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• 	COVERING BUDGET CONFIDENTIAL 

From: C D FORD 
Date: 15 February 1989 

MISS WALLACE 
cc: Mr Culpin 

Mr Gilhooly 
Mr Matthews 
Miss Hay 

BUDGET SPEECH - UNIT TRUSTS 

I attach a draft section on unit trusts. Notes on Europe to 
follow. 

CHRIS FORD 
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BUDGET CONFIDENTIAL 

UNIT TRUSTS 

It has become clear that the existing tax system puts UK unit 
trusts which hold a mixed portfolio at a competitive disadvantage 
[relative to offshore funds and direct investors]. The welcome 
liberalisation of European financial markets would accentuate this 
problem and provide an incentive for UK funds to move abroad. I 
have therefore decided that, as from 1 January 1990, the corporation 
tax rate on unit trusts should be cut from 35 per cent to 25 per 
cent. Unit holders' CGT position and the additional income tax paid 
by higher rate tax payers will be unaffected. Rules will be 
introduced to prevent corporate investors using this change as a tax 
shelter. 

The tax system has also encouraged investment in offshore 
"umbrella" funds which reduce and defer CGT. This is unfair to UK 
based funds; I therefore propose that investors who switch 
investments within an offshore umbrella fund should be liable to tax 
in the same way as investors in onshore funds. 	This will take 
effect for disposals on or after Budget day. 
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DRAFT BUDGET SPEECH: UNLEADED PETROL 

spe, 
As requested, I attach a draft contribution to the Budgetton 

unleaded petrol. As you will see it is both full and long, but as 

the Chancellor has asked for a "clear explanation of the full 

implications of the changes in petrol duty" it seemed right to 

make it too long rather than too short. You may think that we 

have over-egged the pudding (despite the risk of salmonella - is 

there the germ of a joke there?) so do feel free to make cuts. 

At the end of this month, we will be able to update the figures 

for unleaded sales (see fourth para) to give uptake to 14 

February. 

Finally, a request. Could you please copy future papers on the 

speech to my Assistant Secretary, Richard Allen (PUT, not to 

confused with RIG in the Treasury) as well as Brian Unwin and 

Peter Jefferson Smith. 

Copies go to Peter Wilmott, Richard Allen, Derek Gaw and Keith 

Vernon here. 

ALISON FRENCH 

DPU 1 



BUDGET SECRET 

CONTRIBUTION TO BUDGET SPEECH: UNLEADED PETROL 

"I turn now to the excise dutieq_4 Wittf-the-exeertior—ierf----one im-
portant set"--lif _me a sure_s-r-I_do-rZt\ preita-etraThge _the-- existing 
refes Cef exciae"duty . 

Last year I increased the tax differential in favour of unleaded 
petrol to nearly lip a gallon. As a result, the price of un-
leaded at the pump is generally about 6p a gallon lower than that 
of 4 star. 

The Government is committed to phasing out leaded petrol over the 
coming years - as are the oil companies and car manufacturers. 
Efforts to increase public awareness of the benefits of unleaded 
petrol by the Department of the Environment in conjunction with 
groups like CLEAR (the Campaign for Lead Free Air) have had in-
creasing success in recent months. The number of garages selling 
unleaded is growing at a rate of about 60 a week. Some 80 per 
cent of new cars can now run on unleaded without modification. 
And from October 1990, all new cars will be able to use unleaded. 

More drivers are using unleaded petrol. But, despite its growing 
availability, lower prices and environmental benefits, in January 
1989 it still only accounted for [4 per cent ] of petrol sales. 
Yet two thirds of all cars on the road can be cheaply adjusted to 
run on unleaded. And nearly three and a half million cars can 
use it without any adjustment. Contrary to popular belief, using 
unleaded does not have a marked effect on performance or economy. 
And cars which have been converted can still use leaded if neces-
sary. Frankly, in spite of the best efforts of Government and 
industry, progress so far has been disappointing. The process of 
education will continue, as will the increase in garages selling 
unleaded and the number of cars able to run on it. 

For my part, I propose two further measures today that will en-
courage a further significant switch to unleaded petrol. 

First, I propose to reduce the tax on unleaded petrol by a some-
thing over 3p a gallon. If this reduction is passed on to con-
sumers - and I see no reason why the oil companies should not 
pass it on in full - the price of unleaded petrol will generally 
be about 9p a gallon, or 2p a litre, below that for 4 star 
leaded petrol. I hope that this increased price incentive will 
reinforce the upward trend in switching from 4 star to unleaded. 

Secondly, in order to encourage motorists to switch from 2 and 3 
star to unleaded, I propose to introduce a surcharge of 5p a gal-
lon on leaded petrol other than 4 star. This will bring the 

• 
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price of these grades broadly into line with that of 4 star. 
Virtually all cars which use 2 and 3 star can run on unleaded 
petrol without any conversion and I hope the 1 million or so 
motorists who currently buy these grades will now switch to un-
leaded. I hope this will also encourage those garages still 
selling 2 and 3 star to change over to unleaded. 

Both changes will have effect from 6 o'clock this evening." 

• 
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OTHER PENSION ITEMS: 

The proposals here are: 

(i) 
	

to restrict companies' ability to reserve profits 

to amounts which are demonstrably (ie in 

actuarial terms) needed for future bonuses to 

pension policyholders; 

ii) to bring into tax "recognised" gains whether or 

not they are realised. 	(At present unrealised 

recognised gains can appear in the debit side of 

the calculation of pension business but not the 

credit side.) 

2. 	The Revenue has yet to put exact proposals to Ministers 

on these points. But - assuming that Ministers accept them - 

I doubt if they should get any reference in the Budget 

speech. If they did, something along the following lines 

might do: 

I shall also take the opportunity in the 

Finance Bill to deal with defects in the present 

tax treatment of companies in the pension 

business. 



fim2.cd/neilson/min40 BUDGET CONFIDENTIAL 

FROM: M J NEILSON 

DATE: 15 February 1989 

MISS WALLACE CC: Mr Culpin 
Mr Odling-Smee 
Mr Ilett 
Mr Barker 
Mr Walker IR 

BUDGET SPEECH : PEPS ETC. 

As agreed I attach a first draft of the section of the Budget 

Speech covering PEPs, ESOPS and Employee Share Schemes. I have 

not, in the time available, been able to clear this with copy 

recipients, who may wish to pass you comments. 

2. 	I have included a reference to this years share ownership 

survey, the resultsof which should be available at the end of this 

month. 	I think we should plan on the basis that there should be 

reference in the Budget Speech, though, if the figures are too 

awful, this could be dropped. 

lev6U1( c4 -t-Li 

6,\J iv\-A 	Otdit 

Ci.ø CIA/tAJ 	
G.401 

M J NEILSON 

elA4/.// 
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BUDGET SPEECH : PEPs, ESOPs, AND EMPLOYEE SHARE 
SCHEMES 

Introduction 

Wider share ownership has always had a central place 

in our economic strategy. 	[detail of share 
vf 1 LP rf k ct411 kot 4-, 	r 	rcc7-, 

ownership survey - available end February]. / I am 

announcing today further measures to widen share 

ownership.. ,f7, V 

PEPs 

I announced my proposals for Personal Equity 

Plan exactly three years ago as a radical new scheme 

to encourage investment in British equities. In the 

first two years that the scheme has been in 

operation more than 350,000 plans have been taken 

out. This despite the stock market crash. But the 
k 0,1/4re vs,. er•ff 	y04 e 1,0 t a of t1-4 	) k"-etAff A-- h (A.444.4,  r 

scheme has now been in operation long enough for me 

to consider whether changes are needed. 	I have 

decided to introduce a package of changes which will 

make PEPs cheaper, more flexible and more attractive 

for first time investors. 

First, I propose raising the overall PEP limit 

from £3,000 to £4,800, and the limit on holdings of 

unit and investment trusts from £750 tn c2,400. I 

am more than trebling the trust limit in recognition 

that unit and investment trusts are a good way for 

smaller investors to enter the equity market for the 



• 
first time. They provide diversification of risk at 

low cost_ But those with more to invest, or more 

experience, can combine trusts with equities, or 

invest their entire PEP in equities. 

\f !ThA4cA 

Second, I am radically simplifying the PEP 

rules. 	I propose abolishing the one year holding 

period; if investors choose to cash in their PEPs 

within a year of purchase, they will, in future be 

able to do so without tax penalty. 	Since the tax 

benefits of PEPs build up only gradually, the tax 

lost through early withdrawal will be negligible, 

while the cost to both the Inland Revenue and plan 

managers of collecting such small amoun-05  f tax is 

inordinate. 	he only remaining requirement will be 

that only £4,800 can be invested in any PEP year.) 

I am also abolishing the cash rules, which 

have been criticised as making it difficult for plan 

managers to switch investments. 	Instead, interest 

on cash held in PEPs will, in future, be subject to 

composite rate tax. 

frwv FKLA-A,s + 7 

40 Oki& _ 
Third, I intend making/ it possible for PEP 

holders to apply for new share issues, and to place 

their resulting allocation in their PEP, provided 

this does not breach the overall limit. This change 

will mean that many of the new breed of investors, 

whose only experience of share ownership is from 

2 



subscribing for privatisation, will be encouraged to 

take out a PEP. 

There is a close link between the substantial 

increase in the trust limits and this change on new 

issues. The investor who chooses to take out a unit 

or investment trust only PEP may also subscribe for 

new issues. Once these changes have been made, this 

investor's plan manager will be able to hold any new 

issue shares as part of the PEP. This will have a 

double benefit; unit trust holders will be 

encouraged to buy equities directly, and to retain 

1  any shares they are allocated in new issues. 

Finally, I intend moving the PEP year from a 

calendar to a fiscal year basis. It has become 

clear that this would be more convenient for all 

concerned. 	I therefore intend that the next PEP 

year will start on 6 April. Anyone who has taken 

out a plan already in 1989 will also be able to take 

one out in the new PEP year. 

Taken together, -Fh,,,s-,  changes will make PEPs 

more attractive to first time investors. 	I am 

confident that the package will lead to a 

substantial increase in PEP take up, and a 

substantial widening and deepening in share 

ownership. 

3 
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Employee Share ISchemes-angLESOPs/ 

Our measures to encourage employee share 

schemes have also had a major impact in widening 

share ownership. The number of approved all - 

employee share schemes has risen from 30 in 1979 to 

almost 1600 today, providing shares and options for 

around 13/4  million employees, and involving shares 

with a market value over £4 billion. 

F 
I have made improvements to the employee share 

legislation in eight out-o4-the-4ast nine Budgets. 

And this year is no exception..NEopo-ifloPd71-42. 

The limits on the 1978 profit sharing scheme 

have not changed since 1983, and those on the 1980 

SAYE option scheme since 1984. 	I therefore propose 
.1  

raising the limit on annual appropriation of shares 

to employes under the 1978 scheme, which currently 

stands at £1,250 or 10% salary, subject to an 

overall limit £5,000, to £2,000 or 10% salary, 

subject to a limit £6,000. This concentrates the 

increase at the lower_ end of the scale, where it 

exceeds the rise in average earnings since the last 

increase took p1a4. 

I also intend raising the maximum monthly_ 
cLAA -e-wet_en.rce. 

savings limit for participants in the 	scheme 

from £100 to £150. A-1-1/40t pL.1cTc5-46-  bL 	 tt,0 
14^,..A4LiplA4,k,s4"  

cAe.. apt'--z 	 Ftvw,  

`IQ 1,0 



coecateriffer, more firms 

ESOPs. 

14. These changes should give a substantial 

further boost to existing share schemes /1 	Lu-i-fr now 
104W4  

to a new form of employee share ownership, which.Dale 

had much recent publicity; employee share ownersh-15? 

plans. A number of-ESORs have already been put in 

place in the UK. They are particularly appropriate 

for employee buyouts, and for some private companies 

• 

who are not in a position to offer the existing 

Pi?  
5014,-e  

lo1-144.- 
N 	E.CO r" Fr 

t- 
cv f2.-y rf-14 4. 

clekArihi ri-o 
Fria an CA-. tv-- 

per-4,  

Skr4,14 
I- CO PA-4....h. 

Inland Revenue approved schemes.  '5' 	t CaT Leeir 

y o 	ax 	 : 

ACC ordinglyr-d--pxopcisa.....4A--listakia-legt---a• 	stRtiltQry_.) 

/6'er-11&""ai-de- trugt  

equirements, designed to ensure 
c.t2L-epit.t.4 C 1  

that 11..ts 	genuine purpec•rs to p+fteor shares , in th6---.  
C.. P-e (vac* s".4.1.de 

hands of employees.--  rii-feti-m, 	e"-AW-fiplly la 4 1  t_hua  
d`ert-a-i-tytr-that--i-tv-rnriTTIMI 	ions to-suutt -alrlmrrimuyee 

benefit - trusr-V 	 rpora ion tax 

wraglii•ef.T. I hope that, as a result 04.--tirks-.......vwee4ew 

w ill —dooido to2  establish t4y; 
A— 

M Mr 

15. 	I also propose ii....leerg--t-e-rtsrail—rairr.  
So 0-1A,A.-40 

--prala-lems-eattseel--by the material interest test jog-- 
4-r-A_retik-(tte 

LSIse companies 31315 have established trustsZ for the 

benefit of their employees  4//4:3rtele-r-e. 

.5.Y' 	 

r1 Ti.4.1.4_14,4...al._tcuse;5).4.4 k) 6ty c_51.4,444,, F4-01,40-1410- 1'441  et 

elk...IA.17-1 ...r r k_11.4 4...1 r•-tr,d, 	,4zt.....re c.... g i siA. H ca-4,..i t.-/;:.i4a.) 
1.- c-e 6‘.."Ad , ,, 41,f t,51, 	l,.. 4veert CC 4- kel.\--ill 1941-0  

ft-0 	p-ie 4.c...1.-i rk-uz.-. L ._4.-_ (-Ls= cit,....de e. id-1614N .t. 9 c,  e  

4?MgmmA.. t'cro 

truet--wh±ch exceedttr- 



ave 

a mater-i-al intex.ebt. 	-41thle-meaTts-tiTer fffr",e 

igib 1 e tir"'""rgrfreirarer--fir"''""drr'"'"TTrlr'antl--Revenute 

appr-Q3J-GGI-•a-14--caaplayse-s•laaapia-s4414faiffe.. 	The c h an _S 

ensure that only those employees who 
; 5%A.; P 	 Cu. 11-4,  cc1"---r 

a material interest will be 
4t. 

ire,••• 

kik- 10-4 	ejdel"-- U-t-11.44C4... 
S k1-e 	 ) "i24cf--4 	d 

pcH 	 CA.-4 	ps 

• 

propose will 

...ganu-inely have 

excluded 
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Covering BUDGET SECRET 

COPY NO i OF 11 COPIES 

FROM: S W MATTHEWS 
DATE: 15 February 1989 

MISS WALLACE 

cc Mr Culpin 
Mr Gilhooly 
Miss Hay 
Mr Macpherson 
Mr Wilson 
Mr Lawton 
Mr Ford 

BUDGET STATEMENT : SAVINGS 

I am attaching a few paragraphs on the rationale for the budget 

measures affecting savings. I have concentrated at this stage on 

setting down the main arguments, rather than polishing the 

presentation. 	There is probably more material here than you need, 

and you may wish to edit it to omit some of the detail and the less 

attractive arguments. 

S W MATTHEWS 

• 
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BUDGET SECRET 

TAXATION OF SAVING 

The long period of sustained growth under this Government has 

contributed to a remarkable buoyancy in individuals' confidence 

about the future. The associated fall in household saving in 

relation to income has, though, caused concern in some quarters. 

What is less widely appreciated is that the saving of the private 

sector as a whole has been a relatively stable_prapartion of GDP  

throughout the 1980s, since saving by companies has increased. 

Furthermore, "national saving", that is private plus public saving, 

has been boosted by the unprecedented improvement in public 

finances, which we have achieved since 1979. 

There is no need therefore to introduce a series of tax 

concessions to promote savings, as some commentators calling for a 

"budget for savings" have urged. [As I have already indicated,] I 

expect the fall in the personal saving ratio to be temporary. 

Indeed, the growth of consumers' expenditure is already slowing as 

a result of the tightening of monetary policy during the course of 

1988. 	So higher interest rates are already encouraging more 

saving. 

In considering the case for tax concessions to boost saving 

we must consider whether such concessions would be justified on a 

permanent basis. As I have stressed on numerous occasions, the 

objective of my tax policy is not to fine-tune demand, but to 

create a more efficient economy and a higher rate of sustainable 

non-inflationary growth. 

Privileges for certain types of saving have historically 

proved highly durable. Different media for saving have long been 

subject to very different tax treatments in this country, producing 

wide (variations in the gap (or wedge) between their pre-tax and 

post-tax rates of return. 

Savings through house purchase and through life assurance and 

pension funds have been particularly favoured by the tax system. 

Contractual saving to provide for one's old age and other 

• 
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BUDGET SECRET • contingencies is a very socially desirable form of saving, but one 
can sometimes take a good thing too far. The result has been a 

massive shift in the form in which households have held their 

assets. 

6. 	In 1957 direct holdings of shares and bonds accounted for 

some 37 per cent of the personal sector's financial assets. 	By 

1979 their share had fallen to 17 per cent. Over the same period 

the share of life assurance and pension funds rose from 17 per cent 

to 35 per cent. [There was also an even more dramatic shift from 

holdings of financial assets to house ownership]. 

granted by the 

saving through 

holdings of 

Governments in 

in producing 

the allocation 

economy. 

the effect of the privileges 

tax system to certain forms of saving has encouraged 

institutions at the expense of direct personal 

securities. The rampant inflation permitted by 

the 1970s reinforced the effects of the tax system 

a wide array of degrees of tax privilege, distorting 

of saving and impairing the efficiency of our 

7. 	Over a long period of years 

Tax privileges served to segment financial markets, providing 

financial institutions with a captive clientele and reducing the 

pressures on them to operate efficiently. They thus tended to 

raise the cost of financial intermediation (in broad terms the 

difference between the rate at which a financial institution 

attracts funds and the rate at which it on-lends them) to the 

detriment of both savers and investors. 

The deregulatory measures introduced by this Government have 

done much to improve the efficiency of financial intermediation, as 

have the reductions in stamp duty that we have implemented. In 

planning this budget I have examined what further tax changes could 

be made in support of this end [including the question of whether 

the present arrangements for deductibility of Life Office's 

expenses encourage them to run high cost businesses.] 



BUDGET SECRET 

4110. 	Since 1979 we have done much to reduce the dispersion in the 
amount of privilege (or lack of it) enjoyed by different types of 

saving:- 

inflation has been brought down and then kept low, 

reducing the distortion involved in income tax being applied 

to nominal rather than real interest receipts; 

abolition of the investment income surcharge, and 

reductions in basic and higher rate taxes have all reduced 

the relative privilege enjoyed by savings whose return is not 

subject to income tax; 

rates of income tax and CGT have been aligned; 

life assurance premium relief on new contracts was 

withdrawn in 1984; 

the ceiling for mortgage interest relief has been 

increased by less than inflation, and shifted to a residence 

basis from August 1988; 

the introduction of PEPs has enabled direct investment 

by individuals in shares on a semi-privileged basis; 

removal of tax privileges on forestry]. 

Considerable disparities in the tax treatment of different 

savings media remain. 	Yet some variation is both inevitable and 

desirable. 

A completely uniform approach would involve some drastic 

levelling up (eg no tax relief for contributions to pension funds, 

taxation of pension fund income, taxation of imputed rent from 

owner occupation) or levelling down (le tax relief for all saving, 

including bank and building society deposits). 	I rejected the 

latter approach to tax reform, known as an expenditure tax system, 

in my first Budget in 1984 as wholly impractical and unrealistic. 

I still believe this to be the case. The only realistic option is 

a hybrid system. 
3 



BUDGET SECRET 

But we must keep tax privileges under continuous review, 

restricting those which are no longer justified on social and 

economic grounds, while liberalising elsewhere. This has been my 

aim in this Budget. 

In doing this, I have been concerned to tilt the balance away 

from indirect saving through large institutions, with a view to 

encouraging ways of saving which give people a greater sense of 

personal investment, and in particular promoting wider share 

ownership. 

Access to all privileged forms of saving is rationed in some 

way, and I have reviewed these limits. 	In the case of pension 

funds the limits imposed by the Inland Revenue for a tax privileged 

pension have become the limit for all types of pension. The Budget 

will remove this restriction, and at same time set maxima for tax 

privileged pensions. 

[16. I have decided to keep the ceiling for mortgage interest tax 

relief at £30,000 for another year. This now represents some 43 

per cent of the average new house price, compared with 112 per cent 

for the ceiling of £25,000 when Labour lost office in 1979.] 

17. 	The Government has already carried through a number of 

measures to make share purchase and ownership accessible. 	Stamp 

duty has been reduced, personal equity plans introduced and 

employee share schemes encouraged. My budget today builds on these 

earlier measures. 

• 
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up& 	CONFIDENTIAL 

From: A A B WILSON 
Date: 15 February 1989 

MISS WALLACE 
cc: Mr Culpin 

Mr Gilhooly 
Mr Matthews 
Miss Hay 
Mr Ma pherson 
Mr chie 
M s Simpson 
r Flanagan 
Mr Lawton 
Mr Ford 

BUDGET: CORPORATION TAX BACKGROUND 

The main (bull) points on corporation tax seem to me to be: 

Stability. Now 5 years since reforms were announced and 3 years 
since system has been operating in current form. 	Stability helps 
companies to plan for the future. 

Investment. Reforms have led to more efficient investment, 
based on real returns rather than tax advantages. Investment now at 
record levels, 5 1/296 higher in 1987 than 1986 and 5 1/296 higher in 
1988Q3 than 19870. 

(iii)Profits. Results can be seen in bouyant profits of corporate 
sector. Gross trading profits (net of stock appreciation) of 
non-North Sea ICCs up nearly 20% in 1988 compared with 1987 and 
1796 in year to 1988Q3. 

(iv) Conclusion. System is working well, therefore no need to 
change it. Now is not the time to reduce pressure on companies to 
keep wage costs down by reducing CT rate. 



Profits 
f 000s 

Number of 
	

Current tax regime 
companies 
( 000s ) 	Marginal Average 

tax rate tax rate 

New tax regime 

Marginal Average 
tax rate tax rate 

Bup6--r 	CONFIDENTIAL 

(v) Small companies. 24,000 companies will pay less CT as a result 
of the increases in the thresholds for small companies' CT. Piecing 
together various Revenue submissions gives the following breakdown 
of companies by size of profits: 

0-100 
100-150 
150-500 
500-750 
over 750 

200-250 25% 25% 25% 
6 37 1/2% 25-29% 25% 
14 37 1/2% 29-35% 37 1/2% 
4 35% 35% 37 1/2% 
16 35% 35% 35% 

25% 
25% 
25-34% 
34-35% 
35% 

(The figure of 24,000 companies paying lower tax is the sum of the 
numbers of companies in the middle three rows of the table. This 
may be reduced by about 1,000 if changes are applied to the rules 
for taxing close companies.) 

ALAN WILSON 
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FROM: N I MACPHERSON 
DATE; 16 FEBRUARY 1989 

MISS WALLACE cc. Mr Culpin 
Mr Gilhooly 
Miss Hay 

 

PENSIONS SECTION OF BUDGET SPEECH 

Attached is an outline of the pensions' section. Mr Kuczys 
has seen it and is content. Let me know if you need 

assistance putting it into prose. 

1%-(111%40— 

'2"-)( 	
N I MACPHERSON 

Jr\  GLO 	Pli•-;1-...k 01 ttt., 

{.-Qsj 	YX,1Li L5-0 

1,1 oi 	 L4-01 f-1 
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MISS WALLACE 

FROM: MISS M HAY 

DATE: 16 February 1989 

cc 	Mr Culpin 
Mr Matthews 
Mr Macpherson 

BUDGET SPEECH 

I attach some words on capital gains tax threshold/gifts 

relief. They are half baked but may give you a start. 

MARY HAY 
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CAPITAL GAINS TAX 

Last year, in moving the base date for capital gains tax 

to 1982, I completed the process of taking paper gains 

longer 

needed to compensate for the lack of indexation relief 

for pre-1982 gains. The only remaining function of the 

threshold is to exclude relatively small gains from 

capital gains tax. Moroover, lialowing independent 
wja 	Ci CUYkt 

(taxation in in 1990/  husbands and wives A 
 no LongQr have 	to,/ 

C-4ow. a.. oc-01,6Le. 
shaxe—a_aingle-exemption. 

maintain it at its current level of £5000. 

2. My reforms of capital gains tax have produced a 
c. l^...01"reArtr 

There romaino onc fairer and more neutral system. 
GkA„c[1,1 , 

furthcr 	 which I now propose to 

remove. The holdover relief //auailable/ for gifts 

postpones tax on past gains 'made by the giver until the 

recipient disposes of the asset. Before the abolition of 

capital transfer tax on lifetime transfers, this relief 

was necessary to avoid a double capital tax charge on a 

gift4  

  

But this - • n • 

need no longer remains. 

relle 	 explioit'ed-  fez—tax 

atab*malri7mTmmmq'm I therefore propose to 

O.I.;1"4l12 

abolish the 

N1crYerver,vt 	n4-04,44 (...o..x_I Sou.A.N.P le,4 1^-C‘464=t4.- 
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out of .t..116 tax_a.yettir At the same time I reduced the 
as 

exempt threshold 	 gnising that/it no 

M.A.; Gt- s In' I L 12.0-5 c• c 4 t,  i ,... g f i.....J., cit-- 
Pe-r  Fec-P 1%4 propose to  

at.....O I 
tz.kiefiv-e 



general gifts relief. There are circumstances where tax 

• 
continues to be 

C4P-.,.e of 
notably „cmT gifts of business 

L., 	'Pry Ti^4L.C. Ca.00x,E, 
charities. , The relief will be 

for wider/reasons, 

assets and gifts to 

retained for these 

Hf‘mrral justified 
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MISS WALLACE 

FROM: S J FLANAGAN 
DATE: 15 February 1989 

cc 	Mr Culpin 
Mr Gilhooly 
Mr Macpherson 
Mr Michie 

BUDGET SPEECH: LICENCE NUMBERS 

I don't suppose you need much on this. A passage might read: 

"[link from previous bit] We know that there are many people 

willing to pay for an amusing or opposite number plate. I 

therefore propose that such numbers should be made available 

for sale to the public. A pilot scheme will begin later this 

year [/in December ]". 

2. 	If you want anything more, you might draw on: 

numbers for sale (over ¼ million) previously 

numbers expected to have high values will be 

the rest available at set prices; 

entirely new market; 

normal licence numbers unaffected.___) 

S JFLMIAGAN 

- S • 	-717.-cs. 	,••••••-1- 	 c143,"..k 	44- 

ts. 	CiVn Z.N%AE% '6% 

A2-179.4--40- 	 tA.9-7 iM2- S. pc— Soz- 1:51: 	vs-•-e"-% 

Ut.e_sz_ SN:17A-=ka . 

4-0 

unreleased; 

auctioned, 
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FROM: MISS MARY HAY 
DATE: 15 February 1989 

MISS WALLACE 
	 cc Mr Culpin 

Mr Matthews 
Mr Macpherson 

BUDGET SPEECH 

I attach some notes/prose on the two issues I volunteered 

pre-trading 

close company apportionment. 

My idea of getting Mr Cayley to do COBO tax consequences was 

thwarted since he is not in the lead on this and thought it would 

be "improper" to pouch. So I have had a go. 

All this is complicated and i can't promise that the words 

would be acceptable to the Revenue. 	Mr Mace has promised me 

something on Independent Tax by close today. 

‘(\A-•' 

MISS MARY HAY 
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Extension of relief for pre-trading expenditure 

I propose to extend tax relief available for expenditure incurred 

by individuals or companies prior to their commencing trading. 

The period for which relief applies will be extended from 3 to 

5 years before trading commences. This will benefit new companies 

undertaking projects requiring long lead times. 

NI. • 	• 11 - 

Major simplification made possible by last year's reform of 

personal tax. 

Propose to abolish apportionment rules for close companies. Under 

current rules undistributed income and gains of close companies 

apportioned among its shareholders in order to determine tax 

payable. In future income and gains of a close company will be 

subject to normal corporation tax rules subject to one caveat. 

To prevent use of close companies as a shelter from higher rate 

tax, a special tax rate of 40 per cent will be applied to income 

and gains of close companies failing a distribution test. 

This measure will remove 20 pages of complex legislation from the 

statute book and will replace complicated apportionment rules by a 

straightforward distribution test. 
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ram AND crIRPnPNTE BONDS AND COBO AND DEEP DISCOUNT BONDS 

I propose to change the tax treatment of certain bonds so as to 

simplify the tax rules and to prevent a loss of yield by the 

conversion of income into capital gains. 

First I propose to exempt from capital gains tax, sterling non-

convertible corporate bonds [not qualifying for exemption under 

existing legislation]. [This will prevent exploitation of 

indexation relief to manufacture capital losses]. 

Second I propose to put the tax rules for deep discount bonds onto 

a simpler and more effective basis. Where the return on a bond 

can be mathematically split into capital and income then those two 

elements will be taxed separately but where the return on a bond 

cannot be so split then it will be taxed as income. 

This will be achieved by extending the special 1984 regime for 

corporate, non-variable, deep discount bonds to all other non-

variable bonds; while taxing the whole of the return on variable 

bonds as income. 

[These changes will apply to gilts although existing issues of 

deep discount gilts will continue to be taxed under the existing 

rules]. 
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BUDGET CONFIDENTIAL 

FROM: R G MICHIE 
DATE: 16 February 1989 

MISS WALLACE 

1Y2 	-P ix,„s",slurcc 

. 

Mr Culpin 
Mr Gilhooly 
Mr S Matthews 
Miss Hay 
Mr Macpherson 
Mr Flanagan 

BUDGET SPEECH 

I promised some notes on three topics for the Budget Speech: the 

VAT deregulation package, the list of charities give-aways, and 

VED. You have already commissioned a note on unleaded petrol from 

Customs. 

VAT Deregulation 

2. 	There are three measures with a strong deregulatory or "good 

for business character". They are (listed in order of importance): 

(i) 
	

VAT Bad Debt Relief: except in limited circumstances, traders 

are liable to VAT on their sales whether or not their 

customers pay them. Bad debt relief can be claimed only 

where the debtor has become insolvent, and this can be a slow 

and complicated process. But as from 1 August, all debts 

which are over eighteen months old will qualify. This will 

bring a considerable measure of administrative and financial 

relief for a great many businesses. 

11 Simplification of the VAT registration requirements: at 

present there are quarterly and annual turnover limits, 

supplemented by a requirement to look ahead to the next 

twelve months to see if the limits might be exceeded. 	This 

can be a difficult and uncertain exercise. As from Budget 

Day there will be a single rule for determining registration 

based on turnover in the past twelve months. 

• 
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(iii) Default surcharge: at present, the default surcharge rises by 

stages per default, each of 5 percentage points, from 5 

percent to 30 per cent. Experience suggests that by the time 

a business reaches a surcharge rate of over 20 per cent, it 

has moved from the "won't pay" to "can't pay", and the even 

higher surcharge rates do little practical good. As from 1 

April the default surcharge rate will be capped at 20 per 

cent. 

Charities Give-Aways  

3. ° special reliefs for charities contained in proposals for 

implementing European Court of Justice ruling on certain of 

our zero-rates : all construction, fuel and power for 

charities' non-business activities will remain zero-rated, as 

will water for all their activities; 

0 in addition three new reliefs for charities will be 

introduced: 

(i) 	there will be exemption from VAT for charities' fund- 

raising events up to a turnover limit of ten times the 

standard registration threshold; 

ii) sterilising equipment will be added to the list of 

goods which are zero-rated when purchased by charitable 

or voluntary funds for medical purposes; and 

(iii) there will be an extension to the existing zero-rating 

which applies to certain expenditure on advertising [to 

include classified advertising and advertising in 

concert programmes, annuals and on posters]. 

0 Minutes of Chancellor's meeting of 23 January on ECJ 

Judgement records that he may wish to mention in his Budget 

Speech, the improvement in the position of charities arising 

from the changes to the local authority rating system. 

2 
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VED 

important 
(4. 55,1"QA-tt---/ /La Chfk_C PL.Jpe C 

measures to %-caplify vehicle excise duty _otructure and make L 
it more equitable. 

11-44-e c,.4-ej 	 -1-e.-, 	vE73  
reduction in the number of tax classes by over 70 this will 

r 	 oLes--iL,J L; 
make vehicle licencing easier for businesses, and -eae-i-er—for 
of fie-i-a rate, 	C 	 ; 	UL./ 	C.,. 	 . 

(-Pr V 	 4-A4, le-A-kst. tt-t 
it.-41.440" 

bussrs-arrtel-ccractrus 	der presentsystem a bus or a coach has 
OA- 1+4 to have sixty six seats -before it pays as much Vehicle Excise ipja”cd, 

Duty as a family car. 	Even the large - coach pays  
Li f. 1 .--cti 

marginally more. P-ropose-ter• 	 ose 
--f-so-as--to -bring-buses-and 	coaches 

t WO 1:51, 10-ff 
, group up to track cost 	,44 
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o  ,{here will be increases also in the rate of VED for the 
heaviest 

- 
heaviest of the rigid HGVs so as to put them on a more equal 
footing with articulated HGVs. 

.4 11 • • 	 4&_cy 
Ct-Gut,p
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R G MICHIE 
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FROM: J F GILHOOLY 

DATE: 16 February 1989 

MISS WALLACE 	Ctkois.) p Lit 
sp-etc,i., 

cc 	Mr Culpin 
Mr Matthews 
Miss Hay 
Mr Macpherson 
Mr Ford 

   

  

UDGET SPEECH : LIFE ASSURANCE 

The evenue are putting forward a note for the next Overview 

Meetin which I expect to cover presentation and a number of 

secondary decisions which have yet to be put to Ministers. 
So please treat the attached as very much a draft, which is 

likely to m6ye around a fair bit. 

2. 	I have gon on at some length because there is quite a 

lot of fairly qmplicated material to mention. Even so, I 

have omitted two 

details of her changes proposed for pensions 

business on \which I attach a separate note. 

These might fit\into the pensions package - as 
\ 

indeed, at a g'tretch, might the ringfencing 

described in the df4ft below. 

\\\ 
details of the 1990 \part of the package. 

Handling this needs tA king about, but for the 

moment I am working on the asis that anything in 

the Budget Speech should 	kept general and 

short. 

, 

J F GILHOOLY\ 
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LIFE ASSURANCE 

In July last year, the Revenue issued a consultative 

document on the taxation of Life Assurance. It pointed 

to some important defects in the present tax regime and 

outlined possible changes. 

h 
Fol wi 	 :Rhere has been a very full 

process of consultation with the industry and others. 

have considered the representations made very carefully. 

My conclusions are as follows. 

The Life Assurance industry is unique, not just in 

the product it provides but also in the tax regime which 

applies to it. 	Broadly speaking, the policyholder's 

returns and the shareholder's profits are not, as in a 

normal business, taxed individually but jointly by taxing 

the funds held by the Life Offices on their 

policyholders' and shareholders' behalf. 

4. 	It is a,peculiarity of this system that relief is 

given 'la  front for the expenses (commission and so 
,-11- 1,,v)  utv k0...1  4-t.—Nte c-ti si-o. cf • V-e tP5  0-4' i".. I. C; 1 5., T.  ;I,  14,--k t•, 4,3, 

forth). T.h 	ef-f-ect—crf—th+s—it.that policyholders receive 

a tax break - "up front" relief on initial costs which 'i-s.;.-- 

/ not available far-any other form-of-investment. And twining lie 
( 	C 

distorts the incidence of tax as between one Life Fund 

- 1 - 



gains of Life Fund 
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tA.4-01.4.1y 
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I shall therefore be bringing forward in the 

Finaniae.Bill measures which would mean that, in future, 

hc-L9--thinitial expenses associated with new policies will be 

spread forward so that one-seventh only would be 

available for relief against tax in each of the first and 

subsequent six years. 14-4-t-L--al-- 	ckp-....110%;1  

6-1 0  -1-0 	Ve 11-0 
J532 Life Offices carrying on pension business, thc-

provisions- to- -end—the- 
C 	Le. f 
the unrelieved expenses of pension 
4 

business to be  rolicvcd against the 

FZ 'L fs.c.A 
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he Findilde Sill will also- 	inu1 

2 

income and realised 

specification of 

I t--a,,o-o,  
c  

1,..3S,  I 
S 0 re-1,ric a 	kit cf pa; ct v ".; (4.14 Ai • 	rki 	off-icts rA.4e 

a number of UcJziat't; • 
14 124,1 
hatu_i_tp  

4_5144114 S (4 
Y-1v 	'°('(: 	

&At p 2..; 	
Ct-vs 

A•-•V k-rZia 	
hiew'keiSe.) Lep 

4_1-44) 

icnoq 
w-ac-stAir S 

rsiero.$4 • 

If)  $6.1 

1.1."4:1 /41 

BUDGET SECRET 

and another. 	The system unduly favours the rapidly 

expanding Life Office where tax can be deferred for many 

years. 

5. 4 I have considered very carefully whether this 

problem is best resolved by improving the existing 

system; or by adopting a completely new basis of taxation 

for the Life Office gl  any LILt 1ime.s-.7dks.cussed—i-n.-t1're 

31 have concluded that the 

defects can be dealt with within the present regime. 

reaching_this canclusion,_I have given full weight 	to the-. 

representations made_by the industry and others. 
_ ...._ ,...... 

--GoneultatIve-docu 



12.El  I re t 4-44(  50Aleu‘,  eer-tite 	,141 di- -Mc 

inelhet ivb Amo' 

BUDGET SECRET 

charge, and bringing into charge miscellaneous items of 

income which currently fall outside the tax net]. 

These measures would cover the main part of the 

proposals discussed in the consultative document. 	But 

there are other, more technical items which require 

further consultation with the industry which the Revenue 

will put in hand [timing?]. 	Any legislative changes 

which might follow such consultation will be included in 

the 1990 Finance Bill. 

These measures give a fairer basis for the 

taxation of the Life Companies. In isolation they would 

increase the long-run tax burden by E[ 	]m. The Finance 

Bill will provide for thc mcaaurcs to be introduced from 

1 January 1990. T*ere-w±i-k-be-p4a444Q.QEovisions  to  

tA46—+Ileh"t"gr?"41441€1..4Q..4djaa.t.,...thli....tottia.afigaimegime. 

Putting the tax base on a broader and more 

rational footing gives me the opportunity to reduce the 

rates. At present, Life Funds pay tax at 35 per cent on 

unf ranked investment income and 30 per cent on realised 

capital gain . s 	As from 1 April 1990, these rates will be 4  
reduced to 25 per cent .Eas....r.sagar.4s.peilsit'LlFrOrliCer 	These 

reductions, together with the abolition of Life Assurance 

Premium Duty I announced a few minutes ago, will be worth 

]m to Life Assurance in a full year. 
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• FROM: MISS M P WALLACE 
DATE: 16 February 1989 

MR RILEY hoi  waitkaw 

A' [IAN VIVIMWebvtl , SM.A. 
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CC Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Culpin 
Mr Peretz 
Mr Sedgwick 
Mr Pickford 
Miss Simpson 

BUDGET 

WI (71/,  

SPEECH: ECONOMIC SECTION 

I attach a (still kle-r-rj rough) draft of the economic section of 

the speech. 	There are still some sections entirely missing 

(notablki an introduction; and the section on COBO, and the 

"bonfire of controls"). I shall work on these tomorrow. 	I also 

hope to do quite a bit of polishing on some of the at present 

rather rope/ sections on, for example, the economic 

the "first 10 years". In the meantime, I should 

any comments you or copy recipients may have. 	In 

should be grateful if EB could have a good look 

background, and 

be grateful for 

particular, I 

at the economic 

    

background section, filling in some of the blanks which I am 

afraid I have had to leave, and alerting me to the places where I 

have completely garbled the standard line. 

2. 	A draft of the whole thing has to go to the Chancellor 

tomorrow evening. I should be grateful if comments could reach me 

by, say, 2.30pm. 

MOIRA WALLACE 
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THE ECONOMIC BACKGROUND 

I start with the economic background. 

1988 has been another year of buoyant growth world 

wide, exceeding expectations in each of the major 

industrial countries, in most cases substantially so. 

World trade in manufactures probably grew by [10] per 

cent, and output in the G7 by an average of 4 per cent. 

In the UK, growth has [again?] been above the G7 

average, and ahead of all our major European 

competitors. I now judge that the figure for 88 as a 

whole will turn out to be around 41/2  per cent - in line 

with the income and output measures of GDP, but rather 

higher than suggested by the notoriously unreliable 

expenditure measure of output. 

Discrepancies between these different measures of 

CDP have existed for some Lime. 	But in 1988 they 
€npf is 

reached unprecedented. This has been part of a wider 

problem with economic statistics generally, which has 

been of concern to the Treasury and Civil Service Select 

Committee, and to outside commentators, as well as to 

the Government. The Government set up a review of 

economic statistics_loutcome]. 
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• 	5. 	But that is for the longer term. The task of 

policy making goes on, however unclear the statistical 

background. 	In the meantime, we have to take the most 

sensible view that we can of what is happening in the 

economy, on the basis of the raw data that exists. 

The CSO have now published the results of their 

exercise to produce a balanced set of national accounts, 

covering the years up to 1987. I am today publishing in 

the FSBR figures which take this process a little 

further forward, to cover the more recent past as well. 

The FSBR also, of course, sets out the unadjusted 

figures, and a full description of the methodology that 

has been used is being made available in a press notice. 

ti should emphasise that the statistics for the public 

finances, prices, unemployment and employment are 

unaffected by the specific problems that have bedevilled 

economic statistics this year, and have therefore, of 

course, not been adjusted in any way. 

For the restZ] in some cases, adjusLment makes 

little difference. In a number of cases, the adjustment 

makes the figures look less favourable. However, it is 

plainly the case that these adjusted figures are nearer 

an accurate picture of what is happening to demand and 

output, and it is therefore these that I shall be using 

in setting out the economic background. 

2 
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Overall output growth of 41/2  per cent means that in 

this upswing we have now recorded x years of sustained 

growth. 	Indeed, we have enjoyed healthy growth rates 

for so long that it already seems unduly modest to 

describe it as an upswing: rather, year after year of 

respectable growth has become a way of life throughout 

the last x years. 

Within this overall very vigorous growth 

performance, the performance of manufacturing has again 

been particularly strong, with growth of going on for 

7 per cent in 1988, taking manufacturing output past its 

previous all time peak. 

The key to this sustained improvement in 

manufacturing performance has been the major improvement 
k&S 

in productivity that hgga been secured under this 

Government. In the '80s, our manufacturing productivity 

has grown faster than that of any other industrial 

country - following years at the bottom of the league in 

the '60s And '70s. 

Employment and unemployment [what ...Al the new bull 
points with the new LFS figures?] 

Another very satisfactory feature of the recent 

past, and a 	good omen for the future, is the 

strength of investment, which looks to have grown by 

3 
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• some 	x per cent in 1988. 	Indeed, over the last 

[5] years, investment has grown about twice as fast as 

consumption. 

13. This strong growth of investment - and indeed the 

strong growth of consumers expenditure too - is no doubt 

in great part a reflection of confidence in the 

Government's handling of the economy. But with domestic 

demand growing rather faster than output, imports have 

grown appreciably, and the current account now looks to 

have been in deficit by some £10 billion in 1988. 

is a sizeable deficit, clearly, but it has beep,frianced 

without difficulty. The Government's commitment to 

monetary discipline and fiscal prudence continues to be 

va--1-tte4—the markets. 

With stronger growth of domestic demand, the UK has 

also seen some resurgence of inflationary pressures. 

have had no hesitation in acting to nip this in the bud, 

by tightening monetary policy. Increased interest rates 

have already begun to have their desired effect. 

However, in the short-term, the fact that the UK, 

unlike almost all other EC nations, includes mortgage 

interest payments in its consumer price index, means 

that the very action taken to combat inflation appears 

to cause it to rise. Thus, annual inflation as measured 

by the retail price index, ended the year at x per cent, 

4 
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• 	while the underlying rate of inflation remained little 
changed at z per cent. 

Looking ahead to 1989, we are already seeing more 

and more evidence that inflationary pressures are coming 

back under control. [Bull points of evidence] 

But some of the effect of higher interest rates is 

only just beginning to have an impact on consumer 

spending - since, for example, those whose mortgages are 

adjusted only once a year, will only now be feeling the 

effects of last year's increases in interest rates. 	So 

further slowing in consumer spending is to be expected. 

This will bring overall output growth down to a more 

modest rate of [21/2] per cent. 

This may seem disappointing by the standards we 

have come to expect in the last few years. But it is a 

respectable figure, by any standards, historical or 

international. And with investment likely to remain 

high - a view confirmed by all the laLesL surveys of 
•••••••• 

investment intentions4the growth prospects beyond 1989 

are good. 

The underlying path of inflation will, of course, 

continue to be obscured by the influence of mortgage 

interest rates. First we will see a peak in annual RPI 

5 



SECRET 

• 

ITOvwrhli.11-(4-0\t 

inflation [at around x per cent] [next month] before it 

falls back to [y per cent] by the end of the year. 

As I have always made clear, the current account 

may take longer to improve. Import growth should slow, 

as consumer spending eases a little. And trade 

performance should improve as new capacity comes on 

stream. Although I expect the monthly deficits to be on 

an improving trend throughout the year, I expect that 

the deficit for the year as a whole will be much the 

same for that of 1988 [with a more marked improvement 

thereafter]. 	In the meantime, there is no sign of any 
_ 

financing problems, so long as the UK is seen to 

maintain its prudent policies. 

A far more real threat to the relative stability 

that has been enjoyed in the financial markets over the 

last year is the persistence of sizeable current account 

imbalances between the very largest economies, and in 

particular, the stubborn external deficit of the United 

States. The latter is that dangerous animal, an 

external deficit that is the counterpart of a stubborn 

budget deficit. I know that the US Government is seized 

of the need to restrain its public sector deficit. 

This, combined with action from the surplus countries to 

remove the obstacles which restrict the growth of their 

domestic markets, should remove the major threat to an 

6 
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otherwise strong and healthy prospect for the world 

economy as a whole. 

22. In parallel, it is clearly desirable that the major 

nations should continue the process of international 

cooperation, to guard against the risks of renewed 

turbulence in the international markets. I can assure 

the House that the UK will continue to play its full 

part in this co-operation. 

The Medium Term 

In an increasingly open world economy, no nation 

can be insulated from external shocks. What individual 

Governments can guarantee is that they will put the 

right economic policies in place, and stick to them. 

Provided they do this, they can survive the difficult 

years, and excel in the good ones. 

This describes exactly what has been achieved in 

the UK. This Government has now been in power for 
0 vi‘ 

tteiro)t"  nearly ten years, duringLwhich time economic policy has 

u,,,it lAfi' el 1-  been tremarkably consistent ad has brought outstanding V  

success. 

At the very heart of the Government's strategy has 

been the determination to bear down on inflation. For 

ten years now, the medium term financial strategy has 

7 
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• 	
provided a clear and disciplined framework for 

reductions in the growth of money GDP, and hence 

inflation. [What is best inflation comparison over last 

ten years?] 

This is the answer to those who doubted that the 

MTFS would be successful in bringing inflation down, and 

who imagined that the answer still lay in the policies 

that had been tried - and discredited - in the 1970s. 

There were others who maintained that although the 

Government's inflation objectives would be achieved, but 

only at the expense of lost output, or falling living 

standards, or savage public expenditure cuts. They too 

have been confounded. 

Far from suffering, output in the UK has grown 

faster than in all other major EC countries during 

the '80s - a marked contrast with the two previous 

decades when the UK was at the bottom of the league. 

The knowledge that the overall financial framework 

is prudent and sustainable has given business and 

industry the confidence to expand. 	Tax reforms have 

increased the incentives to enterprise, and supply side 

reforms have removed the disincentives and barriers. 

Indeed, the supply response of the economy has improved 

out of all recognition so that in the '80s, the UK has 

8 
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• 	seen [Z] successive years of growth averaging above 

X per cent, with inflation remaining remarkably stable, 

at an average of Y per cent, and never exceeding Z per 

cent. [Reference to higher long term sustainable rate 

of growth?] 

The cornerstone of this dramatic improvement in the 

performance of British industry has been a massive and 

sustained improvement in productivity. Whole economy 

productivity has improved by [23/4] per cent a year 

since 1980 - [putting the UK, with Japan, ahead of all 

other major industrialised countries in terms of 

productivity growth.] 

At the same time, more people are in work than ever 

before in this country, and their real take home pay has 

risen by almost a third since the Government took 

office. And they enjoy better public services too. For 

while the Government has been able to achieve its aim of 

bringing the growth of public expenditure within that of 

the economy as a whole, so that its share of national 

income has fallen within that overall constraint, more 

has been spent on priority areas, such as health, 

education, law and order, and capital spending. 

These ten years, then, have been a time of 

unprecedented improvement to the economic fundamentals 

in the UK. 	When we came to power, Britain was a 

9 
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• 	
textbook example of relative economic decline. Now it 

is out-performing the competition and the policies that 

have brought success - tax reform, and the determination 

to improve the supply side - are being imitated the 

world over. 

Unfortunately, it is taking rather longer for 

conventional economic wisdom to catch up with Britain's 

economic renaissance. 	Ten years on, some people still 

think it cannot last, and are permanently on the lookout 

for bad times. And so they pick on the things that - in 

another, unhealthier, age - would have set the alarm 

bells ringing. 

This perhaps explains the great agitation in some 

quarters about the fall in the personal savings ratio. 

Once, a fall in personal savings might indeed have been 

cause for concern - in the '70s, for example, when there 

was precious little chance of a shortfall of saving from 

households being offset by the corporate sector or - 

still more unlikely - the Government itself. 

But that is exactly what has happened under this 

Government: with a dramatic recovery in company 

profitability, 	uompany saving has risen to offset the 

decline in personal savings. In addition, of course, 

the Government itself has moved from deficit to surplus. 

So, in fact, total national saving has been rising in 

10 
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• 
recent years, and now stands at [-roughly the same 

percentage of GDP as we inheritegl. 

I certainly expect the personal savings ratio to 

recover. 	Itis present low level is mainly a result of 

the current level of personal borrowing - a highly 

cyclica)phenomenon, which I would expect to see unwound 

slightly over the next few years. 

But in the meantime, I am not going to be alarmed 

into gimmiOky' sclvemes to increase the personal savings 

ratio. 	To the extent that an increase in personal 

saving is desirable, it will already come about as a 

consequence of the action I have taken in raising 

interest rates to their present level. 

The other notable respect in which commentators 

have failed to catch up with the transformation of the 

British economy is in the significance they attribute to 

a deficit on the current account of the balance of 

payments. 	Here again they demonstrate LhdL they are 

still stuck in the '70s. Then a current account deficit 

was indeed something to worry about. 

There are only two reasons why a current account 

deficit need cause concern: first, if it is a 

consequence of a Budget deficit, and second, if the 

Government does not have the confidence of markets, or 

11 
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if its foreign exchange reserves are inadequate. In the 

latter case there is nothing to stop a current account 

deficit turning into a sterling crisis. 

The position today could not be more different. 

First of all, the deficit on current account has arisen 

at a time when the public sector, far from being in 

deficit, is running an unprecedented surplus. The 

external deficit is, in fact, the result of private 

sector behaviour - and not all of it undesirable 

behaviour. 

For example, a great deal of the growth in imports 

over the past year has been the result of the UK's 

unprecedented, and welcome, investment boom. To the 

extent that this is the case, the deficit contains the 

seeds of its own correction: as domestic firms import 

capital goods, and expand, the capacity constraints that 

have been appearing will be eased, and the UK's trade 

performance will improve. 

On the other hand, to the extent that the sharp 

growth in imports has been the result of consumer 

spending moving aheadl'tle too fast, action has , , _ 

already been taken, in the form of higher interest 

rates, and the effects will show through in time. 

12 
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• 43. But it will take time, as I have repeatedly made 

clear. 	There are no quick fixes, and in the meantime, 

the role of Government lies not in the half baked panic 

measures that are sometimes urged on it by outsiders, 

but rather in keeping its nerve, and sticking to its 

policies. 

Monetary policy 

From this point of view, as from every other, it is 

essential that we remain prepared to take whatever 

action is necessary - however unpalatable it may be - to 

bear down on inflation. [Within MTFS] the central role 

in bringing inflation down belongs to monetary policy, 

buttressed by a prudent fiscal stance. As I have always 

made clear, short-term interest rates are the essential 

instrument of monetary policy: this Government will set 

interest rates at whatever level is necessary to bear 

down on inflation, and will keep them at that level for 

as long as is necessary. 

The Government is under no illusions about the 

short-term effects of last year's rises in interest 

rates on homeowners and other borrowers. They will have 

had to restrain other expenditure, in some cases quite 

sharply, to meet increased interest charges. 

13 
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• 	46. But here again, we have to have an eye to the 

medium-term. It is already difficult to remember the 

days of runaway inflation. But all those who can cast 

their minds back know that the pain of higher interest 

rates for a time now is as nothing compared with the 

damage that was done to working families, pensioners, 

industry, and the whole of the nation's economic and 

social fabric, by those years of rapidly rising prices. 

The Government is determined that there shall be no 

return to those days. 

Interest rates are indeed, a remarkably 

well-directed instrument to deal with the particular 

inflationary pressures we have seen reappearing in the 

last year. First, they are well targeted on the housing 

market, which has been the principal force behind the 

strong consumer credit growth [of the last months/ 

years]. In this respect, they are also very well 

targeted from a regional point of view, as they will 

tend to focus the adjustment on the South of England, 

where inflationary pressures have arguably been 

strongest, as more people in the South have mortgages in 

excess of £30,000, and so do not have the full effect of 

increased repayments cushioned by tax relief. 

Most importantly, perhaps - and this point does not 

seem to be well understood - they are also well targeted 

as between households and companies. 	While the 

14 
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• household sector has moved from being a net lender to 

being a substantial net borrower, the company sector's 

finances are in far better shape than a few years ago, 

so that it is far less vulnerable to increases in 

short-term interest rates. The company sector is also 

well placed to benefit from the fact that long-term 

interest rates have risen by far less than short rates. 

Now all the evidence is that the tightening of the 

monetary stance is taking effect in exactly the way we 

predicted. [MO, retail sales, etc.] This is, of 

course, welcome. I can assure the House that I shall 

not keep short-term interest rates at their present 

level for any longer than is necessary: 	on the other 

hand, there will be no question of relaxing the monetary 

stance before it is appropriate to do so. 

Decision on the appropriate monetary stance will 

continue to take full account of the role of the 

exchange rate. The Government has made it clear that 

incrpasps in domestic costs will not be accommodated 

either by monetary expansion, or by exchange rate 

depreciation. 	In fact, sterling ended 1988 slightly 

stronger against both the deutschemark and the dollar 

than at the beginning of the year,(and I judged this 

appreciation appropriate in the light of the 

inflationary pressures that had emerged. ' [Overall 

15 
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• 	objective - stability/overriding need to bear down on 

inflation.] 

This determination to bear down on inflation is the 

absolute key to the Government's economic strategy. The 

ultimate objective remains stable prices. No Government 

could be proof against short-term fluctuations along the 

way. 	But Governments can guarantee the will to ensure 

that they are only short-term. This Government has 

demonstrated that determination, by taking action 

promptly to bring the economy back onto the track set 

out in the MTFS. 

Accordingly, I propose no relaxation in the target 

range of 1-5 per cent for NO growth in 1989-90 envisaged 

in last year's MTFS. Measured on a twelve month basis, 

MO will start the next financial year above the top of 

this range, reflecting the high growth figures in the 

spring and summer of 1988. 	However, the growth of 

MO over the last six months has been appreciably 

slower - equivalent to [X] aL cal annual rate - so I am 

confidant that the twelve month figures will come within 

the target range [within a few months]. 

[COBO/financial market deregulation.] 

16 
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• PUBLIC SECTOR FINANCES 

A prudent fiscal stance has always been an 

essential buttress to a sound monetary policy, within 

the MTFS. [Needs to be set in medium-term context. Not 

a short-term demand management tool, but key element of 

successful supply side policies - pattern of taxes and 

expenditure, impact on supply side etc.] 

During our term of office we have made steady 

progress in reducing the burden of Government borrowing, 

to the point where, in 1987-88, the budget moved into 

surplus, something the UK had previously achieved only 

once since the beginning of the '50s. 

Last year I budgeted for this surplus to continue 

in 1988-89, the year now ending. In fact, we have done 

rather better, for a variety of reasons. First, the 

success of the economy, particularly the now very marked 

reductions in unemployment, and the -VardImmasuccess 

of the right to buy programme, has reduced the expected 

claims on public expenditure, so that the outturn for 

the year is likely to be some £.[X] billion below the 

planning total we provided for. 

Second, privatisation proceeds are appreciably 

higher than expected, at some E[X] billion for the year 

as a whole - a very welcome boost to the public 

17 
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• 	finances, and one that not many would have predicted a 

year ago, in the aftermath of the stock market fall. 

Finally, a more buoyant economy has led to tax 

revenues s.;9Kif--icat,tly higher than expected. 	[Is there 

anything good we could stick in here about the 

contribution of the last Budget - eg proportion paid by 

top 5 per cent - Budget not a giveaway etc.] Taking all 

these factors into account, I now expect that the final 

outturn for the current year will be a Budget surplus of 

E[X] billion. 

In the last two years, then, we have seen the 

largest sustained repayment of public debt for [how 

long?]. This has permanently reduced the burden of debt 

servicing, both now and for future generations. For the 

coming year, the debt repayments of the last two years 

mean that debt interest costs are lower by E[X] billion 

a year. 

O. WR hAVP already seen one beneficial effect of lower 

debt interest payments - namely that spending on 

priority services can be increased, without jeopardising 

the Government's overall objective for public 

expenditure. In the Autumn Statement I was able to 

announce that within an unchanged planning total we were 

able to allocate significant extra resources to our 

priority programmes. Those who saw a conflict between 

18 
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• 	tax cuts and spending on the health service have been 

confounded, with a record increase in resources for the 

NHS in the UK of some E.[X] billion. 	And there were 

significant increases for other priorities, notably 

capital spending on the prisons programme, and in the 

transport field for road maintenance and improvement, 

and for improved safety programmes. 

But these selective increases in spending on 

priority services are just one of the possibilities 

opened up by debt repayment. Alternatively, we can take 

advantage of lower debt interest payments to reduce 

taxes, or, indeed, to repay even more debt, continuing 

the virtuous circle. 

The dramatic improvement in the UK's public 

finances has also provided a welcome opportunity to 

devote more attention to the structure of the debt that 

remains. Now that the Government has become a net 

purchaser of debt, it has been possible to tailor 

buying-in policies so as to reduce future interest 

costs, and to improve the quality of funding by relying 

less on the more liquid borrowing instruments. 

For example, it has been possible to increase the 
?vv\lt,y1-1 , v- 

peentage of indexed gilts in the remaining stock: 

since the Government is determined to eliminate 

inflation, index-linked borrowing is particularly 

19 
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• cost-effective. The authorities have also been able to 

achieve a desirable adjustment in the average life of 

Government debt: in the past year, we have taken the 

view that long yields are higher than the future 

prospects for inflation warrant. Accordingly buying-in 

has concentrated on longer maturity issues, that in 

future years even the debt that remains will have a 

relatively lower interest cost. 

64. The long-term benefits that can be achieved from a 

period of public sector surplus are clear. This is one 

factor I have taken into account in deciding the fiscal 

stance for the coming year. Furthermore, this 

Government's approach to public finances has always been 

prudent and cautious, and this too is obviously the 

right course. There are also two particular reasons for 

caution this year. 

First, our present stronger than expected position 

clearly reflects some influences which are essentially 

ryrlical. These will tend to unwind as the economy 

reverts to a more sustainable level of growth. 

ri 

s,Al rivk  

Secondly, we cannot ignore the role played by 

privatisation proceeds in our present fiscal strength. 

Although major privatisations still lie ahead, in the 

longer-term the contribution of privatisation proceeds 

must logically tail away eventually to zero. 

20 
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It has been a hallmark of this Government that it 

has not committed resources to extra public expenditure 

or reductions in the tax burden unless it was certain 

that these could be sustained. I have continued to be 

guided by these principles in setting the public sector 

debt repayment for 1989-90. And I have concluded that 

it is right to budget for a further healthy surplus, of 

E[X] billion. 

In last year's Budget I made it clear that the norm 

for the medium-term would henceforth be a balanced 

budget. For the coming year, as I have explained, we 

can and should do better than that. But beyond 1989-90, 

I expect to see the public sector debt repayment revert 

[gradually/eventually] to zero. The illustrative path 

for the medium-term is set out in the MTFS. 

[Implications for tax burden/tax reform.] 

• 
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BUDGET SPEECH: ECONOMIC SECTION 

I attach a (still Ve-r:tj rough) draft of the economic section of 

the speech. 	There are still some sections entirely missing 

(notablLi an introduction; and the section on COBO, and the 

"bonfire of controls"). I shall work on these tomorrow. 	I also 

hope to do quite a bit of polishing on some of the at present 

rather ropey sections on, for example, the economic background, and 

the "first 10 years". In the meantime, I should be grateful for 

any comments you or copy recipients may have. 	In particular, I 

should be grateful if EB could have a good look at the economic 

background section, filling in some of the blanks which I am 

afraid I have had to leave, and alerting me to the places where I 

have completely garbled the standard line. 

2. 	A draft of the whole thing has to go to the Chancellor 

tomorrow ,5.&1g.  I should be grateful if comments could reach me 

by, say 2.30pm. 

MOIRA WALLACE 
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THE ECONOMIC BACKGROUND 

I start with the economic background. 

1988 has been another year of buoyant growth world 

wide, exceeding expectations in each of the major 

industrial countries, in most cases substantially so. 

World trade in manufactures probably grew by [10] per 

cent, and output in the G7 by an average of 4 per cent. 

In the UK, growth has [again?] been above the G7 

average, and ahead of all our major European 

competitors. I now judge that the figure for 88 as a 

whole will turn out to be around 41/2  per cent - in line 

with the income and output measures of GDP, but rather 
sgwr 

higher than suggested by the4notoriously unreliable 

expenditure measure of output. 

Discrepancies between these different measures of 

CDP have existed for some Lime. 	But in 1988 they 
leApeis 

reached unprecedented. This has been part of a wider 

problem with economic statistics generally, which has 

been of concern to the Treasury and Civil Service Select 

Committee, and to outside commentators, as well as to 

the Government. The Government set up a review of 

economic statistics-[outcome]. 
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• But that is for the longer term. The task of 

policy making goes on, however unclear the statistical 

background. 	In the meantime, we have to take the most 
1.4.1. 9.... 

sensible view that we can of what ;kg happening in the 

?erf,, economy, on the basis of thraw data that exists. 

The CSO have now published the results of their 

exercise to produce a balanced set of national accounts, 

covering the years up to 1987. I am today publishing in 

the FSBR figures which take this process a little 

further forward, to cover the more recent past as well. 

The FSBR also, of course, sets out the unadjusted 

figures, and a full description of the methodology that 

has been used is being made available in a press notice. 

u  should emphasise that the statistics for the public 
finances, prices, unemployment and employment are 

unaffected by the specific problems that have bedevilled 

economic statistics this year, and have therefore, of 

course, not been adjusted in any way. 

7. 	For the res L j in some uses, adjustment makes 

little difference. In a number of cases, the adjustment 

makes the figures look less favourable. However, it is 

plainly the case that these adjusted figures are nearer 

an accurate picture of what is happening to demand and 

output, and it is therefore these that I shall be using 

in setting out the economic background. 



I 

till Lvi 	10. 

;.  'ALL(  14A- MA:••••7 (.9 

voto"4.0.4A0-.1  
11 1 cmilei in 

manufacturing performance has been the major improvement 

productivity that lagga been secured under this 

The key to this sustained improvement in 

SECRET 

Overall output growth of 41/2  per cent means that in 

this upswing we have now recorded fyears of sustained 

growth. 	Indeed, we have enjoyed healthy growth rates 

for so long that it already seems unduly modest to 

describe it as an upswing: rather, year aftef year of 

respectable growth has become a way of life throughout 

the last x years. 

Within this overall very vigorous growth 

performance, the performance of manufacturing has again 

been particularly strong, with growth of going on for 

7 per cent in 1988, taking manufacturing output past its 

previous all time peak. 

r 	Cif-td 

A 0.04,-(4/44 
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'Government. In the '80s, our manufacturing productivity 

has grown faster than that of any other industrial 

country - following years at the bottom of the league in 

the '60s and '70s. 
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.j.anie___-46-per---cent--in---1-9e-a:  Indeed, over the last 

[5] years, investment has grown about twice as fast as 

jur-..-ei fifi consumption. 

Th4% strong growth of investment - and indeed the 

strong growth of consumers expenditure too - is no doubt 

in great part a reflection of confidence in the 

Government's handling of the economy. But with domestic 

demand growing rather faster than output, imports have 

grown appreciably,, and the current account now looks to 
s 41..4 .11 	 R 

have been in
C 
 deficit  '/4-4ADJ&I-E.La-b.1-14.40an  in 1988. Thie 

log=er  sizeable deficitr-clearly7-bn 	it has been financed 
, • 
./-f*/ J141 

wAllout 	difficulty. The Government's commitment to 

monetary discipline and fiscal prudence continues to be 

valued in the markets. 
. .•" 

A..4.11/1 d 	te4tA4:, 
04.44 

With stronger growth of domestic demand, the UK has 

also seen some resurgence of inflationary pressures. 

had no hesitation in acting to nip this in the bud, 

0  4140,,,t, 	1404,4,,,  ;4 / by tightening monetary policy. Increased interest rates 

( 
IP have already begun to have their desired effectoeffect.. its....AAA. -1/0  

CO: - tarp), 1,100.../4/ have 

L.1 

eus--elf 

i ,114 
However, in the 

C.111.c/t2 4.1(1-ei  e•-••• 

short-term, the fact that the UK, 

includes mortgage unlike almost all other EC nations, 

interest payments in its consumer price index, means 

that the very action taken to combat inflation appears 

to cause it to rise. Thus, annual inflation as measured 

by the retail price index, ended the year at x per cent, 

4 
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while the underlying rate of inflation remained little 

changed at z per cent. 

Looking ahead to 1989, we are already seeing more 

and more evidence that inflationary pressures are coming 

back under control. [Bull points of evidence] 

But some of the effect of higher interest rates is 

only just beginning to have an impact on consumer 

spending - since, for example, those whose mortgages are 

adjusted only once a year, will only now be feeling the 

effects of last year's increases in interest rates. 	So 

further slowing in consumer spending is to be expected. 

This will bring overall output growth down to a more 

modest rate of [21/2] per cent. 

This may seem disappointing by the standards we 

have come to expect in the last few years. But it is a 

respectable figure, by any standards, historical or 

international. And with investment likely to remain 

high - a view confirmed by all the latest surveys of 

investment intentions the growth prospects beyond 1989 

are good. 

The underlying path of inflation will, of course, 

continue to be obscured by the influence of mortgage 

interest rates. First we will see a peak in annual RPI 

5 
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S t 

inflation [at around x per cent]  14(64VOIA1410 before it 

falls back to [y per cent] by the end of the year. 

20. As I have always made clear, the current account 

may take longer to improve. Import growth should slow, 

as consumer spending eases a little. And trade 

performance should improve as new capacity comes on 

stream. Although I expect the monthly deficits to be on 

an improving trend throughout the year, I expect that 

the deficit for the year as a whole will be much the 

same for that of 1988 [with a more marked improvement 
iLi"...A.AsA 

thereafter]. 	In the meantime, there ills—ftws-iTftlat  arry 

‘,0financing problems, so long as the x Ls  gee.—  to 

maintainJOs prudent policies. 

21. A far more real threat to the relative stability 

that has been enjoyed in the financial markets over the 

last year is the persistence of sizeable current account 

imbalances between the very largest economies, and in 

particular, the stubborn external deficit of the United 

„Jr :-61-Jw  '".States. 	The latter is that dangerous animal, 	dll 
• 

di4A 
	

external deficit that is the counterpart of a stubborn 

0.1-4J 
	

budget deficit. I know that the US Government is seized 

of the need to restrain its public sector deficit. 

This, combined with action from the surplus countries to 

remove the obstacles which restrict the growth of their 

domestic markets, should remove the major threat to an 



otherwise strong and healthy prospect for the world 

economy as a whole. 

22. In parallel, it is clearly desirable that the major 

nations should continue the process of international 

cooperation, to guard against the risks of renewed 

turbulence in the international markets. I can assure 

the House that the UK will continue to play its full 

part in this co-operation. 

The Medium Term 

In an increasingly open world economy, no nation 

can be insulated from external shocks. What individual 

Governments can guarantee is that they will put the 

right economic policies in place, and stick to them. 

Provided they do this, they can survive the difficult 

years, and excel in the good ones. 

This describes exactly what has been achieved in 

the UK. 	This Government has now been in poweL fur 

nearly ten years, during which time economic policy has 

been remarkably consistent, and has brought outstanding 

success. 

At the very heart of the Government's strategy has 

been the determination to bear down on inflation. For 

ten years now, the medium term financial strategy has 



a clear and disciplined framework for 

in the growth of money GDP, and hence 

[What is best inflation comparison over last 

provided 

reductions 

inflation. 

ten years?] 

This is the answer to those who doubted that the 

MTFS would be successful in bringing inflation down, and 

who imagined that the answer still lay in the policies 

that had been tried - and discredited - in the 1970s. 

There were others who maintained that although the 

Government's inflation objectives would be achieved, but 

only at the expense of lost output, or falling living 

standards, or savage public expenditure cuts. They too 

have been confounded. 

Far from suffering, output in the UK has grown 

faster than in all other major EC countries during 

the '80s - a marked contrast with the two previous 

decades when the UK was at the bottom of the league. 

The knowledge that the overall financial framework 

is prudent and sustainable has given business and 

industry the confidence to expand. 	Tax reforms have 

increased the incentives to enterprise, and supply side 

reforms have removed the disincentives and barriers. 

Indeed, the supply response of the economy has improved 

out of all recognition so that in the '80s, the UK has 
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19,49 
,,,c 

seen pi successive years of growth averaging above 
RP' 

3X  per cent, with4inflation remaining remarkably stable, 

at an average of Y per cent, and never exceeding Z per 

cent. [Reference to higher long term sustainable rate 

of growth?] 

The cornerstone of this dramatic improvement in the 

performance of British industry has been a massive and 

sustained improvement in productivity. Whole economy 

productivity has improved by [23/4] per cent a year 

since 1980 - [putting the UK, with Japan, ahead of all 

other major industrialised countries in terms of 

productivity growth.] 

At the same time, more people are in work than ever 

before in this country, and their real take home pay has 

risen by almost a third since the Government took 

office. And they enjoy better public services too. For 

while the Government has been able to achieve its aim of 

bringing the growth of public expenditure within that of 

thp pconomy as a whole, so that its share of national 

income has fallen within that overall constraint, more 

has been spent on priority areas, such as health, 

education, law and order, and capital spending. 

These ten years, then, have been a time of 

unprecedented improvement to the economic fundamentals 

in the UK. 	When we came to power, Britain was a 
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• 	textbook example of relative economic decline. Now it 

is out-performing the competition and the policies that 

have brought success - tax reform, and the determination 

to improve the supply side - are being i*t-a---Eed the 

world over. 	 At,m44010 

Unfortunately, it is taking rather longer for 

conventional economic wisdom to catch up with Britain's 

economic renaissance. 	Ten years on, some people still 

think it cannot last, and are permanently on the lookout 

for bad times. And so they pick on the things that - in 

another, unhealthier, age - would have set the alarm 

bells ringing. 

This perhaps explains the great agitation in some 

quarters about the fall in the personal savings ratio. 

Once, a fall in personal savings might indeed have been 

cause for concern - in the '70s, for example, when there 

was precious little chance of a shortfall of saving from 

households being offset by the corporate sector or - 

still more unlikely - the GovPrnment itself. 

But that is exactly what has happened under this 

Government: with a dramatic recovery in company 

profitability, 	company saving has risen to offset the 

decline in personal savings. In addition, of course, 

the Government itself has moved from deficit to surplus. 

So, in fact, total national saving has been rising in 

10 
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recent years, and now stands at [roughly the same 

percentage of GDP as we inherited]. 

I certainly expect the personal savings ratio to 

recover. 	Itis present low level is mainly a result of 

the current level of personal borrowing - a highly 

cyclical phenomenon, which I would expect to see unwound 

slightly over the next few years. 

But in the meantime, I am not going to be alarmed 

into gimmicky schemes to increase the personal savings 

ratio. 	To the extent that an increase in personal 

saving is desirable, it will already come about as a 

consequence of the action I have taken in raising 

interest rates to their present level. 

The other notable respect in which commentators 

have failed to catch up with the transformation of the 

British economy is in the significance they attribute to 

a deficit on the current account of the balance of 

payments. 	Here again Lhey demonstrate that they are 

still stuck in the '70s. Then a current account deficit 

was indeed something to worry about. 

There are only two reasons why a current account 

deficit need cause concern: first, if it is a 

consequence of a Budget deficit, and second, if the 

Government does not have the confidence of markets, or 

11 
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if its foreign exchange reserves are inadequate. In the 

latter case there is nothing to stop a current account 

deficit turning into a sterling crisis. 

The position today could not be more different. 

First of all, the deficit on current account has arisen 

at a time when the public sector, far from being in 

deficit, is running an unprecedented surplus. The 

external deficit is, in fact, the result of private 

sector behaviour - and not all of it undesirable 

behaviour. 

For example, a great deal of the growth in imports 

over the past year has been the result of the UK's 

unprecedented, and welcome, investment boom. To the 

extent that this is the case, the deficit contains the 

seeds of its own correction: as domestic firms import 

capital goods, and expand, the capacity constraints that 

have been appearing will be eased, and the UK's trade 

performance will improve. 

On the other hand, to the extent that the sharp 

growth in imports has been the result of consumer 

spending moving ahead a little too fast, action has 

already been taken, in the form of higher interest 

rates, and the effects will show through in time. 

12 



SECRET 

43. But it will take time, as I have repeatedly made 

clear. 	Thie 

he role of Government lies not in the half baked panic 

measures that are sometimes urged on it by outsiders, 

but rather in keeping its nerve, and sticking to its 

policies. 

Monetary policy 

From this point of view, as from every other, it is 

essential that we remain prepared to take whatever 

action is necessary - however unpalatable it may be - to 

bear down on inflation. [Within MTFS] the central role 

in bringing inflation down belongs to monetary policy, 

buttressed by a prudent fiscal stance. As I have always 

made clear, short-term interest rates are the essential 

instrument of monetary policy: this Government will set 

interest rates at whatever level is necessary to bear 

down on inflation, and will keep them at that level for 

as long as is necessary. 

The Government is under no illusions about the 

short-term effects of last year's rises in interest 

rates on homeowners and other borrowers. They will have 

had to restrain other expenditure, in some cases quite 

sharply, to meet increased interest charges. 



But here again, we have to have an eye to the 

medium-term. It is already difficult to remember the 

days of runaway inflation. But all those who can cast 

their minds back know that the pain of higher interest 

rates for a time now is as nothing compared with the 

damage that was done to working families, pensioners, 

industry, and the whole of the nation's economic and 

social fabric, by those years of rapidly rising prices. 

The Government is determined that there shall be no 

return to those days. 

Interest rates are indeed, a remarkably 

well-directed instrument to deal with the particular 

inflationary pressures we have seen reappearing in the 

last year. First, they are well targeted on the housing 

market, which has been the principal force behind the 
2 

strong consumer credit growth [of the last months/ 

years]. In In this respect, they are also very well 

targeted from a regional point of view, as they will 

tend to focus the adjustment on the South of England, 

where inflationary pressures have arguably been 

strongest, as more people in the South have mortgages in 

excess of £30,000, and so do not have the full effect of 

increased repayments cushioned by tax relief. 

Most importantly, perhaps - and this point does not 

seem to be well understood - they are also well targeted 

as between households and companies. 	While the 
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household sector has moved from being a net lender to 

being a substantial net borrower, the company sector's 

finances are in far better shape than a few years ago, 

so that it is far less vulnerable to increases in 

short-term interest rates. The company sector is also 

well placed to benefit from the fact that long-term 

interest rates have risen by far less than short rates. 

Now all the evidence is that the tightening of the 

monetary stance is taking effect in exactly the way we 

predicted. [MO, retail sales, etc.] This is, of 

course, welcome. I can assure the House that I shall 

not keep short-term interest rates at their present 

level for any longer than is necessary: 	on the other 

hand, there will be no question of relaxing the monetary 

stance before it is appropriate to do so. 

Decision on the appropriate monetary stance will 

continue to take full account of the role of the 

exchange rate. The Government has made it clear that 

increases in domestic costs will not be accommodated 

either by monetary expansion, or by exchange rate 

depreciation. 	In fact, sterling ended 1988 slightly 

stronger against both the deutschemark and the dollar 

than at the beginning of the year, and I judged this 

appreciation appropriate in the light of the 

inflationary pressures that had emerged. [Overall 
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• 	objective - stability/overriding need to bear down on 

inflation.] 

This determination to bear down on inflation is the 

absolute key to the Government's economic strategy. The 

ultimate objective remains stable prices. No Government 

could be proof against short-term fluctuations along the 

way. 	But Governments can guarantee the will to ensure 

that they are only short-term. 	This Government has 

demonstrated that determination, by taking action 

promptly to bring the economy back onto the track set 

out in the MTFS. 

Accordingly, I propose no relaxation in the target 

range of 1-5 per cent for MO growth in 1989-90 envisaged 

in last year's MTFS. Measured on a twelve month basis, 

MO will start the next financial year above the top of 

this range, reflecting the high growth figures in the 

spring and summer of 1988. 	However, the growth of 

MO over the last six months has been appreciably 

slower - equivalent to [X] at an annual rate - so I am 

confidant that the twelve month figures will come within 

the target range [within a few months]. 

[COBO/financial market deregulation.] 
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PUBLIC SECTOR FINANCES 

A prudent fiscal stance has always been an 

essential buttress to a sound monetary policy, within 

the MTFS. [Needs to be set in medium-term context. Not 

a short-term demand management tool, but key element of 

successful supply side policies - pattern of taxes and 

expenditure, impact on supply side etc.] 

During our term of office we have made steady 

progress in reducing the burden of Government borrowing, 

to the point where, in 1987-88, the budget moved into 

surplus, something the UK had previously achieved only 

once since the beginning of the '50s. 

Last year I budgeted for this surplus to continue 

in 1988-89, the year now ending. In fact, we have done 

rather better, for a variety of reasons. First, the 

success of the economy, particularly the now very marked 

reductions in unemployment, and the Varamimutsuccess 

of the right to buy programme, has reduced the expec Led 

claims on public expenditure, so that the outturn for 

the year is likely to be some E[X] billion below the 

planning total we provided for. 

Second, privatisation proceeds are appreciably 

higher than expected, at some E[X] billion for the year 

as a whole- a very welcome boost to the public 
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finances, and one that not many would have predicted a 

year ago, in the aftermath of the stock market fall:j 

58. Finally, a more buoyant economy has led to tax 

revenues skiicapttly higher than expected. 	[Is there 

anything good we could stick in here about the 

contribution of the last Budget - eg proportion paid by 

top 5 per cent - Budget not a giveaway etc.] Taking all 

these factors into account, I now expect that the final 

outturn for the current year will be a Budget surplus of 

f.[X] billion. 

In the last two years, then, we have seen the 

largest sustained repayment of public debt for [how 

At:is, 	long?]. This has permanently reduced the burden of debt 

	

ki en^ 	servicing, both now and for future generations. For the 

	

.j,'Jf 	coming year, the debt repayments of the last two years 

mean that debt interest costs are lower by E[X] billion 

a year. 

We have already seen one beneficial effecL of lower 

debt interest payments - namely that spending on 

priority services can be increased, without jeopardising 

the Government's overall objective for public 

expenditure. In the Autumn Statement I was able to 

announce that within an unchanged planning total we were 

able to allocate significant extra resources to our 

priority programmes. 	Those who saw a conflict between 

18 



tax cuts and spending on the health service have been 

confounded, with a record increase in resources for the 

NHS in the UK of some £.[X] billion. 	And there were 

significant increases for other priorities, notably 

capital spending on the prisons programme, and in the 

transport field for road maintenance and improvement, 

and for improved safety programmes. 

But these selective increases in spending on 

priority services are just one of the possibilities 

opened up by debt repayment. Alternatively, we can take 

advantage of lower debt interest payments to reduce 

taxes, or, indeed, to repay even more debt, continuing 

the virtuous circle. 

The dramatic improvement in the UK's public 

finances has also provided a welcome opportunity to 

devote more attention to the structure of the debt that 

remains. Now that the Government has become a net 

purchaser of debt, it has been possible to tailor 

buying-in policies so as to reduce future interest 

costs, and to improve the quality of funding by relying 

less on the more liquid borrowing instruments. 

For example, it has been possible to increase the 

percentage of indexed gilts in the remaining stock: 

since the Government is determined to eliminate 

inflation, index-linked borrowing is particularly 
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• 	
cost-effective. The authorities have also been able to 

achieve a desirable adjustment in the average life of 

Government debt: in the past year, we have taken the 

view that long yields are higher than the future 

prospects for inflation warrant. Accordingly buying-in 

has concentrated on longer maturity issues, that in 

future years even the debt that remains will have a 

relatively lower interest cost. 

The long-term benefits that can be achieved from a 

period of public sector surplus are clear. This is one 

factor I have taken into account in deciding the fiscal 

stance for the coming year. 	Furthermore, this 

Government's approach to public finances has always been 

prudent and cautious, and this too is obviously the 

right course. There are also two particular reasons for 

caution this year. 

First, our present stronger than expected position 

clearly reflects some influences which are essentially 

cyclical. These will tend to unwind as the economy 

reverts to a more sustainable level of growth. 

Secondly, we cannot ignore the role played by 

privatisation proceeds in our present fiscal strength. 

Although major privatisations still lie ahead, in the 

longer-term the contribution of privatisation proceeds 

must logically tail away eventually to zero. 

20 
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It has been a hallmark of this Government that it 

has not committed resources to extra public expenditure 

or reductions in the tax burden unless it was certain 

that these could be sustained. I have continued to be 

guided by these principles in setting the public sector 

debt repayment for 1989-90. And I have concluded that 

it is right to budget for a further healthy surplus, of 

E[X] billion. 

In last year's Budget I made it clear that the norm 

for the medium-term would henceforth be a balanced 

budget. For the coming year, as I have explained, we 

can and should do better than that. But beyond 1989-90, 

I expect to see the public sector debt repayment revert 

[gradually/eventually] to zero. The illustrative path 

for the medium-term is set out in the MTFS. 

[Implications for tax burden/tax reform.] 

• 
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BUDGET SPEECH: SPEECH: ECONOMIC SECTION 

I attach a (still Ve-r:zj rough) draft of the economic section of 

the speech. 	There are still some sections entirely missing 

(notabl an introduction/ and the section on COBO, and the 

"bonfire of controls"). I shall work on these tomorrow. 	I also 

hope to do quite a bit of polishing on some of the at present 

rather ropey sections on, for example, the economic background, and 

the "first 10 years". In the meantime, I should be grateful for 

any comments you or copy recipients may have. 	In particular, I 

should be grateful if EB could have a good look at the economic 

background section, filling in some of the blanks which I am 

afraid I have had to leave, and alerting me to the places where I 

have completely garbled the standard line. 

2. A draft of the whole thing has to go to the Chancellor 

tomorrow evening. I should be grateful if comments could reach me 

by, say, 2.30pm. 

MOIRA WALLACE 
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THE ECONOMIC BACKGROUND 

• 
6 1' I start with the economic background. 

1988 has been another year of buoyant growth world 

wide, exceeding expectations in each of the major 

industrial countries, in most cases substantially so. 

World trade in manufactures probably grew by [10] per 

cent, and output in the G7 by an average of 4 per cent. 

In the UK, growth has [again?] been above the G7 

average, and ahead of all our major European 

competitors. I now judge that the figure for 88 as a 

whole will turn out to be around 41/2  per cent - in line 

with the income and output measures of GDP, but rather 

higher than suggested by the notoriously unreliable 

expenditure measure of output. 

Discrepancies between these different measures of 

GDP have existed for some time. 	But in 1988 they 
I fAr•Cis 

reached unprecedented. This has been part of a wider 

problem with economic statistics generally, which has 

been of concern to the Treasury and Civil Service Select 

Committee, and to outside commentators, as well as to 

the Government. The Government set up a review of 

economic statistics.joutcome]. 
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5. 	But that is for the longer term. The task of 

policy making goes on, however unclear the statistical 

background. 	In the meantime, we have to take the most 

sensible view that we can of what is happening in the 

economy, on the basis of the raw data that exists. 

r)6. 	The CSO have now published the results of their 
' 

to.6.,tAckl 	exercise o produce a balanced set of national accounts, 
2' 

covering the years up to 1987. I am today publishing in 

the FSBR figures which take this process a little 

400 /further forward, 	coveilhe more recent past as well. 

The FSBR also, of course, sets out the unadjusted 

figures, and a full description of the methodology that 

has been used is being made available in a press notice. 

ri should emphasise that the statistics for the public 

finances, prices, unemployment and employment are 

unaffected by the specific problems that have bedevilled 

economic statistics this year, and have therefore, of 

course, not been adjusted in any way. 

7. 	For the restj in some cases, adjustment makes 

little difference. In a number of cases, the adjustment 

makes the figures look less favourable. However, it is 

plainly the case that these adjusted figures are nearer 

an accurate picture of what is happening to demand and 

output, and it is therefore these that I shall be using 

in setting out the economic background. 

• 

2 



SECRET 

Overall output growth of 41/2  per cent means that in 

this upswing we have now recorded x years of sustained 

growth. 	Indeed, we have enjoyed healthy growth rates 

for so long that it already seems unduly modest to 

describe it as an upswing: rather, year after year of 

respectable growth has become a way of life throughout 

the last x years. 

Within this overall very vigorous growth 

performance, the performance of manufacturing has again 

been particularly strong, with growth of going on for 

7 per cent in 1988, taking manufacturing output past its 

previous all time peak. 

The key to this sustained improvement in 

manufacturing performance has been the major improvement 
i/ILAk$ 

in productivity that kylgo. been secured under this 

Government. In the '80s, our manufacturing productivity 

has grown faster than that of any other industrial 

country - following years at the bottom of the league in 

the '60s and '70s. 

11. Employment and unemployment [what 04iU the new bull 
6c 

points with the new LFS figures?] 

Another very satisfactory feature of the recent 

past, and a 	good omen for the future, is the 

strength of investment, which looks to have grown by 

• 
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some x per cent in 1988. 	Indeed, over the last 

[5] years, investment has grown about twice as fast as 

consumption. 

This strong growth of investment - and indeed the 

strong growth of consumers expenditure too - is no doubt 

in great part a reflection of confidence in the 

Government's handling of the economy. But with domestic 

demand growing rather faster than output, imports have 

grown appreciably, and the current account now looks to 

have been in deficit by some £10 billion in 1988. This 

is a sizeable deficit, clearly, but it has been financed 

without difficulty. The Government's commitment to 

monetary discipline&  and fiscal prudence continues to be 

valued in the markets. 

With stronger growth of domestic demand, the UK has 

also seen some resurgence of inflationary pressures. 

have had no hesitation in acting to nip this in the bud, 

by tightening monetary policy. Increased interest rates 

have already begun to have their desired effect. 

However, in the short-term, the fact that the UK, 

unlike almost all other EC nations, includes mortgage 

interest payments in iLs consumer price index, means 

that the very action taken to combat inflation appears 

to cause it to rise. Thus, annual inflation as measured 

by the retail price index, ended the year at x per cent, 
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• 
while the underlying rate of inflation 	ed littic 

changed t z per cent. 

Looking ahead to 1989, we are already seeing more 

and more evidence that inflationary pressures are coming 

back under control. [Bull points of evidence] 

But some of the effect of higher interest rates is 

only just beginning to have an impact on consumer 

spending - since, for example, those whose mortgages are 

adjusted only once a year, will only now be feeling the 

effects of last year's increases in interest rates. 	So 

further slowing in consumer spending is to be expected. 

This will bring overall output growth down to a more 

modest rate of [21/2] per cent. 

This may seem disappointing by the standards we 

have come to expect in the last few years. But it is a 

respectable figure, by any standards, historical or 

international. And with investment likely to remain 

high - a view confirmed by all the latest surveys of 

investment intentions/ the growth prospects beyond 1989 

are good. 

The underlying path of inflation will, of course, 

continue to be obscured by the influence of mortgage 

interest rates. First we will see a peak in annual RPI 
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inflation [at around x per cent] [next month] before it 

falls back to [y per cent] by the end of the year. 

20. As I have always made clear, the current account 

may take longer to improve. Import growth should slow, 

as consumer spending eases a little. And trade 

performance should improve as new capacity comes on 

stream. Although I expect the monthly deficits to be on 

an improving trend throughout the year, I expect that 

the deficit for the year as a whole will be much the 

same for that of 1988 [with a more marked improvement 

thereafter]. 	In the meantime, there is no sign of any 

financing problems, so long as the UK is seen to 

maintain its prudent policies. 

• 

21. A far more real threat to the relative stability 

that has been enjoyed in the financial markets over the 

last year is the persistence of sizeable current account 

imbalances between the very largest economies, and in 

particular, the stubborn external deficit of the United 

States. The latter is that dangerous animal, an 

external deficit that is the counterpart of a stubborn 

budget deficit. I know that the US Government is seized 

of the need to restrain its public sector deficit. 

This, combined with action from the surplus countries to 

remove the obstacles which restrict the growth of their 

domestic markets, should remove the major threat to an 
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otherwise strong and healthy prospect for the world 

economy as a whole. 

22. In parallel, it is clearly desirable that the major 

nations should continue the process of international 

cooperation, to guard against the risks of renewed 

turbulence in the international markets. I can assure 

the House that the UK will continue to play its full 

part in this co-operation. 

The Medium Term 

In an increasingly open world economy, no nation 

can be insulated from external shocks. What individual 

Governments can guarantee is that they will put the 

right economic policies in place, and stick to them. 

Provided they do this, they can survive the difficult 

years, and excel in the good ones. 

This describes exactly what has been achieved in 

the UK. This Government has now been in power for 

nearly ten years, during which time economic policy has 

been remarkably consistent, and has brought outstanding 

success. 

At the very heart of the Government's strategy has 

been the determination to bear down on inflation. For 

ten years now, the medium term financial strategy has 

• 
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provided a clear and disciplined framework for 

reductions in the growth of money GDP, and hence 

inflation. [What is best inflation comparison over last 

ten years?] 

This is the answer to those who doubted that the 

MTFS would be successful in bringing inflation down, and 

who imagined that the answer still lay in the policies 

that had been tried - and discredited - in the 1970s. 

There were others who maintained that although the 

Government's inflation objectives would be achieved, but 

only at the expense of lost output, or falling living 

standards, or savage public expenditure cuts. They too 

have been confounded. 

Far from suffering, output in the UK has grown 

faster than in all other major EC countries during 

the '80s - a marked contrast with the two previous 

decades when the UK was at the bottom of the league. 

The knowledge that the overall financial framework 

is prudent and sustainable has given business and 

industry the confidence to expand. 	Tax reforms have 

increased the incentives to enterprise, and supply side 

reforms have removed the disincentives and barriers. 

Indeed, the supply response of the economy has improved 

out of all recognition so that in the '80s, the UK has 

• 
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seen [Z] successive years of growth averaging above 

X per cent, with inflation remaining remarkably stable, 

at an average of Y per cent, and never exceeding Z per 

cent. [Reference to higher long term sustainable rate 

of growth?] 

The cornerstone of this dramatic improvement in the 

performance of British industry has been a massive and 

sustained improvement in productivity. Whole economy 

productivity has improved by [23/4] per cent a year 

since 1980 - [putting the UK, with Japan, ahead of all 

other major industrialised countries in terms of 

productivity growth.] 

At the same time, more people are in work than ever 

before in this country, and their real take home pay has 

risen by almost a third since the Government took 

office. And they enjoy better public services too. For 

while the Government has been able to achieve its aim of 

bringing the growth of public expenditure within that of 

the economy as a whole, so that its share of national 

income has fallen within that overall constraint, more 

has been spent on priority areas, such as health, 

education, law and order, and capital spending. 

Th40 ten years, then, have been a time of 

unprecedented improvement to the economic fundamentals 

in the UK. When we came to power, Britain was a 

• 
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textbook example of relative economic decline. Now it 

is out-performing the competition and the policies that 

have brought success - tax reform, and the determination 

to improve the supply side - are being imitated the 

world over. 

Unfortunately, it is taking rather longer for 

conventional economic wisdom to catch up with Britain's 

economic renaissance. 	Ten years on, some people still 

think it cannot last, and are permanently on the lookout 

for bad times. And so they pick on the things that - in 

another, unhealthier, age - would have set the alarm 

bells ringing. 

This perhaps explains the great agitation in some 

quarters about the fall in the personal savings ratio. 

Once, a fall in personal savings might indeed have been 

cause for concern - in the '70s, for example, when there 

was precious little chance of a shortfall of saving from 

households being offset by the corporate sector or 

still more unlikely - the Government itself. 

But that is exactly what has happened under this 

Government: with a dramatic recovery in company 

profitability, company saving has risen to offset the 

decline in personal savings. In addition, of course, 

the Government itself has moved from deficit to surplus. 

So, in fact, total national saving has been 	oing in 

• 
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36. I certainly expect the personal savings ratio to 

recover. 	present low level is mainly a result of 

slightly over the next few years. 

But in the meantime, I am not going to be alarmed 

into gimmicky schemes to increase the personal savings 

ratio. 	To the extent that an increase in personal 

saving is desirable, it will already come about as a 

consequence of the action I have taken in raising 

interest rates to their present level. 

The other notable respect in which commentators 

have failed to catch up with the transformation of the 

British economy is in the significance they attribute to 

a deficit on the current account of the balance of 

payments. Here again they demonstrate that they are 

still stuck in the '70s. Then a current account deficit 

was indeed something to worry about. 

There are only two reasons why a current account 

deficit need cause concern: first, if it is a 

consequence of a Budget deficit, and second, if the 

Government does not have the confidence of markets, or 
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if its foreign exchange reserves are inadequate. In the 

latter case there is nothing to stop a current account 

deficit turning into a sterling crisis. 

40. The position today could not be more different. 

First of all, the deficit on current account has arisen 

at a time when the public sector, far from being in 

deficit, is running an unprecedented surplus. The 

external deficit is, in fact, the result of private 

sector behaviour - and not all of it undesirable 

behaviour. „7- 

 

• 

For example, a great deal of the growth in imports 

over the past year has been the result of the UK's 

taampeosiodwiftediremmertel welcome, investment boom. To the 

extent that this is the case, the deficit contains the 

seeds of its own correction: as domestic firms import 

capital goods, and expand, the capacity constraints that 

have been appearing will be eased, and the UK's trade 

performance will improve. 

On the other hand, to the extent that the sharp 

growth in imports has been the result of consumer 

spending moving ahead a little too fast, action has 

already been taken, in the form of higher interest 

rates, and the effects will show through in time. 
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43. But it will take time, as I have repeatedly made 

clear. 	There are no quick fixes, and in the meantime, 

the role of Government lies not in the half baked panic 

measures that are sometimes urged on it by outsiders, 

but rather in keeping its nerve, and sticking to its 

policies. 

Monetary policy 

From this point of view, as from every other, it is 

essential that we remain prepared to take whatever 

action is necessary - however unpalatable it may be - to 

bear down on inflation. [Within MTFS] the central role 

in bringing inflation down belongs to monetary policy, 

buttressed by a prudent fiscal stance. As I have always 

made clear, short-term interest rates are the essential 

instrument of monetary policy: this Government will set 

interest rates at whatever level is necessary to bear 

down on inflation, and will keep them at that level for 

as long as is necessary. 

The Government is under no illusions about the 

short-term effects of last year's rises in interest 

rates on homeowners and other borrowers. They will have 

had to restrain other expenditure, in some cases quite 

sharply, to meet increased interest charges. 
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But here again, we have to have an eye to the 

medium-term. It is already difficult to remember the 

days of runaway inflation. But all those who can cast 

their minds back know that the pain of higher interest 

rates for a time now is as nothing compared with the 

damage that was done to working families, pensioners, 

industry, and the whole of the nation's economic and 

social fabric, by those years of rapidly rising prices. 

The Government is determined that there shall be no 

return to those days. 

Interest rates are indeed, a remarkably 

well-directed instrument to deal with the particular 

inflationary pressures we have seen reappearing in the 

last year. First, they are well targeted on the housing 

market, which has been tima...1#mimmakiiikl„ force behind the 

strong consumer credit growth [of the last months/ 

years]. In this respect, they are also very well 

targeted from a regional point. of view, as they will 

tend to focus the adjustment on the South of England, 

where inflationary pressures have arguably been 

strongest, as more people in the South have mortgages in 

excess of £30,000, and so do not have the full effect of 

increased repayments cushioned by tax relief. 

Most importantly, perhaps - and this point does not 

seem to be well understood - they are also well targeted 

as between households and companies. 	While the 

14 
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household sector has moved from being a net lender to 

being a substantial net borrower, the company sector's 

finances are in far better shape than a few years ago, 

so that it is far less vulnerable to increases in 

short-term interest rates. The company sector4t=also 

laciagierzewairtme- benefit—  from the fact that long-term 

interest rates have risen by far less than so 

Now all the evidence is that the tightening of the 

monetary stance is taking effect in exactly the way we 

predicted. [MO, retail sales, etc.] This is, of 

course, welcome. I can assure the House that I shall 

not keep short-term interest rates at their present 

level for any longer than is necessary: 	on the other 

hand, there will be no question of relaxing the monetary 

stance before it is appropriate to do so. 

50. Decision on the appropriate monetary stance will 

continue to take full account of the role of the 

exchange rate. The Government has made it clear that 

increases in domestic costs will not be accommodated 

either by monetary expansion, or by exchange rate 

depreciation. 	In fact, sterling ended 1988 slightly 

stronger against both the deutschemark and the dollar 

than at the beginning of the year, and I judged this 

appreciation appropriate in the light of the 

inflationary pressures that had emerged. [Overall 

(PIN"  
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objective - stability/overriding need to bear down on 

inflation.] 

This determination to bear down on inflation is the 

absolute key to the Government's economic strategy. The 

ultimate objective remains stable prices. No Government 

could be proof against short-term fluctuations along the 

way. But Governments can guarantee the will to ensure 

that they are only short-term. This Government has 

demonstrated that determination, by taking action 

promptly to bring the economy back onto the track set 

out in the MTFS. 

Accordingly, I propose 	 the target -/ 	 -- 
/ a....7  _ 

range of 1-5 per cent for MO growth in 1989-90 envisaged / 

in last year's MTFS. Measured on a twelve month basis, 

MO will start the next financial year above the top of 

this range, reflecting the high growth figures in the 

spring and summer of 1988. 	However, the growth of 

MO over the last six months has been apop:giably 

Ilf--slower - equivalent to [X] at an annual rate - 	I am 

confidant that the twelve month figures will come within 

the target range [within a few months]. 

53. [COBO/financial market deregulation.] 
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PUBLIC SECTOR FINANCES 

A prudent fiscal stance has always been an 

essential buttress to a sound monetary policy, within 

the MTFS. [Needs to be set in medium-term context. Not 

a short-term demand management tool, but key element of 

successful supply side policies - pattern of taxes and 

expenditure, impact on supply side etc.] 

During our term of office we have made steady 

progress in reducing the burden of Government borrowing, 

to the point where, in 1987-88, the budget moved into 

surplus, something the UK had previously achieved only 

once since the beginning of the '50s. 

Last year I budgeted for this surplus to continue 

in 1988-89, the year now ending. In fact, we have done 

rather better, for a variety of reasons. First, the 

success of the economy, particularly the now very marked 

reductions in unemployment, and the 	VurailliwiNfsuccess 

of the right to buy programme, has reduced the expected 

claims on public expenditure, so that the outturn for 

the year is likely to be some E[X] billion below the 

planning total we provided for. 

Second, privatisation proceeds are appreciably 

higher than expected, at some E[X] billion for the year 

as a whole - a very welcome boost to the public 

17 
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finances, and one that not many would have predicted a 

year ago, in the aftermath of the stock market fall. 

Finally, a more buoyant economy has led to tax 

revenues scaWfty higher than expected. 	[Is there 

anything good we could stick in here about the 

contribution of the last Budget - eg proportion paid by 

top 5 per cent - Budget not a giveaway etc.] Taking all 

these factors into account, I now expect that the final 

outturn for the current year will be a Budget surplus of 

E[X] billion. 

In the last two years, then, we have seen the 

largest sustained repayment of public debt for [how 

long?]. This has permanently reduced the burden of debt 

servicing, both now and for future generations. For the 

coming year, the debt repayments of the last two years 

mean that debt interest costs are lower by f[X] billion 

a year. 

We have already seen one beneficial effect of lower 

debt interest payments - namely that spending on 

priority services can be increased, without jeopardising 

the Government's overall objective for public 

expenditure. In the Autumn Statement I was able to 

announce that within an unchanged planning total we were 

able to allocate significant extra resources to our 

priority programmes. 	Those who saw a conflict between 

• 
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tax cuts and spending on the health service have been 

confounded, with a record increase in resources for the 

NHS in the UK of some E[X] billion. 	And there were 

significant increases for other priorities, notably 

capital spending on the prisons programme, and in the 

transport field for road maintenance and improvement, 

and for improved safety programmes. 

But these selective increases in spending on 

priority services are just one of the possibilities 

opened up by debt repayment. Alternatively, we can take 

advantage of lower debt interest payments to reduce 

taxes, or, indeed, to repay even more debt, continuing 

the virtuous circle. 

The dramatic improvement in the UK's public 

finances has also provided a welcome opportunity to 

devote more attention to the structure of the debt that 

remains. Now that the Government has become a net 

purchaser of debt, it has been possible to tailor 

buying-in policies so as to reduce future interest 

costs, and to improve the quality of funding by relying 

less on the more liquid borrowing instruments. 

For example, it has been possible to increase the 

percentage of indexed gilts in the remaining stock: 

since the Government is determined to eliminate 

inflation, index-linked borrowing is particularly 

• 
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• • 
cost-effective. The authorities have also been able to 

achieve a desirable adjustment in the average life of 

Government debt: in the past year, we have taken the 

view that long yields are higher than the future 

prospects for inflation warrant. Accordingly buying-in 

has concentrated on longer maturity issues, that in 

future years even the debt that remains will have a 

relatively lower interest cost. 

The long-term benefits that can be achieved from a 

period of public sector surplus are clear. This is one 

factor I have taken into account in deciding the fiscal 

stance for the coming year. 	Furthermore, this 

Government's approach to public finances has always been 

prudent and cautious, and this too is obviously the 

right course. There are also two particular reasons for 

caution this year. 

First, our present stronger than expected position 

clearly reflects some influences which are essentially 

cyclical. These will tend to unwind as the economy 

reverts to a more sustainable level of growth. 

Secondly, we cannot ignore the role played by 

privatisation proceeds in our present fiscal strength. 

AktthoznyhA4pajor privatisations still lie ahead, 	in thc 

longer,term contrillatiaa_21.--Rri,matis on—proceeds 
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It has been a hallmark of th.  Government that it 

has not committed resources to extra public expenditure 

or reductions in the tax burden unless it was certain 

that these could be sustained. I have continued to be 

guided by these principles in setting the public sector 

debt repayment for 1989-90. And I have concluded that 

it is right to budget for a further healthy surplus, of 

E[X] billion. 

In last year's Budget I made it clear that the norm 

for the medium-term would henceforth be a balanced 

budget. For the coming year, as I have explained, we 

can and should do better than that. But beyond 1989-90, 

I expect to see the public sector debt repayment revert 

[gradually/eventually] to zero. The illustrative path 

for the medium-term is set out in the MTFS. 

[Implications for tax burden/tax reform.] 
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BUDGET CONFIDENTIAL AND PERSONAL 

FROM: MRS JUDITH CHAPLIN 

21st February 1989 

CHANCELLOR 

BUDGET STATEMENT DRAFT 

I had read the first draft of the Budget Statement and had noted 

that the tone of it - the actual words and phrases - would have to be 

substantially altered. I was waiting until I was sure we had all the 

bits of it assembled before embarking on a major exercise. 

More important, it lacks a coherent framework, not only overall 

but within certain sections. I have therefore noted below the sort 

of framework which I think it needs, particularly for the wider 

ownership/pensions part which is clearly one of the most important 

parts of the Statement. 

The first part, the economic background, starts weakly and is 

repetitive. Would it be a good idea to launch straight into an 

attack by saying that many commentators are implying that much of the 

achievement in the last 10 years has been undone. 	But totally 

disproved by facts. 	Then give all the figures on growth, falling 

unemployment (seldom mentioned now it's going the right way), 

productivity, rising living standards etc. And that this is set to 

continue - figures for investment etc. 

If there is any criticism due it is because of underestimating 

economic growth rather than over estimating it. And then reference 

back to last year and all the forecasts and what has actually 

happened. 	Then the too much of a good thing paragraphs and the 

resulting inflationary pressures. 

Putting inflation levels in perspective. 	Right that we are 

worried about it but 10 years ago would have greeted the current 

figure with relief. 

Then the paragraphs warning that inflation will rise further 

before it falls and details of the figure without mortgage interest 

1 
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411 relief included. The facts that there are already signs of the 

economy slowing down and the eventual impact this will have on the 

current account deficit. 

That section would be followed by the sections on monetary 

policy and the section on public sector finances. 

I think the details about what has been happening to savings and 

the fact that it is an increase in borrowing rather than a fall in 

savings that is causing the low savings ratio should come just before 

details of the measures on PEPs, employee share schemes, ESOPs and 

the pension changes. They would fit within a framework which started 

by saying there had been calls for measures to increase savings - 

artificial measures would distort - and that that is done by higher 

interest rates. Particular reliefs tend merely to switch savings 

between different savings vehicles and you are determined to continue 

a policy of removing distortions as much as possible. 

That does not mean that it is never appropriate to introduce a 

tax relief. 	The reasons PEPs were introduced - to widen share 

ownership. Despite the stock market crash substantial numbers taken 

out but further improvements to be made. Increased proportion in 

unit trusts as such diversification particularly appropriate for an 

investor embarking on share ownership, perhaps for the first time. 

The other changes to PEPs and the various other changes to employee 

share schemes, and the measures to make the introduction of ESOPs 

easier. (Particularly to encourage employee share ownership in 

private companies.) With stamp duty abolition here somewhere. 

The changes to PEPs, a degree of levelling up to encourage 

direct investment. 	Then announce a measure of levelling down. 

Should be no business of government to interfere in what the employer 

is prepared to provide for an employee's pension or how an employee 

wishes to save. 	Details of deregulation and details of the cap. 

Stress that employer can still, if he wishes, provide further pension 

either through building up a fund or by making contributions to a 

personal pension or by pay-as-you-go contributions, but that such 

provision for the employee will not be tax privileged. Similar 

arrangements for public sector pensions. 	Details of the personal 

pension change and the various simplifications eg AVCs. 
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A major reform - as already said will not affect current schemes 1  

and only gradually make changes at high levels of income where people PI°  

are likely anyway to save in a variety of ways. Over time the reform 0 

I  will introduce a major change in the balance of ways in which people  

save. 

The various life assurance proposals and unit trust change would 

logically follow this section, but I think all of this needs to come 

nearer to the end of your Budget Statement with possibly only the 

changes to NICs and income tax and excise duty after. It might even 

be the last section as it does contain the possible theme for the 

Budget (apart from the simplification and reform theme) of Budget for '?? 
• Savings. 	Not in the sense of Government measures to encourage 

saving, but in the sense of Government savings to pay off debts 

incurred by past governments, changes to lessen distortions between 

different saving choices and in sense of holding your savings within 

the company for which you work. 

These are very much first thoughts on the whole Budget Statement 

and I will be thinking further about the actual words needed, 

particularly in such sections as the pension section or that on life 

assurance. You will presumably tell me tomorrow exactly how you 

would like me to contribute. 

JUDITH CHAPLIN 
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BUDGET SECRET 

CHANCELLOR 

FROM: A G TYRIE 

DATE: 24 January 1989 

cc: 	Mr Culpin 
Ms Wallace 
Mrs Chaplin 
Mr Call 

BUDGET SPEECH 

I have been through the tax section with Judith. 	She is 

providing redraft of share ownership (PEPs/ESOPS etc) section 

and I have redone the company taxation piece. L.,,,AJ  

2. 	On the latter, I think that we can dress up these 

measures to look like a pretty friendly small business section 

and have reordered it, with some redrafting in an accompanying 

note. Some general points on it: 

I would put company cars scales with income tax as we 

did last year. It does not sit well in the company tax 

section.  

4,/' 
I would delete the ITV levy and the deep discounted 

bonds. Neither of them fit well in this speech but both 

would look alright in one of the budget debate speeches. 

3. 	On the draft in general, the order now looks broadly 

right. Some random points: 

(i) 
	

On themes for savings it seems to me that the three 

themes of our reforms are: 

removing the bias against saving; 

reducing the bias/distortion between different 

forms of saving; 

the introduction of targeted encouragement to 

saving and investment in areas (of the savings 

market or the country) which have been maltreated 



• 
or neglected by previous administrations. BES, 

PEPs, enterprise zones, PRP etc can all fit into 
this last category. 

ii) 	I think that the removal of deferral of CGT on gifts is 

going to be pretty unpopular. I think we could defend 

ourselves a little better by saying something like: 

"My predecessor introduced a deferral of CGT on 

gifts in 1981 to avoid the wholly unacceptable 

double taxation whereby a gain would be taxed both 

as a CGT gift and would also be liable to CTT. But 

that unacceptable double taxation is no longer in 

the system, and I therefore propose to restrict ... 

(back into paragraph 27)". 

(iii) On PEPs I think it is worth bringing out clearly that 

plan managers have made a number of detailed 

representations to us to make the scheme simpler and 

cheaper to administer. We are responding to them. 

iv) 	I think it is worth explaining why we are not doing Loi 

Monory, not by referring to it directly but by saying 

that countries which have been drawn into front end 

relief have also been drawn into a mass of complex 

entangling legislation to ensure taxation on exit. That 

is one reason why we have gone for the much simpler PEPs 

route. 

On ESOPS I think this section should begin: "I propose 
to clarify the rules on ESOPS. Their lack of clarity 

has undoubtedly been a major inhibition ...". 

 I think the pensions section reads well. 	But I think 

that the sentence: 	"I have no plans to tax lump sums 

paid from tax approved pension schemes" although 

correct, will be seen as a bit of dirty trick. There is 

an important lump sum consequential to our reform. At 

best we can avoid mentioning it. 

I AAA, 
1,4,v, 1...L4 
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I would spell out the rate of the tax charge (30% I 

think) on AVC funds. 

I would state the new contribution limits on PPPs. 

I think more could be made of the simplification to the 

VED structure. I would be happy to draft something next 

week. .7 
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FROM: FINANCIAL SECRETARY 

DATE: 24 February 1989 

CHANCELLOR 

BUDGET STATEMENT 

You asked for comments on the detailed tax part of the first 

draft of the Budget Statement (Miss Wallace's minute of 

20 February). Since a further draft will be coming up this 

evening, I shall confine my comments to fairly general 

suggestions rather than points of detail. 

Share Ownership 

\/, para 4 
trf  

I would put the raising of the overall 

PEP limit first. This is the bigger 

"news" item. 

para 6 	 change to "I propose a number of 

measures to make PEPs simpler and more 

VY cy-t ry 	01Ate 
	

flexible for both managers and 

investors". 

para 7/8 I would put the abolition of the cash 

rules first, then the switch to a 

fiscal year. The first point in 

para 7 needs to be explained (as the 

third change) or dropped. As it is, 

it does not sound like a sensible 

change. 

1 
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there is a phrase missing; insert 

"which have remained unchanged" before 

"since 1984". 

	

para 15/16 	: 	this needs rewriting. 	We should 

define what an ESOP is, and then say 

	

holitta bletle pte-ca 	we wish to encourage its development 

altIvitte-1-  4-et wts i in the UK. The tax relief could then 
be included along the lines of "we 

Ig.fruvv  

171A444-1  

will bring in legislation in the 

Finance Bill in order to make it 

certain that employers' contributions 

to an ESOP trust are deductible for CT 

purposes". 

para 17 this is a bit muddled. 

Unit Trusts  

I think the whole structure of this is round the wrong way. 

It is the EC UCITS directive that is driving the change, not 

UK unit trust concerns. Furthermore, to do otherwise risks 

encouraging the "me-too" attitude from other collective 

investment vehicles not covered by UCITS, such as the futures 

and options funds. 

Pensions  

/Para 30 

paras 32-30 : 

I would drop the reference to IRAs. 

I would put para 38 and the first half 

of para 39 after para 30. Thjese all 

relate to Personal Pensions and should 

come together. 

v(para 33 

tAkte 

Lac tti.Owl' emu ovt-J- 

It also seems odd to mention 

decoupling in para 33 before you have 

announced the details of the cap in 



PERSONAL AND BUDGET SECRET 

f st . sb/Lamont /7.24.2 

paras 34 and 35. 	Surely they should 

be the other way round. The second 

half of para 39 will have to be moved 

as well. 

the last (key) sentence in this 

paragraph needs to come much earlier 

in the section. We have to make it 

clear we are not ignoring pledges 

already given. 

\„/ 
avvyi-kke-1.1. 

 

Life Assurance 

 

otAi4 

I do not think the piece on life assurance is quite right. 

We need first to get across the point that the current tax 

regime has developed in a piecemeal way. As a result, the 

incidence of tax is uneven between different offices, and 

some policyholders are paying an unfair amount. We also need 

a system of taxation that is more equitable between life 

assurance and other forms of saving. 

Then I would certainly not start with acquisition expenses. 

My line would be: 

1. sort out the mess between life and pensions 

business by ring-fencing pension expenses and doing 

other pensions measures (para 49 etc); 

have carefully considered the options for the life 

business. Have put forward a broadly neutral 

package consisting of cuts in the rate, abolition 

of LAPD and changes to the treatment of acquisition 

expenses. 

104 
yo.f 
o r 
LS 

vi,r-kjk 
ts 	if #46e, 
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Other 

// 

	

uvoitit para 64 	 the gains of close companies are not 

currently apportioned. 

paras 69/70 : 	perhaps we should give the Schedule E 

receipts change more prominence. 

Although it affects few people in 

practice, it is a major conceptual 

change. 

Finally, there are a number of omissions apart from those 

	

highlighted. 	On residence, you have decided I shall handle 

it; do you want me to do the same for the consultative 

documents on swaps and foreign exchange gains and losses? We 

also need to say something about relocation costs, relief for 

/trading losses against capital gains and (possibly) trusts. 

44 
NORMAN LAMONT 
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Financial Secretary 
Mr Culpin 
Ms Wallace 
Mrs Chaplin 
Mr Call 

BUDGET SPEECH 

TAXES ON BUSINESS: SUGGESTED REDRAFT OF THIS SECTION 

In 1984 I radically reformed corporation tax. Those 

reforms have played a key role in the revival of the 

profitability of industry, which is now running at record 

levels. 	Profitability in turn has made British industry 

more attractive to invest in, resulting in recent years in 

a massive investment boom. And the quality of investment 

has improved too, with companies investing for a return, 

not for a tax subsidy. 

I do not intend to make substantial alterations to this 

successful reform package, and I propose to leave the 

mainstream rate of corporation tax unchanged at 35%, one of 

the lowest rates in the world. 

LctA-4i0A,--s Kov A ow 414-tt f 	°'1"-••4)".-,-e-s 4-4(44-i kitre 2  "I 

I do, however, have two proposals for simplification. 

First, the rules on close company apportionment. These are 

ripe for reform. 	The apportionment of close companies 

retained earnings is governed by a notoriously complex set 

of rules, taking up some twenty pages of legislation. They 

are a relic of the days when we had six or more rates of 

income tax and a penal top rate. 



I therefore propose to abolish them. 

In future, close companies will be taxed under the 

normal corporation tax rules, subject only to two simple 

provisions. As a safeguard against abuse, the profits of 

close investment companies will be taxed at 40%, the higher 

rate of income tax. This means that there will be no tax 

advantage in channelling investment income through a close 

company. 

Also, to prevent this from being unduly restrictive, 

the higher rate will not apply where close investment 

companies distribute 85% or more of their profits. 

These simple rules will cut through a mass of red tape. 

Secondly, I have an important simplification to propose 

in the treatment of income tax, which mainly affects 

company directors. At present, under Schedule E, 

employees' income tax is assessed on the basis, not of 

earnings received in a year, but instead on earnings for a 

given year. I propose to change this, so that in future it 

is assessed on a receipts basis. 

For the vast majority of ordinary employees this makes 

no difference. 	But it will considerably simplify the tax 

affairs of about half a million people - mostly directors 

whose fees may not be formally voted until well after the 

• 



year to which they relate. This substantial simplification 

carries transitional costs of £60 million in 1988-90 and 

£80 million in 1990-91. In the long run there will be a 

revenue yield of (about £50 million per year)71 

Finally, I propose a further change to corporation tax 

to help new companies undertaking capital investment with 

very long lead times. 	I propose to extend pre-trading 

expenditure relief to cover a full five years before 

trading begins, rather than the three years as at present. 

Small business  

A striking feature of transformation of the British 

economy has been the enormous increase in the number of 

business start-ups. 	The health of the small business 

sector is crucial to the economy as a whole.  5  have 
therefore decided to take a number of measures to help both 

the incorporated and the unincorporated sectors [mention 

that small businesses have been most affected by high 

interest rates?].—\ 

t12. First, the incorporated sector. The vast majority of 

companies pay at the lower small business rate of 

corporation tax. The remainder of small businesses either 

have no liability at all, or pay at reduced rates, 

determined by the small company profit limit. These 

limits, the border between small company and the mainstream 

corporation tax rate, have not changed since[I set them i;j1 

1983. 	For the incorporated sector, I now propose to 

• 



O 
increase them by a full 50%, [to £150,000?] 	This will 

reduce the tax liability of some 18,000 companies. 

C 13. For the unincorporated sector I have one change to 
capital gains tax which will be of substantial benefit to 

them. At present, although unincorporated businesses can 

offset trading losses against realised capital gains, 

unincorporated ones cannot. 	I propose to remedy this to 

enable an unincorporated trader who sustains a trading loss 

and realises a capital gain in the same year to set the 

income loss off against the capital gain. 	Furthermore, I 

propose to extend the offset not only to capital gains of 

that business or trade but also to cover all the traders 

capital gains. 

I also have several deregulatory measures to propose in 

the VAT field which will be of considerable benefit to the 

small business sector. 

First, 	bad debt relief. 	At the moment, traders 

normally have to pay VAT on their sales whether or not 

their customers pay their bills. Bad debt relief can be 

claimed only where the debtor has become formally 

insolvent. 	This is far too complicated so I propose that, 

from 1 October, all debts which are over 18 months old and 

have been written off in the traders accounts will qualify 

for bad debt relief. 



Secondly, I propose to simplify the rules which 

determine who has to register for VAT. At present there 

are both quarterly and annual turnover thresholds. 

Furthermore businesses have to say if they see any chance 

of their exceeding the thresholds in the following 12 

months. 

This is unnecessarily complicated. As from budget day 

I propose to introduce a single rule based on the turnover 

in the preceding 12 months. 

Thirdly, I propose to simplify what is know as the VAT 

default surcharge. At present this surcharge rises by 5% 

each time a business defaults, to a maximum of 30%. 

Experience suggests that by the time a business reaches a 

surcharge of over 30%, it is often in no position to pay. 

I propose to recognise this by capping the default 

surcharge rate at 20%. 

Finally, I propose to increase the VAT threshold to 

E23,600, the maximum allowed under European Community law. 

These VAT measures will cost Ex million in 1989-90. 

' 
A G TYRIE 
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Mr Gilhooly 
Miss Hay 
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BUDGET SPEECI  Ti  SECTION 

I attach my 	t of the tax section, 
Chancellor ha 	gested. 	All comments, 
corrections, of 	gratefully received. 

reordered as the 
improvements and 

Overall, I think thi 
still pretty patch 
doing something on NI 
bright ideas for the 
questions are : 

r will work better. But this version is 
there are some gaps to fill. You are 
the earnings rule. And I still need 

piat,tion. Otherwise, my main caveats and 

I still don't like cars and - particularly - Schedule E 
receipts in the business section. Will they look too awful 
in the income tax section? 

On PEPS, I've messed around with the Walker draft. 	But the 
pensions bit is almost unadulterated Kuczys: the only changes 
I made to his text are marked on my copy at annex A, and I'll 
fax him a copy for checking. 

I've taken on quite a lot of comments from 
went along. The bulk of them were in Cha 
letter to me, attached at Annex B (sor 
faint). I shall offer the Chancellor the con 
relocation, Keith, and exchange rate gains and 
not sure that he'll want any of them in the speec 
you or copy recipients have strong views? 

venue as I 
acNicol's 
opy's so 
ons on 

I'm 
h. 	t do 
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Finally, I'm conscious costs and yields still need to be 
mentioned 
fast rule? 

in a number of Where? 	Is there a hard and 

1 d expect, comments and suggestions required ASAP please. 

MO IRA WALLACE 
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Before I turn to my specific tax proposals, I should 

tell the House of a general measure which will be of 

considerable importance to all taxpayers, and indeed to 

the integrity of the tax system as a whole. 

2. 	new Official Secrets Bill [?Act] removes the 

sancta_contained in the previous legislation against 

leaks  . 	;ff of the Revenue departments about the 

private 

because the 

official  secrets. 

of individual taxpayers. That is 

is quite properly concerned only with 

In the tax system it is the 

individual's right to privacy that needs to be 

protected. 

When taxpayers information to the Inland 

Revenue or the Customs an Ise about their private 

affairs, they have a righ to expect that the 

information will be kept entirely confidential. That_ 

assurance is essential, and there can be no compromising 

on it. 

I therefore propose to restore th 	sion that 

it should be a criminal offence for officia 	former 

officials of the Revenue Departments 	veal 

information about an individual taxpayer's 
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Appropriate provision will be included in the Finance 

Bill. 

5 

TAXES ON BUSINESS 

1149 

now turn tIspecific tax measures, and first to 

ion of businesses. the 

6. 	I 

1989-90. 

cent, one 

world. 

set the main corporation tax rate for 

se to leave it unchanged at 35 per 

lowest corporation tax rates in the 

At the moment onl 	small minority of companies 

pay at the full rate Th remainder have no liability 

at all, or pay at reduce rates, determined by the small 

companies profits limits. 	limits have not changed 

since 1983. I now propose to ilcrease them by 50 per 

cent. 	[Do we need to spell out the limits or the 

reduced rates etc?] This will reduce the tax liability 

of some [18,000] companies 

I have a further change to cor 	on tax to 

propose, to recognise industry's growing wi 	ss to 

undertake capital investment with very long 	imes. 

To help new companies planning this kind of inve 	t, 
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I propose to extend pre-trading expenditure relief to 

cover a full five yQ)ars before trading begins, rather 

than three years as at present. 

I have one change to capital gains tax which will 

be 	substantial benefit to unincorporated businesses. 

At 	nt, although incorporated businesses can offset 

trad 	osses against realised capital gains, 

uninco 	d ones cannot. 	I propose to remedy this 
c,  

[so that 	a re an unincorporated trader who sustains 

a trading os 	d realises a capital gain in the same 

year can set off the loss against the gaig [7I propose 

further to extend the offset not only to capital gains 

of the business but to 1 the trader's capital gains] 

/The Finance Bill>  ill also set out the new 

arrangements for the ley 	independent television 

contractors./ [Following nsultation with the 

IndependPnt Broadcasting Authority] [ds RHF home 

Secretary has already announced] the levy for the period 

January 1990 to December 1992 will 	three quarters 

based on net advertising revenue, wi 	remainder 

based on profits. It is intended that 	vy should 

h the 

present system, this will raise an extra £60 

3 

yield broadly the same amount of revenue a 

arisen under the pre-1986 regime. Compar 

400d have 

a 

auDGET SEC,RET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED . 

' 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

year. 	[Another reason for not having thi3 in the 

speech - apart from the fact that it i; boring - is that 

as far as I can remember the PAC criticised us for 

letting the broadcasters off since 1986, and I don't see 

why the Chancellor should admit that!] 

11. 

propos 

change t 

ve to set the 1989-90 car benefit scales. I 

crease them by 20 per cent. [I propose no 

uel scales.] 

Aio 	er,--4-  I 
h-x 

edule E in here Oil/ Woke 4Z) it 

Int kit/NI t-Ax low At- it it 7 
[Could we put 

I have one measure to propose which will simplify 

an area of the tax sYs<t1hich  is ripe for reform. The 

apportionment of clo 	anies' retained earnings is 

governed by a notoriously omplex set of rules, taking 
These a-Ye 

up some 20 pages of legislati 	tis==i:Txa relic of the 
days when we had six or more rOes of income tax and a 

penal top rate. 

I therefore 

propose to abolish them. 

In future, close companies will be t 	nder the 

normal corporation tax rules, subject o 	o two 

?simple provisions. First, as a safeguard agal 	e, 

the profits of close investment companies will b 
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kbv 
at 40 per cent, the -top rate of income tax. This means 

that there will be no tax advantage in channelling 

investment income through a close company. 

14. Second, 

)4)e 

to prevent this from being unduly 
114, k1'ow44,  

tive, tho 4. por conrate will not apply where 

vestment companies distribute 85 per cent or 

th ir profits. 

1,-41-trt. 	 pd-419-4A-}- 
Ii rrcv2 4:4-,  Lai k 	/ 44 a 64 tp, 
e rules will cut through a--Ineetr—af 

unnecessary 	ations and red tape. 	 CCU- 
et- 	tAL4-4k.e c /A-c. a rtA re d t>_10..4 • 

16. I have an important simplification to propose in 

the income tax field. 	At present, under schedule E, 

employees' income 	s assessed on the basis not of 
0 

earnings received in a y but instead on earnings for 

the year. 	I propose to 	g this, so that in future 

it is assessed on a receip 	basis. 	For the vast 

majority of ordinary employees this makes no difference. 

But it will considerably simplify the tax affairs of 

about half a million people - mos 	'40  rectors whose 

fees may not be formally voted until 

to which they relate. There are transi 

£60 million in 1989-90 and £80 million in 

er the year 

costs of 

1 but 

in the long term there will be a revenue yiel 	bout 

£50 million per year]. 
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cti-srellifirrr 

bonds available for similar bonds issued by 

17. In my 1984 Budget, I reformed the tax treatment of 

deep discounted bonds issued by UK corporations. The 

I put in place then has stood the test of time. 

overseas government borrowers have been unable 

to 	 h bonds in London, because they have been 

prevent 	der the Control of Borrowing Order. But I 

have alre 	ounced that this will go. 	I therefore 

propose to m 	the tax regime for corporate deep 

discounted 

other borrowers. This will ensure parity of treatment 

instruments. 

ir their sales whether or not their customers 

NOT TO BE COPIED 
6 
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for all borrowers wh. wish to make use of these 

18.Tocounteranavoidan oe, I propose to extend 

similar treatment to index-1 OlOr  d bonds issued for less 

than 3 years maturity. 

OsyY 
I khave one set of deregulation me res to propose 

in the VAT field, which will be of co 

to the small business sector. 

At the moment, traders normally have to 	T on 

le benefit 
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bills. 	Bad debt relief can be claimed only where the 

debtor has become formally insolvent. This is far too 

complicated. 	I therefore propose that from 1 October, 

all debts which are over eighteen months old and have 

been written off in the trader's accounts will qualify 

debt relief. 

annual t 

to regi 

14:0s 

say if they 

21. propose simpler rules to determine who has 

or VAT. At present there are quarterly and 

thresholds, and businesses also have to 

any chance of their exceeding the 

[annual] threshold in the next twelve months. 	This 

complication, too, is unnecessary. As from Budget pay 

I propose a single rul 	"for most businesses")  Customs 

say - who are the ex 	lons?] based on turnover in the 

past twelve months. Fo 	89-90, I propose to increase 

the threshold to f.23,6015> 
	

ar, the maximum allowed 

under European Community law. 

22. Finally, I propose to simplify the VAT default 

surcharge. 	At present this rises 	tages of 5 per 

cent each time a business defaults, 	• 	maximum of 

30 per cent. 	Experience suggests th 	he time a 

business reaches a surcharge rate of over 	 cent, 

the problem is not that it won't pay but rat 	t it 

7 
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can't. I propose to recognise this by capping the 

default surcharge rate at 20 per cent. 

23. Together, these measures will cost EX in 1989-90. 

They represent a major simplification and deregulation 

of 	VAT system, and will be of considerable benefit 

to at many small businesses. 

8 
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TAXATION OF SAVINGS AND INVESTMENT 

24. I now turn to the taxation of savings and 

investment. Reforms in this area of the tax system have 
tlAnnALIki270 ovwfrA4- 	1.44 0 f 'cl . been a common themeL 

151 

 has had two strands. First we have taken steps 

to  w-ef=  long-standing biasses against saving in the • 

tax 	 And second, we have shaped the tax system 

- 

so as 	 e greater choice amongst different forms 

I orele, "Ao tAi wtokAtc-i  g.Kelm' ry  
25. LProgress in removingi_disincentive, to saving  bogan 

X 
as long ago as my f St Budget, in 1984, with the 

abolition of the inve. 	income surcharge. And last 
PesvkAp-s 

X 	
year, I was able to aStnce  the removal ofiChe major 

fiscal disincentive to sal4 	Independent taxation, 

which will come into opera  •  in April 1990, will end 

the 200 year old injustice whereby a married women's 

investment income was taxed as if it belonged to her 

husband. [More about how wonderful this, and some 

link (?!) to next para....]. 

26. With the introduction of independent 

year married couples will benefit from a dou 

threshold for capital gains tax. For this yea 

on next 

xempt 

ye 
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[therefore] decided to leave the exempt threshold 

d unchanged at £5,000. 

AAA41/8  
i4A-0)A-4tA 

27. I have also decided to restrict the circumstances 

in which capital gains tax on gifts may be deferred. 

Wh 	ital transfer tax still existed, deferral of CGT 

on g 	ad to be allowed so as to avoid a double tax 

charge. 	t that need is gone, and I therefore propose 

to restri 	provision to gifts made to charities, 

usiness and heritage assets. The vast 

This currently stands%4ç £3,000 and I now propose to 

and gifts 

majority of 	day possessions will, of course, 

continue to be entirely exempt from CGT as long as their 

value does not exceed the chattels exemption threshold. 

raise it to £5,000. 

T- 

28. As mentioned a moment 

reforms in the taxation 

e second strand of our 
We- L4.44,e1e 

avings buaddressed the 

balance between different forms of saving. Here we have 

taken the approach that choice should be distorted as 

little as possible by the tax syst 	Where more 
ci 

investment of particular kinds would h 	economy to 

work better, we have removed fiscal dis-naves, or 

offered fiscal encouragements. IPOne form 	ing we 

have always encouraged is share ownershi 1  ere 

specific tax measures to promote investment in 

n  
I 	BUDGET SECRET 	NOT TO BE COPIED 
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have r.omplemented the success of the privatisation 

programme. Over the last ten years the number of 

shareholders has risen from [X] to [Y], and with this 

increase has come a greater sense of participation in 

British industry. [Survey results.] 

29. 	ènal Equity Plans have now been running for 

just 	er wo years. 	In that time, despite the Stock 

Market 	nearly 400,000] plans have been taken 

out. The s 	as encouraged some people to invest in 

equities for 	rst time, and it has helped existing 

shareholders to deepen their commitment to equity 

investment. 

30. I want more peop 	ake up this opportunity. 

Accordingly, I am making dumber of improvements. 

31. First, I propose to rae the annual amount that 

can be invested in a plan. From 6 April, I am raising 

the overall limit from £3,000 to £4,000. At the same 
••• •11.. 	ILL Ad.. S4 tikAikr.  

Lto the 
vtAfro •  Itlir 

	tst 

saapl.leas--i-freeetoireer I am +item-I-era— raisi 	amount 

that can be invested in authorised uni itS and 

investment trusts substantially, from a maximu 	750 

11  
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[35. This leaves out a lot of th 

objections?] 	Overall, the changes I p 

£5 million in 1989-90 and £10 million in 1 9 

all. 	Any 

will cost 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

to £2,400. 	In future there will be nothing to stop 

holders investing all their PEP in unit trusts. 

32. However, Personal Equity Plans have always been 

intended to encourage investment in British companies. 

fore propose that, from 6 April 1990, where a 

plà4ests in a unit or investment trust, the trust 

itsel 
	

d invest mainly in UK equities. 

g other improvements to PEPs which 

will take ef 	om 6 April 1989. First, I propose to 

enable PEP holders to apply for new issue shares, 

including privatisation shares, outside their PEP, and 

subsequently bring the s res into the plan. 

0.'  

34. Second, [as a nu• of plan managers have 

indicated that they fin 	f the scheme rules are 

too complicated and restri ,] am proposing a 

number of simplifications which will help plan managers 

keep their costs - and their charges - to a minimum. 

12 
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AAN1,44, 

[36. There have been suggestions that I should give a 

grater measure of tax relief to PEPs; for example, 

along the lines of the - now defunct - Loi Monory in 

France. 	I do not, however, believe that British 

investors need to be bribed in this way. Nevertheless,] 

ta 	together, the changes I am proposing will make 

PE 	attractive to new investors in equities. 	The 

scheme 	continue to play an important part in 

helping 	ld up individual ownership of British 

equities. 

schemes that exist to encourage 

CAT .9. t Att. Ar 
42(2...eV 

37. The 

employee share ownership 

of our strategy in this 

of further improve 

legislation to propose. 

are another important element 

ea. This year I have a number 

to the employee share 

38. The limits on the 197 fit sharing scheme have 

hen unchanged since 1984. I propose to raise them. 

The annual limit on the value of shares which can be 

given income tax-free to employees will 	e from £1,250 

to £2,000. For the alternative limit 	per cent of 

salary, the overall ceiling will be raise 	 £5,000 

to £6,000. [Can anyone make sense of this? 

13 
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39. The maximum monthly savings limit for the 1980 

all-employer SAYE scheme has been unchanged since 1983. 

I propose to increase it too, from £100 to £150. And I 

propose to increase the maximum discount from market 

value at which options can be granted from 10 per cent 

to 	er cent. 

40. 	hanges should give a substantial further 

boost t 	ing share schemes. 

ownership plans - known as ESOPs 

are a new form of employee share ownership X which have 

had much recent publicity. [Explain what's new about 

them]. 

42. A number have alrea 	een put in place in the UK. 

To encourage their develop  01111  propose to introduce a 

provision to ensure that con 	tions to ESOPs qualify 

for corporation tax relief, provided they meet certain 

requirements, designed to ensure that the shares are 

placed in the hands of employees wit 	a reasonable 

time. I hope that, as a result, mor 

encouraged to consider establishing ESOPs 

43. The growing trend [?] towards emplo 	hare 
(4c04,14)  

ownership is) doubly desirable. 
1- 	

In addit 

14 

will be 
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increasing share ownership per se it promotes employee 

d`S participation and commitment t.) the firms for which they 

work. 

The desire to see increasing workforce 

pa 	ation in industry was one of my principal 

moti 	n introducing the Profit Related Pay Scheme in 

my 1987   . _ 

The 	 Scheme has had an 

encouraging start. But it is also clear that some firms 

who are interested in launching schemes are not able to 

comply with all the pr 	rules. I therefore propose 

to make the followin 	'fications to the scheme in 

this year's Finance Bill 

First as I have already 4nnounced, I intend to 

abolish the requirement that PRP must equal at least 

5 per cent of pay. 

47. Second, I propose to raise the lim 

of PRP which can attract relief from £3, 

Finally, I propose to relax the rules 

the amount 

£4,000. 

nting 

headquarters units from using the profits of 	ole 

company or group for their profit calculations, as 
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persuaded that this too is unnecessarily restrictive. 

am confident that these modifications will ensure 

further growth in the number of firms offering some 

element of profit related pay. 

4 

make 

to joii h 

stake 

pay is lin 

they own shar 

package of measures I have just announced will 

easier and more attractive for ordinary people 

anks of those who already have a direct 

ortunes of industry, either because their 

their employer's profits or because 
(411. 

it 	Brit ilirtrTTmirmrrri7e2m 

49. However, disincentives to direct equity investment 

remain, not least the 

share transactions for 

I am pleased to see that 

ahead with its plans to g 	d of paper 
. 	. 	. 

and move to a cheaper and more efficient 

give the Exchange a firm basis on which 

ambitious undertaking, I think it right to 

now the tax regime that will ap 

investors. In 

Stock Exchange 

this context 

is forging 
• 	. 	. 

transactions 

system. fTo 

to plan this 

make clear 

I have fully 

I disproportionate] cost of 

considered the difficulties of applying 	duty in a 

world where there is nothing to stamp. 	d am happy 

to say that I have found the problem insu 
tt4;i4 

therefore propose to takel_tice opportunity 	ish 

stamp duty on shares altogether. 	This is the 
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major tax I have abolished as Chancellor, and one I take 

particular pleasure in adding to the list. I have long 

regarded it as inefficient, and have progressively 

reduced the rate as I was able to do so. Abolition will 

take effect from 1 April 1990, the earliest date at 

wh 	the Stock Exchange is likely to introduce 

pap 

reven (tt of [X]. 

transactions. 	In 1990-91 it will have a 

50. The m 

strengthen 

ownership. 

I have just announced will further 

owing trend of wider and deeper share 

They will remove a major disincentive to the 

>e 

more direct forms of saving. And they build on the 

targeted incentives th already exist to promote 

ownership. 

[51. As such, their longer-t'elopfect may be to redress 

an imbalance that arguably 	 in the pattern of 
0 

savings in the UK, which, in the last 30 years has 

become increasingly dominated by institutional forms of 

saving, such as life assurance and nsions. The 

taxation of these institutional forms 	g is one 

of the more complex and idiosyncratic a 	the tax 

system. And it is not an area where one ca 	great 

changes overnight. These factors argue for c 	and 

we have proceeded cautiously. Nonetheless we h 

17 
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considerable progress in improving choice, and reforming 

the tax system in step. Today, I have more progress to 

announce. 

r?3 

I turn first to pensions. 

kPc041. -(06. 1‘ the past few years, we have seen through an 

impor ries of measures in the pensions field. 

)‹ 	Taken 	4, 	, these are encouraging a shift aix.  from 

>1( 	dependence 	State, tostards individuals taking more 

responsibili 	their own pension arrangements, on 

the basis of improved rights as pension scheme members, 

better information about their pensions, and a much 

wider choice of pensions ptions. I propose to bring 

this process to a con 	[one step further?] today. 

First, I intend to rece. 	long-standing anomaly. 

The tax rules for occupati 	pension schemes set 

limits on the pensions which can be paid. I do not 

propose to do away with the notion of rules to limit the 

tax relief available - indeed, ther 	's a case for 

tightening them in some respects. But ' 	quite wrong 

that tax law has, effectively, come to 	limit on 

the overall pension someone can receive. Asi 	gly, I 

propose to remove the obstacles in the way o 	ers 

setting up pension schemes to provide benefits a 
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pensions package they believe necessary to recruit and 

heir employees. 

55. 

is that 

higher some 

can have, 

r anomaly with the tax reliefs for pensions 

is no limit to them, in cash terms; the 

alary, the greater the pension they 

A t an_ 	e more tax relief goes with it. Of 
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tax limits. 	I propose that in future such "top-up" 

schemes will carry no limit on benefits whatsoever, but, 

equally, will have no special tax privileges. Employers 

will now be free, therefore, to provide whatever 

course, someone who receives a very high salary will 

? R wtV 
L,Letty.i4 

expect a pension of a comparable level, so as to 

maintain his or her st 	d of living on retirement. 

But there is no reason 	-Op tax advantages of pension 

provision should be avail le with no upper limit, any 

more than (for example 	relief for mortgage 

interest. 

..?‘ 56. So long as the limits on tax relief effectively 

constrained total pension provis 	it was not 

practicable to avoid this result. But 	with the 

first anomaly makes it possible to act on Lie cond. 

57. I therefore propose to set a limit on the 	ons 

which may be paid from tax-approved occupa 	1 
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schemes, based on earnings of £60,000 a year. I have 

deliberately set the ceiling at a level which will leave 

the vast majority of employees unaffected, and it will 

be subject to annual indexation. 	It will still be 

possible for a tax-approved occupational scheme to pay a 

Pe 
	of as much as £40,000 a year, of which up to 

£907ay be commuted for a tax-free lump sum. [Is 

this witv t1,t the IA.& pin' Pik 

The H 	11, I am sure, be interested to know 

that I hair plans to tax lump sums paid from 

tax-approved pension schemes. 

The new ceiling wi only apply to pension schemes 

set up, or to new me 	joining existing schemes, on 

or after today. And, as 	ave already said, there will 

now be complete freedom 	vide benefits above the 

limits without the tax advant 

The introduction of this ceiling on tax relief also 

enables me to simplify and improve 	rules for the 

majority of pension scheme -numbers, 	ticular to 
4412JM 

improve the conditions on which people 	ke early 

retirement. Full details will be included 	press 

release issued by the Inland Revenue. 
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particular, the present requirements place a heavy 

[a 

an 

necess 

employer 

trative?] burden on employers at the point where 

ee wants to start paying AVCs. In future, the 

cks will be greatly reduced ln many cases 

not need to be involved at all. 

x 

have to be reduced to 

permitted limits. 

AVC funds will be returne 

special tax charge. 

total benefits within the 

t'ad, in future any surplus 

employees, subject to a 

1 remove the penalty on 

to 

This 
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Additional voluntary contributions 

 

I also propose to simplify very substantially the 

rules affecting additional voluntary contributions. 	In 

Still onVAVCs, I intend to rectify the present 

anomaly in the system which can mean that, if 

AVC investments perform very well, occupational pensions 

good investment performance. 

63. These changes should give a further impetus to 

saving through AVCs. 

Personal Pensions  

64. The most important development in th 	ons 

field in recent years has undoubtedly bee 
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introduction and success of personal pensions. Since 

July last year, a million people have already taken 

d>̀ advantage of the new flexibility and opportunities these 

offer. I have two proposals today to encourage take-up 

still further. 

65 	 I propose to make it easier for people in 

perso 	ension schemes to manage their own 

investme 	In general, pension savings have been 

highly in 	onalised. There has been little 

opportunity fo 	cheme members to be involved in the 

investment decisions taken on their behalf. 	I now 

intend to remove the obstacles to greater individual 

involvement in personal nsion plans. 

increase substantially the 

annual limits, as a Aitage of earnings, on 

CIO)  contributions to personal pen 	s for those aged 35 or 
0 

more. This will be of particular value to those running 

their own business, who are often unable to make 

contributions until later on in work • ife. It will 

also improve the position of personal 	 relative 

to occupational schemes. The new limits 	subject 

to an overall cash ceiling based on 	 of 

22  
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£60,000 - corresponding to the new ceiling for 

occupational pensions, and similarly index. 

Conclusion 

67 	e proposals build on, and complete, the 

meas 	introduced in my 1987 Budget. They represent 

a der 	on which will make life simpler for 

employer 	mployees, and allow more flexibility in a 

number of c 	nces, while setting a limit on the 

tax relief a 	;ble to any individual. They should 

give a boost, in particular, to personal pensions and 

free-standing AVCs. 

68. At the same 	there is no question of 

undermining pension savin by a huge upheaval, and I am 

not proposing any fund 	change to the tax 

treatment of pensions. The la few years have involved 

important changes for pensions. 	IL is now time they 

were allowed to settle down. Accordingly, I propose to 

make no further changes in their 	Ireatment this 

Parliament. 
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\AA 	

has two distortive effectsr—flamt :Et 

policyholders receive a tax break - "up fro " 

expenses incurred on the policyholde 

initial costs which would not be availabl 

72. 	In this system .tftch- relief is give front" for 

alf. This 

that 

ief on 

they 
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LIFE ASSURANCE 

69. I now turn to the taxation of life assurance. 	In 

July last year, the Revenue issued a consultative 

document on the taxation of Life Assurance. It pointed 

e important defects in the present tax regime and 

outf.ossible changes. 

The 	now been a very full process of 

consultati 	I have considered the representations 

made very ca eu 1 r. My conclusions are as follows. 

71. The Life Assurance industry is unique, not just in 

the product it provides t also in the tax regime which 

411A 

shareholder's profits a 	ot, as in a normal business, 

applies to it. 	The cyholder's returns and the 

taxed individually but joint 

by the Life Offices on 

shareholders' behalf. 

taxing the funds held 

ir policyholders' and 

invested directly in shares. And it disto 

24 
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incidence of tax as between one Life Fund and another. 

The system unduly favours the rapidly expanding Life 

Office where tax can be deferred for many years. 

73. I have considered very carefully whether this 

is best resolved by improving the existing 

by adopting a completely new basis of sys 

taxat 

defects 

the Life Office. I have concluded that the 

dealt with within the present regime. In 

this, I 	 the main conclusions and proposals put 

forward by t stry. 

I shall be bringing forward in the Finance Bill 

measures which will me that in future, relief for the 

initial expenses assoc 	with new policies will be 

spread forward so that o seventh only is available for 

incurred and in each of theAkquent six years. Taken 
0 

on its own this would increase the tax liability of life 

offices, indeed quite markedly in the early years. But 

this effect will be eased by phasing 

' 
p 	ions to give 

(7 2-  e:;'  

But first I have one other proposal which 	lso 

restrict the amount of relief available. At 

25 

relief against tax in the which expenses are 

the industry time to adjust to the 	1Nee, and by 

other measures which I have to propose. 
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nothing requires life offices to keep their pensions and 

life assurance bus4 nesses separate. So some Life 

Offices can set the unrelieved expenses on the pensions 

of their business against the income and realised 

of Life Funds, giving their pensions profits 

favourable tax treatment. The Finance Bill will 

ovisions to end this anomaly. 
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side 

gains 

incl 

76. [Th 

lesser 

charge, and b 

ce Bill will also include a number of 

giving a better specification of 

g into charge miscellaneous items of 

income which currently fall outside the tax net]. 

77. These measures 

proposals discussed 

document. 	The Finance 

introduced from 1 January ]i 

cover the main part of the 

ast year's consultative 

will provide for them to be 

t there are other, 

more technical items which req < re further consultation. 

Any legislative changes following that ronsultation will 

be included in the 1990 Finance Bill. 

78. These measures give a fairer basis 

of the Life Companies. In isolation they 

the long-run tax burden by E[ 	]m. Howe 

taxation 

increase 

ere as 
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throughout the tax system, widening the tax base allows 

tax rates to be reduced. This I propose to do. 

79. At present, Life Funds pay tax at 35 per cent on 

income and 

        

 

• 
6•11MIL—•=•••••... 

      

    

•••de.mm•••.......wm.4.11..1••••••mimm..•— 

  

        

         

c.pftt.L 900,44A-S ) 
shareholdersiLLJazpor'tvaLy As from 

)( AJan 	0, all these rates will be reduced and 

align 	h the basic rate of income tax. Life 

Assuranc 	ium Duty will be abolished from the same 

date. 	 these/ will be worth E[ 
/". 	

]million to 

Life Assurane5n full year. 	On top of this, the 

industry, like all those who deal in shares, will 

benefit from the abolition of stamp duty to the tune of 

EX a year. 

7\ 

[Net effect of thè changes on the industry as a 

0Q) 
 whole.] 

I have just added tax on life funds to the list of 

tax rates that are aligned to the basic rate of income 

tax. I now propose similar treatment 	• deal with a 

problem we will shortly face in th -  —ion of unit 

trusts. 

82. Later this year, collective investment sc 	from 

other EC countries will acquire the right to se 

27 
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products here. It is important that the tax system 

should not place UK products at a competitive 

disadvantage, and normally it will not do so. 	The 

exception is that if a trust invests in gilts or bonds, 

and is not a gilt only trust, it pays corporation tax at 

35 	cent on the income and can pass on a credit at 

only itr  cent to the investor. The simple solution 

is to al n this special corporation tax rate with the 

basic ra 	d this I propose to do with effect from 

TAXES ON SPENDING 

I now turn to taxe 2  spending. 

First, VAT. I have lready announced a package of 

significant deregulatory me which will be included 

in this year's Finance Bill. 

	

	e FB will also implement 
0 

the changes nPcessary to comply with the ECJ's judgement 

on certain of the UK's zero rates. The Government has 

had no choice but to implement the Cou t judgement by 

applying VAT to [x,y,z]. However, wher 	*ble, steps 

have been taken to mitigate the effects o 	changes, 

particularly as they bear on charities. 	hanges 
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will take effect from 

revenue yield of [ 
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and will have a 

85. The only other change I propose to make to the 

coverage of VAT is to introduce a small number of extra 

re 	for charities, of which the most important is 

the 	ion for their fund-raising events [I trust 

this c 	g will be welcomed by the ...]. 

I als  (1111\ • ose to relieve from car tax vehicles 

leased to t4040Ndisabled. 	[Explicitly refer to 

Motability?] 

87. The main thrust  4  Government encouragement to 

charities, however, co 	to be focused on the act 
0 

of giving. 	The Pay 11 Giving Scheme, which I 

introduced in my 1987 (?)<> 	-  t, has been growing 

steadily: 	about 3400 scheme ave now been set up and 

over 100,000 employees are already participating, quite 

a few of them giving up to the full annual limit. To 

allow scope for more generous donation 	propose to 

double the annual limit for the PRG 

£40 a month. 

I turn now to the duty on petrol. 	Las 

increased the tax differential in favour of un 

BUDGET
29  
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petrol, giving it a price advantage of some 6p a gallon 

over 4 star. 	This has undoubtedly helped to increa.se 

the take up of unleaded petrol. 

fr-;74. 

89. But the Government is committed totit.------out 

1=d0 etro ) and progress is still too slow. Unleaded 
tY4 

A 
pet  74 	11 accounts for only 4 per cent of total 

sales, 	hough two out of three cars on the road can 

use it 	 without any adjustment, or with a 

relatively 	• sive conversion. 

One of the problems is clearly ignorance of the 

facts about unleaded petrol. Many people do not realise 

that they can alre 	se it. And others who could 

cheaply have their cars 	rted hold back because they 

fear - wrongly - that afr conversion their cars could 

no longer use leaded. 	For 	ly, the myths about 

unleaded petrol are beginning to be dispelled. 

But I propose to do my part too, and to make sure 

that the market signal is clear eno 	 therefore 

propose to reduce the tax on unleaded 	further by 

something over 3p a gallon. If this reducenfrs passed 

on to consumers - and I look to the oil 	es to 

make sure that this happens - the price of 	ded 

petrol at the pump will generally be about 9p 

RiinnFT sVeRPT 
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below that of 4 star. This in itself should provide a 

strong encouragement for motorists to have their cars 

converted. 

92. However, I propose to go further 	Increase/1D the 

ra e • 	duty on 2 and 3 star petrol by 5p. This will 

brin. .,= price of these grades broadly into line with 

that 
	

tar. 	Virtually all cars which use 2 and 

3 star 	n on unleaded petrol without any 

conversion. 	se motorists will now have a strong 

incentive to cliang their habits. This in turn, will 

provide the necessary signal for more garages to stock 

unleaded - if necessary by freeing up a pump that 

formerly sold 2 star. 

Both these duty 	nges will take effect from 

6.00pm tonight. Taken toge 	hey will give us the 

largest differential between leaded and unleaded petrol 

of any EC country, with the exception of Denmark. 

hope that we shall soon match this performance in terms 

of take-up  of unleaded. 

rfr 
The measures I have proposed on petrol 

have a revenue cost of X in 1989-90. I pro 
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recover this cost from vehicle excise duty. 	At the 

moment a bus or a coach has to have sixty six seats 

before it pays as much VED as a family car. 	I propose 

to increase the relevant rates to bring this group up to 

cover their track costs - that is, the wear and tear 

th 	ause to the roads. There will also be increases 

in t 	e of VED for the heaviest of the rigid HGVs so 

as to [ 	em on a more equal basis?] with articulated 

HGVs. 

95. [The oth4Aain rates of VED will remain 

unchanged?] However, I also propose a major 

simplification of the structure of VED by reducing the 

number of tax classes 	er 70. 

tAAA;,  

YltNiV • 

96. I have no other nges in excise duties to 

propose. 

TAXATION OF INCOME 

97. Nor do I propose any change this 

rate of income tax. 

the basic 

98. For 1989-90 I propose to raise all 

thresholds and allowances by the statutory 

factor of 6.8 per cent, rounded up. Thus the 

main 

on 

DI inkr._c-r c.16-.Dc'T 
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)1( persons allowance will rise by £180 to 2,785, and the 

married (man's) allowance will rise by £280 to £4,375. 

The basic rate limit will rise by £1400 to £ 	0. ?The 

single age allowance will rise by £220 to £3400 for a 

single person, and the married age allowance will rise 

by 	to £5385. For those over 80, the higher rate of 

age ; 	.nce will rise by £230 to 35 0 for a single 
et 	 _ 	 PIA-0442.4""J OA; 

person 	‘41) 
	e•-tt tit 	 r" 

y £360 to 	5. Rewever 	propose that 

the high 	allowances, which are currently for the 

over eight 
	

ly, should be extended to cover all 

those aged 75 d ver. So all those between 75 and 80 

will have their tax allowances rise by more than normal 

indexation. 

99. The income limit 	aae allowance will rise by 

£800 to £11$0, again 	line with normal indexation. 

However, I propose to chang 	rate at which age 

allowance is withdrawn above this income limit. I 

propose that it will now be withdrawn at the rate of El 

for each £2 of income, rather than the present sharper 

withdrawal rate of E2 in every £3. 	hb. 	11 mean that 

the marginal tax rate for those in this 	band will 

be reduced to X per cent:3 

100. The Finance Bill will also include the •ons 

N( 	to establish the new tax relief for the pre 

I DI 111r• lc -r  c•sd  r% I, -r 	I 	nit-N-r -yr-. r-  1-  An a•-• r% i II- r-t. 
I-0 11.-1 LJ %.,1 I- I .67 L- kJ,  IFI 1.... I 
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pensioners health insurance, which I announced to the 

‹` House in January. 
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101. [Earnings rule etc - to be supplied]. 
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jg66 	 BUDGET CONFIDENTIAL 

FROM: J GIEVE 
DATE: 27 February 1989 

CHANCELLOR 

MTFS - FISCAL POLICY 

As you know, I think the section on fiscal policy in this year's 

draft MTFS will lead to questions on what is taken into account in 

deciding the fiscal stance. For example: 

If it was prudent and cautious to make £4 billion of 

tax reductions last year with a view to achieving a 

PSDR of £3 billion (when the economy was expected to 

grow above trend) why is it appropriate to make 

smaller tax reductions this year and aim for a PSDR of 

EX billion when the economy is forecast to slow down 

substantially? 

Do we believe that fiscal policy has any impact on 

domestic demand and inflationary pressures? Are these 

potential effects taken into account in the Budget 

judgement? 

Is there a trade-off between fiscal and monetary 

policies ie if we aim for a larger PSDR do we think 

this will ceteris paribus allow us to have lower 

interest rates? 

2. 	As I understand it, we do believe that very substantial 

changes in fiscal stance (eg eliminating the PSDR in two years) 

would have an impact on domestic demand and inflationary pressures 

and would, therefore, require changes in monetary policy. But, 

within practical limits, while changes in fiscal policy may affect 

activity both directly and through expectations, these effects are 

likely to be small ie the trade-off with monetary policy is 

slight. 	You also indicated in your IMF speech that in some 

(unlikely) circumstances it might be appropriate to vary fiscal 

policy to compensate for a low level of private sector saving. 
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1, 3. 	i don't think we need include anything on the last point in 
the FSBR. We can point to the increase in public sector saving in 

the last couple of years without admitting that private sector 

savings are in some structural sense inadequate. But I think it 

would help to say that returning gradually to budget balance will 

buttress an anti-inflationary monetary policy. This might be done 

on the following lines. 

"The speed with which it is prudent to move towards the long 

term objective depends on a number of considerations. 	A 

gradualist approach to reducing tax rates has always been a 

feature of the MTFS. This caution in fiscal policy both 

supports monetary policy in bearing down on inflation and 

serves to maximise the supply side benefits of reductions in 

tax rates by ensuring that they are sustained in the medium 

term. With expenditure plans also set on a medium term 

basis, the PSDR will tend to be increased by GDP growth 

above trend and to be reduced in periods when growth is 

below trend. 

Para 	229. 	In the light of these considerations, the 

Government intends to move from the present surplus towards 

a balanced budget gradually over the medium term. The PSDR 

for 	 As usual, the PSDR to be set in future Budgets 

will be reviewed in the light of circumstances at the time." 

Jtv 
JOHN GIEVE 
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BUDGET STATEMENT: TAX SECTION 

The Chancellor was most grateful to all those 

earlier drafts of the tax section. He worked o 	over the 
weekend, and I attach his redraft. He will want to l ç,-'t this 
again at the end of the week, and has therefore asked 	ninents 
to reach me by close of play on Wednesday, I March. 
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ITV levy (already announced, 

well). 

t fit in very and d 

Schedule E receipts basis, 	and CGT for 
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he present draft is near complete, except for the "home 

t" (income tax, earnings rule, NICs, peroration) whiel I 
h. 	circulating as soon as he has finished work on it. 

3. 	You will see that the Chancellor has also issued various 

remits to other Ministers: 

he would be 

on what and 

t would like to consider this again; 

<(\ at 

like the Financial Secretary to draft a short (i) he 

para 1441,  n unit trusts CT rate. He would also like the 

creta to draft a short paragraph on Keith: 

he has  ( 	decided whether to include this in the 

Speech or 

Jl for the Economic Secretary's advice 
much should be said about the 

ECJ judgement. He would also like his views on whether 

we should list all the new VAT reliefs for charities; 

he would be grateful i 	Paymaster General could vet 

the section on Payroll 	ng and redraft as necessary. 
0 

4. 	I should also mention that showing items have been 

deliberately omitted from the draft: 

Pre-trading expenses (doesn't need to be mentioned in 

the Budget Speech). 

unincorporated companies (both to be discu 	t this 

afternoon's Overview). 
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inally, on mechanics, I am sending one spare copy of the 

each to the Revenue and Customs, on which Mr McNichol and 

Ms re 	might like to mark collected comments. 	Perhaps the 

easid 	thing for others is to mark any drafting comments in 

manuscript on their copy, send it back to me so that I can record 

them on the master, and I will then return copies to their owners. 

11\Hf-X,) 

MOIRA WALLACE 
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TAXPAYER CONFIDENTIALITY 

Before I turn to my proposals for changes in taxation, I 

have one other change of a specific nature to announce. 

2 
 riris 

 the House knows, the new official secrets 

1 	on currently passing through Parliament [where 

will 	ve got to b 14 March?] is very much narrower 

     

in scop the present Official Secrets Act. In 

particula 	does not cover',  information in the 

possession 	ther of the Revenue Departments 

concerning the private affairs of Id-i44-±--taxpayers. 

chex.ps/mw/4 

„I, 4 [As....,A.'.43  
Lo-vas n‘ 

; 
h'i 

3 .4 + hvw4  

6,„ 
km, el.94, 
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3. 	I am sure that t whole House will agree that it 

is essential that tax 	confidentiality is properly 

protected. 	I therefore opose to introduce provisions 

in this year's Finance Bii0110 ensure that it will 

continue to be a crimina 	.f fence for officials or 

former officials 

and Excise to 

affairs of 

of either the Inland Revenue or Customs 

reveal  L  information about the private 

individual taxpayer. 

4. 	I would only add that the need for 

is in no sense a reflection on the probity 

of the members of those two Departments. Ind 

rotection 

tegrity 

after 

nearly six years as Chancellor and more than eit 	rs 
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as a Treasury Minister, I would like to take this 

opportunity to pay public tribute to the outstanding 

service I have consistently received from the officials 

of the two great Revenue Departments. 

on or more, 

r cent, one 

in the 

ediate 

S TAXATION 

w turn to taxation. 	As I have done on a 

number 	ious occasions, I propose to divide this 

into thr 	d sections: the taxation of business, 

the taxation o 	vings, and the taxation of personal 

income and spending. 

First, taxes on b •ness. 

v> 
The rate of corp tion tax for small companies, 

defined for this purpose aK> 	with annual profits of 

less than £100,000, has, ev 	ince the corporation tax 

reform I introduced in 1984, been set at the basic rate 

of income tax, currently 25 per cent. Large companies, 

defined as those with profits of £1/2  

pay the main rate of corporation tax o 

of the lowest rates of tax on company 

world. 	Between those two monetary limits 

rates are payable. 
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te,414. b 

6', 

40 per cent in last yèY 	udget enables me to make a 

major simplification 	the tax treatment of close 

companies - companies that 

simple definition]. 

controlled by [insert 
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8. 	I propose to leave both the small companies rate 

and the main corporation tax rate unchanged for 1989-90. 

But I propose to increase the monetary limits 

substantially, by 50 per cent. 

9 	hus the 25 per cent rate of tax will apply to 

COM 
	 with profits of under £150,000, and the 35 per 

cent fau 	will only be reached at profits of 

E3/4  mi 	These changes will reduce the corporation 

tax burde 	more than half of all those companies 

that do not ay enjoy the full benefit of the small 

companies rate. 

10. 	The reduction 	the top rate of income tax to 

co.„r  AAA. t 

11. 	The rules for the so-called apportionment of close 

companies' profits are notoriously c 	taking up 

some twenty pages of impenetrable I 	ion. These 

rules are no longer needed and I prop 	abolish 

them. 	I believe that many hundreds o 	ands of 

small businesses, and particularly family 	ses, 

will welcome the removal of this burden. 
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12. 	I do, however, have to guard against the avoidance 

of tax on investment income by channelling it through a 

closely controlled investment company. Any such company 

which does not distributep_ts profits will therefore be 

at 40 per cent, equivalent to the higher rate of 

inc 

13. 

private 

made it clear 

which remains 

oubled the scales for the taxation of the 

company cars in last year's Budget, I 

this still left the company car, 

far and away the most widespread benefit 

in kind, significantly undertaxed. 

14. 	Accordingly, I Abose to 

by 1„a furthcr [25] per ct for 
4 i60 

thic will be pA-4--million 

1990-91. There will be no c 

increase 

1989-90. 

-90 and 

e in the 

the car scales 

The yield from 

el-a5.  million in 

fuel scales. 

iLe  
r  

k- 	t1t. (44;,- area which I bclicvc it right to maka 

the extra-statutory concession 

Cirk 5 /1' 4,41%,m-41 1siwt *. - 

P--"•42-44-4•64- 	kocu/ti 	wws .4,4j 

1k1A4:44t) pi-4c 	64' 

I ti,11 ct4AAX. 

&ss 	tik 	64-41  
a-1,e 	1-ec..•A 

	 en-? 
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15. 	T-he-re--i-s----ene—fttrtkrer--tigh-terring in 	this general 

ropose 	putC... 

payments made by employers to employees 

incidental costs when they are required 

because of their job on a proper statutory 

Cler their 

zAgoky 

44. 

the same time I 	proposc to withdraw  
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statutory concession which at present exempts Ehousing 
„44  L1 427,f,tt..sj 

L  from 	tax when the move is to a higher cost 
it 

area, since 	artificially blunts the market forces 

which should be leading employers to consider locating 

in lower cost areas. 

l6'-r the years I have received a steady stream of 

repr 	ions from business complaining about the 

long-s 	tax treatment of foreign exchange gains 

and loss 	recognise that as business becomes more 

global thi 4•00,ect becomes increasingly important. 

However, I have to say that I find it one of the most 

intractable I have encountered. Certainly, there can be 

no question of any cha e in the present system until a 

number of crucial 	complex issues have been 

satisfactorily resolve 	have therefore authorised 

the Inland Revenue to pOD%i. today a consultative 

document which explores 	issues and examines the 

scope for reform. 

17. 	Lastly, on the business front, 

proposals to make the VAT system les 

a number of 

nsome, which 

should be of particular help to new 	smaller 

businesses. 	In this context, it is 	cularly 

encouraging that over the past year the  4.g1r  of 

5 
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businesses in Britain has been growing, at the record 

3\ rate of 1,0GO a week. 

First, at the present time there are both 

quarterly and annual turnover thresholds for VAT, and 

b 	es are required to say if they expect to exceed r  

eit 	of those thresholds over the coming 

twelv on h . 	I propose to sweep away both the 

quarter 	eshold and the requirement to predict, and 

introduce 	today a single annual test based on 

turnover in 	ceding twelve months. 

I also propose to increase the VAT threshold to 

£23,000, the maximum pepffitted under European Community 

law. 

Second, at present 0 

whose introduction has led t 

VAT default surcharge, 

marked improvement in 

compliance, is set at 5 per cent for the first default, 

rising by 5 per cent stages for subsequent defaults, up 

of experience 

urpose can 

of 20 per 

to a maximum of 30 per cent. In the 1 

with the surcharge I am satisfied that 

be adequately served with a reduced m 

cent. 

6 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED . 

• 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



1 -91. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

Third, there is the perennial problem of VAT on 

bad debts. In genelal, traders are liable to pay VAT on 

their sales at the time they render their invoice, 

irrespective of whether the customer actually pays the 

bill. Bad debt relief can then be claimed only where 

btor has been formally declared insolvent, a 

re 	t which, for the smaller business, is 

fre 	prohibitive. It was partly in order to meet 

this pr.$that  I introduced, in my 1987 Budget, the 

option fo <Lrs with a turnover of under £1/4 million 

to account r4A on a cash basis, so that no VAT is 

due unless and until the bill is paid. 

But there remainz the problem of those traders 

with a turnover great C) an £1/4 million, the highest 

figure for which I was 

I therefore propose that, a = rom 1 October, all debts 
0 

which are more than 18 months old and which have been 

written off in the trader's accounts should 

automatically qualify for bad debt reli 

0 
23. 	The total cost of all these VAT re 	over and 

above the cost of revalorising the VAT t 	d will 

the European Community'sQ VAT directive. 

be £105 million in 1989-90 and £270 million 

7 
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26. Cer 

medium-term, 

it is desirable that, over the 

erate as a nation a level of saving 

The sharp decline in the ratio of personal saving 

onal income over the past two years in particular 
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TAXES ON SAVING 

24. 	I now turn to the taxation of saving. 

25. 

to( 

	

haYI 	o even more discussion than usual of the merits 

	

46 of p 	1  

t 

 g greater tax incentives for personal saving. 

high enough to finance a high level of investment 

without having to rely too much on inflows of capital 

from overseas. 

27. 	But what matter <- e is not personal savings 

alone, but corporate savings 	which are running at 

historically high levels 	nd even public sector 

savings, which are higher than they have been for some 

considerable time. 

28. 	Moreover, the fall in the pers 	vings ratio, 

which is of course measured in net terms 	is to say 

gross saving net of borrowing, has occurr 	result 

of the sharp increase in personal borrowing. 	the 

8 
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appropriate remedy for that is to raise the cost of 

borrowing, as we have done. 

29. 	But above all, it is essential that tax reform is 

seen in a medium-term, even a long-term context. It is 

inappropriate as an answer to what are 

ess 
	

ly cyclical or even conjunctural difficulties. 

In tha 	text, the Government's policy is clear. 	It 

is to 	then and deepen popular capitalism in 

Britain, 	ouraging in particular wider share 

ownership. 

30. If, in doing so, 

saving rises, well and 

of the exercise an 
0 

would only become appare 

the past ten years 

the overall level of personal 

d- but that is not the object 

something which in any event 

over the longer term. 	Over 

one a great deal, on a 

number of fronts, to enco 

general and employee shar 

urag wider share ownership in 
0 

e ownership in particular. 

31. The latest Treasury/Stock 
	

nge survey, 

conducted earlier this year, reveals 	re are now 

individual shareholders i  f  country, [X] million 

equivalent to one adult 

three times as 

in every (five d some 

ago. many as there were ten 
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Indeed, there are now more individual shareholders than 

there are trade unionists. (Check). 

The privatisation of the water and electricity 

industries is likely to provide a further impetus to 

capitalism over the next two years. 

hile, I have a number of measures to announce 

today tsame end. 

po(.) 

 

ity plans were first announced in my 

1986 Budget, and started up in January 1987. As the 

House knows, those who invest in these plans pay no tax 

at all, either on the7d4vidends they receive or on any 

capital gains they ma 	tually make - indeed, there 

will normally bel no n41or them to get involved with 

the Inland Revenue at all. p 

0 
Personal equity plans got off to a good start, 

with over a quarter of a million investors, many who had 

never owned shares before, subs "'ping almost 

£1/2 billion between them. 
t....1113 -) 

Since then, however, the rate of gro 	slowed 

down Geff644efeb-ly, not least as a result of t 	anged 

10 
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climate in the equity market since the October 1987 

Stock Exchange crash.  Ev-a- L°, 	t(i4 	c cut) e  
Utct 	'Q 	C-17t4A. 4...-1Acv1-04V s, 	lei 	- rvt 0•3 ',vigil-4- 

k AAA 3,1 

37. 	..So-the time has come to give L1hem  a new lease of 

life. 

38 	st, I propose to raise the annual limit on the 

overa 	unt that can be invested in a PEP from £3,000 

to £4.8 

Secon 	thin that, I propose to raise 

substantially the amount that can be invested in unit 
I &twin...  El j 

trusts or investment trusts frahl[ £750 to £2,400 a year. 

Moreover, the requireme that the amount invested in 

unit or investment t 	should not exceed one-quarter 
0 

of the total amount inve 	in a PEP will be dropped, 

and replaced simply by th ,,eqrement that, to qualify 
i v. v-g,  1-LAAA-tvk•  IAA  (Nrtk ()_.._,_‘.) 

for EP trcatmcnt, a unit or 	estment trust must be- 
1  tuot-C, ) 	0 

prcpondcratcly investedlin UK equities. 

Third, at present, only cas 	be directly 

invested in a PEP. I propose that inv 	should also 

be permitted to place renounceable lette 	llotment, 

obtained by subscribing to new share issue 	cluding 

privatisation issues, directly into a PEP. 

11 
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41. 	Fourth, I propose to simplify the PEP rules in a 

number of important respects, so as to make the scheme 

more flexible, better directed to the needs of small and 
zfiPc 

new investors, and cheaper to administer. / it,  The 

substantial improvements I have announced respond to a 

of detailed representations I have received from 

plVaagers. Needless to say, I have not been 

pers 	o accept every suggestion that has been made. 

In p 	 I have not been persuaded to replace the 
)  

complete 	ief on/
1- 
exit, which is the essence of the 

PEP scheme, 

instead - not 

12r.,‘,*a.1Lss.ive 	c 
is in principle the  sake in both casesi those 	couRtrlec 

zn-trld 
which 	have optcd for fro t-end relief 

personal equity plans 

to play an important part 

ownership of British equity in the years ahead. 

byv4ax relief on payments into a plan 

least becauseCthile the degree of relief 

totisz festoonitA* with 
1 p,e4A4 	1-1 

prevent a use. I am co 

have announced today wil 

complex web of restrictions to 

ent that the changes that I 

stimulating individual 

42. 	I also have a number of improve 

specifically designed to encourage 

ownership. 

s to announce 

oyee share 

43. 	It is a striking fact that the number 	roved 

employee share schemes has risen from a mere 30 	79 

12 
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a 
C 4-t 

an 	SOP is.] 	I propose to make it clear that 
S 
	 Urw-it 

companies- at-place their-shares-In ESOP  L  qualify for 

corporation tax relief, 	 certain 

requirements designed to ensure that 	ares become 

NOT TO BE COPIED 

L vz4 I°, cr1).1 

to almost 1,600 today, involving[!number] companies and 

benefiting some 13/4  million employees. 	I propose, 

first, to increase the annual limit on the value of 

shares which can be given income tax-free to employees 

under all-employee profit-sharing schemes from £1,250 to 

Ef 	
and for the alternative limit of 10 per cent of 

sa 	o raise the ceiling from £5,000 to £6,000. 

I propose to increase the monthly limit 

ns to all-employee save-as-you-earn 

0 to £150, and Lat the same timelto 

double the maximum discount from market value at which 

options may be granted from 10 per cent to 20 per cent. 

Third, a numb y Hon. Friends have been 

concerned that current 	law may be inhibiting the 

development of employee sh4r 	ership plans, otherwise 

known as ESOPs. (Insert b efinition/descri ion of 

schemes f 

for cont 

directly 

time I hope that this 

companies, particularly 

easonable 

will encourage British 

in the unquoted to 

owned by the employees wit 

1 
 Li,..  ;. 	etr 4 ,e,,,,, I, 4 4.ee s  (,,,,e s ci,a„e4  . tie. 	?ow-if-L./2.k  1  es c  e.,,, 

IA 	

:4  415  .-e-,,t(-..iss ti,1 ( aZAA.t. 	ee. t itrArk  \ 
o 	% nr.t., 	A. L 	it.i, j  ....1,,„1 s  4;  4., ov4.4 c:t..; , tvs' t...4,44 cti I  I SIA0442.4  , 	64-64-  4.,  s  

sw 	1 	f-, .4 c..... c.t. , 	at. c-1,1.44 ..K. rt, tyre stsay,t4  13  C4444 91124 goCe (11.1 A Lail 44 	I-1 .4....r—' s (—ate 	tAta-se‘ 

ttbse 13 fl'Aj .1 t. PANK S cAa-imx s . 

consider setting up ESOPs. 
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0), 

*fit 
?,;•.1c.1  Q._ 	4.v  ec,fc.rivt,  

46. 	Those firms with employee share ownership schemes 

have no doubt that it helps to improve company 

performance, by giving the workforce a direct personal 

interest in its profitability and success.* 	(-L 
Kr". 	 . 

47 	h ,s was one of the reasons why I introduced the 

profi el ted pay scheme in my 1987 Budget. 	I have 

some impónts  to make to that, too. 

48. 	First, 	I have previously announced, I propose 

to abolish the restriction that profit-related pay must 

lù  

	

	qu:1 at least 5 per cent of total pay. Second, I 

propose to raise the l on the annual amount of 

profit-related pay 

to £4,000. 

can attract relief from £3,000 

49. 	Mid, -Third, I propo 	relaxl  the rules 

preventing headquarters units from using the profits of 

* 0 r 	.siket4 ;Lic 40-1.44.1 

ILAA-(444A 	tial.4 /LA 

arickuli 4,, 
z 	 be,  

Pq,  

the whole company or group for 

calculations.['  fl'447Lo 11' 	 cw•e. 

a4 	1.42.4.,044 , I 	 C4̀  "43 
k^)  14; dAn 	cif e 	 wet...e.c> 	gdx-cA.AAAA 

ti..el a I 	Art42, 14.4.....,-(-4t 

50. Taken together, the package of 

their profit 

ct.,44 Ely p., 

laa,-44k 

fruyt  ttjt. 	cA‘.0-44.4-4 

es I have 

announced to encourage wider share ownershi 

and employee share ownership and profit parti 

particular, will help to ensure that the 

eneral, 

n in 
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and most other forms 
0 

the Inland Revenue issue 

vings. Accordingly, last July 

with my authority a major 

consultative document on th tion of life assurance. 

Since then, I have consi 
0 

representations the industry has made, and taken full 

d very carefully the 
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share-owning democracy becomes ever more entrenched as a 

part of the British way of life. 

  

51. 	I now turn to life assurance. 

he tax regime for life assurance is sui generis. 

Mor 	it has developed over the years in a piecemeal 

way, 	a ng to a state of affairs in which the 

incidenc 	tax is extremely uneven, with some 

successfu 	offices paying no tax at all. 

53. 	There is clearly a powerful case for reform, with 

a view to securing a tax regime which is more equitable 

both within the indust7^ilnd as between 
K) 

life assurance 

account both of the forthcoming changes to the 
titi 	j 

L  life assuran 

Securities and Investment Board und 

e 	 "AM  tr. oposed by the 

Financial 

Swet c_xx 

Services Act and the prospects for incre 

within the European Community after 1992. (27 
411 

ce=*A1tA2 the 

corN ltaIv S  
of these factors, I have decided not t ro 

more radical reforms  canvassed in the 

mpetition 

light 
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document. 	But I do have a number of less radical 

changes to propose, based for the most part on the 

general tax reform principle of seeking lower rates on a 

broader base. 

terv 1..i.12.4e1 	15 

	

lg 4 ;, Ma ' 	F  

14. 	v04- 

v4-4.0....A 	 I I 

tlep_oz.AA) e-k 

vetAr  

tAST Lir 	10-1.  Lit 

" vt2-efeS 

irst, many life offices run 	pension 6 business 
1cn4 ;ctt.  ott-- 

keep the two businesses-[ separate": 	This 

tlife accurance business, and they are not 
Ave'4   

set the unrelieved expenses of the 

s against the income and gains of their 
t_ 

givingithbir pensions profits unduly 

favourable tax treatment. I propose to end this 

anomaly. 

4,0i 0 	c4A-cvAl da " 

A 	01.1 	t{.A. 

55. This change,L 	will come into force on 

1 January 1990,(will yi 
	

million in 1990-91. 

The remainder of the  (b 	I have to propose 

constitute a balanced pac 	which, overall, will 

reduce the taxation of life assurance. (true)] 

requi 

enables 

pensions 
V 

E, 
I 44 1.14 A 1.4AAsre.. CcruAws,44z-; ,C,  

ftrirt1-.4•1 I  

peni. 

56. I propose that the expenses 

offices in attracting new business sho 

fully deductible for tax purposes fro 

gains of life funds, but spread over a 

urred by life 

tinue to be 

ncome and 

seven 

years rather than immediately, as now. 	 the 

industry time to adjust, this change will be 

16 
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59. 	The net revenue effec this reform of the 

60. 	But above all it will provide a mo 

equitable tax regime for this most importa 

17 

cient and 
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gradually over the next four years, starting on 

1 Jnuary. 

57. There are certain other, even more technical 

matters raised in the consultative document which will 

r9g44e further discussion with the industry, and any 

1 	' 4: .04,  ve changes will have to wait for next year's 

Fina 

ose here and now, as from 1 January 

C AY-4 

1990, to 	 Life Assurance Premium Duty. And I 

also propose, from the same date, to reduce the rate of 
fc:14,1Lag, 	 

tax payable on the income and gains of life offices, 

which at present stands at 35 per cent on unf ranked 

investment income a4 0 per cent on realised capital 

gains, to the basic rat 	income tax, 25 per cent.  

taxation of life assurance will be a cost of £20 million 

in 1989-90 and a yield of £45 million in 1990-91, rising 

in subsequent years. 
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[Brief para on reduction in unit trust CT rate: FST to 

s\ draft, plea„,e] 

61. 	I now turn to pensions. 

all forms of savings,Ithe most favourable tax 

is that accorded to pension schemes. This is 

nece 	circumscribed by Inland Revenue rules. 

I propose to do away with such rules as a 

means of limt,kgthe tax relief available - indeed, 

there is a case for tightening them in some respects. 

But it is quite wrong that tax law has, effectively, 

come to set a limit o the overall pension someone can 

receive. Accordingly 	ropose to remove the obstacles 

in the way of employe setting up pension schemes to 

provide benefits above theCt 	imits. 	Such "top-up" 

schemes will carry no limit 	enefits whatsoever, but, 

equally, will have no special tax privileges. Employers 

will now be free, therefore, to provide whatever 

pensions package they believe necessar 	recruit and 

reward their employees. 

Another anomaly with the existing tf°  efs for 

pensions is that there is no limit to them 	cash 

terms: 	the higher someone's salary, the g 	he 

18 
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pension they can have, and the more tax relief goes with 

it. Of course, someone who receives a very high salary 

will expect a pension of a comparable level, so as to 

maintain his 

But given that one man's tax relief 

and in the light of the 

d last year, it is hard to 

affai 	which the tax advantages 

is another man's tax 

income tax reforms I 

justify a state of 

of pension provision 

or her standard of living on retirement. 

are ava 	with no upper limit whatever. 

limits on tax relief effectively 

pension provision, it was not 

practicable to avoid this result. But dealing with the 

first anomaly makes it posible to act on the second. 

66. 	I therefore propos o set a limit on the pensions 

which may be paid from 	approved occupational 

schemes, based on earning 	£60,000 a year. I have 

deliberately set the ceiling at a level which will leave 

the vast majority of employees unaffected, and it will 

be subject to annual uprating in line ..th inflation. 

It will still be possible fot aax-approved 

occupational scheme to pay a pension 	 much as 

£40,000 a year, of which up to £90,000 

for a tax-free lump sum. 

19 
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67. 	The new ceiling will apply only to pension schemes 

set up, or to new members joining existing schemes, on 

or after today. And, as I have already said, there will 

now be complete freedom to provide benefits above the 

limits without the tax advantages. 

684h  introduction of this ceiling on tax relief 

also 

the majo 

improve 

retirement. 

release issued 

me to simplify and improve the rules for 
A.i 

f pension schemeepumburt, in particular to 

ditions on which people can take early 

etails will be included in a press 

by the Inland Revenue 

164 	Ltik i4. corn& 

c4/. 	LAAla-r 4 

444-  1141-.4 

1.4-4-40,4 D • 
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69. 	I also propose 
	

implify very substantially the 

rules concerning addi 
	

al vo untary contributions. In 

particular, the presen requirements place a heavy 

administrative burden on erl 
	

s at the point where an 

employee wants to start p 	g AVCs. In future, the 

necessary checks will be greatly reducecOin many cases 

employers will not need to be involved at all. 

kAw (14. r 44..Ar,4 , 

pa;Pseul, if AVC investments 
	3 

occupational pensions maythave to be 

total benefits within the permitted limit 

very well, 

keep 

ropose 

that in future any surplus AVC funds should b 	rned 

20 
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to employees, subject to a special tax charge. This 

will remove the penalty on good inve3tment performance. 

70. 	These changes should give a further impetus to 

saving through AVCs. 

71_ 

fiel 

introdu 

July last 

advantage o 

offer. 

most important development in the pensions 

recent years has undoubtedly been the 

and success of personal pensions. Since 

million people have already taken 

ew flexibility and opportunities these 

proposals today to make personal I have two 

pensions still more attractive. 

First, I prop ''o make it easier for people in 

personal pension sc4ipes to manage their own 

investments. 	In generalK> 	ion savings have been 

highly institutionalised. 	re has been little 
0 

opportunity for scheme members to be involved in the 

investment decisions taken on their behalf. 	I now 

intend to remove the obstacles to g ter individual 

involvement in personal pension plans. 

Second, I propose to increase subs 	ly the 

annual limits, as a percentage of ea 	on 

contributions to personal pensions for those ag nd 

21 
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over. This will be of particular value to those running 

their own business, who are often unab_e to make 

contributions until later on in their working life. It 

will also improve the position of personal pensions 

relative to occupational schemes. The new limits will 

bxject to an overall cash ceiling based on earnings 

000, corresponding to the new ceiling for 

occu4Ei pensions, and similarly indexedfl  

74. 	The 	rms build on, and complete, the pension 

measures I i t 	ed in my 1987 Budget. They represent 

a significant deregulation which will allow more 

flexibility in a number of circumstances, while setting 

for the first time a re-  -  .nable limit on the tax relief 

available to any ind 	al. They should give a boost, 

in particular, to saving rough personal pensions and 

frco ctanding AVCs. 

0 
The proposals I have announced for personal equity 

plans, for life assurance and for pensions amount to a 

significant further measure of tax ref 	, this time in 

the field of the taxation of saving. 

But it should not be overlooked 	a more 

far-reaching reform which I announced in 	ear's 

Budget, to come into effect in April 1990, may 	1 ve 

22 
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an even more marked effect in encouraging the growth of 

personal saving. 

77. 	I refer, of course, to dependent6axation. 	For 
WAX 

there can be 	doubt that t e greatest disincentive_cto 

in the=wlitele=of- the present tax system is the 

of the savings of married women, which have to 

-their husbands and----taxed—at--t-he 

tre 

women who 

their person 

rate. In particular, those married 

ittle or no earnings willi be able to set 

lowance$ against their savings income. 

ing 	such income=m=tawltogeLher. 

---pub-EicttWeaflet: IR Insert bri announcement nf 

78. A further conseqdehce of the introduction of 

independent taxation next> is that married women 

will acquire their own capital gains tax threshold, so 

that a married couple will enjoy two such thresholds. 

In the light of this, I propose to maintain the capital 

ILA vkiz et—si 	Lea 

pv,ixosgas 

5, 

J  0-142-4Nc-- • "e7  
ttAZ, t.t, c.et uu.41 
Im.r2.4A  kruotot . 

I have three other proposals t 

capital gains tax. First, I propose 

gains tax threshold at £5,000 for 198 

to 

general holdover relief for gifts. 

isa 	 „11,,v141 , 	 („ael.4 

414  i AfVell 	 Ita-ekr 	 &t 	 icet.44R2t 

CtA let CAR 60-4:044 	1 tccP-42.04-44AAR 	c-ey 	 elk( 161 fAA-C4.4.A 
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propose to [double] thee 

capital gains tax to [E6000]. 

els exemption limit for 
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80. 	This was rightly introduced by my predecessor in 

2.138-1-;  when there was still capital transfer tax on 
lifetime gifts, in order to avoid a form of double 

taxation. But the tax on lifetime giving has since been 

abolished, and the relief is increasingly used as a 

form of tax avoidance. 

81. 	 the general holdover relief will go, I 

propose 	etain it for gifts of business, farm and 

heritage a 	and also for all gifts to charities. 

And of cour 	ifts 

continue to be exempt. 

between_husband„gnd wife will  
1+4  

0̂4A s4-JLAA vtg, 	clArl e f. 
(-4,4 

     

     

4 „„1, Ks 
i) 	AAA. 1 wt 	cAA 

As for gifts of 	tels,t these will not[ enjoy 

holdover relief, b y chattel worth less than £3_0_,0,0_1,4 

is already exempt from c ital gains tax(sT disposal. I 

NyLlastitcapital gains tax proposah is to change 

the tax treatment of certain bonds sod). simplify the 

tax rules and prevent a loss of yield b&A,  conversion 

of income into capital gains. 	fildt i•LARY.  

% 	k 
. 84. 	My final proposal for the taxation 

,44,,e404.  concerns stamp duty on share transactions. 

ings 

ed 
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this from 2 per cent to 1 per cent in my 1984 Budget, 

and again from 1 per cent to 1/2  per cent in my 1986 

Budget. 

I now have to decide how to adapt it in the light 

SLock Exchange's welcome plans to get rid of 

ansactions and move to a cheaper and more 

effi 	lectronic system - a process happily known as 

demate 	tion. 

Stamp d 	on share transactions have been a 

useful revenue raiser over the years. 	But it sits 

uncomfortably with the Government's commitment to 

encourage wider share o ership, and puts London at a 

competitive disadvan 	to those overseas financial 

centres where there is 	tax on share transactions. 

Moreover I have to tell thigig 

(

-  that I have found some 

difficulty in solving the prIrm of how to apply stamp 

duty when there is nothing to stamp. 

I therefore propose that, as 	m 1 April next 

year, the earliest date on which the 	Exchange is 

likely to be able to introduced paperle 	sactions, 

stamp duty on share transactions be abs. 	. 	The 

legislation will be in this year's Finance B 	d the 

cost in 1990-91 will be £900 million. 
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88. 	This brings the number of major taxes I have 

abolished since becoming Chancellor to six: an average 

of one a Budget. 

N SPENDING 

n w turn to taxes on personal income and 

spending. 0 

First, VA- 	[EST to redraft ECJ para(s), please] 

Although I have done my best to mitigate the 

effect of the European 	t judgement on charities, as 

the charities themsel 	ave generously acknowledged, I 

have been unable to prot 
	

them altogether. 	I have 

therefore, in these spe61 
	

rcumstances, considered 

whether there is anything futhr I can sensibly do, 

however modest, to assist charities with their VAT 

bills. Accordingly, I propose to relieve charities from 

VAT on [complete list]. 

I also propose to relieve car 

disabled by Notability from car tax. tted to the 

26 
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eneral, I continue to believe that the best 

way of helping charitable causes through the tax system 

is by directly encouraging the act of charitable giving. 

The Payroll Giving Scheme, which I introduced in my 1986 

Budget, has been growing steadily. Some 3,400 schemes 

hrr
ow been set up, and over 100,000 employees are 

al 	articipating, quite a few of them giving the 

full 	4 annual limit. I now propose to double that 

limit t 	or £40 a month. 

93. 	B 

ayroll Giving Scheme to achieve its 

Lee 

full potential, it is clearly necessary for the 

charities themselves, and others involved, to mount a 

major information camp n about it. I am particularly 

glad that my noble F 	the Viscount Whitelaw, has 

agreed to become Chai 	of the new Payroll Giving 
A 5 

Committee, which will co-o4d 	efforts in this field. 

[PMG to check this para lease, and redraft as 

necessary.] 

I now turn to the excise duties. 

The damage to the environment in g 

child health in particular, from lead in t 

and the contribution of ordinary leaded petro 1:11Z 

problem, is increasingly widely known. The g er 

27 
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is committed to phasing out leaded petrol altogether, 

and in successive Budgets I have sought to assist this. 

I first introduced a tax differential in favour of 

unleaded petrol in 1987, and increased it last year. 

But although sales are undoubtedly rising, unleaded 

still accounts for less than 5 per cent of total 

pet 	vings, even though two-thirds of the cars now 

on t ro d could use it, either without any adjustment 

or else 	conversion costing only some £15-£20. 

(check). 

97. 	One of the problems is ignorance of the facts. 

Many motorists do not realise that their cars can 

already use unleaded 	trol. Many others are unaware 

how modest the conver 	cost is. Many are under the 

false impression that If they do convert to unleaded 

petrol, their cars will noKla 	be able to use leaded 

petrol. Others wrongly 	gine that their car's 

performance would suffer were they to use unleaded fuel. 

98. 	It is clearly essential that 

rapidly dispelled. Meanwhile, I p 

opportunity of this Budget to increase 

tax differential in favour of unleade 

myths are 

to take the 

rther the 

ol, by 

reducing the tax on it by something over 	 a 

gallon. 	If this reduction is fully passed 

28 
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customer - and I look to the oil companies to see that 

it is - it means that the price of unleaded petrol at 

the pump will generally be some 9 pence a gallon, or 

two pence a litre, cheaper than four star leaded petrol. 

This will be one of the most substantial differentials 

the price of leaded and unleaded petrol within 

ean Community. the 

99. 

to raise 

4 pence a 

will be at 

not intend to stop there. I also propose 

on two and three star petrol by roughly 

o that the pump price of these grades 

least as high as that of four star. This 

should expedite the phasing out of two star petrol, 

which is already down 	per cent of the total market, 

thus enabling garages 	switch storage capacity and in 

some cases a pump, too, 	unleaded petrol - quite apart 

from the incentive to the 	g two-star users to 

switch to unleaded fuel. 

I am confident that the duty changes I have 

announced, which will take effect from 	o'clock this 

evening, will help to lead to a marke. 	- .itased in the 

use of unleaded petrol over the next twe 	ths. 

They will of course also lead to 	 of 
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Duty. 	e present time a bus or a coach has to have 

66 seats before it pays as much in Vehicle Excise Duty 

as a family car. I propose to rectify this anomaly by 

increasing the tax rates of this group of vehicles so 

that they cover their track costs. I also propose to 

the rate ot duty for the heaviest 

noni$Itt.ulated lorries, to put them on a more equal 

footi 	th articulated lorries. Finally on Vehicle 

Excise 

reducing 

y. 

propose to simplify the system by 

umber of separate rates of tax from x to 

102. I have no further changes to propose this year in 

the rates of excise d 

30 
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BUDGET STATEMENT: TAX SECTION 

The Chancellor was most grateful to all those who 

earlier drafts of the tax section. He worked o 

weekend, and I attach his redraft. He will want to 1 

again at the end of the week, and has therefore asked f 

to reach me by close of play on Wednesday, 1 March. 

ented on 

over the 

this 

ents 
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The present draft is near complete, except for the "home 

t" (income tax, earnings rule, NICs, peroration) which I 

7)t 
circulating as soon as he has finished work on it. 

v 

You will see that the Chancellor has also issued various 

remits to other Ministers: 

(i) he 	s d like the Financial Secretary to draft a short 
par 	on unit trusts CT rate. He would also like the 
Finan 	ecreta to draft a short paragraph on Keith: 
he has it 	decided whether to include this in the 
Speech or 	but would like to consider this again; 

he would be rtul for the Economic Secretary's advice 

on what and 6much should be said about the 

ECJ judgement. He would also like his views on whether 

we should list all the new VAT reliefs for charities; 

he would be grateful if 	Paymaster General could vet 

the section on Payroll g and redraft as necessary. 

4. 	I should also mention that he following items have been 

deliberately omitted from the draft: 

Pre-trading expenses (doesn't need to be mentioned in 

the Budget Speech). 

ITV levy (already announced, and d 

well). kp
t fit in very 

sh 

3. 

Schedule E receipts basis, 	and CGT 

unincorporated companies (both to be disci. 

afternoon's Overview). 

ff for 

t this 
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inally, on mechanics, I am sending one spare copy of the 

S 	each to the Revenue and Customs, on which Mr McNichol and 

Ms 'r 	might like to mark collected comments. 	Perhaps the 

easi st thing for others is to mark any drafting comments in 

manuscript on their copy, send it back to me so that I can record 

them on the master, and I will then return copies to their owners. 
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in this year's Finance BII 	ensure that it will 

	

acontinue to be a crimina 	ffence for officials or 
0 

former officials of either the Inland Revenue or Customs 

3. 	I am sure that t whole House will agree that it 

is essential that tax4 confidentiality is properly 

protected. 	I therefor 	opose to introduce provisions 

chex.ps/mw/4 
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TAXPAYER CONFIDENTIALITY 

Before I turn to my proposals for changes in taxation, I 

have one other change of a specific nature to announce. 

As the Housc knows, Lhe new official secrets 

will 

in scope5 	the present Official Secrets Act. 	In 

particula 	does not cover information in the 

possession "f ther of the Revenue Departments 

concerning the private affairs of individual taxpayers. 

on currently passing through Parliament [where 

ve got to by 14 March?) is very much narrower 

and Excise to reveal information about the private 

affairs of an individual taxpayer. 

4. 	I would only add that the need for 	rotection 

is in no sense a reflection on the probity 	tegrity 

of the members of those two Departments. Ind 	after 

rs nearly six years as Chancellor and more than el 
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as a Treasury Minister, I would like to take this 

opportunity to pay public tribute to the outstanding 

service I have consistently received from the officials 

of the two great Revenue Departments. 

defined as those with profits of ion or more, 

TAXATION 

turn to taxation. 	As I have done on a 

number •vious occasions, I propose to divide this 

into thr 	d sections: the taxation of business, 

the taxation o 	vings, and the taxation of personal 

income and spending. 

First, taxes on b iness. 

The rate of cor 	tion tax for small companies, 

defined for this purpose ag>110 with annual profits of 

less than £100,000, has, ev 	ince the corporation tax 

reform I introduced in 1984, been set at the basic rate 

of income tax, currently 25 per cent. Large companies, 

1 
E  /2 

pay the main rate of corporation tax 	er cent, one 

of the lowest rates of tax on company 	 in the 

world. 	Between those two monetary limits 	mediate 

rates are payable. 

2 
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8. 	I propose to leave both the small companies rate 

and the main corporation tax rate unchanged for 1989-90. 

But I propose to increase the monetary limits 

substantially, by 50 per cent. 

9  cR;I'hus the 25 per cent rate of tax will apply to 

co 
 • 

with profits of under £150,000, and the 35 per 

cent 	 will only be reached at profits of 

E3/4 

 

mu 4r. These changes will reduce the corporation 

tax burd 	more than half of all those companies 

that do not 	y enjoy the full benefit of the small 

companies rate. 

The reduction i the top rate of income tax to 

40 per cent in last y 	Budget enables me to make a 

major simplification o the tax treatment of close 

companies - companies that0 

simple definition]. 

controlled by [insert 

The rules for the so-called apportionment of close 

. 

L 	
.1.- 

so tw pa enty ges of impenetrable  Au  1.-tion. These 
(s  rules are no longer needed and I prop.(  - 

them. 	I believe that many hundreds o 

small businesses, and particularly family 

will welcome the removal of this burden. 
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12. 	I do, however, have to guard against the avoidance 

of tax on investment income by channelling it through a 

closely controlled investment company. Any such company 

which does not distribute its profits will therefore be 

which remains 

at 40 per cent, equivalent to the higher rate of 

13. 	:1)doubled the scales for the taxation of the 

made it cl 

private 

	

	 company cars in last year's Budget, I 

this still left the company car, 

far and away the most widespread benefit 

in kind, significantly undertaxed. 

Accordingly, I 	se to increase the car scales 

by a further [25] per 	for 1989-90. The yield from 

this will be £110 million -90 and £135 million in 

1990-91. There will be no c 	•e in the fuel scales. 

There is one further tightening in this general 

area which I believe it right to make. 	ropose to put 

the extra-statutory concession whic 	tes from tax 

payments made by employers to employees 	er their 

incidental costs when they are required 	e house 

because of their job on a proper statutory f 	But 

at the same time I propose to withdraw 
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statutory concession which at present exempts housing 

sabsidies from tax when the move is to a higher cost 

area, since this artificially blunts the market forces 

which should be leading employers to consider locating 

in lower cost areas. 

the years I have received a steady stream of 

repr 	ions from business complaining about the 

long-st 	tax treatment of foreign exchange gains 

and loss 	recognise that as business becomes more 

global thi 	biect becomes increasingly important. 

However, I have to say that I find it one of the most 

intractable I have encountered. Certainly, there can be 

no question of any change in the present system until a 

number of crucial 	complex issues have been 

satisfactorily resolve 	have therefore authorised 

the Inland Revenue to pab 	today a consultative 

document which explores 	issues and examines the 

scope for reform. 

17. 	Lastly, on the business front, 

proposals to make the VAT system les 

should be of particular help to new 

businesses. 	In this context, it is 

e a number of 

nsome, which 

smaller 

cularly 

encouraging that over the past year the 
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x  introduce 

Kb  
t 	

ses 
if 

' 

turnover in 

quarter 

are required tolsa 

eshold and the requirement to predict, 

a single  041fttratiri testiLpased 

ng twelve months. 

t.=-6 

I propose 

ecedi 

today 

10151-c_ 

to sweep away both the 

iu.47(d4-  tme- exce--d 
1-de---ever 	the coming - 

_ 

and 

on 

I also propose to increase the VAT threshold to 

>e  £23,900, the maximum pepti,itted under European Community 

law. 

Second, at presento 

whose introduction has led t 

VAT default surcharge, 

marked improvement in 

of 20 per 
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businesses in Britain has been growing, at the record 

rate of 1,000 a week. 

18. First, at the present time there are both 

quarterly and annual turnover thresholds for VAT, and 

(Re-kw-1,- 1-c, tJewe,L4.43 

cf &ccermA--, JLjcI- 

er--1•Cv. •u4Azw•e_ 
o.c.c.ww‘Jr-e) • 

compliance, is set at 5 per cent for the first default, 

rising by 5 per cent stages for subsequent defaults, up 

to a maximum of 30 per cent. In the1 ' 	of experience 

with the surcharge I am satisfied that 

) 

urpose can 

be adequately served with a reduced 

cent. 
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Third, there is the perennial problem of VAT on 

bad debts. debts. In gaaeral, traders are liable to waytVAT on 

their sales at the time they As'Aer, their invoice, 

irrespective of whether the customer actually pays the 

bill. Bad debt relief can then be claimed only where 

ebtor has been formally declared insolvent, a 

re 049nt which, for the smaller business, is 

prohibitive. It was partly in order to meet 

that I introduced, in my 1987 Budget, the 

rs with a turnover of under £1/4  million 

to account 	on a cash basis, so that no VAT is 

due unless and until the bill is paid. 

But there rema,n the problem of those traders 

with a turnover great 	an £1/4 million, the highest 

figure for which I was 	e to secure a derogation from 

freq 

this p 

option f 

the European Community's0 
	

VAT directive. 

therefore propose that, 	rom 1 October, all debts 

which are more than 18 months old and which have been 

written off in the trader's accounts should 

0 
automatically qualify for bad debt reli 

23. 	The total cost of all these VAT re ' 	over and 

above the cost of revalorising the VAT t 	d will 

be £105 million in 1989-90 and £270 million i 

7 
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TAXES ON SAVING 

I now turn to the taxation of saving. 

The sharp decline in the ratio of personal saving 

to  s  onal income over the past two years in particular 

o even more discussion than usual of the merits 

of p 	g greater tax incentives for personal saving. 

Cer 	it is desirable that, over the 

medium-term, 	nerate as a nation a level of saving 

high enough to finance a high level of investment 

without having to rely too much on inflows of capital 

from overseas. 

But what matterg> ere is not personal savings 

alone, but corporate savin 	which are running at 

historically high levels 	even public sector 

savings, which are higher than they have been for some 

considerable time. 

Moreover, the fall in the pers 	vings ratio, 

which is of course measured in net terms 	is to say 

gross saving net of borrowing, has occurr 	result 

of the sharp increase in personal borrowing. 	the 
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appropriate remedy for that is to raise the cost of 

borrowing, as we have done. 

29. 	But above all, it is essential that tax reform is 

seen in a medium-term, even a long-term context. It is 

I inappropriaLe dS an answer to what are 

es 	ly cyclical or even conjunctural difficulties. 

In 

is to 

Britain, 

ownership. 

text, the Government's policy is clear. 	It 

gthen and deepen popular capitalism in 

couraging in particular wider share 

If, in doing so, the overall level of personal 

saving rises, well and 	d; but that is not the object 

of the exercise an 	something which in any event 

would only become appare over the longer term. Over 

the past ten years we 	•one a great deal, on a 

number of fronts, to encoura 	ider share ownership in 

general and employee share ownership in particular. 

The latest Treasury/Stock E ange survey, 

conducted earlier this year, reveals 	ere are now 

[X] million individual shareholders 	 country, 

equivalent to one adult in every (fiv 	d some 

three times as many as there were ten 	ago. 

‹Vs\> 
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33. 	$uihile, I have a number of measures to announce 
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Indeed, there are now more individual shareholders than 

there are trade unionisLs. (Check). 

32. 	The privatisation of the water and electricity 

industries is likely to provide a further impetus to 

pp 	capitalism over the next two years. 

Persoià5qity plans were first announced in my 

1986 Budget, and started up in January 1987. As the 

House knows, those who invest in these plans pay no tax 

at all, either on the ividends they receive or on any 

capital gains they ma  t  -ntually make - indeed, there 

will normally be no n 	for them to get involved with 

the Inland Revenue at all.p 

Personal equity plans got off to a good start, 

with over a quarter of a million investors, many who had 

never owned shares before, subs 'bing almost 

1/2 billion between them. 

Since then, however, the rate of grok 	slowed 

down considerably, not least as a result of t 	anged 

10 
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climate in the equity market since the October 1987 

SLock Exchange crash. 

37. 	So the time has come to give them a new lease of 

life. 

38. 

overa 

to £4,8 

St, I propose to raise the annual limit on the 

unt that can be invested in a PEP from £3,000 

Secon 	thin that, I propose to raise 

substantially the amount that can be invested in unit 

trusts or investment trusts from £750 to £2,400 a year. 

Moreover, the requireme that the amount invested in 

unit or investment t 	should not exceed one-quarter 

of the total amount inve d in a PEP will be dropped, 

and replaced simply by th6 
	

rement that, to qualify 

for PEP treatment, a unit or 	estment trust must be 
0 

preponderately invested in UK equities. 

Third, at present, only cas 	be directly 

invested in a PEP. I propose that inv •should also 

be permitted to place renounceable letteallotment, 

obtained by subscribing to new share issu 	cluding 

privatisation issues, directly into a PEP. 

11 
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ief on exit, which is the essence of the 

relief on payments into a plan 

because, while the degree of relief 

complete 

PEP scheme, 

instead - not least 

oyee share 
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41. 	Fourth, I propose to simplify the PEP rules in a 

number of important respects, so as to make the scheme 

more flexible, better directed to the needs of small and 

new investors, and cheaper to administer. 	The 

substantial improvements I have announced respond to a 

of detailed representations I have received from 

pla 	agers. Needless to say, I have not been 

persu 	o accept every suggestion that has been made. 

In par 	I have not been persuaded to replace the 

is in principle the sake in both cases, those countries 

which have opted for fr. -end relief have been forced 

to festoon it with 	complex web of restrictions to 

prevent abuse. I am con dent that the changes that I 

have announced today will5 personal equity plans 

to play an important part 	stimulating individual 

ownership of British equity in the years ahead. 

42. 	I also have a number of improve 	s to announce 

specifically designed to encourage 

ownership. 

43. 	It is a striking fact that the number 	oved 

employee share schemes has risen from a mere 30 	79 

12 
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to almost 1,600 today, involving [number] companies and 

benefiting some 13/4  million employees. 	I propose, 

first, to increase the annual limit on the value of 

shares which can be given income tax-free to employees 

under all-employee profit-sharing schemes from £1,250 to 

and for the alternative limit of 10 per cent of 

sa 	to raise the ceiling from £5,000 to £6,000. 

I propose to increase the monthly limit 

double the maximum discount from market value at which 

options may be granted from 10 per cent to 20 per cent. 

7Î   _ Third, a numb y_of my Hon. Friends have been 

concerned that current 	aw may be inhibiting the 

development of employee sj 	w ership plans, otherwise 

known as ESOPs. (Insert bri 	efinition/description of 

what an ESOP is.] 	I propose to make it clear that 

companies that place their shares in ESOPs qualify for 

corporation tax relief, provided thy. meet certain 

requirements designed to ensure that ljshares become 

directly owned by their employees withireasonable 

( 1741 time. I hope that this will encourage 	British 

companies, particularly in the unquoted 	 to 

consider setting up ESOPs. 

13 
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Those firms with employee share ownership schemes 

have no doubt that it helps to improve company 

performance, by giving the workforce a direct personal 

interest in its profitability and success. 

was one of the reasons why I introduced the 

profi 	-ted pay scheme in my 1987 Budget. 	I have 

some im 	nts to make to that, too. 

First, 	I have previously announced, I propose 

to abolish the restriction that profit-related pay must 

equal at least 5 per cent of total pay. Second, I 

propose to raise the l  it  on the annual amount of 

profit-related pay wcan attract relief from £3,000 

<>0 

to £4,000. 

 And, third, I propo to relax the rules 

preventing headquarters units from using the profits of 

the whole company or group for their profit 

calculations. 

Taken together, the package op 	es I have 

announced to encourage wider share ownershi 	eneral, 

and employee share ownership and profit parti 	n in 

particular, will help to ensure that the id 

14 
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share-owning democracy becomes ever more entrenched as a 

part of the British way of life. 

51. 	I now turn to life assurance. 

(.:The tax regime for life assurance is sui qeneris. 

way, 

inciden 

successfu 

it has developed over the years in a piecemeal 

g to a state of affairs in which the 

f tax is extremely uneven, with some 

offices paying no tax at all. 

53. 	There is clearly a powerful case for reform, with 

a view to securing a tax regime which is more equitable 

both within the indust and as between life assurance 

and most other forms 1.vings. Accordingly, last July 

the Inland Revenue issu 	with my authority a major 

consultative document on 	ttion of life assurance. 

Since then, I have consi 	d very carefully the 

representations the industry has made, and taken full 

account both of the forthcoming changes to the 

regulatory regime for life assuranc roposed by the 

Securities and Investment Board un 	 Financial 

Services Act and the prospects for incre 	mpetition 

within the European Community after 1992. 	 light 

of these factors, I have decided not to proce 	i the 

more radical reforms canvassed in the con 	ve 
</ 
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document. 	But I do have a number of less radical 

changes to propose, based for the most part on the 

general tax reform principle of seeking lower rates on a 

broader base. 

5 	irst, many life offices run a pensions business 

as 	as a life assurance business, and they are not 

requi 	keep the two businesses separate. This 

enables 	 set the unrelieved expenses of the 

pensions b 	s against the income and gains of their 

life funds, 	giving their pensions profits unduly 

favourable tax treatment. I propose to end this 

anomaly. 

This change, 	h will come into force on 
0 

1 January 1990, will yi 	E 	million in 1990-91. 

The remainder of the (6rrs I have to propose 

constitute a balanced packg which, overall, will 

sightly reduce the taxation of life assurance. (true?) 

I propose that the expenses 	urred by life 

offices in attracting new business shot 	tinue to be 

fully deductible for tax purposes fro 'ncome and 

gains of life funds, but spread over a peri 	seven 

years rather than immediately, as now. 	ç  the 

industry time to adjust, this change will be ID 	in 

16 
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gradually over the next four years, starting on 

C\ 	1 January. 

57. There are certain other, even more technical 

matters raised in the consultative document which will 

r1:1174 
FinaN - 

further discussion with the industry, and any 

ve changes will have to wait for next year's 

58. 	But 	"ose here and now, as from 1 January 

1990, to Life Assurance Premium Duty. And I 

also propose, from the same date, to reduce the rate of 

tax payable on the income and gains of life offices, 

which at present stands ,at 35 per cent on unf ranked 

investment income 0 per cent on realised capital 

gains, to the basic rat 	income tax, 25 per cent. 

The net revenue effec 	this reform of the 

taxation of life assurance will be a cost of £20 million 

in 1989-90 and a yield of £45 million in 1990-91, rising 

in subsequent years. 

But above all it will provide a mo 	'cient and 

equitable tax regime for this most importa 

17 
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[Brief para on reduction in unit trust CT rate: FST to 

draft, please] 

61. 	I now turn to pensions. 

6 	if all forms of savings, the most favourable tax 

tre 	is that accorded to pension schemes. This is 

neces 	circumscribed by Inland Revenue rules. 

63. 	I cY 	propose to do away with such rules as a 

means of lima. 	the tax relief available - indeed, 

there is a case for tightening them in some respects. 

But it is quite wrong that tax law has, effectively, 

come to set a limit  •  he overall pension someone can 

receive. Accordingly, 	propose to remove the obstacles 

in the way of employe setting up pension schemes to 

provide benefits above the 	imits. 	Such "top-up" 

schemes will carry no limit 	enefits whatsoever, but, 

equally, will have no special tax privileges. Employers 

will now be free, therefore, to provide whatever 

pensions package they believe necessa 	recruit and 

reward their employees. 

64. 	Another anomaly with the existing ta 

pensions is that there is no limit to them 

terms: 	the higher someone's salary, the g 

efs for 

cash 

vhe 
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pension they can have, and the more tax relief goes with 

it. 	Of course, 3omeone who receives a very high salary 

will expect a pension of a comparable level, so as to 

maintain his or her standard of living on retirement. 

But given that one man's tax relief is another man's tax 

" se, and in the light of the income tax reforms I 

in .Nod last year, it is hard to justify a state of 

affal 	which the tax advantages of pension provision 

are ava 	with no upper limit whatever. 

65. 	So 1 	he limits on tax relief effectively 

constrained total pension provision, it was not 

practicable to avoid this result. But dealing with the 

first anomaly makes it 	ssible to act on the second. 

66. 	I therefore propos 	o set a limit on the pensions 

approved occupational 

schemes, based on earnings 	£60,000 a year. I have 

deliberately set the ceiling at a level which will leave 

the vast majority of employees unaffected, and it will 

be subject to annual uprating in line 	'th inflation. 

It will still be possible f 	tax-approved 

occupational scheme to pay a pension of 	much as 

£40,000 a year, of which up to £90,000 

for a tax-free lump sum. 

19 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

0 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

67. 	The new ceiling will apply only to pension schemes 

set up, or to new members joining existing schemes, on 

or after today. And, as I have already said, there will 

now be complete freedom to provide benefits above the 

limits without the tax advantages. 

introduction of this ceiling on tax relief 

also 	ab es me to simplify and improve the rules for 

the majo 	f pension scheme numbers, in particular to 

improve 	nditions on which people can take early 

retirement. Fetails will be included in a press 

release issued by the Inland Revenue. 

I also propose t.implify very substantially the 

rules concerning addi 	al voluntary contributions. In 

particular, the presen requirements place a heavy 

administrative burden on eth 	s at the point where an 

employee wants to start p ing AVCs. In future, the 

necessary checks will be greatly reduced in many cases 

employers will not need to be involved at all. 

At 	present, if AVC investments p 	very well, 

occupational pensions may have to be 	 keep 

total benefits within the permitted limit 	ropose 

that in future any surplus AVC funds should b 4Arned 
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to employees, subject to a special tax charge. This 

C\  will remove the penalty on good iLvestment performance. 

70. 	These changes should give a further impetus to 

saving through AVCs. 

7l"—' 	most important development in the pensions 

fiel 	recent years has undoubtedly been the 

introdu 	and success of personal pensions. Since 

July last 	 million people have already taken 

advantage o t3ew flexibility and opportunities these 

offer. I have two proposals today to make personal 

pensions still more attractive. 

on 

72. First, I prop o make it easier for people in 

personal pension 4 	to manage their own 

investments. 	In general o 	ion savings have been 

highly institutionalised. OliOre has been little 
0 

opportunity for scheme members to be involved in the 

investment decisions taken on their behalf. 	I now 

intend to remove the obstacles to g ter individual 

0 involvement in personal pension plans. 

73. 	Second, I propose to increase subs 

annual limits, as a percentage of ea 

contributions to personal pensions for those ag 
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76. 	But it should not be overlooked 

far-reaching reform which I announced in 

Budget, to come into effect in April 1990, may il 

more 

ear's 

ye 
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over. This will be of particular value to those running 

c\ their own business, who are often uLable to make 

contributions until later on in their working life. It 

will also improve the position of personal pensions 

relative to occupational schemes. The new limits will 

bVectf 
f
M 

to an overall cash ceiling based on earnings 

o 	%OOO corresponding to the new ceiling for 

occu 	pensions, and similarly indexed 

74. 	The 	rms build on, and complete, the pension 

measures I i t 	ced in my 1987 Budget. They represent 

a significant deregulation which will allow more 

flexibility in a number of circumstances, while setting 

for the first time a re onable limit on the tax relief 

available to any ind'cl al. They should give a boost, 

in particular, to saving rough personal pensions and 

free-standing AVCs. 

75. 	The proposals I have announced for personal equity 

plans, for life assurance and for pensions amount to a 

significant further measure of tax ref's , this time in 

the field of the taxation of saving. 
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an even more marked effect in encouraging the growth of 

personal saving. 

77. 	I refer, of course, to independent taxation. 	For 

there can be no doubt that the greatest disincentive to 

in the whole of the present tax system is the 

t of the savings of married women, which have to 

be 
	

d to their husbands and taxed at the 

husban 	rginal rate. In particular, those married 

in many cases removing such income from tax altogether. 

(Insert brief announcement of new publicity leaflet: IR 

to draft.) 

A further conse ce of the introduction of 

independent taxation nex4.. 	is that married women 

will acquire their own capi 	ains tax threshold, so 

that a married couple will enjoy two such thresholds. 

In the light of this, I propose to maintain the capital 

gains tax threshold at £5,000 for 1989- 

Q'7 

I have three other proposals t 	concerning 

capital gains tax. First, I propose to.sh the 

general holdover relief for gifts. 
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form of tax avoidance. 

 

propose 

heritage-: 

And of cou s 

continue 

and also for all gifts to charities. 

ifts between husband and wife will 

hile the general holdover relief will go, I 

etain it for gifts of business, farm and 

to be exempt. 

tax rules and prevent a loss of yield 

of income into capital gains. 

My final proposal for the taxation 

concerns stamp duty on share transactions. 

conversion 

vings 

h ed 
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This was rightly introduced by my predecessor in 

?1981, when there was still capital transfer tax on 

lifetime gifts, in order to avoid a form of double 

taxation. But the tax on lifetime giving has since been 

abolished, and the relief is increasingly used as a 

As for gifts of 	ttels, these will not enjoy 

holdover relief, bu 	chattel worth less than £3000 

is already exempt from C> 	1 gains tax on disposal. I 

propose to [double] thep 	els exemption limit for 

capital gains tax to [£6000]. 

My last capital gains tax proposal is to change 

the tax treatment of certain bonds so a o simplify the 
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this from 2 per cent to 1 per cent in my 1984 Budget, 

and again from 1 per cent to 1/2 per cent in my 1986 

Budget. 

85. 	I now have to decide how to adapt it in the light 

t Stock Exchange's welcome plans to get rid of 

ansactions and move to a cheaper and more 

effi 
	

lectronic system - a process happily known as 

demater 	tion. 

Stamp d4\\ on  share transactions have been a 

useful revenue raiser over the years. 	But it sits 

uncomfortably with the Government's commitment to 

encourage wider share o ership, and puts London at a 

competitive disadvan 	to those overseas financial 

centres where there is 	tax on share transactions. 

Moreover I have to tell th> 	that I have found some 

difficulty in solving the pr 	m of how to apply stamp 

duty when there is nothing to stamp. 

I therefore propose that, as 	1 April next 

year, the earliest date on which the 

likely to be able to introduced paperle 
111 

stamp duty on share transactions be ab 

legislation will be in this year's Finance Bi 

cost in 1990-91 will be £900 million. 
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88. 	This brings the number of major taxes I have 

abolished since becoming Chancellor to six: an average 

of one a Budget. 

N SPENDING 

(:=1
,41 turn to taxes on personal income and 

spending 0 

First, V 	[EST to redraft ECJ para(s), please] 

Although I have done my best to mitigate the 

effect of the European 	t judgement on charities, as 

the charities themselv 	ave generously acknowledged, I 

have been unable to prot 	them altogether. 	I have 

therefore, in these sped/ 	rcumstances, considered 

whether there is anything fur r I can sensibly do, 

however modest, to assist charities with their VAT 

bills. Accordingly, I propose to relieve charities from 

VAT on ifeemp-l-et-e—l-/--s-t-*  Ect.c>fiHod=ae.3 

ea-t-tA-cre-Ica-k/ 06, 	• ci 	 Ink:3  

ces÷c1,41-:- 	pc.e.cSF c-La 

92. I also propose to relieve cars 

disabled by Notability from car tax. 

Ndic 
— 

c•••• 

4-0 ic.."Le, Cara l^ta  tr,Ar- oCIS41A24GGJ  •(-1" 	c=, 
Nuc*Ip 	 tce.Ay.  
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93. 	But I general, I continue to believe that the best 

way of helping charitable causes through the tax system 
3\ 

is by directly encouraging the act of charitable giving. 

The Payroll Giving Scheme, which I introduced in my 1986 

Budget, has been growing steadily. Some 3,400 schemes 

now been set up, and over 100,000 employees are 

articipating, quite a few of them giving the 

annual limit. I now propose to double that 

or £40 a month. 

,4
- 

Payroll Giving Scheme to achieve its 

full potential, it is clearly necessary for the 

charities themselves, and others involved, to mount a 

major information camp gn about it. I am particularly 

glad that my noble Fr,) the Viscount Whitelaw, has 

agreed to become Cha 	of the new Payroll Giving 

Committee, which will co-o" 	re efforts in this field. 

[PMG to check this para 	ease, and redraft as 

necessary.] 

I now turn to the excise duties. 

The damage to the environment in g 	and to 

child health in particular, from lead in t.çsPhere, 

and the contribution of ordinary leaded petro 	this 

problem, is increasingly widely known. The gernt 
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is committed to phasing out leaded petrol laltogethol, 

and in successive Budgets I have sought to assist this. 

I first introduced a tax differential in favour of 

unleaded petrol in 1987, and increased it last year. 

But although sales are undoubtedly rising, unleaded 

accounts for 1c thali35 per cent of total 

even though two-thirds of the cars now 

on 	d could use it, either without any adjustment 

tor else 	conversion costing only some £15-£20L 

tqkfe141., 

P!'44 still 
scue-s 

vpe 

97. 	One 	the problems is ignorance of the facts. 

Many motorists do not realise that their cars can 

already use unleaded etrol. Many others are unaware 

Y  how modest the 	 cost is. Many are under the 

x false impression that 	f they do iconverti to unleaded 

be able to use leaded 

petrol. Others wrongly “.gine that their car's 

performance would suffer were they to use unleaded fuel. 

98. 	It is clearly essential that 	e myths are 

rapidly dispelled. Meanwhile, I p 

opportunity of this Budget to increase 

to take the 

rther the 

3 - CA- p/ock.11 - cdelzA 

cNies 	' ,--em:.ortv 4-p , 

gt) LA i'red e1/41::::+e-eoLr 

6.-Fehre- gitk.1 	- 

Wr-c.4,4" r.P, I 	 stailek-S 

tax differential in favour of unleade 

reducing the tax on it by something over 

gallon. 	If this reduction is fully passed 
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99. 

to raise 

4 pence a 

will be 
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customer - and I look to the oil companies to see that 

it is - it means that the price of unleaded petrol at 

the pump will  fghgnite some 9 pence a gallon, or 

two pence a litre, cheaper than four star leaded petrol. 

This will be one of the most substantial differentials 

the price of leaded and unleaded petrol within 

ean Community. 

o not intend to stop there. I also propose 

on two and three star petrol by roughly 

so that the pump price of these grades 

at least as high as that of four star. This 

should expedite the phasing out of two star petrol, 
csncm-11- 

x which is already down t 6 per cent of the total market, 

thus enabling garages  .Q) witch storage capacity and in 

some cases a pump, too, 	unleaded petrol - quite apart 

from the incentive to the f6 	g two-star users to 

switch to unleaded fuel. 

100. I am confident that the duty changes I have 

announced, which will take effect from 	o'clock this 

evening, will help to lead to a marke 	ased in the 

use of unleaded petrol over the next twe 	ths. 

101. They will of course also lead to of 

revenue. 	I propose to recoup this from VehiclèE se 
v  
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Duty. A the present time a bus or a coach has to have 

66 seats before it pays as much in Vehicle Excise Duty 

as a family car. I propose to rectify this anomaly by 

increasing the tax rates of this group of vehicles so 

that they cover their track costs. I also propose to 

the rate of duty tor the heaviest 

non 	i.ulated lorries, to put them on a more equal 

footin 	•th articulated lorries. Finally on Vehicle 

Excise 	I propose to simplify the system by 

reducing 	mber of separate rates of tax from x to 

y. 

102. I have no further changes to propose this year in 

the rates of excise d 
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