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NOTE FOR THE QUEEN AND OVERSEAS PO TS 

I attach a note prepared with tlie.A1 	of FP. I suggest that, as 

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

overseas posts. 

2. It would be helpful to have your consents 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 	tSmendinents to 
the FSBR and the latest version of the speech. 

C J RILEY 
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OA' 

economy remains in a very strong position. Growth has, been 
kaz /AI* 

over the past two years, and unemployment Cis fallingj 

rapidly. Profitability is now at its highest level since the 

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

investing fo 	futlire. The public finances are very strong. 

This year's 	maintains the prudent and cautious approach to 

financial poi 	bined with tax measures to improve the supply 

side, which ha 	 about the transformation of UK economic 

performance over th 	decade. 

2. The main points are:- 

a public sector Vt 	aymen f  game  billion/ in 

1989-90, the same 	1988-89/ a.f.ta.r.--al-lra'c7-f-er- 

prIvati-setdon-prntre-G1* th gradual movement towards 

a balanced budget over 	um term; 

a major reform of trkii--sta-E-$A421.ure-of.. employee; national 

insurance contributions, with reductions of £3 a week 

for most employees; 

no change in income tax rates; 	hresholds 

increased in line with inflation; 

1 
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j.ncluding abolition of 

the pensioners' earnings rule and improvements in age 

allowances; 

a reduction in the duty on unleaded petrol desig ed 
/0  

to produce a pump price differential 	a ga lon 
a 
wi 	starip  LAN,61(i) 

hange in the main excise duties; 

ne 	incentives for share ownership, including 

majo 	vements to Personal Equity Plans; 

reform oth,eaxation 016.-poito4Qao.fte4 life assurance 

companies 

4I*11'44  

Spt aik_r , 
eec7i k.___.0 - 

Economic Economic background  

telc5N 
The 	 seen majA> . rovements in the performance 

(6'3,  ,ft 	) 
of the British economy. 	Since 	flation has averaged(5%, 

011-,,) 

1,10 

compared with 5% between 1974 and 119Allkt the same time we have '1 

had an unprecedented e4Ipirt( years of 2Leady, sustainable growth 
Uglir-r7-2-,  

averaging in excess of 3% a year.e—aaput has grown faster in the 
al OK 

1980s than all other owisjoir/ European countries, 	reas *,'as at 

the bottom bottom of the league In e previous two d 

901J 
In 1988 total output grew by 41/2 %, f.ster th 	 year 

Ate 
ago. 	This is the first time since 	 have 

been two successive years of growth above 4 p 	nt. 

2 
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half a million in the past by over 

Ark,14217-tt, 

1,4,4 

z 	1‘43  tee'ik a 

grew by bout demand probably 7% in 1988, faster than the 

accounts this may well overstate the 

,Following two years of above 

hoftlAiplAm  it, 4( 1-14_, A. j 
644,--- tAi -  il-  

summer, monetary policy has been tightened 

emerging inflatiiti.iwiro  pressur s, 

."40‘..  
growth to be somewhat below‘C 

hk 
the Since 

BUDGETSECRET  1  NOT TO BE COPIED 
Manufacturing ou  palLiftWgrIT.ilniUrP.M1±Yr1  rapidly, by over 7% in 

6illi

1988 following 51/2% in 1987!)  

hk. . CUnemployment has fallen 

or country. tJe A.413 Lt--e m-everelac 

-6, 	0-0 /3--J 44- (4404.4071v,̂  40-1)  
t;i1 1,4Yte tt410. 
- 	/144 Stow  

tment has bean a major 	aeuroc el 
it4i01  Awe"- 

.2--The growth—of  total fixed 
tio 1.4 *fib 9.40 • Ovt• 

dull 	e£iyu.i 	ladt year  the- 
111- not, 

more rapid paws than 	other 

1140J 
402, moytiv 
nditure 

144,1 
4014,46 	gDs 
also extremely buoyant, domestic 6. With consumer 

economy's capacity to supply. 	This has led to an increase in 
1.4 

inflationary pressures and a widening current account deficit. 

over the last year, though the 
.4010,P,  
stands at about 51/2 %; published 

adteiu--3  
£141/2  billion in 1988, 

laal-anso--cd—payriv&at-s- but with a very 

underlying 

The RPI has 

figures put the 

inflation rate cu r6 
A 

current account 

larger-balancing ite 

grown by about 7 
1 

eficit. 

coming year. But even so, GDP in 1989 is forecast 	 21/2 %) 

11̀  higher than in 1988, with the non-oil economy up by 

t /1/,  ill 	f/trl'ISI-fr 	/9e9 	bg 
frtvv) nit, 4,4 4-1,• v 	71- 64̂ -L  
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(;

---investment is fo 

of 10%.  R21 

BUDGET SECRET 
reMPaElA4gTeCM IIX 

Inflatiolis forecast to come 
Gt,) 	Ceti 4-S 1,1  A,  ttgi 

c.irkkaP- 	) 
lead Jto atiggeteeitteri 

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 

f the year and 41/2% by the middle of 1990. 

slovf_Oown in domestic demand should 

nt (the current account. But this r(1;"  imp 

before the 

better trad 

ions to industrial capacity 

rmance. The current accoun 

feed through into 
?A 
Is thus forecast Mb 

the same as in 1988. 

Budget strategy 

NOT TO BE COPIED 
strongly, with a rise 

down to 51/2% by the end 

The medium term financial strategy continues to provide the 

framework for the Government's economic policy, and this is the 

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

the precise form in which 	trategy has been expressed has 

changed as the economy has 	 evolved, the essential 

objectives remain the same. Thee 	ing aim is to bring down 

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

achieve price stability. 

Short term interest rates will b held at 	.tever level is 
*•>14w 	- 	e.4 -el 4 	460 

necessary6-94_41slixe-that-laf 
A 

Decisions on interest rates will continue 

comprehensive assessment of monetary condition 

particular weight is given to the behaviour of MO and t 

rate. The Chancellor is setting a target range of 1-5% 	the 

growth of MO in 1989-90; the 12 month growth rate is li ely to 

based on a 

which 

hange 

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

recent months cottireWMEIDilot  of-e.i.-Tback 7_!'"T7-  

BUDGET LIS11_ONLY 
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cated. 	The .Chanc llor has<> 
alk,,ot- 144 

substantial PSDR o 	billio 

gradually'f&-!iards budget balance over 

budgeted for a further 

1989-90, before moving 

edium term. 
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11. 	In its early years of office, one of the Government's main 

&b.  i s umarkable, -i-mprevemeirt--i-rt-t-41e—fi-eacerr- -1:164-T-1:14;naft-i  iiiio other 

Emajor country enjoys a comparable surplus,  --awas-m4c4-4e-the 

,bueyeney-et 	conomv,  as well_a 

the 

bjectives 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 

L---- 15girkla7.-  -3  
urn in 1988-89 will be atdebt repayment of £14 billion. 

12. Although 

  

ger term aim of fiscal policy is a balanced 

budget, the Chancel ieves that this should be approached 

      

      

gradually. 	In prese 	umstances, with continuing strength of 

—domestic de 

/I 
likelihood hat some favourabl cyclical influences on the public 

finances wi tend to unwind as 	economy reverts to 	more 

sustainable 	owth rate, a 	ularly cautious approach isj 

and, substantial privatisation proceeds, t an the 

Capital markets liberalisation 

13. The Chancellor is introducing a substantia 	alisation of 

the London sterling capital market. 1.1) is abol 	the queue 

for bond and equity issues which has been operated b h :ank of 

England since 1946, opening up the market for sterlin 	r and 

at the same time simplifying its regulatory regime. 	He 	so 

5 
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citiniDa FaaIRIAT 	t  xation of deep discount 

 

and other bonds. Taken together all these 

reater flexibility to those who issue ,• r choice to those who invest here. changes should give 

capital in London; and 

and national insurance contributions 

14. The Chancellor is introducing a major reform of national 

   

insurance co ibutions, an 

petro enco ider share 

tri--savaalge, 

0-6-y 

d tax measures which promote unleaded 
1-1•E i',) &Ito 14-tirv"--Nr- AP 

ownership, arrel-i-mprreiAi-t4e-04tet-ieri 
A-4/LY 

'Ac.-S. 

Employees' national nce contributions 

15. The 	 restructuring employees' National 
PA ly 

insurance contributions from •cto.e 	Employees whose earnings 

are at or above the Lower Earning Limit (LEL) of £43 a week will 

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

cent on earnings above the LAllf o the Upper Earnings Limit 

(UEL) of £325 a week. 

  

rent-system in which- 

  

-111Cs--are-s4lar 

  

-depending on earning 

  

Chancellor is 

oe--#.140-sahola-cd-aweika--1-0y4= .ej-S-ell'rft`krrefG . 

16. 	The Chancellor's reform ends the S ituat 

lower paid employees found that a £1 increase 

an additional NIC charge greater than El. The 

everyone earning £115 a week or more will increase 

whereby many 

nings led to 

pay of 

a week, 

with lesser amounts goi 

year cost of the re 

g to those below that level. 	ful 
ir 	cAni- 	 0 i,411  

ion 	The gre 	art 

of that will go to employees on below average earnings. 

6 
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is reducing the r 
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e Chancellor 

Amps es 
raAsivi,hlort014in  /personal allowances and 

/125!_, 	 (4-0 1402- 

A. 	
A  

4.16A 	 a 

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. 

axpayers he is extending the higher age 

75 and over (at present, 80 and over); he 

which the age allowance is withdrawn for 

those earning £11,400 

 

tstanding 1579 

 

Man-ifestocommi.tmen--i e 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 Th 	nce Bill will also include 

the new tax relief for pensia 	health insurance premiums 

m 

1116 aic,„ eilkiri,4JA ? 

Excise duties 	A 61 
 

T-A,,,T1.?/ l t  t, 
20. 	The Chancellor is increasing the duty diffe ntial between 

Ai ki-e) 1/- 
leaded and unleaded petrol by cematili-ng-- 	 ce a gallon, 

which should result in a pump-price differential 	early 10 

pence a gallok. 	He is also increasing the duty 	 3 star 

petrol, making the pump price at least as high 	star. 

Together, these measures will accelerate the trend from 

unleaded petrol. 

7 

- -- 
I 	BUDGET SECRET 	NOT TO BE COPIED 
I BUDGET LIST ONLY 

announced in January. 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COP). 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

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 

y will cover the wear and t9ar they impose on the roads, 

put 	heir taxation on a more equal footing with private cars 

and articulated lorries respectively. 

He is 	no other changes to excise duty rates, 4k-Ce' jfitj 

Ca ital •ains 

Independent 	 of husband and wife, being introduced 

in April 1990, will g 	es t eir own separate CGT threshold. 

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

limit at its present £5,000 a year. 

tax 

24. 	The exemption of gifts f 
f; rA-' 

has become a  poaw  form of 

tax avoidance. 	The Chancellor<> 	I restrict the exemption in 

future to gifts of businesses and f 	d gifts to the heritage; 

and to gifts between husband and wi 	Gifts to charities will 

0 also continue to be exempt. 	The Chancellor is doubling the 
_ 

exemption from CGT for gifts of 	 chattels.  ,from £3,000 to 

£6,000 

Inheritance tax 

25. 	The Chancellor will raise the threshold for inher 

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

8 

I 
BUDGET SECRET 	NOT TO BE COPIED 

BUDGET LIST ONLY 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPep , 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



to soften the impact 
tirij 

he is doubling 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

Value added tax 

The Chancellor is raising the VAT registration threshold by 

mum allowed under EC Law, to £23,600. 

Ai 

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-dome 	nsumers, and of water and sewerage to industry; 

of protective 	g and headgear bought by employers; and news 

services (but no 	apers, which continue to be zero-rated). 

28. The loss of0 t se ro-rates derives directly from the 6th 
< 

EC VAT Directive agreed to by the UK in 1977.  lii*ItesmeeCLansitionai-

provisions will be included in the Finance Bill to assist commerce 

and industry to adjust to the chan es. 

Charities  

  

29. 	The Chancellor is taking special 

of the ECJ judgement on charities. 

the annual amount which can be given tax free to charities under 

the payroll giving scheme from £240 to £48 	year. He is 

extending VAT exemption to cover all advertisin 	arities. He 

is also exempting from VAT fund-raising events 

certain other fund-raising, including that for poli 

and trades unions). He is changing the covenant rules s 

itics (and 

parties 

t the 

9 
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measures to encourage further widening of sh 

number of shareholders 

9 million 

ober 1987. 

ership. he 

cul-4ies 

has,_,-ericouragingly, rem 

1 	year •espite the Stock Marke 

10 

National Trust a ild 
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offer 	members 	free 	or 

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

e is exempting 	from 	special 	car 	tax 	vehicles 	4Ammammeim-iley- 

for leasing to the disabled. 

Corporation tax 

30. 	The 

the 25 per 

£150,000 a y 

cent main rate a 

changes will redu 

Ch ellor is increasing the level of profits 	which 

11 companies rate applies from £100,000 to 

increasing the threshold at which the 35 per 

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

tax burden for more than half the 

dy pay the small companies rate. 	qiiiwa. e.  companies which do no al 

emm 

emviya 

40 pe cent the 

not distribute 

ent rules currently ) 

014 &f 	)"

• 	

W‘' 
0 

special rate 

corporation tax pai y lose 

lows 

kJ ,,a1J 
v 	al,  

Measures to encourage ideitare 	 
, 	

Kip-4v 
32. 	The Chancellor is introducing a number I. specific tax 

their profits. 

needed ..t6 prevent 

L3 Jti 414 

31. Efe is raising 

This 

tax avoidance 'CO 
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AMP 	14M0QINLY4,  300 the annual amount 

ownership and the greater fication of employees with the 

companies 

Life assurance 

33. 	He is incr 

which can be invested in a Personal Equity Plan, and allowing u 
k-__4 .  iti,Vhil—i' f  I 

half that amount to be held in unit trustspnvestingAtin 
/4e t,9 

ities. 07!:EiN6  trill---15'13  allow  el Fe iaolud@new share issues, 
A 

ng privatisation issues)) The rules governing PEPs will 

ade simpler and more flexible. 

34. 	He He is increasing the 444imber of shares which can be given to 

an employee 	-tax free via an Employee Share Scheme, and 

simplifying 	ules. 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. 

The ChancellorS 	also make various improvements and 

simplifications to the rules applying to Profit Related Pay. 

Together these measures wil further stimulate wider share 

of consultation with the Life 

Assurance industry and others, the Chancello has decided to 

introduce changes to the tax regime governi Assurance 

taking effect from 1 January 1990._)  
-- n - r-4114

te The  profits and expenses of pension busines"-Va P",91 

for life assurance, and to--zemady defects in yievAtikegime 
400 11 

tiat I/. ett4,-\-3. 	
. ... _ ii.AN•lis 

.0=wing  

11 
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Pensions  

  

41. 	The Chancellor will make an important deregula 

44,4) citt44Ai 5tutitti /44,4) 	0,-rt 

	 ••••0/1*0  

btet SECRET 	NOT TO BE COPIED 
BUDGETLISTONLY 	up 	6,e(;N--C4A—) 

broadening of the tax .ase 

of tax paid on policyholders' income and gains 

35 per cent and 30 per cent respectively to 25 per cent, the 

ate of income tax. He will also abolish Life Assurance 

Duty, the special stamp duty paid on Life Assurance 

policies. -, 

11 

some 

,broadly 

package, 

regime. 

Unit trusts  

. 	-,The-other-iel 	al ges are 

The Chancellor will phase in the overall 

135 ividual companies time to adjust to the new to 

40. 	The Chancellor will reduc 	from 	1 January 	1990 	the 

Corporation Tax rate payable 	certain unit trusts to 25 per 

cent, the basic rate of income ta>. 	e will also tax switches 

between offshore umbrella funds, to ign their treatment with 

that of UK-based trusts. These measu ill put the UK unit 

trusts involved in a better competitivpnsition to win business 

as the EC market is liberalised. 

ange to 

occupational pensions, allowing employers to pay pens]. 	eyond 

the Inland Revenue limits without, as at present, loss 	tax 

12 
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Car number 1 

43. The Chancell 

for the sale to th 

numbers. 

Security equipment 

44. / The Chancellor will -xemP't rom taxation as a benefit in 

the security equipment which o 	employers now have to 

ek,  OV 	 
SEX3F1Er 	NOT 	COPIED 

plac on the 

maximum size of tax-privileged pensions and tax free lump sums, 

inflation. These 

es will apply to new pension schemes and new members of 

g pension schemes: existing members will not be affected.-. 

‹./' 
4100:  The Chancellor 	 -personal- 

is increasing the tax-free contributions which people 

aged over 35 	make to buy 42.1,,c,pensions)  ;(,t,t)ei t; AR J4000 4241:01411 

/11  Cr1,444144j 14-440-14444 

relief 

ased on a salary of £60,000 a year indexed to 

include in the Finance Bill provision 

ic of "cherished" car registration 

r vide at the homes of key employee 	risk from terrorist and 

)other attacks.'  
./1 

VNJr 

Tax administration 

45. The Chancellor will also include in t 	Rance Bill 

provisions for fairer and more effective enforce 	Inland 

Revenue taxes; and to restore criminal sanctions agains 	venue 

or Customs officials who reveal information about th 	ate 

affairs of taxpayers. 

13 
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ummary 

  

deca 

The Budget continues the economic policies which have brought 

the transiormation of UK economic performance over the last 
14 de.. 	P.:  

It introduces a major reform of employeeVnational 

insurance contributionsi.yand—takas- -Icava*d 

zakecm.CAt the same time, the Chancellor has budgeted for a 

substantial P 'lc Sector Debt Repayment in the year ahead. 

klmi 

14 
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BUDGET CONFIDENTIAL 

FROM: J. ANSON 
8th March, 1989. 

MR. RILEY 

c.c. PPS 

CA 	
PS/CST 
PS/FST 
PS/PMG 

d1r) 	PS/EST (1,  Sir Peter Middleton 
Mr. Scholar 
Mr. Culpin 
Mrs. Lomax 

1 	rr si 
 Mr. Gieve 

Mr. McIntyre 
\J)  

NOTE FOR THE QUEEN AND OVERSEAS POSTS 

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. 

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 lines 4-8 of the 

present paragraph 19:- 

"17. 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. 

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

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

Q9P 

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 last 10 words. 	What 

is being changed is the number of rates. 	It will 

still be "depending on earnings". 	And the last line 

is inconsistent with the existence of a UEL. 

J. ANSON 



chex.ps/aa/60 

s Ni 

BUDGET  SECRET 
	  iw_c)  /2' cid  tie 

T 0 E COPIED 
BUDGEr,  e  0 MOW  NO .  g  OF I S 

z 
441 

DATE: 10 March 1989 

FROM: A C S ALLAN 

I txu-it_ 	& ea  

(431 /4-0. 	
 

vvr40.1. 

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

3 
NOTE FOR THE 0 EN AND OVERSEAS POSTS 

• • The Chancellor was 

a revised version wi 

grateful for any comme 

1 for your minute of 7 March. I attach 

comments incorporated. T should be 

noon on Monda at the latest. 

  

BUDGET SECRET I NOT TO BE COPIED 
BUDGET LIST ONLY I 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED. 

 

• 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

UDGET: SUMMARY OF MAIN POINTS 

• 

chex.ps/aa/59 

NOT TO BE COPIED 

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

King om 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 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 	year's Budget therefore adopts a continued 

prudent and cau 	approach to financial policy, and the 

Chancellor is bud 

sector debt. But t 

reductions in taxati 

for a further massive repayment of public 

combined with further reforms and 

national insurance contributions to 

improve the supply si e of the economy and continue the 

transformation of Britain's economic performance. 

2. 	The main points are:- 

a public sector debt re yment of [£14 billion] in 
0 

1989-90, the same as t 	outturn for 1988-89, with 

gradual movement back towa0 Op 	alanced budget over the 

medium term; 

0 
a major reform of employees' national insurance 

contributions, with reductions of £3 a week for most 

employees; 

no change in income tax rates, tax thSVIt increased 

in line with inflation; 	 IC%  

measures to help the elderly, including abol 

pensioners' earnings rule and improvements 

allowances; 

I 	_ _ 
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a reduction in the duty on unleaderi 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 

	

	x incentives for share ownership, including major 

ents to Personal Equity Plans; 

reforf 	e taxation of life assurance companies and 

some 	 to the tax regime for occupational and 

personal p= 

Economic Economic background 

  

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 r cent between 1974 and 1979. 

At the same time we have 	unprecedented seven years of 

steady, sustainable growth averag43 excess of 3 per cent a 

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

European countries, whereas the UK we$ 	he bottom of the league 

in each of the previous two decades. 

0 
In 1988 total output grew by some 41/2  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 pr 

cent. Manufacturing output has grown particu 	rapidly, by 

over 	7 per 	cent 	in 1988 following 51/2  pe 	in 1987. 

Unemployment has fallen by over half a million in 	st year, 

more than in any other major country. We now have bpopie in 

work than ever before. 

Over the past seven years investment has grown ver n ly 

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

2  _ 
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er proportion of national income than ever before. 	And 

ent has grown particularl.y strongly over the last two 

ye 	ever 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 

during the '80 

exceeded that of all other major nations 

6. 	With con 

demand probabl 

economy's capaci 

inflationary pres 

deficit. The RPI h 

year, though the un 

interest payments) cu 

published figures 

item in 

deficit. 

£141/2  billion in 1988, but with a very 

the external 

put 

expenditure also extremely buoyant, domestic 

by about 7 per cent in 1988, faster than the 

upply. This has led to an increase in 

and a widening in the current account 

by about 71/2  per cent over the last 

g inflation rate (excluding mortgage 

ently stands at about 	51/2  per 	cent; 

the current account deficit at around 

large positive balancing 

accounts t is may well overstate the true 

kios3-‘4  
okup.AtVL5  

tikx-32A-" • 

7. 	Since the Summer, monetary p cy which must necessarily 

play the key role in combating',n 	ion, has been tightened 

sharply to deal with the emerging infl.; 	;ry pressures, and some 

slowdown in real growth is probably inetable 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 is forecast to be 21/2  per cent higher in 	than in 1988, 

with the non-oil economy up by 3 per cent, thoug 	th in the 

course of 1989 is forecast to be rather less tha 	\ at 2 per 

cent. 	Business investment is forecast to cont ue) growing 
strongly, with a rise of 10 per cent. Inflation as 	ded by 

the RPI is forecast to come down to 51/2  per cent by the e 	the 

year and 41/2  per cent by the middle of 1990. 
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slowdown in domestic demand should lead in due course to 

C'  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. 

ovement in the current account. Bu..; this is unlikely to 

ickly; continued buoyancy of investment will add to 

Budget strate  

9. 	The medium 	financial strategy continues to provide the 

framework for the o 	ent's macroeconomic policy, and this is 

the tenth occasion 	hich it has been set out in the FSBR. 

Although the precise f 	which the strategy has been expressed 

has changed as the economy has itself 

objectives remain the same. The overriding 

inflation by reducing the growth of money 

achieve price stability. 

evolved, the essential 

aim is to bring down 

GDP, and ultimately to 

10. Short term interest rates wi 

necessary, for as long as necess 

Decisions on interest rates will 

comprehensive assessment of mone 	conditions, in which 

particular weight is given to the behaviczr of NO and the exchange 

rate. 	The Chancellor is setting a target range of 1-5 per cent 

for the growth of NO in 1989-90; the 12 month growth rate is 

likely to begin the year above this range, but as 1e deceleration 

over recent months continues it should fairl 

within it. 

come back 

11. In its early years of office, one of the Gov 

objectives was to bring down the rate of Government 

Now the public finances have been completely transforme 

budget in surplus for the last two years. It seems lik 

's main 

wing. 

the 

4  
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utturn in 1988-89 will be a debt repayment of £14 billion. 

major country enjoys a comparable surplus. 

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. 

Ca ital markets i11isation 

The Chancellor 	roducing a substantial liberalisation of 

the London sterling 	tal market. He is abolishing the queue 
nrOlk rAbond and equity issu 	ich 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 is also 

making some consequential changes in the taxation of deep discount 

and other bonds. Taken together 

greater flexibility to those 

wider choice to those who invest 

Taxation and national insurance cont 

these changes should give 

issue capital in London; and 

The Chancellor is introducing a majog 	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  

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 	a 

week will pay 2 per cent (86 pence) on earnings up to the LE and 

_ 
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cent on earnings above the LEL up to the Upper Earnings 

UEL) of £325 a week. 

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 

year cost of 

1989-90 will 

employees on belo 	ge earnings. 

orm will be £2 3/4 billion, but the cost in 

illion. The greater part of that will go to 

Income tax 

17. The Chancellor is r  A  ising the main personal allowances and 

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

18. The income tax scale charl 

increased by a third, bringing 
41,1P value of the benefits which compa_. 

leP  ‘1-4-044-VA 
For elderly taxpayers -he *-40  

allowance to those aged 75 and over (a 

is reducing the rate at which the age 
41 those earning -  £11,400; and he is abolishing the pensioners' 

earnings rule/,\  thereby allowing those who choose to 

the statutory retirement age to do so without havin 

retirement pension reduced. 	The Finance Bill 

the new tax relief for pensioners' health 

announced in January. 

Excise duties  

jaK  

20. The Chancellor is increasing the 047 differential 	en 
leaded and unleaded petrol by almost 4 pence a gallon, 	hich 

for company cars are being 

loser into line with the true 

provide. 

— 

lowance 

nding the higher age 

ent, 80 and over); he 

is withdrawn for 

work on beyond 

their state 

tip
also include 

,  4 1k 	premiums 
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result in a pump-price differential of nearly 10 pence a 

one of the largest in the European Community. He is also 

incr 	g 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. 

Reigki 
He islifyingAVehicle Excise Duty rates, reducing their 

tSi number by ab AK third. He is also increasing the VEI2 paid by 

/coaches .$ d • AiMitak- 

	

`tw 	
so that the mo or ng taxes/ 

	

OA CN & 1 1  k7e) 	 *0 k 

‘, 
they pay will _ 	wear 	tear they impose on the roads, 

faitt,..1..ng th ' 	''"'41cgili a more equal footing with twinrertet—eNka 

alld_articulatedfor-lvesrpectively, 
Osy N N 
1‘ 

He is making no o 	anges to excise duty rates this year. 

Capital gains tax 

Independent taxation of husb 	and wife, being introduced in 

April 1990, will give husbanCrj 	wives their own separate CGT 

thresholds. In the light of that,ç.9iChance1lor is maintaining 

the exemption limit at its present Kc>1000  a year. 

The exemption of gifts from CGT Ca;)become a simple form of 

tax avoidance. The Chancellor will retrict 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„ts doubling the 

exemption from CGT for gifts of chattels from £ 	o £6,000 for 

each chattel. 

Inheritance tax 

The Chancellor will raise the threshold for inher 	tax 

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

7  _ 
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added tax 

 

 

26. 	Chancellor is raising the VAT registration 

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

threshold by 

27. The Finance 

Court of Just 

non-domestic 

non-domestic 

protective do 

services (but not 

Bill will implement the judgement of the European 

requiring the UK to end the zero rating of 

truction; of supplies of electricity and gas to 

rs, and of water and sewerage to industry; of 

and headgear bought by employers; and news 

pers, which continue to be zero-rated). 

28. The loss of the 	-rates derives directly from the 6th EC 

VAT Directive agree 	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 

of the ECJ judgement on charities. 	 r he is doubling 

the annual amount which can be give 
	

free to charities under 

the payroll giving scheme from £240 	£480 a. year. 	e is 
910(1-JOW\ 	 watt avtamk-uilk? -Om& ImPWA 	1)'461- extending VAT exemptaett-to cover all advdktising by tharitiesA He 

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 r}.1.1,ps so that the 

National Trust and similar charities can off 	bers free or 

cheap entry to their properties without loss of 	ief. 	And 

he is exempting from special car tax vehiclesjfo 	g to the 

disabled. 

8   
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hancellor 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 	uce the tax burden for more than half the 

companies wh 	jnot already pay the small companies rate. 

He is 

companies - unquo 

which comprises the 

simplifying the tax regime for close 

panies controlled by up to five people, 

elming majority of small companies. 

Measures to encourage wiçirhare ownership 

The Chancellor is introducing a number of specific tax 

measures to encourage further widening of share ownership. 

33. He is increasing from £3,0 

which can be invested in a Persoaa 

to half that amount to be held in u 

investing mainly in UK equities. He 

including privatisation issues, to be 

£4,800 the annual amount 

quity Plan, and allowing up 

trusts or investment trusts 

wing new share issues, 

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 simplif g the rules. 

He is also removing obstacles to Employee Sha e 	.ership Plans 

<11(11111/4'  

-.4. 

35. The Chancellor will also make various impro 

simplifications to the rules applying to Profit Related 

which, like the share schemes, provide means f 

acquire shares in the companies employing them. 

loyees to 

and 
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comp 

ogether these measures will further stimulate wider share 

p and the greater identification of employees with the 

for which they work. 

Life assurance 

Followin 	process of consultation with the Life Assurance 

industry an 	.  -rs, the Chancellor has decided to introduce 

changes to the 	egime governing Life Assurance taking effect 

from 1 January 	The gre-ti-t,s--and expenses of pension business 
are to be separat 	those for life assurance and defects in 

the tax regime spw 	to this industry will be remedied. In 

future, 	expenses 	lling e Apolicies will be spread 

against  pLu rts-  over s 	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 Assuran 	olicy Duty, the special stamp 

duty paid on Life Assurance 	cies. The Chancellor will 

phase-in the overall package, tooa 	individual companies time 

to adjust to the new regime. 

Unit trusts 

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 thi 	eatment with 

that of UK-based trusts. These measures will p 

trusts involved in a better competitive positiorAb' 

as the EC market is liberalised. 

UK unit 

business 
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39. 	hancellor 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 alit on the maximum size of tax-privileged pensions 

and tax fr 

indexed to inf 

schemes and 

members will not 

tax-free contributio 

personal pensions, 

occupational pensions. 

sums, based on a salary of £60,000 a year 

These changes will apply to new pension 

bers of existing pension schemes: existing 

cted. The Chancellor is increasing the 

hich people aged over 35 can make to buy 

to the same earnings cap as for 

Car number plates 

The Chancellor will include i the Finance Bill provision for 

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

Tax administration 

  

The Chancellor will also incl 	in the Finance Bill 

provisions for fairer and more effectIve enforcement ii( Inland 

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 whic 

about the transformation of UK economic performance o 

decade. It introduces a major reform of, and redu 

employees' national insurance contributions. At the sa 

rought 

last 

in, 
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ancellor has budgeted for a substantial Public Sector Debt 

t in the year ahead. 
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FROM: P N SEDGWICK 
DATE: 13 MARCH 1989 

PPS 
	 cc 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. 

i\J  71 
P N SEDGWICK 
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DATE: 10 March 1989 
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cc Mr Wicks 
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Mr Culpin 
Mr Sedgwick 
Mr S Davies 
Mr Gieve 
Mr Gilhooly 
Mr Matthews 
Mr Pickford 
Miss Simpson 
Mr Tyrie 

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 tor any comments by noon on Monday at the latest. 

AC S ALLAN 

c A 
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(89 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 is 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 f£14 billion] in 

1989-90, the same as the 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'under,  
--- 

,R 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, sustainabl 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 

in each of the previous two decades. 
a n6--•,--c- 

In 1988 total output grew by some 41/2  per cent, fast 

forecast a year ago. This is the first time for 	lea 

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 51/2  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. 

tvvrre tfroto 
Over the past seven years investment has grown very nearly-,  

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

2 



in manufacturing 

during the '80s 

has exceeded that of all other major nations 

, 
e 	t 

, 
With consum-e-rs' ex ture also extremely buoyant, domestic 

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 

demand probably grew by -=.:17 per cent in 1988, faster than the 

economy's capacity to supply. This has led to an increase in 

inflationary pressures and a widening in the current ac nt 

deficit. The RPI has grown by 71/2  per cent over the 

year, though the underlying inflation rate (excluding mortgage 

interest payments) currently stands at Liaetyiep) 51/2  per cent; 

published figures put the current account deficit at around 

£141/2  billion in 1988, but with a very large positive balancing 

item in the external accounts this may well overstate the true 

deficit. 

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 pressuresed ome 

slowdown in real growth is probably inevitable while inflation is 

being brought firmly back onto a downward pat 	ollowing two 

years of above average growth, the Chancellor eipe:Cts growth to be 

somewhat e ow trend over the coming yea5. But even so, GDP in 

1989 	s forecast to be 21/2  per cent higher 	than in 1988, 
ono+ 

with the non-oil economy up by 3 per cent. Ettruergh----graw.trh--144—the 

4 _course 	 -r-ather-leas-titarr-Llrbrr-at--2-per 

., -71 
Business investment is forecast to continue growing 

A strongly, with a rise of 	per cent. Inflation as recorded by 

the RPI is forecast to come down to 51/2  per cent by the end of the 

year and 41/2  per cent by the middle of 1990. 

3 
AA° a) i1.4  1-4144m4,40 
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• 
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 4?321,, into 
better trade performance. The current account deficit lrr thus 

A forecast to be the same as in 1988. 

Budget strategy 

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. 

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. 

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 

4 



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

No other major country enjoys a comparable surplus. 

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 

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 
1144a. 	at the same time simplifying its regulatory regime. 	He is also 
Gtge* 
mokicig,0  making some consequential changes in the taxation of deep discount 

Opt 	
and other bonds. Taken together all these changes should give 

jJJ 

(441°Akt greater flexibility to those who issue capital in London; and 

1442
' p wider choice to those who invest here. 

Liorl Taxation and national insurance contributions  

The Chancellor is introducing a major reform of employees' 

CIA04"miL) 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  

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 

• 
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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 El increase in earnings led to an 

additional NIC charge greater than El. The take-home pay of 

everyone earning £115 a week 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 

income tax scale charges for company cars 	being being 

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

value of the benefits which company cars provide. 

For elderly taxpayers he is 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 earningt  £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 

The Chancellor is increasing the*tildifferential between 

leaded and unleaded petrol by almost 4 pence a gallon, which 

• 

The Chancellor is raising the main personal allowances and 

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

We v..4 

the 
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LivU ineete, tiqui  ttell)4tt frJJ 
Itf 446- 443 	ike, 	ecir: ff,t...1:1141.e,144 

t 

(should result in a pump-price differential of nearly 10 pence a 

gallon,one-.Q.Lthe largest in tile-European Community._ 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. 

ILL MOWA 
21. He is simp1fT?7VtIicle Excise Duty rates, reducing their 

number by about one third. He is also increasing the VE4 	'd by 

coaches and by noRwarticulated lorries, so that the4ieter-1 	axeq 

they pay will cover the wear and tear they impose on the roads, 

putting their taxation on a more equal footing with kkrivate cans 
irgarticulated lorries respectivelg 

A.44,1:447'Dywyt 
He is making no other changes to excise duty rates this year. 

Capital gains tax 

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. 

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)€;m3  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 

The Chancellor will raise the threshold for inheritance tax 

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

7 



Value added tax 

The Chancellor is raising the VAT registration threshold by 

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

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 news 

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

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 

The Chancellor is taking spec ia 	to soften the impact 

of the ECJ judgement on charities.  Inrpert.teaar,  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. 
extending VAT exemption to cover all advertising by charities. He 

I / : 

_  

is also exempting from VAT fund-raising events by charities (and 

certain other fund-raising, including that for political parties 
040alk 

--and trades unions). He isAcnanging 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 vehicles for leasing to the 

f, 

L____, 

• 

disabled. 
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Corporation tax 

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. 

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 

The Chancellor is introducing a number of specific tax 

measures to encourage further widening of share ownership. 

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. 

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. 

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. 

Life assurance ;A4/ 'AAA" 
04144%.  

  

• 

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 ofits and expenses of pension business 

are to be separated from those for life assurance, and defects in 

the tax regime special to this industry will be remedied. In 4  
future, the expenses of selling 

+against prof1,4;/ over 

base will be accompanied by a reduction in the rates of tax paid 

(.440,3A407,44144,  new' policies will be spread 
A 

seven years, but this broadening of the tax 

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 Assurapop 
ri fu 

phase-in the ovei kage.  

to adjust to the new regime. 

olicie . 	The Chancellor will 

Mpanies time 

Unit trusts 

  

38. The Chancellor will reduce 

Corporation Tax rate payable on 

cent, the basic rate of income tax. 

between offshore umbrella funds, 

from 	1 January 	1990 	the 

certain unit trusts to 25 per 

He will also tax switches 

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 

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  

The Chancellor will include in the Finance Bill provision for 

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

Tax administration 

The Chancellor will also include in the Finance Bill 

provisions for fairer and more effective enforcement 4:Inland 

Revenue taxes; and to restore criminal sanctions against Revenue 

or Customs officials who reveal information about the private 

affairs of taxpayers. 

Summary 

 

The Budget continues 

about the transformation 

decade. It introduces a 

the economic policies which have brought 

of UK economic performance over the last 

major reform of, and reduction in, 

employees' national insurance contributions. At the same time, 

• 
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the Chancellor has budgeted for a substantial Public Sector Debt 

Repayment in the year ahead. 

• 
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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 stronc 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, ard the 

Chancellor is budgetting for a further massive repayrrent of public 

sector debt. But this is combined with further.ta*—feforms and tax 

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

continue the transformation of Britain's economic pe/formance. 

tongue much more easily than something like 'further reforms and 

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

reductions in taxation and national insurance contributions/ But 

should we insist on scrupulous accurouEll-e—iudget 
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 tile 

enclosed draft note. 

2. 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. 

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  

The strengh and durability of the economic upswing in Britain 

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

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

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

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

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

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

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

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

stronger than forecast a year ago, while inflation averaged 4i per 

- 1 - 



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

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

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

unemployment is particularly encouraging. 

Manufacturing industry performed particularly well in 1987. 

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

large improvement in manufacturing productivity: 	in the 1980s, 

output per head in manufacturing industry has risen faster in 

Britain than in any other industrial country. 

After seven successive years of surplus, the current account 

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

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

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

expected performance on visible trade, with exports of manufactured 

goods up by 81 per cent. 

The Chancellor expects 1988 to be another year of healthy 

growth with low inflation; and there is every prospect that 

unemployment will continue to fall, although probably not as 

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

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

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

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

investment is forecast to grow particularly strongly, with a rise 

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

4 per cent. 

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

most other major countries, particularly in continental Europe, and 

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

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

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

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

close to recent market levels. 



• 
Budget Strategy  

The medium term financial strategy continues to provide the 

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

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

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

which will gradually squeeze inflation out of the system, while 

leaving room for further sustained economic growth. 

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 

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

will be no explicit target for broad money. 

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

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

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

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

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

previously achieved on only one isolated occasion since 1952. 

[Check] 

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 in public 

expenditure announced in last November's Autumn Statement, 

including additional spending of over El billion on health. 



• 
Taxation  

The Chancellor is introducing major reforms in personal 

taxation, designed to sharpen incentives and provide a further 

boost to the supply-side of the economy. 

[Continue as in Odling-Smee draft.] 

Summary  E 	te,x0 
47 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. 



'1( 

• 
Income tax 

The Chancellor is raising the main personal allowances by twice 

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

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

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

band Ut 	ro;n1-  f 4h1V) 	4.1,54e4 aba). cf /7/X tv54 

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

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

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

reached as and when it is prudent. 

The Chancellor is radically reforming the 

ArEdMiNK6 
Income tax wil

71 
l thus be reduced from a six rate to a two rate 
,140410- system; and the imp rate (reached at a taxable income of £19,300) 

will be one of the lowest in the world. 

The income tax changes will benefit all 25 million taxpayers. 

a- married man on average earnings will gain nearly £5 a week. 
IV* 	t; me 	 is Patti rus 
Theee...b4g-za4motleti-s, oAable the Chancellor 4Ba zeducte.,3sOLA 

reliefs in the income tax systemoehl 	 t, 

n_of s...ompany-e—ar-s—far---iTrcome 

come tax at only a quarter 

at with effect 

criticised, and switching to an improved system of 

planting 

ieu±arr-the-plan-JaLoad-ieavedr__ 

tees. I  '7(4( Afaelk 

	

	eliechrydettof t /Otte ) v 
6eflititet 	kis."( 	44 4ekti 14 1 3 Aar ; s 01,0 Cle 	owtosmak 
20. 452:1110u, he is abolishing the tax relief on home improvement 

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

He is abolishing all Apt the higher rates 6400- mac above 40p. 

A: - 	 v• .1001111:MIMArAla  

of-A41,.a-t-ther 

from-1-9-88=a9: 

664- 
AilataLartd, he is ending the tax shelter for forestry, which has 

been widely 

:4I 

as double-glazing, rather than extensions or 4.,44 conversions 4,44A 1.,„ 
;,)friren 	ai 	fir)c..43 /*de keefi  taidiej*I4e4t, 7));•1 4014444 hem 

rre ; Aolot 	 4 



y& ;4 	611441;n ite ificame 	 ‘ifx 	&pa, 144;eA 14yr 
-A4,-1 Atkve AftfA 

241-4-itimrw-l-t+e-44,Aor 	  the-bas-ic-rate=ot=tax-r-ther-rerkert 

nts  is coming down to 

traditionally_set 	at half the-ba-slg-rate. 

Excise duties 

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

broadly in line with inflation. However: 

there is no change in the tax on unleaded petrol: 

this means that the differential between leaded and 

unleaded will double to just over 10p a gallon; 

there is no change in the tax on spirits or pipe 

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

the cost 	keeping VED unchanged will be financed from 	ple,e4wi ' 
miho. kyr 	eb petrol 	,kap,near I p a gallon; 

.V0to encourage switching, particularly by the 

young, from high-alcohol to low-alcohol drinks there' 

are reductions in the taxation of some low alcohol 

drinks and 

-t0-1-1--un-the-roact-system. 

Capital gains tax 

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

gains i-f_they_have-kupan-aftde 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 earlier, who cannot realise them without paying 
reth 

substantial tax o41Paper gains made before 1982. 

The Chancellor proposes to rectify this by exempting from tax 

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

gains whatever. 

101%646741 Ava 	49451)-Ai - 
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2 . 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. 

At the same time the Chancellor is increasing the amount of 

relief from capital gains tax which is available to a small 

businessman selling his business on retirement. 

Inheritance tax 

The Chancellor is raising the threshold for inheritance tax 

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

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

people to pass on their homes without being taxed. 

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

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

)1(  40 per cent. For amily businesses passing from one generation to 

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

because there is 50 per cent business relief. 

Taxes on business 

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

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

line with the basic rate of tax. 

The VAT threshold is being increased by the maximum permitted 

)1( under EC law) 1-t---w-i-1-1--be £22,100. 

6 
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Capital Duty, the 1 per cent tax paid by companies which raise 

new capital is being abolished, as is the ¼ per cent duty paid on 

all property put into a unit trust. 

The special tax reliefs for entertaining foreign customers are 

also being abolished, so that the entertainment of foreign business 

contacts is put on the same footing as domestic ones. 

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

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

purposes. 	At present the rules require an application to the 

Treasury for formal consent, and are backed up by criminal 

sanctions. 	New rules, similar to those which exist in a--geed-mroany 	0!/,'°; r 

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 
,pilet 	r,fidixhia . 

k—companies, 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—prige_thy can afford. 

Share ownership 

The Chancellor is increasing the limit on the amount which can 

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

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

employees in the companies in which they work. 

7 



Maintenance and Covenants 

The Chancellor proposes to reform the taxation of maintenance 

and covenant payments, other than covenants to charity which are 

untouched. The present arrangements are complex and involve 

unnecessary work for both taxpayers and the Revenue. 

Most maintenance payments are made by divorced men to their 

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

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

Chancellor proposes instead that future recipients should be freed 

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

tax relief on paymnta,tpseparated or divorced wives, but only up 
‘- et e 

to a limit, 	i 	the difference between the married allowance 

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

arrangements will be protected, and existing recipients will be 

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

In 	the—ease-et covenants between individuals, the Chancellor is 

again making the income tax free in the hands ofecipients. 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 

As well as leaving tax relief on covenants to charity 

unchanged, the Chancellor is doubling the amount which people can 

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

Independent taxation 

The Chancellor is announcing in the Budget that a major reform 

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

earliest practicable date. The present system, which dates back 180 
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years, taxes the income of a married woman as if it belonged to her 
, 	 c11)o 

husband.W ThIg- cantlead to a tax penalty on marriage, witeel married 

couples.parmore tax simply because they are married. -=-77-77.wIso 

( -711 
 denies privacy and independence to married women. 

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

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

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

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

will be entitled to the same personal allowance. 

The tax system will continue to recognise marriage. Married 

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

difference under the present system between the single allowance and 

the married man's allowance. 

Tax penalties on marriage 

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

marriage. 	The most common penalty,,-t4e_ taxation of a married 
(1144 ,r-41 ,̂44) woman's savings income at her husband's ralAR--  rate, will disappear ^ 

altogether; and husband and wife will be taxed independently on any 

capital gains they may have, with an annual exemption each instead 

of one between them. Transfers of capital between husband and wife 

will continue to be free of tax. 

The Chancellor is abolishing two other tax penalties on 

marriage, ahead of Independen Axation. First, mortgage interest 
ry,14-1- 	inkteorr__ 

rcI404„.. iinder the present syst 	TanTaTYTed- couple can get twice 

as much relief 	 iii) as a married coupleted 

to £34,9404.  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. EXolt balue's .J 1I 1t 	ct cfL 

The second penalty arises because an unmarried couple with 

children can each claim an Additional Personal Allowance, giving 

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

future unmarried couples will be entitled to only one Additional 

Personal Allowance. 
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46. Thus the Chancellor is abolishing, for all practical purposes, 

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

marriage. 

Sil rY)  Mn 

L47 (414)j 
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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 is 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 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 

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 league in each of the 

previous two decades. 

In 1988 total output grew by some 41/2  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 51/2  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. 

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 over 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 

I 
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in manufacturing has exceeded that of all other major nations 

during the '80s. 

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 led to an increase in 

inflationary pressures and a widening in the current account 

deficit. The RPI has grown by 71/2  per cent over the past year, 

though the underlying inflation rate (excluding mortgage interest 

payments) currently stands at 51/2  per cent; published figures put 

the current account deficit at around £141/2  billion in 1988, but 

with a very large positive balancing item in the external accounts 

this may well overstate the true deficit. 

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 21/2  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 51/2  per cent by the end of the year and 41/2  per cent by 

the middle of 1990. 

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 hedng, 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. 
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Budget strategy 

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. 

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. 

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. 

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. 
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Capital markets liberalisation 

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 

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 

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. 

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 wcck or mule 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. 
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Income tax 

The Chancellor is raising the main personal allowances and 

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

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. 

For elderly taxpayers he is 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 

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. 

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

Capital gains tax 

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. 

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 

The Chancellor will raise the threshold for inheritance tax 

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

Value added tax 

The Chancellor is raising the VAT registration threshold by 

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

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-rdLed). 

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. 
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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 is exempting from special car tax vehicles 

purchased for leasing to the disabled. 

Corporation tax 

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. 

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 

The Chancellor is introducing a number of specific tax 

measures to encourage further widening of share ownership. 

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

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

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. 

The Chancellor will also make various improvements and 

simplifications to the rules applying to Profit Related Pay. 

Together these measures will further stimulate wider share 

ownership and the greater identification of employees with the 

companies for which they work. 

Life assurance 

Following a process of consultation with Lhe 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 life assurance and allowed against 

pension profits only, and defects in the tax regime special to 

this industry will be remedied. In 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 Assurancc 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. 
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Unit trusts 

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. 

Pensions 

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  

The Chancellor will include in the Finance Bill provision for 

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

Tax administration 

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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