { A l" E

eusteézpb&e—pat . ,Following two years of above .‘~ ge growth,

. S
§1ﬂ / the growth to be somewhat below - -ver t

coming year But even so, GDP in 1989 1is forecast 2%%)

~
higher

than in 1988, with the non-oil economy up by}3%

((“\

W, & U conigr (987 tot=
ﬁ;":{"m S Nav Al 5 u/%z Y 7N
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strongly, with a rise

. s BUDGET SECRET
@ (lnvestment is fo e&gD@E&M§;§e

On UL Ao [

Qii;ﬁi of 10%. RPI lnflatloq‘ls forecast to come down to 5%% by the end

f the year and 4%% by the middle of 1990.

oy A st Cnar
sloq/g?:n in domestic demand should 1lead /to awv -gradeai

imp nt ef/the current account. But this is unlikely to occur
quickly; continued buoyancy of investment will add to imports of
capital goods for the time being, and it will take some time

before the ions to industrial capacity feed through into

b i
rmance. The current account?is thus forecast %

better trad

the same as in 1988.

Budget strateqy iéé§g§§

9. The medium term financial strategy continues to provide the
malne
framework for the Government's(éEBﬁSLic policy, and this is the

tenth occasion on which it has been set out in the FSBR. Although

the precise form in which strategy has been expressed has

changed as the economy has i evolved, the essential

objectives remain the same. The ZZiiiing aim is to bring down

inflation by reducing the growth of m DP, and ultimately to

achieve price stability. ©

10. Short term interest rates w111 be held at whatever level is

/‘thﬁ"“} & i L.lfiik’y (7“ ‘ ‘ n :

necesséry
A
Decisions on interest rates will continue t

based on a
comprehensive assessment of monetary conditionézgs which
particular weight is given to the behaviour of MO and t hange
rate. The Chancellor is setting a target range of 1-5% §;§>§he
growth of MO in 1989-90; the 12 month growth rate is likely

begin the year above this range, but as the deceleration over

A

recent months contingésDiE shos [back vNEO® TO BE COPIED
BUDGET LISH.ONLY
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<§ii;> 11. its early years of office, one of the Government's main
<<iij;bject1ves was to bring down the rate of Government borrowing.
the public finances have been completely transformed, with the
in surplus for the last two years. It seems likely that

the<§;§§turn in 1988-89 will be a/debt repayment of £14 billion.

e :Y &b other

major country enjoys a comparable surpluqlngowes-much—%e"the

budget, the Chancel ieves that this should be approached
A e ——
umstances, with continuing str h of

domestic demand, substantial /;}ivatisation proceeds,

1ikedihood

a more

economy reverts t

finances wi tend to unwi
il

.

Fralt
_growth rate, a

indi o Chancellor has© budgeted for a further
substantJS‘l P‘SbDR\mzw bllllO 1989-90, before moving
gradually(faﬁards budget balance over edium term.

: o

ularly cautious approach is

Capital markets liberalisation

13. The Chancellor is introducing a substantia bexalisation of
the London sterling capital market. He is abolishi the queue
for bond and equity issues which has been operated b “ ank of
England since 1946, opening up the market for sterling/paper and

at the same time simplifying its regulatory regime

ime. .<§;é$fo
5
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and other bonds. Taken together all these changes should give

xation of deep discount

reater flexibility to those who issue capital in London; and

Q§§§>r choice to those who invest here.

and national insurance contributions

s
én. lomems” 2
14. The Chancellor is introducing a major reform of | national

insurance co ibutions, and tax measures which promote unleaded

o) He © alto M’Qtfvw
petro enco ider share ownership, and—improve-the-—taxatien
b b ) PI N (TOU S R s

T Nk e o
nsurance contributions
@%

15. The Chancellor is restructurlng employees' National

Employees' national

btaim~c i >
insurance contributions from ctobéf Employees whose earnings

re at or above the Lower Earningsg Limit (LEL) of £43 a week will

pay 2 per cent (86 pence) on eas ¥gs up to the LEL, and 9 per

cent on earnings above the

(UEL) of £325 a week.

......

e
: S
16. The Chancellor's reform ends the situation_ whereby many
lower paid employees found that a £1 increase = nings led to

an additional NIC charge greater than £1. The
everyone earning £115 a week or more will increase : week,

with lesser amounts going to those below that level.

rF b e p 1989-90 e SpSC o ONEL bV
year cost of the r m 27 3/4 billion 2 The grjﬁg art
of that will go to employees on below average earnings.
6
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em inffersonal allowances and
- Ve

raising th
Ll e e 5 e et
18. The income tax scale charges for company cars are being

increased by a third, bringing them closer into line with the true

value of the fits which company cars provide.

19. For eld§§§§235axpayers he 1is extending the higher age
allowance to tho

75 and over (at present, 80 and over); he
is reducing the r which the age allowance is withdrawn for
those earning £11,400;v an i i

e is abolishing the pensioners' earnings

(f
(ko)

‘4 ".
rule, thereby allowing those who choose to work on beyond the

statutory retirement age o without having their state

to do_ s
retirement pension reduced. Thnce Bill will also include

the new tax relief for pensi ' health insurance premiums
announced in January. o )
e |
W RN } ﬂhg QQK\J CHL({)(Z\?\J\ 7
DRI S L. Ao7
Excise duties A isn L T W / ( © E-H-NP/ g7 (S ’
/o (1. 0 y BB ¢ 45t AL
y A ol
{ 20. The Chancellor is increasing the duty differential between

leaded and unleaded petrol by
\ which shouldwresult in a pump-price differential

;éﬁ;; a galloq% He is also increasing the duty o
petrol, making the pump price at 1least as high star.
Together, these measures will accelerate the trend from<§§%§§é§fo

unleaded petrol.

7
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(iii;> 21 He is simplifying Vehicle Excise Duty rates, reducing their
umber by about one third. He is also increasing the VED paid by
es and by non-articulated lorries, so that the motoring taxes
ay will cover the wear and tear they impose on the roads,

putti heir taxation on a more equal footing with private cars

and articulated lorries respectively.

22, He is @ng no other changes to excise duty rates' ﬂt\ﬁ: j"",

Capital gains%
23, Independent :5 3 of husband and wife, being introduced
0eJNS

in April 1990, will give wives their own separate CGT threshold®.

In the light of that, the Chancellor is maintaining the exemption

limit at its present £5,000 a year.

Siws)
24. The exemption of gifts f has become a form of

tax avoidance. The Chancellor® 1 restrict the exemption in
future to gifts of businesses and £ d gifts to the heritage;
and to gifts between husband and wsz;i§>Gifts to charities will
also continue to be exempt.i f‘he Cha%cellor_j is doubling the

exemption from CGT for gifts of

e]%ﬁrom £3,000 to
£6,000, qfw tad Chat. P N B

Inheritance tax <§<€§§

25 The Chancellor will raise the threshold for inheri

from £110,000 to £118,000, in line with inflation.

8
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The Chancellor is raising the VAT registration threshold by

§imum allowed under EC Law, to £23,600.

27 The Finance Bill will implement the judgement of the

European Court of Justice requiring the UK to end the zero rating
of non-domest construction; of supplies of electricity and gas
to non-domggéggéﬁgnsumers, and of water and sewerage to industry;
of protective g and headgear bought by employers; and news
services (but nogigggéffpers, which continue to be zero-rated).

28. The 1loss of tﬁise ro-rates derives directly from the 6th
EC VAT Directive agreed to by the UK in 1977. -ﬂeno!ee;<E;;;sitiona)L
provisions will be included in the Finance Bill to assist commerce

and industry to adjust to the changes.

Charities : Ckgf?

o
29. The Chancellor is taking speciaﬁ@éééls to soften the impact
UQ~} s )

he is doubling

of the ECJ judgement on charities. Ig’ i
the annual amount which can be given tax free to charities under

the payroll giving scheme from £240 to £480- a year. He is

extending VAT exemption to cover all advertising harities. He
is also exempting from VAT fund-raising events

certain other fund-raising, including that for poli

a parties
and trades unions). He is changing the covenant rules s;:%:st the

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COP'Z) y

NOT TO BE COPIED



@@

‘ BUDGET SECRET NOT TO BE COPIED
National Trust a d&UrQﬁE-ErHlSILQN:IaX pffer members free or

cheap entry to their properties without loss of tax relief. And

exempting from special car tax vehicles . punehasedsby.

g @*ﬁq for leasing to the disabled.

A

Corporation tax

K

30+ The Ch ellor is increasing the level of profits which
the 25 per 11 companies rate applies from £100,000 to

£150,000 a ye increasing the threshold at which the 35 per

cent main rate a

changes will redu i§§§§§ tax burden for more than half the
z%éQ%@y pay the small companies rate. The

from £500,000 to £750,000 a year. These

companies which do no

Y — - ~ema - langea—ac:— DE cen

/‘/ e Lo 9#‘3}4} Jﬂ.mryu(aj ?1;,2‘5 ﬁ{{ tle yéf,gyﬁ&’ A“i (;.'{ﬁ;} £ m’?‘.\.,‘,&,‘;ﬁ ——

3% [Eé is raising t special rate 40 pe

corpdration tax pai ©0 not distribute

their profits« This

prevent té;/av6fa;;ce

N e pata
e, ki

\UF
Measures to encourage Jéde share ownershi

needed

e i

U i v - ; v],.) i
=T ovwdt—y g Sl crpraing
32, The Chancellor is introducing a number of specific tax

measures to encourage further widening of sh-.;ri:*frship. he

number of shareholders has, -encouragingly, rem:§§b — nd
| e LD it v

9 million ow he lgst”?éar despi ifficulties

10
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@i 33 He is incr L 00 the annual amount

which can be invested in a Personal Equity Plan, and allowing up
@ MubY=t fappsh = D

. y,f{ 34. He 1is increasing the aumber of shares which can be given to

an employee via an Employee Share Scheme, and

simplifying He is also removing obstacles to Employee
Share Ownershi which, like the share schemes, provide means
for employees to e shares in the companies employing them.

. s The Chancelloréiw' also make various improvements and

simplifications to the rules applying to Profit Related Pay.

36. Together these measures will;further stimulate wider share

ownership and the greater I fication of employees with the

: fﬁgﬁéﬁ%%%gizf: C{gf?
companies Yy i
©
Life assurance /1r

32 Following a £ni(ﬁ process of consultation with the Life

Assurance industry and others, the Chancello has decided to
introduce changes to the tax regime governi :? e Assurance
taking effect from 1 January 1990) al &

\S T Rges—ara. Lo
T o R Y pa—dho
he profits and expenses of pension busines§X a". ose

for 1life assurance, and teo—remedy defects in the tix xegime
Wi e A e~ 4 */“4@\,‘ ,

siecial to this industry h 2
/| growing.companie have—be Day q i 20 ® 3
v
11
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@ “iy——— | BUDGET LIS
484 i broadening of the tax basé

€ rates of tax paid on policyholders' income and gains

QE;;} 35 per cent and 30 per cent respectively to 25 per cent, the

ate of income tax. He will also abolish Life Assurance

)6 Duty, the special stamp duty paid on Life Assurance
policies.
ég. he --‘(:.). of—1 ion om-Li-fe-Assurance—busine il 1
ireld (%m 99-0=91prices——The—a anges a
broadty revenuas .Sﬁi . ~The Chancellor will phase in the overall
package, to al

W ividual companies time to adjust to the new
regime. <3§g§§

Unit trusts

40. The Chancellor will reduce from 1 January 1990 the
Corporation Tax rate payable <§;> certain unit trusts to 25 per
cent, the basic rate of income taﬁigiﬁé will also tax switches
between offshore umbrella funds, <§o ign their treatment with
that of UK-based trusts. These measuéggiilill put the UK unit

trusts involved in a better competitivg’pnsition to win businecss

as the EC market is liberalised.

Pensions Q!§§%§

41. The Chancellor will make an important deregula
occupational pensions, allowing employers to pay pensi

the Inland Revenue limits without, as at present,

12
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relief

<§ii;> maximum size of tax-privileged pensions and tax free lump sums,
ased on a salary of £60,000 a year indexed to inflation. These

es will apply to new pension schemes and new members of

ting pension schemes: existing members will not be affeifif::>

e
tﬁﬂﬂ' The Chancellor éE;~_inLrnduciag——a-sImITar—tap—for—ﬁefeenaf
4ggnsions_af§iis increasing the ta¥-free contributions which people

WesTrne . .
aged over 3?ES§§>make to bu%i}usﬁbpénsions) ;ulgﬁf & be Same 2armines
@ w'j‘n I 2 /\9\‘ W"Vbt‘!—wj fﬁikywﬁwi .
Car number pla $§:3>

43. The Chancell’@sl include in the Finance Bill provision
1 Cgég%}

for the sale to tb ¢ of ‘"cherished" car registration

numbers.

Security\ equipment

A

144, The | Chancellor/ will xempt rom Eaxatnsn as a bengfzz\%n

ind the security equipment ich employé s now / have é?
rovide risk fro rrorist and\\
_~ other attack
R
bﬂv«
Tax administration oy
)
45. The Chancellor will also inclunde in t ance Bill
provisions for fairer and more effective enforce T Inland
Revenue taxes; and to restore criminal sanctions agains venue
or Customs officials who reveal information about tﬁéi%é%égﬁe
affairs of taxpayers.
13
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The Budget continues the economic policies which have brought

t\>.the transiormation of UK economic performance over the last

Uduclr~ N~

decadé« It introduces a major reform of}rémployeeg’national

insurance contributions & and. takes- forward-—the-process.of tax.
naéerm.( At the same time, the Chancellor has budgeted for a

R
@7
L)

14
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substantial<§§§%§c Sector Debt Repayment in the year ahead.
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FROM: J. ANSON
8th March, 1989.

MR. RILEY
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(A PS/CST
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g’ L &f TEX ) Q@ e PS/EST ;
D O ‘igx \y) Sir Peter Middleton
A . Mr. Scholar
il é\ ///i Mr. Culpin
\ Mrs. Lomax
/f Mr. Gieve
K\ Mr. McIntyre

®)

NOTE FOR THE QUEEN AND OVERSEAS POSTS

w

Lo

Could I suggest some drafting amendments to your note,
primarily to group the earnings rule change with other national
insurance measures, and not, as at present, under the heading

of income tax.

2 I suggest, in the side-heading of paragraph 14, delete
"contributions", and amend the side-heading of paragraph 15
to "National insurance". Then add, after paragraph 16, a new

short paragraph, containing the substance of 1lines 4-8 of the

present paragraph 19:-

LT In addition - redeeming the last outstanding 1979
Manifesto commitment - he is abolishing the pensioners'
earnings rule, thereby allowing retirement pensioners who
choose to work on beyond the statutory retirement age to

do so without having their state retirement pension reduced."

The corresponding words in paragraph 19 should then of course
be deleted.

3 Other minor points, mainly to bring it into line with the

amendments I have already suggested in the "Budget in Brief":

= Paragraph 2, second indent, amend the concluding words

to read "reductions of up to £3 a week;".



BUDGET CONFIDENTIAL

Page 2, line 2, inset "retirement" before "pensioners".

In paragraph 15, delete the 1last 10 words. What
is being changed is the number of rates. It will
still be "depending on earnings". And the last 1line

is inconsistent with the existence of a UEL.

B

J. ANSON
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FROM: A C S ALLAN
DATE: 10 March 1989

Wicks
Scholar
Culpin
Sedgwick

S Davies
Gieve

Gilhooly
Matthews
Pickford

@ ac—Aeol o s ‘Wiss’simsdon

; Mr Tyrie

ful for your minute of 7 March. I attach

REFREERER

grateful for any comments_ by noon on Monday at the latest.

a revised version with ;;;s:omments incorporated. I should be

PCSET
%m

o

R
= O\

Wv£f7b —
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<€§§%§§§DGET= SUMMARY OF MAIN POINTS

The b
Kingdom has enjoyed two years of exceptionally strong growth. With

ound to this year's Budget is one in which the United

high investment, rapid productivity growth and a major improvement
in profitability, the UK 1is very well placed to build on the

achievements o ecent years. But the rapid expansion in the last

two years a roduced some build-up of inflationary pressures,
and monetary p has been tightened sharply since last summer
to deal with th is year's Budget therefore adopts a continued

prudent and cau approach to financial policy, and the
Chancellor is budget
sector debt. But t

reductions 1in taxati

for a further massive repayment of public
combined with further reforms and

national insurance contributions to
improve the supply side of the economy and continue the

transformation of Britain's economic performance.

o5 The main points are:-
- a public sector debt‘sore yment of [£14 billion] in

1989-90, the same as t outturn for 1988-89, with
gradual movement back towards alanced budget over the
medium term;
o
- a major reform of employees' national insurance
contributions, with reductions of £3 a week for most
employees; ¥y
- no change in income tax rates, tax thre increased

in line with inflation; =0

- measures to help the elderly, including aboli f the

pensioners' earnings rule and improvements age

allowances; C§§>>
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produce a pump p.ice differential of getting on for
10p a gallon (over 2p a litre) with 4 star leaded;

<§%%%§§S a reduction in the duty on unleaded petrol, designed to

- no change in the main excise duties;

- new X incentives for share ownership, including major
i ents to Personal Equity Plans;

- refor e taxation of life assurance companies and
some to the tax regime for occupational and
personal p ns.

Economic background <;;>§
3 The 1980s have seen major improvements in the performance of
the British economy. Since 1983 inflation has averaged under

5 per cent, compared with over 15 per cent between 1974 and 1979.

At the same time we have qggé‘ unprecedented seven years of

steady, sustainable growth averag‘g in excess of 3 per cent a
year. Output has grown faster in 1980s than in all other main
European countries, whereas the UK was he bottom of the league

in each of the previous two decades.

<
4. In 1988 total output grew by some 4% per cent, faster than
forecast a year ago. This is the first time for at least 40 years
that there have been two successive years of growth above 4 per
cent. Manufacturing output has grown particu rapidly, by
over 7 per cent in 1988 following 5% pe in“19874

more than in any other major country. We now have

Unemployment has fallen by over half a million in "%@st year,
Zé;g ople in

work than ever before.

5. Over the past seven years investment has grown ver <2§%§}y
twice as fast as consumption, and total business investment “is now

2
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er proportion of national income than ever before. And
ent has grown particularly strongly over the last iwo
ver the 1980s as a whole, investment has grown faster
than
a dramatic and sustained improvement in productivity growth, which

in any other of the main European economies. There has been

in manufacturing has exceeded that of all other major nations
during the '80

6. With con . expenditure also extremely buoyant, domestic
demand probabl gzif§>by about 7 per cent in 1988, faster than the
t

economy's capaci upply. This has led to an increase in

inflationary pres and a widening in the current account

deficit. The RPI ha
year, though the un f;%;igg inflation rate (excluding mortgage
interest payments) currently stands at about 5% per cent;

published figures put the current account deficit at around

by about 7% per cent over the last

£14% billion in 1988, but with a very large positive balancing
item in the external accounts this may well overstate the true
deficit.

Tk Since the Summer, monetary ﬁO cy, which must necessarily
play the key role 1in combating Vinflation, has been tightened
sharply to deal with the emerging infla @ ary pressures, and some
slowdown in real growth is probably inewﬁtable while inflation is
being brought firmly back onto a downward path. Following two
years of above average growth, the Chancellor expects growth to be
somewhat below trend over the coming year. But even so, GDP in
1989 1is forecast to be 2% per cent higher in than in 1988,

with the non-oil economy up by 3 per cent, thoug
course of 1989 is forecast to be rather less tha at 2 per
cent. Business investment is forecast to

strongly, with a rise of 10 per cent. Inflation as

BUDGE E
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a vement in the current account. Bu: this is wunlikely to

Qg%§§§§§;§ slowdown in domestic demand should lead in due course to
o

occu ickly; continued buoyancy of investment will add to
<

imports of capital goods for the time being, and it will take some

time before the additions to industrial capacity feed through into

better trade performance. The current account deficit is thus

forecast to b e same as in 1988.

Budget strateg%iiS@

9 The medium financial strategy continues to provide the
framework for the nment 's macroeconomic policy, and this is
the tenth occasion hich it has been set out in the FSBR.

Although the precise
has changed as the economy has itself evolved, the essential
objectives remain the same. The overriding aim is to bring down
inflation by reducing the growth of money GDP, and ultimately to

necessary, for as long as necess , to get on top of inflation.

achieve price stability. ;

10. Short term interest rates w1i§§?9held at whatever level is
Decisions on interest rates will ¢&o e to be based on a
comprehensive assessment of mone conditions, in which
particular weight is given to the behavieur of MO and the exchange
rate. The Chancellor is setting a target range of 1-5 per cent
for the growth of MO in 1989-90; the 12 month growth rate is
likely to begin the year above this range, but as e deceleration
over recent months continues it should fairl n come back

within it.

11. In 1its early years of office, one of the Gove
objectives was to bring down the rate of Government
Now the public finances have been completely transform
budget in surplus for the last two years. It seems
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<§§%§§§§£;frn in 1988-89 will be a debt repayment of £14 billion.

N major country enjoys a comparable surplus.
1,

o
2. Although the longer term aim of fiscal policy is a balanced
budget, the Chancellor believes that this should be approached
gradually. The Chancellor has thus budgeted for a further
substantial P of almost £14 billion in 1989-90, before moving
gradually ba rds budget balance over the medium term.

Capital markets “/iberalisation
AV

13. The Chancellor
the London sterling

introducing a substantial liberalisation of

apital market. He is abolishing the queue

Qwﬁf#’§%sNbond and equity issues which has been operated by the Bank of
ngland since 1946, opening up the market for sterling paper and
at the same time simplifying its regulatory regime. He 1is also
making some consequential changes in the taxation of deep discount

and other bonds. Taken together al these changes should give

greater flexibility to those issue capital in London; and

wider choice to those who invest

Taxation and national insurance contr@bdﬁgbns

&

14. The Chancellor is introducing a majo® reform of employees'

national insurance contributions, and tax measures which promote
unleaded petrol and encourage wider share ownership. He is also
reforming the tax treatment of life assurance an aking changes

to the tax regime for occupational pensions.

Employees' national insurance contributions éi«i§3>

15. The Chancellor is restructuring employees' Nationa ance
contributions from the beginning of October. Emplo ose
earnings are at or above the Lower Earnings Limit (LEL) of V£ a

week will pay 2 per cent (86 pence) on earnings up to the LEL, and
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<§§;D cent on earnings above the LEL up to the Upper Earnings
<§§§§§g§?) of £325 a week.

L
16. he Chancellor's reform ends the situation whereby many lower
paid employees found that a £1 increase in earnings led to an
additional NIC charge greater than £1. The take-home pay of
everyone earni £115 a week or more will increase by £3 a week,
with lesser nts going to those below that level. The full
orm will be £2 3/4 billion, but the cost in
illion. The greater part of that will go to

year cost of
1989-90 will
employees on belo ge earnings.

Income tax <3§g§§
g%é?ig the

17. The Chancellor is r
k&#‘ the starting point for higher rate tax in line with inflation.

main personal allowances and

18. The income tax scale charges for company cars are being

increased by a third, bringing loser into line with the true

Quanv™ . . ;
value of the benefits which compan provide.
— LAl AT \Mw\ A
///Egi For elderly taxpayers -he i é>= ending the higher age

e allowance to those aged 75 and over (au<:;z‘ent, 80 and over); he
is reducing the rate at which the age allowance is withdrawn for

y\\those earnin £11,400; and he is abolishing the pensioners'
earnings ruléo thereby allowing those who choose to work on beyond

the statutory retirement age to do so without havin their state
retirement pension reduced. The Finance Bill Iy also include
the new tax relief for pensioners' health i premiums

announced in January.

%;r. speeel see | %

Excise duties
Taxc

7( 20. The Chancellor 1is increasing the gaf& differentia §%§§§n
, hich

leaded and unleaded petrol by almost 4 pence a gallon,

6
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<§§;b result in a pump-price differential of nearly 10 pence a
ggg§§§> one of the largest in the European Community. He is also
increggghg the duty on 2 and 3 star petrol, making the pump price
at least as high as 4 star. Together, these measures will

accelerate the trend from leaded to unleaded petrol.

(Y
)& 21. He is plifying)Vehicle Excise Duty rates, reducing their
e third. He is also increasing the VED paid by
y N
so that the(ﬁotonﬁng tax?i/f

: they Qﬁ&%\\/w&ﬁl\f\l- .}a@ wear, g}\%ﬂ W&ear they impose on the roads,
putting—the ¥e gﬁ

-

N
Lot T\
Aasad equal footing with private—ecazrs.

E i a more
: .
O ‘r:;’f‘v" ol=le <
2 ?‘i&\

‘ égéébanges to excise duty rates this year.

22. He is making no o

and_articulated

Capital gains tax

23. Independent taxation of husb and wife, being introduced in
April 1990, will give husban wives their own separate CGT
thresholds. In the light of thatK2%§§>Chancellor is maintaining
the exemption limit at its present ,000 a year.

o
24. The exemption of gifts from CGTbecome a simple form of

tax avoidance. The Chancellor will restrict the exemption in
future to gifts of businesses and farms and gifts to the heritage;
and to gifts between husband and wife. Gifts to charities will
also continue to be exempt. But the Chancellor -is doubling the
exemption from CGT for gifts of chattels from £ o £6,000 for
each chattel.

L
Inheritance tax Qi:ii:

25. The Chancellor will raise the threshold for inher
from £110,000 to £118,000, in line with inflation.

q
BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED |,

NOT TO BE COPIED



: BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

Qigigé\added tax
\%

26
the maximum allowed under EC Law, to £23,600.

Chancellor is raising the VAT registration threshold by

27. The Finance Bill will implement the judgement of the European
Court of Justi
non-domestic

requiring the UK to end the zero rating of

truction; of supplies of electricity and gas to
non-domestic rs, and of water and sewerage to industry; of
protective clo and headgear bought by employers; and news
services (but not pers, which continue to be zero-rated).

28. The loss of the -rates derives directly from the 6th EC
VAT Directive agree by. the WK ~4n . 1977. Transitional
provisions will be included in the Finance Bill to assist commerce

and industry to adjust to the changes.

Charities

29. The Chancellor is taking spéci steps to soften the impact

of the ECJ judgement on charities. r, he is doubling
the annual amount which can be given free to charities under
the payroll giving scheme from £240 £4 is
pay g9 ()g— ~ 't\ (nmm 9(,5 N&\mF( povk waed by
extending VAT e to cover all advertising by tlqu He JwM®

is also exempting from VAT fund-raising events by charities (and
certain other fund-raising, including that for political parties
and trades unions). He is changing the covenant rules so that the
bers free or
ief. And
g to the

National Trust and similar charities can off
cheap entry to their properties without loss of
%v he 1is exempting from special car tax vehicles}fo
disabled.

B

5&@« o) ey 35 @

\-% S
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<§g§§6kation tax

'L >
30. <;£2§Chancellor is increasing the level of profits up to which
the 25 per cent small companies rate applies from £100,000 to

£150,000 a year; and increasing the threshold at which the 35 per
cent main rate applies from £500,000 to £750,000 a year. These
changes will duce the tax burden for more than half the

companies whi do\ not already pay the small companies rate.

31. He is
companies - unquo nwpanies controlled by up to five people,

simplifying the tax regime for close
..\flming majority of small companies.

Measures to encourage wi hare ownership
V

32. The Chancellor is introducing a number of specific tax

measures to encourage further widening of share ownership.

33. He is increasing from £3,0 £4,800 the annual amount
which c¢an be invested in a Persopa quity Plan, and allowing up
to half that amount to be held in unhit trusts or investment trusts

investing mainly in UK equities. He wing new share issues,
including privatisation issues, to be into a PEP. The rules

governing PEPs will also be made simpler @nd more flexible.

34. He is increasing the value of shares which can be given to an

employee via an Employee Share Scheme, and simplifying the rules.
He 1is also removing obstacles to Employee Sha@§§;§
which, like the share schemes, provide means f

ership Plans
qﬁi?%%ployees to
acquire shares in the companies employing them.

35. The Chancellor will also make various impro and
simplifications to the rules applying to Profit Related

— 9
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ogether these measures will further stimulate wider share
owne ip and the greater identification of employees with the
comp for which they work.

Life assurance

37. Followi
industry an

process of consultation with the Life Assurance

rs, the Chancellor has decided to introduce
egime governing Life Assurance taking effect

The prefits -and expenses of pension business

o~ e Nonetok R T e
’<S~ those for life assufgncqy and defects in

changes to the
from 1 January
are to be separat
the tax regime spediz to this industry will be remedied. 1In

FRAIAg per O Y
future,fghe-ex enses ‘:Fi selling ngﬁjtggficies will be spread

against—profits— over seveh)years, but this broadening of the tax
base will be accompanied by a reduction in the rates of tax paid

on policyholders' income and gains from 35 per cent and 30 per
cent respectively to 25 per cent, the basic rate of income tax.

He will also abolish Life Assurance€)\Policy Duty, the special stamp
duty paid on Life Assurancecies. The Chancellor will
phase-in the overall package, toga individual companies time
to adjust to the new regime. <§?aw

©

Unit trusts

%

38. The Chancellor will reduce from 1 January 1990 the
Corporation Tax rate payable on certain unit trusts to 25 per

cent, the basic rate of income tax. He will als tax switches
between offshore umbrella funds, to align thegi eatment with
that of UK-based trusts. These measures will p (\v UKw " una £
trusts involved 1in a better competitive position\§72§§§>business

as the EC market is liberalised. Cfg:>
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39.
occupational pensions, allowing employers to pay pensions beyond

hancellor will make an important deregulatory change to

the Inland Revenue limits without, as at present, 1loss of tax
relief for the entire pension scheme; but at the same time he

and tax fr

will place a limit on the maximum size of tax-privileged pensions
p sums, based on a salary of £60,000 a year

indexed to inf . These changes will apply to new pension
schemes and n Q;f%?bers of existing pension schemes: existing

members will not cted. The Chancellor is increasing the
tax-free contributio hich people aged over 35 can make to buy
personal pensions, s to the same earnings cap as for

occupational pensions.

Car number plates
40. The Chancellor will include im\the Finance Bill provision for
the sale to the public of "cher car registration numbers.

o
Tax administration

<o
41. The Chancellor will also incl&g;zzzn the Finance Bl
ﬁ&( provisions for fairer and more effectldve enforcement o1 Inland

Revenue taxes; and to restore criminal sanctions against Revenue
or Customs officials who reveal information about the private
affairs of taxpayers.

__q %

42. The Budget continues the economic policies whic

about the transformation of UK economic performance ove last
decade. It introduces a major reform of, and redu in,
employees' national insurance contributions. At the sa rme,
/5
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R t in the year ahead.

R
0,
N
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CONFIDENTIAL
FROM: P N SEDGWICK
DATE: 13 MARCH 1989 ;ﬁ;
[
PPS ce Sir T Burns

Mr Riley
Mr Pickford
Ms Wallace

NOTE FOR THE QUEEN AND TELEGRAM FOR POSTS

A few points in addition to the one on the growth record on which I
have minuted separately.

Paragraph 3
The claim on inflation in the second sentence is only just true if

the time periods are chosen carefully. The RPI inflation rate
between January 1983 and January 1989 is a whisker over 5 per cent.
Further months with RPI inflation quite high (starting with the
February figure next week) will further weaken the claim, which
would be best expressed in terms of the average inflation rate
between 1983 and 1988.

Paragraph 7
Chapter 3 of the FSBR has a forecast for the growth of business
investment in 1989 of 8 per cent - not 10 per cent.

Paragraph 8
Last sentence: this claim refers to 1989.

.y

P N SEDGWICK
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FROM: A C S ALLAN
DATE: 10 March 1989

Wicks
Scholar
Culpin
Sedgwick
S Davies
Gieve
Gilhooly
Matthews
Pickford
Miss Simpson
Mr Tyrie

MR C J RILEY cc

FEFRERRER

NOTE FOR THE QUEEN AND OVERSEAS POSTS

The Chancellor was grateful for your minute of 7 March. I attach
a revised version with his comments incorporated. I should be
grateful for any comments by noon on Monday at the latest.
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Q1989 BUDGET: SUMMARY OF MAIN POINTS )

s i ——

The background to this year's Budget is one in which the United
Kingdom has enjoyed two years of exceptionally strong growth. With
high investment, rapid productivity growth and a major improvement
in profitability, the UK is very well placed to build on the
achievements of recent years. But the rapid expansion in the last
two years has produced some build-up of inflationary pressures,
and monetary policy has been tightened sharply since last summer
to deal with that. This year's Budget therefore adopts a continued
prudent and cautious approach to financial policy, and the
Chancellor is budgeting for a further massive repayment of public
sector debt. But this 1is combined with further reforms and
reductions in taxation and national insurance contributions to
improve the supply side of the economy and continue the

transformation of Britain's economic performance.

2 The main points are:-
- a public sector debt repayment of £(£14 billiogj/in
>( 1989-90, the same as the outturn fo 1988-89, with

gradual movement back towards a balanced budget over the

medium term;

- a major reform of employees' national insurance
contributions, with reductions of £3 a week for most

employees;

B no change in income tax rates, tax thresholds increased

in line with inflation;

- measures to help the elderly, including abolition of the
pensioners' earnings rule and improvements in age

allowances;



- a reduction in the duty on unleaded petrol, designed to
produce a pump price differential of getting on for
10p a gallon (over 2p a litre) with 4 star leaded;

- no change in the main excise duties;

- new tax incentives for share ownership, including major

improvements to Personal Equity Plans;
- reform of the taxation of life assurance companies and
some changes to the tax regime for occupational and

personal pensions.

Economic background

3. The 1980s have seen major improvements in the performance of
the British economy. Since 1983 inflation has averagedéénqég}—
5 per cent, compared with over 15 per cent between 1974 and 1979.
At the same time we have had an unprecedented seven years of

steadM growth averaging in excess of 3 per cent a

year. Output has grown faster in the 1980s than in all other main

European countries, whereas the UK was at the bottom of the league

R

4. In 1988 total output grew by some 4% per/cent, faste h

in each of the previous two decades.

forecast a year ago. This is the first time for
that there have been two successive years of growth above 4 per

cent. Manufacturing output has grown particularly rapidly, by

over 7 per cent in 1988 following 5% per cent in 1987.

J
L

Unemployment has fallen by over half a million in the past year,
more than in any other major country. We now have more people in
work than ever before.
/ vt B
?uéﬂij 5. Over the past seven years investment has grown 1E§£yk_4uunQ§:}
/

twice as fast as consumption, and total business investment is now



a higher proportion of national income than ever before. And
investment has grown particularly strongly over the last two
years. Over the 1980s as a whole, investment has grown faster
than in any other of the main European economies. There has been
a dramatic and sustained improvement in productivity growth, which
in manufacturing has exceeded that of all other major nations

e —————y

6. With consumers' expenditure also extremely buoyant, domestic
‘:]7 per cent in 1988, faster than the
economy's capacity to supply. This has led to an increase in

demand probably grew by

inflationary pressures and a widening in the current acnt
St

deficit. The RPI has grown by 7% per cent over the
year, thdugh the wunderlying inflation rate (excluding mortgage
interest payments) currently stands at aﬂunngj 5% per cent;
published figures put the current account deficit at around
£14% billion in 1988, but with a very large positive balancing
item in the external accounts this may well overstate the true
deficit.

i Since the Summer, monetary policy, which must necessarily

4 play the key role in combating inflation, has been tightened
sharply to deal with the emerging inflationary pressures.E?ad}gbme

> slowdown in real growth is probably inevitable while inflation is

ﬁ“ being brought firmly back onto a downward pagg%g;JEEilowing two

years of above average growth, the Chancellor e cts growth to be

~

/ somegbey elow, trend over the coming yea;@mwﬁﬁgweven so, GDP in \\
%ﬁw 1989 s forecast to be 2% per cent higher@nﬂﬁgthan in 1988,

Jy i
with the non-oil economy up by 3 per cent,E;hcugh—~growth——én——the i

¢

Ve X Aol 12 A
~ eents Business investment _is forecast to continue growing
7 }( strongly, with a rise of per cent. Inflation as recorded by

fﬁi; the RPI is forecast to come down to 5% per cent by the end of the
anll
F;&K) year and 4% per cent by the middle of 1990.

L S i |

.
v '@m@j Qfﬁwa%ﬁj
; e wabd B #ﬁwtﬁb//
N Th 8.



8. The slowdown in domestic demand should lead in due course to
an improvement in the current account. But this is wunlikely to
occur quickly; continued buoyancy of investment will add to
imports of capital goods for the time being, and it will take some

time before the additions to industrial capacity feed through into
better trade performance. The current account deficit is thus

forecast to be the same as in 1988. A

N
Budget strateqy
9. The medium term financial strategy continues to provide the

framework for the Government's macroeconomic policy, and this is
the tenth occasion on which it has been set out in the FSBR.
Although the precise form in which the strategy has been expressed
has changed as the economy has itself evolved, the essential
objectives remain the same. The overriding aim is to bring down
inflation by reducing the growth of money GDP, and ultimately to

achieve price stability.

10. Short term interest rates will be held at whatever level is
necessary, for as long as necessary, to get on top of inflation.
Decisions on interest rates will continue to be based on a
comprehensive assessment of monetary conditions, in which
particular weight is given to the behaviour of MO and the exchange
rate. The Chancellor is setting a target range of 1-5 per cent
for the growth of MO in 1989-90; the 12 month growth rate is
likely to begin the year above this range, but as the deceleration
over recent months continues it should fairly soon come back

within it.

11. In its early years of office, one of the Government's main
objectives was to bring down the rate of Government borrowing.
Now the public finances have been completely transformed, with the
budget in surplus for the last two years. It seems likely that



the outturn in 1988-89 will be a debt repayment of £14 billion.

No other major country enjoys a comparable surplus.

12. Although the longer term aim of fiscal policy is a balanced
budget, the Chancellor - believes that this should be approached
gradually. The Chancellor has thus budgeted for a further
substantial PSDR of almost £14 billion in 1989-90, before moving
gradually back towards budget balance over the medium term.

Capital markets liberalisation

13. The Chancellor is introducing a substantial liberalisation of
the London sterling capital market. He is abolishing the queue
for bond and equity issues which has been operated by the Bank of
England since 1946, opening up the market for sterling paper and
at the same time simplifying its regulatory regime. He is also
making some consequential changes in the taxation of deep discount
and other bonds. Taken together all these changes should give
greater flexibility to those who issue capital in London; and

wider choice to those who invest here.

Taxation and national insurance contributions

14. The Chancellor is introducing a major reform of employees'
national insurance contributions, and tax measures which promote
unleaded petrol and encourage wider share ownership. He 1is also
reforming the tax treatment of life assurance and making changes

to the tax regime for occupational pensions.

Employees' national insurance contributions

15. The Chancellor is restructuring employees' National insurance
contributions from the beginning of October. Employees whose
earnings are at or above the Lower Earnings Limit (LEL) of £43 a
week will pay 2 per cent (86 pence) on earnings up to the LEL, and



9 per cent on earnings above the LEL up to the Upper Earnings
Limit (UEL) of £325 a week.

16. The Chancellor's reform ends the situation whereby many lower
paid employees found that a £1 increase 1in earnings led to an
additional NIC charge greater than £1. The take-home pay of
everyone earning £115 a week or more will increase by £3 a week,
with 1lesser amounts going to those below that level. The full
year cost of the reform will be £2 3/4 billion, but the cost in
1989-90 will be £1 billion. The greater part of that will go to

employees on below average earnings.

Income tax

17. The Chancellor is raising the main personal allowances and
the starting point for higher rate tax in line with inflation.

He o trartestog
18.,\ﬁ'he income tax scale charges for company carsé;se-be-j:ng
incnoaeég by a third, bringing them closer into line with the true

value of the benefits which company cars provide.

Lol Bl loh o elderly taxpayers he 1is extending the higher age
allowance to those aged 75 and over (at present, 80 and over); he
is reducing the rate at which the age allowance is withdrawn for
those earninénwill,400; and he 1is abolishing the pensioners'
earnings rule, thereby allowing those who choose to work on beyond
the statutory retirement age to do so without having their state
retirement pension reduced. The Finance Bill will also include
the new tax relief for pensioners' health insurance premiums

announced in January.

Excise duties

o )
20. The Chancellor is increasing theE&utdeifferential between
leaded and unleaded petrol by almost 4 pence a gallon, E%hésﬁ?
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Cfshould result in a pump-price differential of nearly 10 pence a

gallon,E§ﬂe—o£_the—la;geet—in—the*ﬂuropean—Gemmunéﬁiz] He is also

increasing the duty on 2 and 3 star petrol, making the pump price

at least as high as 4 star. Together, these measures will
accelerate the trend from leaded to unleaded petrol.

M main

21. He is simplifyin hicle Excise Duty rates, reducing their

number by about one third. He is also increasing the VE id by

0u44iﬁggaches&;ndSby—nen-axtaeu&ated-larr;aigzso that the ;]

they pay will cover the wear and tear they impose on the roads,;(ﬁ)
putting their taxation on a more equal footlng w1th[§;&uate—ea£s

mﬂartlculated lorrles Gesiaee-‘e—a:vely? d.w;iz an W-w\
4 “ ﬁu‘ {m.&lﬂr !
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22. He is making no other changes to exc1se duty ‘rates this Year.

Capital gains tax

23. Independent taxation of husband and wife, being introduced in
April 1990, will give husbands and wives their own separate CGT
thresholds. In the light of that, the Chancellor is maintaining

the exemption limit at its present £5,000 a year.

24. The exemption of gifts from CGT has become a simple form of
tax avoidance. The Chancellor will restrict the exemption in

X future to gifts of businessesi;ﬁ@ farms and gifts to the heritage;
and to gifts between husband and wife. Gifts to charities will
also continue to be exempt. But the Chancellor is doubling the
exemption from CGT for gifts of chattels from £3,000 to £6,000 for
each chattel.

Inheritance tax

25. The Chancellor will raise the threshold for inheritance tax
from £110,000 to £118,000, in line with inflation.



Value added tax

26. The Chancellor is raising the VAT registration threshold by
the maximum allowed under EC Law, to £23,600.

27. The Finance Bill will implement the judgement of the European
Court of Justice requiring the UK to end the zero rating of
non-domestic construction; of supplies of electricity and gas to
non-domestic consumers, and of water and sewerage to industry;, of
/\ protective clothing and headgear bought by employers; anq« ews
services (but not newspapers, which continue to be zero-rated).

28. The loss of these zero-rates derives directly from the 6th EC
VAT Directive agreed to by the UK in 1977. Transitional
provisions will be included in the Finance Bill to assist commerce
and industry to adjust to the changes. B
;,.

Charities

29. The Chancellor is taking specia s eps_ to. soften the impact

s A;Mmm

of the ECJ Judgement on charltles. énnﬁﬁnnﬁha he 1s doubllng\
ﬁhe annual amount whlch can be given tax free to charities qnder )

I/

the payroll giving sc e_ from £240 to i £480 a year.f‘ He iéwwf*
ei§3hd1ng VAT]E;empttegﬁﬁo cover all advertlslng by charltleg\‘ He
is also exempting from VAT fund-raising events by charities (and
certain other fund-raising, including that for political parties
if“”aﬁa”ffaaéémﬁﬁioﬁé)fﬂ He is changing the covenant rules so that the
National Trust and similar charities can offer members free or
cheap entry to their properties without loss of tax relief. And
he is exempting from special car tax vehlcles for lea31ng to the

disabled. iy

Mfi\ﬁ 4L (r[
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Corporation tax

30. The Chancellor is increasing the level of profits up to which
the 25 per cent small companies rate applies from £100,000 to
£150,000 a year; and increasing the threshold at which the 35 per
cent main rate applies from £500,000 to £750,000 a year. These
changes will reduce the tax burden for more than half the

companies which do not already pay the small companies rate.
31.  He is greatly simplifying the tax regime for close
companies - unquoted companies controlled by up to five people,

which comprises the overwhelming majority of small companies.

Measures to encourage wider share ownership

32. The Chancellor is introducing a number of specific tax

measures to encourage further widening of share ownership.

33. He is increasing from £3,000 to £4,800 the annual amount
which can be invested in a Personal Equity Plan, and allowing up
to half that amount to be held in unit trusts or investment trusts
investing mainly in UK equities. He is allowing new share issues,
including privatisation issues, to be added into a PEP. The rules
governing PEPs will also be made simpler and more flexible.

34. He is increasing the value of shares which can be given to an
employee via an Employee Share Scheme, and simplifying the rules.
He is also removing obstacles to Employee Share Ownership Plans
which, like the share schemes, provide means for employees to

acquire shares in the companies employing them.

35. The Chancellor will also make various improvements and

simplifications to the rules applying to Profit Related Pay.
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36. Together these measures will further stimulate wider share
ownership and the greater identification of employees with the

companies for which they work.

a&l alhaseel zeﬁ.c;;tt;{»ﬁj &
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Life assurance B .
~—__ fertm N
37. Following a process of consultation with the Life Assurance

\

industry and others, the Chancellor has decided to introduce

changes to the tax regime governing Life Assurance taking effect

from 1 January 1990. Theégéoié%e—ené]expenses of pension business

are to be separated from those for life assurancei and defects in

the tax regime special to this industry will be remedied. 1In
Ve ekt by P 4

3Pt ned
future,Athe expenses of selling ne%k p% icies will be spread

A
over seven years, but this breadening-ef-—the—tax

Pbase will be accompanied by a reduction in the rates of tax paid
on policyholders' income and gains from 35 per cent and 30 per
cent respectively to 25 per cent, the basic rate of income tax.
He will also abolish Life Assurance Policy Duty, the special stamp

duty paid on Life Assuranc olicies. [The Changellor will
: nes  tuglinet i fy SHIN, % :
phase-in the o anies time

to adjust to the new regime.

Unit trusts

38. The Chancellor will reduce from 1 January 1990 the
Corporation Tax rate payable on certain unit trusts to 25 per
cent, the basic rate of income tax. He will also tax switches
between offshore umbrella funds, to align their treatment with
that of UK-based trusts. These measures will put the UK unit
trusts involved in a better competitive position to win business

as the EC market is liberalised.

10



Pensions

39. The Chancellor will make an important deregulatory change to
occupational pensions, allowing employers to pay pensions beyond
the Inland Revenue limits without, as at present, loss of tax
relief for the entire pension scheme; but at the same time he
will place a limit on the maximum size of tax-privileged pensions
and tax free lump sums, based on a salary of £60,000 a year
indexed to inflation. These changes will apply to new pension
schemes and new members of existing pension schemes: existing
members will not be affected. The Chancellor is increasing the
tax-free contributions which people aged over 35 can make to buy
personal pensions, subject to the same earnings cap as for

occupational pensions.

Car number plates

40. The Chancellor will include in the Finance Bill provision for

the sale to the public of "cherished" car registration numbers.

Tax administration

41. The Chancellor will also include in the Finance Bill
provisions for fairer and more effective enforcement qf;lnland
Revenue taxes; and to restore criminal sanctions against Revenue
or Customs officials who reveal information about the private

affairs of taxpayers.

Summary

42. The Budget continues the economic policies which have brought
about the transformation of UK economic performance over the last
decade. It introduces a major reform of, and reduction in,

employees' national insurance contributions. At the same time,

B |



the Chancellor has budgeted for a substantial Public Sector Debt
Repayment in the year ahead.

12
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NEW INTRO TO SUMMARY FOR QUEEN/POSTS

The background to this year's budget is one in which the United
Kingdom has enjoyed two years of exceptionally stron¢ growth. With
high investment, rapid productivity growth and a majcr improvement
in profitabilty, the UK is very well placed to build on the
achievements of recent years. But the rapid expansior. in the last
two years has produced some build-up of inflationary pressures,
and monetary policy has been tightened sharply since last summer
to deal with that. This year's Budget therefore adopts a continued
prudent and cautious approach to financial policy, and the
Chancellor is budgetting for a further massive repayment of public
sector debt. But this is combined with further

-reductions-[*] to improve the supply side of the economy and

continue the transformation of Britain's economic performance.

[* a general point: 'tax reforms and tax reductions' rolls off the

—

tongue much more easily than something likg//fﬁrther reforms and

oA

should we insist on scrupulous accuracy throughout Lhe Budget

documentation and briefing?]
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NOTE FOR THE QUEEN AND OVERSEAS POSTS

The Chancellor was grateful for your minute of 8 March, and the

enclosed draft note.

Sk The Chancellor has reworked the opening section (to
paragraph 14), and I attach his redraft. I also attach the rest of

your draft, with his preferred changes marked.

S

st

J M G TAYLOR
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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
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, give married women privacy and independence

and end tax penalties on marriage.

Economic Background

3. 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 icentury. 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.

4. In 1987, total output grew by 43 per cent, substantially

stronger than forecast a year ago, while inflation averaged 4z 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.

5% Manufacturing industry performed particularly well in 1987.
Manufacturing output rose by 53 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.

6. 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 £1% 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 83 per cent.

7% The Chancellor expects 1988 to be another year of healthy
growth with 1low inflation; and there 1is every prospect that
unemployment will continue to fall, although probably not as
rapidly as 1last year. The pace of growth is 1likely 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 337 per cent. Business
investment is forecast to grow particularly strongly, with a rise
of 83 per cent. As last year, inflation is forecast end the year at

4 per cent.

8. With growth in the UK likely to continue to outpace that of
most other major countries, particularly in continental Europe, and
with the o0il 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 o0il price will remain

close to recent market levels.



Budget Strategy

9. The medium term financial strategy continues to provide the
framework for the Government's economic policy, as 1t 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.

10. Interest rate decisions are based on a continous and
comprehensive assessment of monetary conditions so as to ensure
downward pressure on inflation. Industry has benefitted from the
greater stability of exchange rates over the past year, and the
Government will continue to pursue a policy of exchange rate
stability, with the rate against the deutschemark being of
particular importance. The Chancellor is setting a target range of
1l to 5 per cent for narrow money in 1988-89; like last year, there
will be no explicit target for broad money.

11. One of the Government's main objectives, since it first took
office in 1979, has been to bring down Government borrowing. Tt
has been reduced from 53 per cent of national income in 1978-79 to
only three-quarters of one per cent in 1986-87. 1In 1987-88, it now
looks as 1if the outturn will be a Budget surplus - something
previously achieved on only one isolated occasion since 1952.
[Check]

12. 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 as in 1987-88.
This is after allowing for the substantial increases 1in public
expenditure announced in last November's Autumn Statement,
including additional spending of over £1 billion on health.



Taxation

13. The Chancellor 1is introducing major reforms in personal
taxation, designed to sharpen incentives and provide a further

boost to the supply-side of the economy.

14, [Continue as in 0Odling-Smee draft.]

summary [ (x; /J;dn,(; bt )

Z??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.



X

Income tax

14. The Chancellor is raising the main personal allowances by twice
the amount needed to compensate for inflation - that is, by roughly
7% per cent. This includes the special age allowance for
pensioners. It also applies to the upper limit for the basic rate

band ( i.2. The foinf afF whith The 454&4 oilas "f i kg"‘)

15. 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.

A}ghdfmhy i fax -
16. The Chancellor is radically reforming the i i o

' ineemes. He is abolishing all e# the higher rates &#s@ax above 40p.

o

Income tax will, E?us be reduced from a six rate to a two rate
)
system; and the %&@ rate (reached at a taxable income of £19,300)

will be one of the lowestAi(n the world. W
- - [/ yEr

17. The income tax changes will benefit all 25 million taxpayers.

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

4 ¢ S f." e r it a“ ‘;',', :w ; ' ;
18. m%%m—emab;e— the Chancellor -tg a:eduerej sotte}\ Sfﬁ “l
: : s

14

reliefs in the income tax system,

income-tax-at.only.a. quarter

' o s 3
(o} ha hey—are worth 3 s Chs s OYr—1S—deub ng--that-with-effect

19. -Seeend, he is ending the tax shelter for forestry, which has
been widely criticised, and switching to an improved system of
grants .""- =TOTre = hich-wi maintairn Che—Governmen splanting

9o r=Ye ANad.. m—
opJFect el Gl

ive -.encourage-—in-particutar—the-planting-of-broad-leaved  _
tmacs. -Snt hiogh <ianls il be Ll Iigled, ey To eniominge Kty balance
behtay brisd- lend 12 and (i fers. Thert (s o Charge in The Covermmats Planfing sim.
20. é%ﬂ!%h, he is abolishing the tax relief on home improvement
loans, most of which are small and finance minor improvements such
as double-glazing, rather than extensions or ¥eéfe conversions? ﬂﬂd?tdﬁbx

hoee é&n%ﬁlmed s tonembatzs mor aeee intzres? relief an i frmisin
e hose }(nfe‘vm& . 6‘?
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-on pre=1984 1ife “assurance—premium-—payments is coming down to
i2¥%-per-cent. It is traditionally se

>

Excise duties

22. 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;

b. there 1is no change in the tax on spirits or pipe
tobacco, or in the main rates of vehicle excise duty:

the cos E of keepfm% VED unchanged will be financed from'ﬁb u¢(&md
petrol up nearf?k%p a gallon;

c. asto encourage switching, particularly by _the

young, from high-alcohol to low-alcohol drinks,theré‘

are reductions in the taxation of some low alcohol

\ toll-on—the road system.

Capital gains tax

S
23. Since 1982, capital gains tax has been charged only on real
X gains! i+f they have. been-made-—sinee——then: the paper gains which
simply reflect inflation are no longer taxed. But these arrange-
ments 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 earl%% , who cannot realise them without paying

substantial tax onfpaper gains made before 1982.

24. The Chancellor proposes to rectify this by exempting from tax
InFHlahimén..

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



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.)

26. 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.

27. At the same time the Chancellor is increasing the amount of
relief from capital gains tax which 1is available to a small

businessman selling his business on retirement.
Inheritance tax

28. The Chancellor 1is 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. 1In particular, it will allow ordinary

people to pass on their homes without being taxed.

29. The Chancellor is also reducing the tax from four rates to one
b (having reduced it from seven last year). The new flat rate will be
Xf 40 per cent. Foyr?g%ily 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

30. 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.

31. The VAT threshold is being increased by the maximum permitted
>< under EC la%;%-fe-wéaénbe £22,100.



32. 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.

33. 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.

34. 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 invaugeed—n-aylﬂﬂafz
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

34. The Chancellor is extending the Business Expansion Scheme,
under which investors obtain immediate tax relief for investment in
K i - ’x””‘quuﬂl 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, at—a—price—they can-affoxd.

Share ownership

35. 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

36. 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.

37. Most maintenance payments are made by divorced men to their
ex-wives or children. At present the 1Inland 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

o o
Lo K

to a limit, s A
and the single allowance. In 1988-89 this will be £1,490. Existing
arrangements will be protected, and existing recipients will be

tax relief on paymen separated or divorced wives, but only up

e difference between the married allowance

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

38. fn—theﬁggee—ef covenants between individuals, the Chancellor is
again making the income tax free in the hands qﬁﬁfﬁgipients. Tax
relief for donors is being abolished. The larges oup 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

39. 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

40. 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



XY

years, taxes the incFme of a married woman as if it belongeg%to her
&= e alyo . w .
husband.qﬁ PBhis canAiead to a tax penalty on marriage, whexe married

‘Vakpoupleslzggsmore tax simply because they are married. -~Tt=&tso

'~ denies privacy and independence to marriéa~;85557‘*—-\
[ho

A

41. 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.

42. 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

43. 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 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.

44. The Chancellor 1is abolishing two other tax penalties on

marriage, ahead of Independe@’_ xatio irst, moxrtgage—interest
t

% mortease in ot relie g
~red+def,. Ynder the present sys arried couple can get twice

as much relief temtoans—upto £60,000) as a married couple. {imited
to—£30,000). 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. IEXfo*inO borvavers Nill het B¢ Ctﬁ/é’chf”{.

45. 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. 1In
future unmarried couples will be entitled to only one Additional

Personal Allowance.



46. Thus the Chancellor is abolishing, for all practical purposes,
all the tax penalties which, under the present system, can arise on

marriage.

Shmmﬂvfb
[42 () )
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NOTE FOR THE QUEEN AND OVERSEAS POSTS

The Chancellor was grateful for the further comments from you and
others on the draft I circulated on Friday. I attach the final

version. I should be grateful if you could arrange for it to be

dispatched to Posts once the Chancellor has sat down.
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1989 BUDGET: SUMMARY OF MAIN POINTS

The background to this year's Budget is one in which the United
Kingdom has enjoyed two years of exceptionally strong growth. With
high investment, rapid productivity growth and a major improvement
in profitability, the UK is very well placed to build on the
achievements of recent years. But the rapid expansion in the last
two years has produced some build-up of inflationary pressures,
and monetary policy has been tightened sharply since last summer
to deal with that. This year's Budget therefore adopts a continued
prudent and cautious approach to financial policy, and the
Chancellor is budgeting for a further massive repayment of public
sector debt. But this 1is combined with further reforms and
reductions in taxation and national insurance contributions to
improve the supply side of the economy and continue the

transformation of Britain's economic performance.
253 The main points are:-

- a public sector debt repayment of £14 billion in
1989-90, the same as Lhe outturn for 1988-89, with
gradual movement back towards a balanced budget over the

medium term;

- a major reform of employees' national insurance
contributions, with reductions of £3 a week for most

employees;

- no change in income tax rates, tax thresholds increased

in line with inflation;

- measures to help the elderly, including abolition of the
pensioners' earnings rule and improvements in age

allowances;

- a reduction in the duty on unleaded petrol, designed to
produce a pump price differential of getting on for
10p a gallon (over 2p a litre) with 4 star leaded;



- no change in the main excise duties;

- new tax incentives for share ownership, including major

improvements to Personal Equity Plans;
- reform of the taxation of life assurance companies and
some changes to the tax regime for occupational and

personal pensions.

Economic background

3. The 1980s have seen major improvements in the performance of
the British economy. Since 1983 inflation has averaged 5 per
cent, compared with over 15 per cent between 1974 and 1979. At

the same time we have had an unprecedented seven years of steady
growth averaging in excess of 3 per cent a year. Output has grown
faster in the 1980s than in all other main European countries,
whereas the UK was at the bottom of the 1league in each of the

previous two decades.

4. In 1988 total output grew by some 4% per cent, faster than
forecast a year ago. This is the first time for a generation that
there have been two successive years of growth above 4 per cent.
Manufacturing output has grown particularly rapidly, by over 7 per
cent in 1988 following 5% per cent in 1987. Unemployment has
fallen by over half a million in the past year, more than in any

other major country. We now have more people in work than ever
before.
o 18 Over the past seven years investment has grown more than

twice as fast as consumption, and total business investment is now
a higher proportion of national income than ever before. And
investment has grown particularly strongly over the last two
years. Over the 1980s as a whole, investment has grown faster
than in any other of the main European economies. There has been

a dramatic and sustained improvement in productivity growth, which



in manufacturing has exceeded that of all other major nations

during the '80s.

6. With consumers' expenditure also extremely buoyant, domestic
demand probably grew by almost 7 per cent in 1988, faster than the
economy's capacity to supply. This has 1led to an increase in
inflationary pressures and a widening in the current account
deficit. The RPI has grown by 7% per cent over the past year,
though the underlying inflation rate (excluding mortgage interest
payments) currently stands at 5% per cent; published figures put
the current account deficit at around £14% billion in 1988, but
with a very large positive balancing item in the external accounts

this may well overstate the true deficit.

7/ Since the Summer, monetary policy, which must necessarily
play the key role in combating inflation, has been tightened
sharply to deal with the emerging inflationary pressures. Some
slowdown in real growth is probably inevitable while inflation is
being brought firmly back onto a downward path. Following two
years of above average growth, the Chancellor expects growth to be
somewhat below trend over the coming year: it is forecast at
about 2 per cent from now until the beginning of 1990. But even
so, GDP in 1989 as a whole is forecast to be 2% per cent higher
than in 1988, with the non-oil economy up by 3 per cent. Business
investment is forecast to continue growing strongly, with a rise
of 8 per cent. Inflation as recorded by the RPI is forecast to
come down to 5% per cent by the end of the year and 4% per cent by
the middle of 1990.

8. The slowdown in domestic demand should lead in due course to
an improvement in the current account. But this is unlikely to
occur quickly; continued buoyancy of investment will add to
imports of capital goods for the time being, and it will take some
time before the additions to industrial capacity feed through into
better trade performance. The current account deficit this year

is thus forecast to be the same as in 1988.



Budget strateqy

9. The medium term financial strategy continues to provide the
framework for the Government's macroeconomic policy, and this is
the tenth occasion on which it has been set out in the FSBR.
Although the precise form in which the strategy has been expressed
has changed as the economy has itself evolved, the essential
objectives remain the same. The overriding aim is to bring down
inflation by reducing the growth of money GDP, and ultimately to

achieve price stability.

10. Short term interest rates will be held at whatever level is
necessary, for as long as necessary, to get on top of inflation.
Decisions on interest rates will continue to be based on a
comprehensive assessment of monetary conditions, in which
particular weight is given to the behaviour of MO and the exchange
rate. The Chancellor is setting a target range of 1-5 per cent
for the growth of MO in 1989-90; the 12 month growth rate is
likely to begin the year above this range, but as the deceleration
over recent months continues it should fairly soon come back

within it.

11. In its early years of office, one of the Government's main
objectives was to bring down the rate of Government borrowing.
Now the public finances have been completely transformed, with the
budget in surplus for the last two years. It seems likely that
the outturn in 1988-89 will be a debt repayment of £14 billion.
No other major country enjoys a comparable surplus.

12. Although the 1longer term aim of fiscal policy is a balanced
budget, the Chancellor believes that this should be approached
gradually. The Chancellor has thus budgeted for a further
substantial PSDR of almost £14 billion in 1989-90, before moving
gradually back towards budget balance over the medium term.



Capital markets liberalisation

13. The Chancellor is introducing a substantial liberalisation of
the London sterling capital market. He is abolishing the queue
for bond and equity issues which has been operated by the Bank of
England since 1946, opening up the market for sterling paper and
at the same time simplifying its regulatory regime. He is also
making some consequential changes in the taxation of deep discount
and other bonds. Taken together all these changes should give
greater flexibility to those who issue capital in London; and

wider choice to those who invest here.

Taxation and national insurance contributions

14. The Chancellor is introducing a major reform of employees'
national insurance contributions, and tax measures which promote
unleaded petrol and encourage wider share ownership. He is also
reforming the tax treatment of life assurance and making changes

to the tax regime for occupational pensions.

Employees' national insurance contributions

15. The Chancellor is restructuring employees' National insurance
contributions from the beginning of October. Employees whose
earnings are at or above the Lower Earnings Limit (LEL) of £43 a
week will pay 2 per cent (86 pence) on earnings up to the LEL, and
9 per cent on earnings above the LEL up to the Upper Earnings
Limit (UEL) of £325 a week.

16. The Chancellor's reform ends the situation whereby many lower
paid employees found that a £1 increase in earnings led to an
additional NIC charge greater than £1. The take-home pay of
everyone earning £115 a weck or more will increase by £3 a week,
with lesser amounts going to those below that level. The full
year cost of the reform will be £2 3/4 billion, but the cost in
1989-90 will be £1 billion. The greater part of that will go to

employees on below average earnings.



Income tax

17. The Chancellor is raising the main personal allowances and

the starting point for higher rate tax in line with inflation.

18. He is increasing the income tax scale charges for company
cars by a third, bringing them closer into line with the true

value of the benefits which company cars provide.

19. For elderly taxpayers he 1is extending the higher age
allowance to those aged 75 and over (at present, 80 and over); he
is reducing the rate at which the age allowance is withdrawn for
those earning over £11,400; and he is abolishing the pensioners'
earnings rule, thereby allowing those who choose to work on beyond
the statutory retirement age to do so without having their state
retirement pension reduced. The Finance Bill will also include
the new tax relief for pensioners' health insurance premiums

announced in January.

Excise duties

20. The Chancellor is increasing the tax differential between
leaded and unleaded petrol by almost 4 pence a gallon. This will
mean the tax differential in the UK will be larger than that of
any other EC country except Denmark. It should result in a
pump-price differential of nearly 10 pence a gallon. He is also
increasing the duty on 2 and 3 star petrol, making the pump price
at least as high as 4 star. Together, these measures will

accelerate the trend from leaded to unleaded petrol.

21. He 1is simplifying the main Vehicle Excise Duty rates,
reducing their number by about one third. He is also increasing
the VED paid by buses and coaches so that the duty they pay will
cover the wear and tear they impose on the roads, and increasing
the duty on the heaviest non-articulated lorries, putting their

taxation on a more equal footing with articulated lorries.



22. He is making no other changes to excise duty rates this year.

Capital gains tax

23. Independent taxation of husband and wife, being introduced in
April 1990, will give husbands and wives their own separate CGT
thresholds. 1In the light of that, the Chancellor is maintaining

the exemption limit at its present £5,000 a year.

24. The exemption of gifts from CGT has become a simple form of
tax avoidance. The Chancellor will restrict the exemption in
future to gifts of businesses, farms and gifts to the heritage;
and to gifts between husband and wife. Gifts to charities will
also continue to be exempt. But the Chancellor is doubling the
exemption from CGT for gifts of chattels from £3,000 to £6,000 for
each chattel.

Inheritance tax

25. The Chancellor will raise the threshold for inheritance tax
from £110,000 to £118,000, in line with inflation.

Value added tax

26. The Chancellor is raising the VAT registration threshold by
the maximum allowed under EC Law, to £23,600.

27. The Finance Bill will implement the judgement of the European
Court of Justice requiring the UK to end the =zero rating of
non-domestic construction; of supplies of electricity and gas to
non-domestic consumers, and of water and sewerage to industry; of
protective clothing and headgear bought by employers; and of news

services (but not newspapers, which continue to be zero-rated).

28. The loss of these zero-rates derives directly from the 6th EC
VAT Directive agreed to by the UK in 1977. Transitional
provisions will be included in the Finance Bill to assist commerce

and industry to adjust to the changes.



Charities

29. The Chancellor is taking special steps to soften the impact
of the ECJ judgement on charities. He is extending VAT
zero-rating to cover all advertising by charities as well as
sterilising equipment used by charities. He is also exempting
from VAT fund-raising events by charities (and certain other
fund-raising, including that for political parties and trades
unions). In addition, he is doubling the annual amount which can
be given tax free to charities under the payroll giving scheme
from £240 to £480 a year. He is also changing the covenant rules
so that the National Trust and similar charities can offer members
free or cheap entry to their properties without loss of tax
relief. And he 1is exempting from special car tax vehicles

purchased for leasing to the disabled.

Corporation tax

30. The Chancellor is incrcasing the level of profits up to which
the 25 per cent small companies rate applies from £100,000 to
£150,000 a year; and increasing the threshold at which the 35 per
cent main rate applies from £500,000 to £750,000 a year. These
changes will reduce the tax burden for more than half the

companies which do not already pay the small companies rate.
31. He 1is greatly simplifying the tax regime for close
companies - unquoted companies controlled by up to five people,

which comprises the overwhelming majority of small companies.

Measures to encourage wider share ownership

32. The Chancellor is introducing a number of specific tax

measures to encourage further widening of share ownership.

33. He 1is increasing from £3,000 to £4,800 the annual amount

which can be invested in a Personal Equity Plan, and allowing up



to half that amount to be held in unit trusts or investment trusts
investing mainly in UK equities. He is allowing new share issues,
including privatisation issues, to be added into a PEP. The rules
governing PEPs will also be made simpler and more flexible.

34. He is increasing the value of shares which can be given to an
employee via an Employee Share Scheme, and simplifying the rules.
He is also removing obstacles to Employee Share Ownership Plans
which, 1like the share schemes, provide means for employees to

acquire shares in the companies employing them.

35. The Chancellor will also make various improvements and
simplifications to the rules applying to Profit Related Pay.

36. Together these measures will further stimulate wider share
ownership and the greater identification of employees with the

companies for which they work.

Life assurance

37. Following a process of consultation with the Life Assurance
industry and others, the Chancellor has decided to introduce
changes to the tax regime governing Life Assurance taking effect
from 1 January 1990. The expenses of pension business are to be
separated from those for 1life assurance and allowed against
pension profits only, and defects in the tax regime special to
this industry will be remedied. 1In future, tax relief for the
expenses of selling new life assurance policies will be spread
over seven years, but this will be accompanied by a reduction in
the rates of tax paid on policyholders' income and gains from
35 per cent and 30 per cent respectively to 25 per cent, the basic
rate of income tax. He will also abolish Life Assurance Policy
Duty, the special stamp duty paid on Life Assurancec policies. The
Chancellor will phase-in the new treatment of the expenses of
selling new policies to allow individual companies time to adjust

to the new regime.



Unit trusts

38. The Chancellor will reduce from 1 January 1990 the
Corporation Tax rate payable on certain unit trusts to 25 per
cent, the basic rate of income tax. He will also tax switches
between offshore umbrella funds, to align their treatment with
that of UK-based trusts. These measures will put the UK wunit
trusts involved in a better competitive position to win business

as the EC market is liberalised.

Pensions

39. The Chancellor will make an important deregulatory change to
occupational pensions, allowing employers to pay pensions beyond
the Inland Revenue limits without, as at present, 1loss of tax
relief for the entire pension scheme; but at the same time he
will place a limit on the maximum size of tax-privileged pensions
and tax free lump sums, based on a salary of £60,000 a year
indexed to inflation. These changes will apply to new pension
schemes and new members of existing pension schemes: existing
members will not be affected. The Chancellor is increcasing the
tax-free contributions which people aged over 35 can make to buy
personal pensions, subject to the same earnings cap as for

occupational pensions.

Car number plates

40. The Chancellor will include in the Finance Bill provision for

the sale to the public of "cherished" car registration numbers.

Tax administration

41. The Chancellor will also include in the Finance Bill
provisions for fairer and more effective enforcement of Inland
Revenue taxes; and to restore criminal sanctions against Revenue
or Customs officials who reveal information about the private

affairs of taxpayers.
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Summary

42. The Budget continues the economic policies which have brought
about the transformation of UK economic performance over the last
decade. It introduces a major reform of, and reduction in,
employees' national insurance contributions. At the same time,
the Chancellor has budgeted for a substantial Public Sector Debt

Repayment in the year ahead.
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