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DATE: 7 March 1989 

SIR T BURNS cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Mr Anson 
Dame A Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Scholar 
Mr Culpin 
Mrs Lomax 
Mr H P Evans 
Mr Peretz 
Mr Riley 
Mr Sedgwick 
Mr A C S Allan 
Mr Gieve 
Mr Hibberd 
Mr O'Donnell 
Mr Pickford 
Miss Simpson 
Mrs Chaplin 
Mr Tyrie 	" 
Mr Call 

Sir A Battishill IR 
PS/IR 

Mr Unwin C&E 
PS/C&E 

BUDGET STATEMENT: ECONOMIC SECTION 

I attach the Chancellor's redraft of the Economic section of th 

speech. 	He would be grateful for quick comments, if possible to 

reach me by lunchtime tomorrow, Wednesday 8 March. 

• 

MOIRA WALLACE 



In a free economy, it is up to them t3 ensure that 

the temporary rise in inflation during the first half of 

this year does not lead to an unwarranted rise in pay 

and other costs. Any failure by industry to control its 

costs will only make the necessary reduction in the 

growth of nominal GDP more painful, not least in terms 

of employment prospects. 

But over the medium-term, it is clear from 

experience over the past ten years that it is inflation 

that will come down, while steady growth will resume. 

Indeed, it is clear that over anything but the very 

short term, the use of fiscal and monetary policy to 

promote growth merely leads to inflation; whereas the 

use of macroeconomic policy to curb inflation, when 

coupled with the right supply side policies, [:.•foduces S 

real growth. 

wRIN 

Monetary policy 

Monetary policy, to which I now turn, plays and 

must always play, the central role in the hattle against 

inflation. It is at the very heart of the medium-term 

financial strategy, the 10th Edition cf which I 

publishing today. 

;W.  



I have already described the monetary tightening 

that has taken place over the past nine months. 	This 

has lead to a sharp deceleration in the rate of growth 

of the target aggregate, NO, although for 1988-89 as a 

whole it is likely to have grown at some [2] percentage 

points above its target range. 

For 1989-90, the target range will be 1-5 per 

cent, as envisaged in last year' MTFS. Although 

starting the year above the top of that range, its 

low growth over the past six months - some 2
1/2 per cent 

at an annualised rate - suggests that it will soon come 

back within it. The exchange rate is also of particuiar 

importance in the conduct of monetary policy. 	he 

Government's clear commitment not to accommodate 

increases in domestic costs by exchange rate,  

depreciation remains a key safeguard against inflation. 

It has recently been demonstrated in the markets by our 

readiness to make use of the massive reserves we 

accumulated. In this context, we will continue to 

with our G7 partners to maintain the exchange rate 

stability that has been a feature of the past two years. 

32. 	As for the past [three] years, there is no target 

for the growth of broad money, or liquidity, but it will 

continue to be taken into account. 
• 



39. 	Nothing like this has ever been achieved since the 

War. And no other major country enjoys a comparable 

budget surplus. It has not been easy, even though we 

were assisted in the year now ending by a combination of 

an extra £2 billion of privatisation proceeds, and by 

the exceptional buoyancy of the economy, which both 

boosted tax receipts and reduced public expenditure we) 

below the planned level. As a result, total public debt 

as a proportion of GDP is now lower than at any tim 

since before the First World War. 

Moreover, the substantial repayment cf public debt 

over the past two years has permanently reduced the 

burden of debt servicing, both now and for future 

generations. For the coming year, for example, the debt 

repayments of the last two years mean that debt interest 

costs are lower by E[X] billion a year. 	Indeed, dAbt 

reduction on this scale means that in this year's 

Finance Bill I shall have to take a new power, not 

needed before, to enable gilts to be acquired by the 

A•1(11,--z,1   for cancellation. 

The dramatic improvement in the United Kingdom's 

public finances has also provided a welcome opportunity 

to devote more attention to the structure of the debt 

13 
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FROM: HUW EVANS 
DATE: 8 MARCH 1989 

 

MS WALLACE cc 	Sir T Burns 
Mr Sedgwick 
Mr Hurst 
Mr Rams den 

BUDGET STATEMENT: ECONOMIC SITUATION 

Two comments: 

in the first sentence, it is not true that 

"throughout the world" inflation is edging up; "in most 

countries", or "virtually throughout the industrialised 

world" would be accurate. 	And add "significantly" after 

"edging up". 

The debating point in the second sentence in 

paragraph 20 should be omitted because the comparison is 

only valid for that particular six months period; 	over 

twelve months, the rise in G7 inflation is only about i per 

cent; compared to the UK's 1.8 per cent. 

Z?_ Moreover, the comparison between UK RPI (ex MIPS) and the other G7  
inflation is a bad one. Some other countries (all the G3) include 

imputed rent in their figures and if we included imputed rent in 

ours (and if we measured it using house prices) then the 

comparison would again be much less favourable to us. If we took 

out imputed rent from the inflatinn indices of the G3, then the 

current figure of 3.7 per cent for the G7 excluding UK would be a 

bit lower: we are pursuing. 

r01(1.5? 

4 

H P EVANS 
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CONFIDENTIAL 

FROM: C J RILEY 
DATE: 8 March 1989 

MISS WALLACE cc 	Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Peretz 
Mr Sedgwick 
Mr A C S Allan 
Mr Gieve 
Mr Mowl 
Mr Pickford 

BUDGET STATEMENT : ECONOMIC SECTION 

Some comments on the draft you circulated yesterday. 

Paragraph 7  

As a general statement about the role of fiscal policy, I find 

the third sentence rather too precise; the balanced budget comes 

later in the speech. I would therefore prefer to replace it by: 

"Fiscal policy is used to support monetary policy, limiting 

the burden of debt on the economy and the Government's claim 

on the nation's saving." 

Paragraph 8  

Isn't the final sentence somewhat of an own goal, making 

explicit the fact that we have made no progress on inflation since 

1983? Have we used this formulation before? If not, I suggest: 

"Over the last six years it has averaged 5%." 

Paragraph 11  

Although the quality of investment has in all probability 

improved immeasurably, the dramatic improvement in profitability 

may be due in large part to other factors 	scrapping of 

inefficient capital and shake out of labour in the early 1980s, 

improved working practices, above trend growth over the past two 

years, etc. I would therefore prefer to rephrase: 



"And its quality has improved immeasurably, too: companies 

are now investing because it is profitable to do so, not 

because of the subsidies offered to them." 

5. 	Colin Mowl is commenting on the figures in the section on 

public finances. Both the figures and, probably, the text will 

need to be changed when the Chancellor has made his final 

decisions on the PSDR. 

C J RILEY 

2 
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From :DLCPeretz 
Date : 8 March 1989 

MISS Wi CE 	 cc PS/EST 
Sir P Middleton 
Sir T Burns 
Mr Wicks 
Mr Scholar 
Mr Riley 
Mr Sedgwick 
Mr A C S Allan 
Mrs Chaplin 
Mr Tyrie 

BUDGET STATEMENT : ECONOMIC SECTION 

A number of points on the draft circulated yesterday. 	I give 

these in the order they appear in the draft, not in order of 

importance. 

2. 	Paragraph 7, second and third sentences. 	Others will no 

doubt have comments on these two sentences. One minor difficulty 

with playing up monetary policy as the only cure for inflation is 

that it somewhat undermines the argument we have been advancing on 

EMU (including in the Chancellor's Chatham House speech) that a 

European monetary policy would have to be supported by a European 

fiscal policy. A possible reformulation would be :- 

"Inflation is a disease of money; and monetary policy the 

correct medicine. Fiscal policy is used to bring the public 

accounts into balance and keep them there, and thus support 

the process of re-establishing sound money." 

	

/ 3. 

	Paragraph 8. 	Only a small point. 	Do you "stamp out" 
V  "forces", and do forces "rage"? How about inflationary "fires"? 

\J 

	

\i/ 4. 
	Paragraph 21. The last two sentences are repeated later on 

in paragraphs 31 and 33. They could be deleted. 

r.Paragraph 23, penultimate sentence. To say that MO has 

slowed down "appreciably" is a bit of an understatement. Why not 

"sharply"? 
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• • 

Paragraph 30, second sentence. The target for NO is for its 

12 month growth rate, month by month. 	To avoid confusion I 

suggest the second half of the sentence might read :- 

although on average during 1988-89 it has been some 

2 percentage points above its target range." 

Paragraph 31, penultimate sentence. This sentence is a bit 

high profile - and a break with the tradition of not commenting on 

intervention. The point could be made in another way as 

follows :- 

"We have accumulated massive reserves and are ready to use 

them as and when necessary. We will continue to work ..." 

Paragraph 32. This looks a bit isolated where it is. If the 

sentence is to be retained I would suggest adding the words "in 

assessing monetary conditions" at the end, and then placing it 

after the second sentence of the present paragraph 31, starting a 

new paragraph with the next sentence beginning "The exchange rate 

is also ...". 

Paragraph 37. 	There is I understand a problem with saying 

that "we started to repay the national debt". The national debt, 

as defined in the statistics, is a gross concept. The increase in 

the reserves in 1987-88 means that it actually increased quite 

sharply. 	Nor, I believe, can we even say that in 1987-88 we 

reduced the public sector's net debt. This is because valuation 

changes (eg to the sterling value of the foreign exchange reserves 

and foreign currency borrowing) outweighed repayments. I suggest 

either "and we had a debt repayment" or "and we moved into 

financial surplus". 

Paragraph 40. For a similar reason I suggest inserting the 

word "net" before "repayment" in the first sentence and before 

"debt interest costs" in the second sentence. Partly for 

accuracy, can we amend the last sentence to read :- 

"Indeed, continuing debt reduction on this scale means that 

in this year's Finance Bill I shall be taking a new power, 

not needed before, to enable gilts to be acquired with money 

from the National Loans Fund, for cancellation." 



BUDGET SECRET 

• 
Paragraph 41. I suggest the following shorter version of the 

second sentence :- 

"We will continue to seek to minimise the cost of servicing 

the Government's domestic debt and to improve its quality by 

relying less on the more liquid borrowing instruments." 

Paragraph 42. 	In the first sentence insert the words "and 

payable" after "denominated". This is one of the features that 

marks our ecu bills out from other countries'. 	The second 
sentence should begin :- 

"The initial series of six monthly tenders for these bills 

has proved ..." 

We do not need to specify the period for which the programme will 
continue (see separate submission today from Miss O'Mara). 

91(-1 
D L C PERETZ 

• 
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COPY NO OF COPIES 

FROM M C SCHOLAR 
DATE 8 MARCH 1989 

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary 
Sir Peter Middleton 
Sir Terence Burns 
Mr Peretz 
Miss Wallace 

BUDGET STATEMENT: ECONOMIC SECTION 

You asked for comments. 

2. 	I like the sober note right at the beginning as in your 

paragraph 1. But there is each year an overriding need to bear 

down on inflation, and 'bear down' seems very flat for the opening 

sentence. I suggest instead:- 

"This year's Budget comes at a time of concern, worldwide and 

at home, that the forces of inflation are beginning to gain 

ground again for the first time this decade. Against this 

background we must be more than ever vigilant, and more than 

ever resolute in our efforts to combat inflation, whenever 
and wherever it occurs. 

2. It is only by doing this ..." 

Paragraph 7 line 6 delete "complete" and substitute "to 
provide vital support for". 

g 
Paragraph  /4-, 

 
line 2 delete "less progress was made in 

improving" and substitute "we saw no immediate results in our 
efforts to improve". 

5. 	Delete last sentence of paragraph 16, which interrupts the 
flow? 
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6. 	I suggest a re-ordering and rewording (too many "pick-ups" at 

present) of paragraphs 19 and 20 in order to provide cover for the 

deduction of mortgage interest payments from the RPI, as follows:- 

• 
"19. But there has also been some increase in inflation, at 
home and worldwide. 	Indeed, the rate of inflation in the 

rest of the Group of 7 major industrialised countries has, 

over the past six months, risen slightly more rapidly than in 

Britain, if we exclude, as all the other countries except 

Canada do, mortgage interest payments from the comparison. 
On this basis the RPI, which rose by 54-  per cent in 1983, 
increased by 41/2  per cent last year; but the rate picked up 
markedly throughout the year, and the most recent figure is 
51/2  per cent." 

Insert comma after 'means' in line 2 of paragraph 21. 

No need for the last two sentences of paragraph 21 in view 

of paragraph 33. But if, instead, you keep paragraph 21 as it is 
and shorten paragraph 33, 	delete 	"the struggle" in the 
antepenultimate line and substitute "our achievements in the 
battle". 

Paragraph 23 4 lines from the bottom "sharply" instead of 
"appreciably". 

The bracketed words in the first line of paragraph 24 p8 

might better be omitted. If they are retained you need "including 
mortgage interest payments" after "51/2  per cent" in the penultimate 
line. 

I think it will seem paradoxical to many to say that the 

Government has no objective as regards a hard or soft landing for 

the economy. Your point would not be diminished if this sentence 
were omitted. 

Delete one of the "it is clearfts from paragraph 28. 

2 
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13. Wouldn't paragraph 33 be better inserted after the second 

sentence of paragraph 31, to bring both the monetary aggregates 

together? You could then start a new paragraph on the exchange 

rate "The exchange rate is also of particular ...". 

14. I can see why you have omitted the tax reference in the 

sterling capital markets section. But, as it stands, this section 

leaves out the most important part of the liberalisation (opening 

up the market for sterling issues). I suggest you add: 

im(-1 
A*/ 
§3c 

"This new freedom will be enhanced by a further, important, 

set of deregulatory measures for the sterling capital market 

which are being promulgated today in notices issued by the 

Bank of England. These measures will open up the market for 

sterling paper of less than 5 years' maturity by extending 

the range of institutions which can make such issues; and 

they will create a unified regime for all these issues. 

Taken together the changes I have described constitute a 

major liberalisation of the arrangements for London's capital 

markets. They will give issuers greater flexibility and 

investors wider choice." 

Or if you want something shorter you could model it on the section 

we put in the note for the Queen +attlicAledi.  12ekiw 

Paragraph 39 last sentence. Delete "As a result". 

Paragraph 42. Delete the hyphen in "six-monthly". The Bank 

would prefer the last sentence to read: 

"The initial series of six monthly tenders for these bills 

has proved extremely successful, and I can today inform the 

House that this is an innovation that we plan to continue." 

3 
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• • The point of this change is not to give an amount (to give 
ourselves flexibility to increase it if necessary). I think you 

could retain your own wording if you prefer; but it would be best 

to leave out the amount, or at least not to fix it to a period of 
time for it. 

22 
7") 

p? M C SCHOLAR 

4 



BUDGET CONFIDENTIAL 

Capital Markets liberalisation 

I shall be announcing on Budget day a substantial liberalisation 

of the London sterling capital market. I am abolishing the queue 

for bond and equity issues which has been operated by the Bank of 

England since 1946, opening up the market for sterling paper and 

at the same time simplifying its regulatory regime. 	I am also 

making some consequential changes in the taxation of deep discount 
(it  

and other bonds. Taken together all these changes ohou)d give 

greater flexibility to those who issue capital in London; and 

wider choice to those who invest here. 

2 
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COPY NO i OF CICOPIES 

FROM: ,c,HIEF SECRETARY 
DATE: 6 March 1989 

CC: Financial Secretary 
Paymaster General 
Economic Secretary 
Mrs Chaplin 
Mr Tyrie 
Mr rall 

BUDGET STATEMENT ECONOMIC SECTION 

I like the latest draft although it has a sombre feel. 	The anti 

inflation and prudence messages come through strongly. So does 

the fact that our current inflationary problem exists elsewhere as 

well and that our public finances are very strong. 

2. 	Several points: 

Paragraph 17: 	I would delete "another name for errors and 

omissions" and replace with "which may well mean we have beeA 

under recording exports and over recording imports." 

Paragraph 26: 	I think the first sentence is open to wilful 

misinterpretation. I would delete it or amend as follows: 

"But the question of how "soft' or "hard" the landing is as 

we get the economy back on track is not wholly within the 

control of Government". 

Or alternatively: "cut the impact of slower growth on real 

output and jobs is not a matter which the Government alone 

can determine". 

A wider question is whether we want to raise the spectre of a 

hard landing. On balance I would prefer not to. 

Paragraph 32  

This sounds a bit dismissive. Perhaps: 

"As for the past 3 years, I will continue to take into 

account the growth of broad money, or liquidit but I see no 

need to set a target for it". 	ft 
JOHN MiJOR 
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BUDGET CONFIDENTIAL 

FROM: ROBERT CULPIN 
DATE: 8 March 1989 

to 

MISS WALLACE 

SPEECH: PEPS 

My only point on PEPs (from last night) is that they are 

pretty well the first highlight in the tax section; the TV 

and radio pundits will have to say something about them; 

raising the overall limit sounds boring, because not many 

people are up against it; so the best bet is to play up the 

relaxation for unit and investment trusts. We could do with 

a few unit and investment trust people welcoming it. 	So it 

might help if the Chancellor said something nice about them. 

Draft attached. 

ROBERT CULPIN 
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FROM: MRS JUDITH CHAPLIN 

8th March 1989 

MISS M WALLACE 
cc Chancellor 

Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Mr Tyrie 
Mr Call 

BUDGET SPEECH: ECONOMIC SECTION 

I am worried by the wording of the first two paragraphs. It is 

clearly important to set the whole Budget in the context of the 

control of inflation but, as written at the moment, it reads as 

though this is a new policy rather than a continuing one. It 

therefore invites the sort of comment that the Chancellor is a late 

convert to the importance of inflation and is making recompense now 

for the mistakes of last year's Budget. I think the paragraph should 

be framed more in terms of a continuing policy, for example by 

replacing "over-riding" with "continuing" or by putting a sentence at 

the beginning of the second paragraph such as: 

"The control of inflation is, as it has always been, a 

key element of this Government's policy." 

Paragraph 6: I think the second sentence is a bit cavalier. 

It needs the thought that the Government is vigilant and prepared 

to act on changes in economic indicators before the dismissal of 

instance responses. 

Paragraph 7: The third sentence gives a very definite and 

limited role to fiscal policy - is that right? 

Paragraph 9: I think it might be worth stressing the real 

world changes that have taken place by inserting a paragraph after 

paragraph 9, something along the lines of: 
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• 	"The fundamental changes that have taken place in 
business in this country are too often forgotten: 

modernising work practices, improving industrial 

relations, better marketing/. a0u).." 

It would put in perspectives businesses' concerns about higher 

interest rates and give them a pat on the back. 

Paragraph 11: Would it be sensible to point up the reason why 

increased investment bodes well for the future, for example by 

inserting after "twice as fast as consumption" "creating the 

increased capacity necessary to meet future demand. Total business 

investment ....". 

Paragraph 13: Is it worth getting in the plus point that 

underlying resilience of the economy was under-estimated by just 

about everyone? 

Paragraph 20: A small point: the second sentence needs "here" 

after "probably risen" to make it clear. 

Paragraph 22: I think this paragraph should have the thought 

in it that precisely because the policy is well targeted and 

working it is unpopular. 

Paragraph 23: Monetary growth, the slowdown of which is 

mentioned later anyway, sticks out rather oddly as more technical 

between the housing market and retail sales. 

Paragraphs 26/27: If I were a businessman reading these two 

paragraphs I would say my costs had shot up because my interest 

charges had risen. I think therefore the speech needs a paragraph, 

after paragraph 25, giving figures of the investment intentions in 

the coming year, that they are holding up well and the reasons why 

industry's investment decisions are less affected by interest rate 

rises now. 	Paragraph 26 could then go on "but ultimately the 

question ...". 

Paragraph 27: The first sentence seems to me to be dangerous - 

it could well be argued that the Government allowed the temporary 
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* rise in inflation during the first half of this year which has 

caused the pressure for higher pay rises. I would put the thought 

more neutrally: 

"It is essential that business and industry do not allow 

unwarranted rises 

12. Paragraph 28 is very unclear and does not follow on from 

paragraph 27. Presumably it is saying that if industry controls 

their costs, and if Government controls inflation, steady growth 

will resume; that the post-war consensus that Government could act 

directly to promote growth through fiscal and monetary policy 

merely led to inflation and that the new strategy of using macro 

economic policy to curb inflation, coupled with the right supply 

side policies, produces real growth. It is certainly important to 

have a summing-up paragraph stressing the change of policy and then 

the consistent pursuit of that policy - control of inflation and 

supply side improvement - but at the moment the Mais lecture in one 

paragraph is a bit garbled. 

JUDITH CHAPLIN 
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H.M. CUSTOMS AND EXCISE 

DEPARTMENTAL PLANNING UNIT 

NEW KING'S BEAM HOUSE, 22 UPPER GROUND 

LONDON SG 1 9PJ 

01-620 1313 	Ext 5059 

FROM: ALISON FRENCH 
Departmental Planning Unit 

DATE: 9 March 1989 

MISS WALLACE 

UNLEADED PETROL: INTERNATIONAL COMPARISONS 

We spoke this morning and you asked for further information 

about unleaded petrol differentials in the European Community. 

The attached annexes show, respectively, tax and price 

differentials between unleaded and 4 star petrol in those 

other EC member states for which information is available. 

Annex 1 shows that we can state with confidence that the UK 

will have the second highest tax differential in the EC behind 

Denmark). 

Annex 2 puts us fourth in the EC league as far as price  

differentials are concerned. On that basis the proposed 

statement in the Budget speech that "we will have one of the 

most substantial differentials between the price of leaded and 

Ci (,Y) 	
unleaded petrol in the EC" seems reasonable. But I should 

stress, first, that the price information is less reliable than 

tbat on tax and, secondly, that it is liable to fluctuate 

(indeed individual price differentials - though not our 

position in the league - have changed over the past fortnight, 

Circulation:PS/Economic Secretary 	CPS 
Mr Scholar 	 Mr Jefferson Smith 
Mr Culpin 	 Mr Wilmott 
Mr Michie 	 Mr Gaw 

Mr Allen 
Mr Broyd 
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since the previous set of figures were published). Given that 

our differential looks little different from those shown for 

the fifth and sixth countries in the league, it might be safer 

to stick to comparisons in tax rather than price terms. 

fkUm_1,- .Fi.m^orof— 
ALISON FRENCH 
Departmental Planning Unit 

S 



ANNEX 1 

LEADED/UNLEADED TAX DIFFERENTIAL IN EC MEMBER COUNTRIES 

TAX DIFFERENTIAL (inclnding VAT) 

BETWEEN UNLEADED AND 

pence/Litres 

4 STAR PETROL 

pence/Gallons 

Denmark 3.92 17.81 

UK 3.11 14.16 

Germany 2.85 12.95 

Netherlands 2.23 10.15 

Belgium 1.87 8.50 

Luxembourg 1.68 7.62 

Greece 0.94 4.28 

Ireland 0.83 3.78 

Exchange rates as at 8 March 1989 

France, Italy, Portugal and Spain have no preferential rate of 

duty for unleaded petrol. 

• 



ANNEX 2 

LEADED/UNLEADED PRICE DIFFERENTIALS IN EC MEMBER COUNTRIES 

Premium 
	 Unleaded 	 Differential 

Price 	 Price 

pence per litre 

Germany 37.6 33.3 4.3 

Denmark 55.5 51.9 3.6 

Luxembourg 32.5 29.2 3.3 

UK 38.8 36.7 2.1 

Netherlands 46.0 44.0 2.0 

Belgium 40.4 38.6 1 . 8 

Ireland 49.1 49.1 0.0 

Italy 58.1 59.2 -1.1 

1) Exchange rates as at 8 March 1989 

e 
11,..ct•R, AAAAA V b-e 
adv_cipw^x,wa..: 

Source: Petroleum Times Price Report March 3 1989 

UK unleaded price adjusted to take account of Budget changes. 

Figures for France, Greece, Portugal, Spain unavailable. 

S 
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COPY NO  /6)  OF 35 

FROM: MISS M P WALLACE 

DATE: 9 March 1989 

SIR T BURNS 	 cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 

UAL/0 	re/vto c.014444.41)11- PS/Economic Secretary 
Sir P Middleton 
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Dame A Mueller 
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Mr Culpin 
Mrs Lomax 
Mr H P Evans 
Mr Peretz 
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141) ‘ 1-/  Ati" 	
Mr Riley 

141,1)t.  1 /4141411(  C444 t**1444rnfah  li. 	
Mr A C S Allan 
Mr Sedgwick 

Mr Gieve 
vr 	Mr Hibberd 

Mr O'Donnell Coreel4 	 Prf' t, 	 Mr Pickford 
Miss Simpson 
Mrs Chaplin 

t.!/r 	 Mr Call 
Mr Tyrie 

Sir A Battishill IR 
PS/IR 

Mr Unwin C&E 
PS/C&E 

BUDGET STATEMENT: ECONOMIC SECTION 

The Chancellor was grateful for the comments he has had on the 

version of the Economic section of the speech circulated with my 

minute of 7 March. 

2. 	I now attach his revised version. 	He will be working 

further on it during the day tomorrow and will want to show a near 

011$‘ 



final version to the Prime Minister in the evening. He would be 

grateful if final comments, could reach me by lunchtime tomorrow,  

Friday 10 March. 

MOIRA WALLACE 

2 
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BUDGET SPEECH - FIRST SECTION 

The background to this year's Budget is the continuing 

1 need to combat inflation, at a time when, throughout the 

world, it is unmistakably edging up again. 

/2. 	It is only by doing this, whatever the short-term 

1 difficulties, that we can be sure ofpreserving the 
r 

/ great gains we have made in this country over the past 

ten years, gains which offer the prospect of an even 

better fuLure. 

I shall begin, as usual, with the economic 

background to the Budget, I shall then deal with 

monetary policy and the public sector finances. 

Finally, I shall propose a number of measures to carry 

forward the process of tax reform. 

As usual, the Financial Statement and Budget 

Report, together with a number of Press Releases filling 

[C0130)  NIC.5, 	 out the details of myEa3Eproposals, will be available 
col 6,-/levir, 

 
k,r ovz- 

the Vote Office as soon as I have sat down. 

Orkt0144/ 	 C l AAA- tma, 44t t a/A(11144c 12of cittypiimet] 
The Government's first ten years in office have 

seen a transformation both in the way in which economic 



firmly and explicitly in a' medium-term context. 

should set a sound medium-term financial framework and 

( 

standreadytoact 
)
and act decisively-7,  whenever 

,_. 	 Q...) 

inflationary pressuresethreaten tcOre-emerge. :But that 
kJe- 	 •,-JP(  

is within7 thOl basic philosophy that the Government 

I dm' 	( 	sinfrxrek /  
zownits Ukr.. 	44d )0' 
01, it "AI,* if We tot44't k/tAre 
1214.47-64 Kew a3,001" : rKt.:0 

nitv e-su.Kkia, pift4÷ 
414 pyouiss 	" 

policy is 

achieved. 

conducted, and in the results that have been 

"At a1trr"1/  " 
: yuvtiovtivil 

.1,Aivac44", 
44v .4A,0,04, 
" 

1.4%/WA'3  

e 

1/ 

1144;7 6-uvr k4td 1).t144,I4L fivut 4 stI,  
4/ 6. 	[For the first time; economic policy has been set 

new y• Crem-reAleg 7  I 
ctirt4frO Frltew nJw 

cAtot(tv . ) 441,4k 
eteprdeviws  pws  

L- 

leave the private sector free to operate with confidence 

within it. igindih. 	.CIAJ 	4-01". 

7. 	The 

objectives 

life into 

to achieve 

Government came to office with two central 

- to defeat inflation, and to breathe new 

a moribund economy - and a clear idea of how 
ktnA ed440.:, 

hem?. Inflation is a disease of money; 	and 

is its cure. fiscal policy isii_iselto 
A , 

accounts into balance and keep them 

Lt 
monetary policy 

bring the public 

(14 

s4 

AA-14,414A 

04.4tsve.1  s4P 

sLivi Wry, 

I there, and thus provide vital support for the process of 

! 

re-establishing sound 
Aito,L,% 

money. glithin the context of 

sound money,,  markéts/have to be allowed-it° work again, 
A 	 re,--fict 	A 0. 

and the enterprise culture [restored by the removal of 

unnecessary restriFtionsandcontrols,byrille reform'oil 
i 	 L 

ik-rro,-. ilt'q.., 	..,,. 
trade union law and[promotidil!opall forms of capital 

rt/frent,41. --4,14,  x rf.4,4.444440,1  
ownership, and by E.  he reform and reduction o] taxation. 

/7 / RL : 	akk ri VAA';1911 .0.14'" / Pak itit Vrii- / t i l'Alet 
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8. 	Our first and most urgent task was to stamp out 

the inflationary fires that had raged in the '70s, and 

wrought so much economic and social 
had 

and 1979 inflation averaged over 15 
/ I>cfvt,  bevtitav voitv 

past six years, it ha's avera 

havoc. Between 1974 

per cent. Over the 

unde5  per cent. 

1 

101.9 	

INC pnblIWK4: Sae 

)9. LI_Dn the supply side, jonce business and industry 

recognised the fundamental changes that were taking 

place, they responded to the new economic climate with 

vigour and confidence./As a result, we have experienced 

the longest period of strong and steady growth since 

records began. Indeed, outputiin the United Kingdomihas 

grown faster than in all the other main European nations 

during the '80s - a marked contrast to the previous two 

decades, when we were bottom of the league. And this 

growth has been based on a dramatic and sustained 

improvement in productivity, which ffor the economy as a 

whole has been second only to that of Japan among all 

Lhe major nations during the '80s. In manufacturing it 

has exceedecOthat of Japan. 

YtWiltLA F)144""IS "4244#144v"it44".k.till  
10. 	In Britain today we have[Tore people in work than 

iv c 	;\‘„ • s  

ever before, they are better motivated, and their living 

standards have improved beyond recognition. Ea-id_ Sc3W-E 
iNlitvv0 

1414/1.4 C 

(TT 

P t%a 
tAtt (444'4 

4 A 

fr•TION0-1 
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But it is not just our economic performance over 

the past ten years that has been transformed: so have 

our prospects for the future. For over the past 

seven years, investment has grown 'twice as fast as 

consumption, creating the increased capacity necessary 

to meet future demand. ITotql business investment is now 
P4VVIP440 biett,ortt 

a higher proportion of(bD13/than ever before. 	And its 

quality has improved immeasurably, too; as has the 

quality of British management. Hence the dramatic and 

long overdue improvement in company profits. And the 

total number of businesses is growing at the rate of 

1,000(iompanie a week. 

ISo the outlook is good,' provided we remain firm in 

our resolve to get on top of inflation And)at least on 

44T EXCateRk 
rrapaAS vefrpt 

A year ago, in the aftermath of the worldwide 

this side of the House, we do. 

stock market crash, it looked as if there would be 

slowing down from the rapid growth of 1987. In 

that was not to be. 

RA 	41 eive4rovit 10,0milut ox14  ritlq K4ev4J 
c 1eweJ4 h 	.44.4 	• Pal)/ 
14. 	It now appears that we had in 1988 a second 

successive year of growth at 41/2  per cent -Irt-he first 

/ time this has happened 	 for 30 years - 

with unemployment falling byt half a million to well 

bel-vy  •  A_pRifrikteki,kAita 	tti  si 	Le, ttott kv•i/v-  • 

some 

fact 

11•;(444&12. 

IL 



accounted for by mortgages compared with under 5 per 

cent by credit cards. 

Otiji)GvA  
vv-x 

°Ur Art" 

Cro-0  r-tvl 

Goor.)  
tiv+b"41 

)44I 
No\r31  below the European average. This means, incidentally, 

that we have had four successive years of growth at 

3 per cent or better, the first time this has -ever- 

occurred. 	It  ON S Ok461444 . C$0 Are Orio P 	2 .9 
4/2  01,1-41 C0149,12. rit4.4e 

f PUe. ktv vvaN (sip- Ng 1131 -41) 
15. 	Manufacturing output grew particularly rapidly, by 

lbw more than 7 per cent, to a level well above the previous 

peak reached as far back as rthe  first half of 1974. 

fi 
Jszfl 

16. 	But total domestic demand probably also grew by 

getting on for 7 per cent,/considerably faster than the 

economy's capacity to supplA mainly because of the boom 

in industrial investment, in itself a welcome event, but 

also because of continued strong growth in consumer 

spending. This last was financed to an unprecedented 

degree by borrowing, overwhelmingly mortgage borrowing. 

On leo, tmir veAswet, 	Of all borrowing by households, almost 85 per cent is 
INN rinotd  
wraitSTET. Not INN. wleAi4--
ii•i--vcrAiti (>11 `1 110Aew 

1(... P-h03. 114( po At-  tl A4-
Ao: wtAA,44, vo LI AL on,a 
tzt. ettpi-ti'A-t.4 leni cvevItIA, 	i 
pcselt • Ar a iY Otke..5 i 
YiOniursp-0 KU 	17. 	Inevitably the rapid growth of total spending led 

filNeli. 	 to renewed inflationary pressure. To some extent this 
IL 11, I 5 kt./r OA Iry e 04 A t c no-,1 At f.fik _ 

was diverted into a sharp rise in imports, and henceain 

the deficit on the current account of the balance of 
TA! 	Ltialithal / p44-1,4,datt ., ,f,,,p,t, site,,, 4.4,.. 

paymentsA Ethis is officially recoded as having reached 
oy m ....po 	, 	

3 
plAY -IVA4  

4 [E 
	] billion 	in 	1988, 	although 	given the 

6112- 
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[fl 	4] billion positive balancing item - another name 

for errors and omissions - the true figure is almost 

certainly less than this. But whatever the true figure, 
Off iCi't 

it is undoubtedly large, and a sharp increase onahe 
hked- 

deficigrecorded in 1987 after seven successive years of 
Jj 

surplus. 
'I h 

I wt,vvf ry4f,airt fiele thett - 0'Y ' b1,14 liekt t iwrz (Vet IA rim fril ic 1,k,fr 

A-A 
	

18. E-Bu ,  iven sound policies it can readily be 

a irtyPTA c.ieN 

ittrat (#414t*Ifr4"lj, 
64,1 	fug 1-toi‘ 

liughAJ 

j#WJJA -SAARI 

(54i 111'4  

financed. Moreover, unlike previous current account 

deficits we have known in this country, it reflects not 
0.96 tc,cf (Aft' trTu'ire'1414.4,t 	f 1A40 

(2! budget deficig, but rather /the excess of private 

sector investment over total private savings,.„ And this 

is something that will in due course correct itself. 

,krwe,,ttr, 
But there havlso been some pick up in recorded 

inflation. 	Excluding the distorting effect of mortgage 

interest payments, the RPI rose by 41/2  per cent last 

year, much the same as the average over the previous 

five years. But the rate increased significantly 

through the year, and now stands at 51/2  per cent. 

Moreover this pick up in inflation appears to be a 

worldwide trend. 	Taking the seven major industrial 

nations as a whole, inflation is now at its highest 

level for some three years and still heading upwards. 



rise a 

mortgage 

before 

1 5 /2  per 

cent in 

In the UK, as in a number of other countries, it 

became clear that it was necessary to tighten monetary 

policy sharply. This meant raising short-term interest 

rates, which I duly did, starting last June. 

22. I am of course keenly conscious of the 

difficulties Liio3 many borrowers, particularly home 
iNgort 441670?6,4 ka.etfrt- x Aq o,  e S4 cl 

owners, [-caused by the rise in interest rates. But 

however unwelcome high interestrates are, they are 

infinitely preferable to the damage that would be done 

by high inflation. 

There are now increasing signs that the determined 

action I have taken is having the desired effect. The 

housing boom that played such a large part in the events 

of last year has subsided. Monetary growth has slowed 

down appreciably. And retail sales, too, seem to have 

levelled off over the past four months, presaging a 

gradual recovery in the personal savings ratio. 

24. 	The outlook for 1989 is for inflation to 

little further, from 71/,  per cent including 

I(  

' 
interest payments to close to 8 per cent, 

the second quarter of 1990. 

falling back in the second half of the year to 

cent in the fourth quarter and perhaps 41/2  per 
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25. rij slowdown in real growth is inevitable as we get 
inflation back onto a downward path - indeed, it has 

almost certainly already begun to happen. Overall 

----- growth is forecast 	/fall from the 41/2  per cent r ,21,z. 
[recorded ' last year to y p 

..._. ...... 	
e 	this year, 	with 

domestic demand growth  apiew at 2 per cent. Within this, 
_ 

investment, which is holding up well, is once again 

forecast to grow faster than consumption. 	The current 

account deficit is forecast to remain at the same level 

il  as last year. 

But the question of just how "soft" or "hard" the 

landing is as we get the economy back on track, is not 

in the hands of Government alone. The Government's task 

is to L-yeduce inflation by acting, through monetary 

policy, to bring down the growth of GDP in money term,lj 

The extent to which, over the short term, this is 

reflected in a reduction in inflation, and the extent to 

which it is reflected in slower output growth, is up to 

business and industry. 

The better industry succeeds in controlling its 

pay and other costs, the less painful the necessary 

reduction
'4-r)f/ku?df.4- 

[ 	in the growth of nominal GDP will be, not 

least in terms of employment prospects. 

(otor 
UtAll irba  41'  ) 

trP'Ckl  

(AAPA 

6,4 t'urwj  
we 4  ifiji,L AT 144 ,41- 
1 tvitii 	O wtat  

kitaltit 14*tilva 

cliwtolt) 

IY1f5,t 11,1 	, 	Str 	 tr, 	e 

8 



me "1,tsv7,44:t4" 
EsT 

28. 	But over the medium-term, it is clear from our 

experience over the past ten years that the policy we 

are pursuing will bring inflation down, and steady 

growth will resume. Indeed, over anything but the very! 

short term, (innf-strakfiscal and monetary poli41toi  

r promote growth merely leadOlto inflation; 	whereas [the 

use ofiltIcroeconomic policy to curb inflation, when 
A 

coupled with the right supply side policies 	produces,)  

• 

real growth. 1tC “tlefalz 	pyppo, of flu; mu-we — 
rkth't t4  /4,)oke. 144444,1 strwtewheil tttia- we . 
kmet ',tow 14,4,  Nyti. wii4 	ske•aij ~it C14 Le 

i(a4 et,1J1.tIILç P1417p14101.4) totoid VtitoM1141, • 

(it l•tegl 364) 	tW%M .  • • 
Monetary policy 

29. 	Monetary policy, to which I now turn, plays and 

must always play, the central role in the battle against 

inflation. 	It is at the very heart of the medium-term 

financial strategy, the tenth edition of which I am 

publishing today. 

30. 	I have described the monetary tightening that has 

taken place over the past nine months. This has already 

led to a sharp deceleration in the rate 
/44911,34410))1V 

target aggregate, MO. 
A 

of growth of the 

31. 	For 1989-90, the target range for MO 

1-5 per cent, as envisaged in last year' MTFS. 
V t.)0 Siv- 

f. 
starting the year above the top of that range, 

will be 

Although 

its very 

9 
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low growth over the past six months - under 3 per cent 

at an annualised rate - suggests that it iill fairly 
lit (INGO 

soon come back within 4:it3 	As for the past 

IX.11±-ge] years, there is no target for the growth of 

broad money, or liquidity, but I will continue to take 

it into account in assessing monetary conditions. 

• 

The exchange rate is of particular importance in 

the conduct of monetary policy. The Government's clear 

commitment not to accommodate increases in domestic 

costs by exchange rate depreciation remains a key 

safeguard against inflation. This has been demonstrated 

both by the level of interest rates and by our readiness 

to use the massive reserves we have accumulated. 	In 

this context, we will continue to work with our 

G7 partners to maintain the exchange rate stability that 

has been a feature of the past two years. 

Short-term interest rates remain the essential 

instrument of monetary policy. I repeat what I have 

stated clearly on a number of previous occasions: 

I interest rates will stay as high as is ,needed for as 
Fr-t7tAtv-e v, vo t0.4v.ty tkplvt, ovivoteVerwt...vt‘A,b-m4 

long as is neededJto get on top of inflation. 

Pt) 	to.) AN. i4 t•T: f),04 tv‘. 
tkt1 retx-A, 	 via p_tel-t, 1-P t-t-ta 

Wkr"rt. iliA•3 Or tot 0 114' rItt_ Vv"'141-1  e 6f 30  "rtt 
.Strhie, re) 03 43-ivt 

0,  wevt4  4 kup 4 keAre, owl 10  tittei-vt ts 6) ew.4(4.4 	srovtAt  

vt.^,444t, 	0 lit vv‘. vv‘t t"4.4.0 	ivt#1 'Nht If miew,k014414vit ? 



Public Sector finances 

r----, 

34. I nowt  urn to fiscal policy4When we first took 

office the public sector borrowing requirement was over 

5 per cent of GDP - equivalent to mere than-£25 billion 

in today's terms. 

CA4 
(the nationaf'debt-3 k4j, 	CIE,6V K-P-$1."AlA"-R-4,J • 

0-t.CP -( rAvts 

Accordingly, last year I budgeted for a further 

Public Sector Debt Repayment, or PSDR, of some 

£3 billion. 	In the event, it looks like turning out 

almost five times as large, at £14 billion, or 3 per 

cent of GDP. 	Even if there had been no privatisation 

proceeds at all, the public finances would still be in 

surplus, to Lhe tune of some £7 billion. 
1. 

Nothing like this has ever been achieved in the 

past 40 years. And no other major country enjoys a 

comparable budget surplus. It has not been easy, even 

ir(rf 

though we have been assistedRthis rin the; year now 

ending by the exceptional buoyancy of the economy, which 

both boosted tax receipts and reduced public expenditure 

• 

N C 
35. 	This was steadily reduced over the years as a 

deliberate act of policy, until, by 1987-88, the PSBR 

had been eliminated altogether and weEtarted to repay 

11 
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ktt, 
well below the planned level. 	 t, Government 

'debt as a proportion of GDP is now lower than at any 

time since the First World War. 

Moreover, the substantial net repayment of public 

debt over the past two years has permanently reduced the 

burden of debt servicing, both now and for future 

generations. For the coming year, for example, the debt 

repayments of the last two years mean that net debt 

interest costs will be lower by some El3/4 billion a 

year. This saving is being put to good use vt,4  

&xitelt 	0^ 	Ikillwmovs4 trA#A,, 01,1,./0 
c4Airs , 

El.'he objective of funding policy remains unchanged: 

to achieve a full fund of the Government's borrowing 

requirement, which nowadays translates into using the 
V—Cr 

Budget surplus to buy back 

Government debt.. debt. 	With the PSDR this year likely to be 

considerably larger than earlier expected, it may not be 

practicable to buy back sufficiene debtto meet the 
/4714Arttwi L:  

A 

rwij ekti  
so-wt./U*4  
Lejmi A41.  

WW/E111‘  

toils 

wo Q‘ 

L 
Guvx 

eldu 

funding rule'7 this financial year, in spite of 

-A  61445  innovations such as a reverse gilt auction)  j The (al 

undershoot will therefore be carried forward into the 

next financial year. Because there are unusually heavy 

maturities of gilt-edged stock in 1989-90, this is 

unlikely to require any major change in the rate at 

which the Bank of England purchases gilts. 



. • 

The dramatic improvement in the United Kingdom's 

public finances has also provided a welcome opportunity 

to devote more attention to the structure of the debt 

that remains. We will continue to seek both to minimise 

the cost of servicing the Government's domestic debt and 

to improve its quality by relying less on the more 

liquid borrowing instruments. 

We have also been able to restructure part of the 

Government's foreign currency debt, launching an 

innovative and cost-effective programme of Treasury 

Bills denominated and payable in ecu. The first series 

of six monthly tenders for these bills has proved very 

successful, and this is an innovation we plan to 

continue. / Eke- RY0/ti 	 rt 14N k•-- 	h.10.\44 
f` &Lary- ik2. LIAIIA [pi 1-W 

E 	et Meanwhile, I am today adding one more entry to the 

long list of financial controls which we have swept away 

during our term of office. The last surviving relic of 

the post-War apparatus for the direction of capital by 

the State is the Control of Borrowing Order, which since 

1946 has involved first the Treasury and then the Bank 

of England in giving consents for equity and bond issues 

in the capital markets. The Treasury has today made a 

General Consent [-under the Control of Borrowing 

Order 1958] so that it will no longer be necessary for 

13 
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those who wish to make capital market issues to obtain 

the Bank of England's consent to the timing of such 

issues; and we will, as soon as possible, revoke the 

Order itself and repeal the legislation on which it 

depends)
L 
 the 1946 Borrowing (Control and Guarantees) 

Act. 

• 

  

The sterling capital market has in recent times 

been going through a period of considerable adjustment, 

as the Government has changed from being a large issuer 

to a large purchaser of its own debt. I will have more 

to say about that in a moment The abolition of the 

Control of Borrowing Order will remove an unnecessary 

and bureaucratic restriction on issuers of capital as 

they move into the space formerly occupied by the 

Government when it was a borrower. 

( tit/A/101 

 

 

  

This new freedom will be enhanced by a further, 

important, set of derogatorily measures for the sterling 

capital market whic are being promulgated today in 

notices issued by the Bank of England. 	These measures 

will open up the market for sterling paper of less than 

5 years' maturity by extending the range of institutions 

which can make such issues; and they will create a 

unified regime for all these issues. 

  

14 
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/45. Taken together the changes I have described 

constitute a major liberalisation of the arrangements 

for London's capital markets. They will give greater 

flexibility to issuers and wider choice to investors. 

In last year's Budget Speech , I set out the 

principle of a balanced budget as a proper objective of 

/ fiscal policy, in these terms: 

"A balanced budget is a valuable discipline for 

the medium term. It represents security for the 

present and an investment for the future. Having 

achieved it, I intend to stick to it. 	In other 

words, henceforth a zero PSBR will be the norm. 

This provides a clear and simple rule, with a good 

historical pedigree." 

, A t bottfrts.P 

It is a rule that ensures that, as GDP continues 
No/q4..AAwyl-P  

to rise, the ratio of public debt to GDP continues to 

fall, and with it the burden of debt interest. It 

ensures, too, that the State makes no claim either on 

the savings of the private sector or on flows of finance 

4111" from overseas.!Butlpo go further than this, and seek to 
j 

achieve the maximum possible repayment of public debt, 

would not be consistent with the Government's policy, 

15 
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as it would mean deferring for a very long time the 

benefits of a reduction in the burden of taxation.L 

110441;14 kkve avilitotA bum- tiAltutJ 01441 	414aeAtd 
Pl4 Cinh111441 ir4,t44' egivA41A1444^1 • 
48. So I reaffirm the principle of the balanced 

budget. 	However, given the substantial surplus we now 

have, the path of prudence and caution is clearly to 

return to balance not overnight, but gradually, over a 

period of years. Thus we can expect to have a number of 

further years of debt repayment ahead of us. Moreover, 

given the particular uncertainties there are at the 

present time, I believe it would be right to budget for 

1989-90 for a surplus similar to that secured in the 

year now ending; in other words, a further public sector 

debt repayment, or PSDR, of some £14 billion. What this 

means is that it will not be possible in this Budget to 

reduce the burden of taxation; that is to say, to reduce 

taxation as a share of GDP. 
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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 House knows, the new official secrets 

legislation currently passing through Parliament is very 

much narrower in scope than the present Official Secrets 

Act. In particular, it does not cover information in 

the possession of either the Inland Revenue or Customs & 

Excise concerning the private affairs of specific 

taxpayers. 

I am sure that the whole House will agree that it 

is essential for taxpayer confidentiality to be properly 

protected. 	I therefore propose to introduce provisions 

in this year's Finance Bill to ensure that it will 

continue to be a criminal offence for officials or 

former officials of either of the Revenue Departments to 

reveal information about the private affairs of a 

specific taxpayer. 

I would only add that the need for this protection 

is in no sense a reflection on the probity and integrity 

of the members of those two Departments. Indeed, after 

nearly six years as Chancellor and more than eight years 



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 both Departments. 

BUSINESS TAXATION 

I now turn to taxation. 	As I have done on a 

number of previous occasions, I propose to divide this 

into three broad sections: the taxation of business, 

the taxation of savings, and the taxation of personal 

income and spending. 

First, taxes on business. 

Ever since the corporation tax reform I introduced 

in 1984, the rate of corporation tax for small 

companies, defined for this purpose as those with annual 

profits of less than £100,000, has been sot at the basic 

rate of income tax, currently 25 per cent. 	Large 

companies, defined as those with profits of E.1/2  million 

or more, pay the main rate of corporation tax of 35 per 

cent, one of the lowest rates of tax on company profits 

in the world. 	Between £100,000 and E.
1/2  million the 

average rate of tax gradually rises from 25 to 

35 per cent. 



I propose to keep the small companies rate in line 

with the basic rate of income tax for 1989-90 and to 

leave the main corporation tax rate unchanged . But I 

propose to increase the small companies' rate band 

substantially, by 50 per cent. 

Thus the small companies'rate will apply to 

companies with profits of under £150,000, and the 35 per 

cent rate will only be reached at profits of 

£3/4  million. These changes will reduce the corporation 

tax burden for more than half of all those companies 

that do not already enjoy the benefit of the small 

companies rate. 

I propose to increase the VAT threshold to 

£23,600, the maximum permitted under European Community 

law. 

I also have to set the scales for the private use 

of company cars. This remains far and away the most 

widespread benefit in kind. When I doubled the car 

scales in last year's Budget, I made it clear that this 

still left this benefit significantly undertaxed. 



Accordingly, I propose to increase the car scales 

by one third for 1989-90. The yield from this will be 

£160 million in 1989-90 and £200 million in 1990-91. 

There will be no change in the fuel scales. 

Over the years I have received a number of 

representations from business complaining about the 

long-standing tax treatment of foreign exchange gains 

and losses. 	I recognise that as business becomes more 

global this subject 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 and complex issues have been 

satisfactorily resolved. 	I have therefore authorised 

the Inland Revenue to publish today a consultative 

document which explores those issues and examines the 

scope for reform. 

Finally, on business taxation, I have two major 

simplifications to propose, both of which follow from 

the income tax reforms I introduced last Budget. 

One of the many undesirable features of an income 

tax system with several higher rates was that since a 

taxpayer's marginal rate could well be very different in 



different years, 	the question of which year income 

related to made a great deal of difference. 	This was 

true of Schedule E where the strict rule is that income 

is taxed in the year to which it relates, on an accruals 

basis. 

For the vast majority of employees, this basis of 

assessment for Schedule E poses no problem. 	But for 

about half a million people, mainly directors, who do 

not receive all their income in the year to which it 

relates, it causes complications and often needless 

assessments and correspondence long after the tax year 

is over. It is also open to manipulation. 

I therefore propose that income tax under 

Schedule E should in future be assessed on a receipts 

basis, with the simple principle that you pay the tax 

when you receive the income. This will have a 

transitional 	cost 	of 	£80 million in 1989-90 and 

£60 million in 1990-91, but in the long term it will 

yield both extra revenue and a significant saving in 

both taxpayer's time and Inland Revenue staff. 

The reduction in the top rate of income tax to 

40 per cent in last year's Budget also enables me to 

make a major simplification of the tax treatment of the 



vast bulk of the incorporated sector of small 

businesses: those known as close companies - generally 

speaking, unquoted companies that are controlled by five 

or fewer people. 

The rules for the so-called apportionment of close 

companies' income are notoriously complex, taking up 

some twenty pages of impenetrable legislation. 	These 

rules are no longer needed and I propose to abolish 

them. I believe that family businesses in particular 

will welcome this substantial simplification. 

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 most of its profits and other 

investment income will therefore be taxed at 40 per 

cent, equivalent to the higher rate of income tax. 

TAXES ON SAVING 

I now turn to the taxation of saving. 

The sharp decline in the ratio of personal saving 

to personal income, over the past two years in 



particular has led to even more discussion than usual of 

the merits of providing greater tax incentives for 

personal saving. 

Certainly it is desirable that, over the 

medium-term, we generate as a nation a level of saving 

sufficient to finance a high level of investment. 	But 

what matters for that is not personal savings alone, but 

corporate savings too, which are running at historically 

high levels, and public sector savings, which have been 

boosted by the move to budget surplus. 

Moreover, the personal saving ratio is measured in 

net terms, that is to say as gross saving net of 

borrowing, and it has fallen not because of a decline in 

gross saving but as a result of the sharp increase in 

personal borrowing. And the appropriate remedy for that 

is to raise the cost of borrowing, and with it the 

return on saving, as we have done. 

Above all, the role of tax reform is to encourage 

enterprise and improve economic performance in the 

medium term. It is wholly inappropriate as an answer to 

short term or cyclical phenomena. So for the taxation 

of savings, the Government's policy is clear. It is to 



strengthen and deepen popular capitalism in Britain, by 

encouraging in particular wider share ownership. 

I have a number of specific tax measures to 

announce today to that end. 

Personal equity plans, or PEPs, 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 further tax at all, either on the dividends 

they receive or on any capital gains they may make - 

indeed, there is no need for them to get involved with 

the Inland Revenue at all. 

Personal equity plans got off to a good start, 

with over a quarter of a million investors, many who had 

never owned shares before, subscribing almost 

1/2  billion between them in 1987. 

Since then, however, the take-up of new PEPs has 

slowed down, not least as a result of the changed 

climate in the equity market which followed the 

October 1987 Stock Exchange crash. 

So the time has come to improve and simplify PEPs 

and give them a new boost. 



First, I propose to raise the annual limit on the 

overall amount that can be invested in a PEP from £3,000 

to £4,800. 

Second, within that, I propose to raise 

substantially the amount that can be invested in unit 

trusts or investment trusts. 	For many small savers, 

these provide an excellent introduction to shareholding. 

At present PEP investors may only place £540 a year, or 

a quarter of their PEP, in unit or investment trusts. I 

propose to more than treble this amount, to £2,400 a 

year; 	and I propose to allow the whole of a PEP to be 

invested in unit or investment trusts, up to this limit. 

To qualify for tax relief, the unit or investment trusts 

will be required to invest wholly or mainly in 

UK equities. 

Third, at present, only cash may be paid into a 

PEP. I propose that investors should also be permitted 

to place directly into a PEP shares obtained by 

subscribing to new equity issues, including 

privatisation issues. 

34. 	Finally, I propose to make a number of important 

simplifications to the PEP rules so as to make the 



scheme more flexible, better directed to the needs of 

small and new investors, and cheaper to administer. 

I am confident that the changes that I have 

announced today will enable personal equity plans to 

play an important part in stimulating the spread of 

ownership of British equities in the years ahead. 

I also have a number of improvements to announce 

specifically designed to encourage employee share 

ownership. 

It is a striking fact that the number of approved 

employee share schemes has risen from a mere 30 in 1979 

to 	almost 1,600 today, involving some 13/4  million 

employees. At present the annual limits on the value of 

shares which can be given under all-employee 

profit-sharing schemes are £1,250 or 10 per cent of 

salary up to a ceiling of £5,000. I propose to raise 

these cash limits to £2,000 and £6,000 respectively. 

Second, I propose to increase the monthly limit on 

contributions to all-employee save-as you-earn share 

option schemes from £100 to £150, and at the same time 

to double the maximum discount from market value at 



which options may be granted from 10 per cent to 20 per 

cent. 

Third, a number of my Hon. Friends have been 

concerned that current tax law may be inhibiting the 

development of employee share ownership plans, otherwise 

known as ESOPs. These are distinguished from ordinary 

approved employee share schemes by the fact that they 

use a wider variety of finance, acquire more shares and 

tend to operate on a longer timescale. I propose to 

make it clear that companies' contributions to ESOPs 

qualify for corporation tax relief, provided they meet 

certain requirements designed to ensure that the 

employees acquire direct ownership of the shares within 

a reasonable time. I hope that this will encourage more 

British companies, particularly in the unquoted sector, 

to consider setting up ESOPs. 

Those firms with employee share ownership schemes 

have no doubt that giving the workforce a direct 

personal interest in their profitability and success 

improves the company's performance. The same benefits 

flow from profit related pay. 



This was one of the reasons why in my 1987 Budget, 

I introduced a tax relief to encourage its development. 

I have some improvements to make to this scheme, too. 

First, as I have previously announced, I propose 

to abolish the restriction that, to qualify for the tax 

relief, prospective profit-related pay must equal at 

least 5 per cent of total pay. Second, I propose to 

raise the limit on the annual amount of profit-related 

pay which can attract relief from £3,000 to £4,000. 

Third, I propose to enable employers to set up 

schemes for headquarters and other central units using 

the profits of the whole company or group for their 

profit calculations. And fourth, to help share schemes 

and ESOPs as well as profit related pay, I propose to 

change the so-called material interest rules which may 

at present unnecessarily exclude employees from schemes 

where they can alrcady benefit flow d trust set up tor 

employees. 

Taken together, the package of measures I have 

announced to encourage wider share ownership in general, 

and employee share ownership in particular, will help to 

ensure that the idea of a share-owning democracy becomes 



ever more entrenched as a part of the British way of 

life. 

Last June, the Inland Revenue issued with my 

authority a major consultative document on the taxation 

of life assurance. 

The tax regime for life assurance is sui generis. 

The present system dates back to the First World War and 

has developed over the years in a piecemeal way, leading 

to a state of affairs in which the incidence of tax is 

extremely uneven, with some successful life offices 

paying no tax at all. 

There is clearly a powerful case for reform, with 

a view to securing a tax regime which is more equitable 

both within the industry and as between life assurance 

and most other forms of savings. 

I have considered very carefully the 

representations the industry has made, and taken full 

account both of the changes to the regulation of life 

assurance proposed by the Securities and Investment 

Board under the Financial Services Act and the prospects 

for increased competition within the European Community 

after 1992. In the light of these factors, I have 
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decided not to proceed with the more radical reforms 

canvassed in the consultative document. But I do have a 

number of important changes to propose, based for the 

most part on the general tax reform principle of seeking 

lower rates on a broader base. 

First, many life offices run a pension business 

alongside their main life assurance business, and they 

are not required to keep the two businesses entirely 

separate for tax purposes. This enables them to set the 

unrelieved expenses of the pensions business against the 

income and gains of their life business, thus giving 

their life profits unduly favourable tax treatment. The 

life offices themselves have accepted that this 

treatment is anomalous and I propose to end it. 

This change, along with some minor related 

changes, will come into force on 1 January 1990, and 

will yield some £150 million in 1990-91. The remainder 

of the changes I have to propose constitute a broadly 

balanced package which, because of the transitional 

provisions, will reduce the taxation of life assurance 

in 1990-91 by some £100 million. 

I propose that the expenses incurred by life 

offices in attracting new business should continue to be 
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fully deductible for tax purposes from the income and 

gains of life funds, but should in future be spread over 

a period of seven years To give the industry time to 

adjust, this change will be phased in gradually over the 

next four years, starting on 1 January, 1990. 

There are certain other, more technical matters 

raised in the consultative document which will require 

further discussion with the industry, and any 

legislative changes on these issues will have to wait 

for next year's Finance Bill. 

But I can say here and now that I propose, as from 

1 January 1990, to abolish Life Assurance Policy Duty. 

And I also propose, from the same date, that the rate of 

tax payable on the policyholder's share of income and 

gains of life offices, which at present stands at 35 per 

cent on unf ranked investment income and 30 per cent on 

realised capital gains, should be reduced to the basic 

rate of income tax. 

The net effect of all these changes to 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 

somewhat in subsequent years. 



55. 	But above all it will provide a more efficient and 

equitable tax regime for this most important industry. 

Later this year, UK unit trusts will be able to 

compete freely in Europe and will face competition from 

analogous Community investment schemes here. 	At  

present, trusts investing in gilt-edged securities or 

other bonds face a tax disadvantage. 	They pay 

corporation tax at 35 per cent on their income but can 

pass on a credit of only the basic rate to their 

investor. So I propose that from 1 January 1990, as for 

life assurance companies, the corporation tax rate on 

unit trusts that come within the new European Community 

rules will be equal to the basic rate of income tax. 

Their investors will then get full credit for all the 

tax the trusts pay. 

I now turn to pensions. 

The tax treatment accorded to pension schemes is 

quite rightly particularly favourable; and the extent of 

this privilege has to be circumscribed by Inland Revenue 

rules. 	So pension schemes only qualify for tax relief 

if they meet certain conditions, notably that the 

pension paid may not exceed two-thirds of final salary: 



and if they fall foul of any of these rules, they lose 

all relief. 

This has the perverse result that tax law 

effectively constrains the overall pension an employer 

can pay his employee. 	This is neither desirable nor 

necessary. Accordingly, I propose to make it possible 

for employers to provide whatever pensions package they 

believe necessary to recruit and reward their employees. 

However, while it is clearly right that employers 

should be free to provide whatever pension they see fit, 

it would not be right to make the present generous tax 

treatment available with no upper limit at all. I 

therefore propose to set a limit on the pensions which 

may be paid from tax-approved occupational schemes, 

based on final salary 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 uprating in 

line with inflation. 	It will still be possible for a 

tax-approved occupational scheme to pay a pension of as 

much as £40,000 a year, of which up to £90,000 may be 

commuted for a tax-free lump sum. 



The new ceiling will apply only to pension schemes 

set up, on or after today, or to new members joining 

existing schemes after 1 June. And, as I have already 

said, there will now be complete freedom to provide 

benefits above the Inland Revenue limits, though without 

the tax relief. 

The introduction of this ceiling on tax relief 

also enables me to simplify and improve the rules for 

the majority of pension scheme members, in particular to 

ease the conditions under which people can take early 

retirement. 

I also propose to simplify very substantially the 

rules concerning additional voluntary contributions to 

pension schemes, or AVCs. In particular, the present 

requirements for free standing AVCs place a heavy 

administrative burden on employers. These requirements 

will be greatly reduced. indeed, in many cases 

employers will not need to be involved at all. 

Furthermore, if AVC investments perform very well, 

occupational pensions may at present have to be reduced 

to keep total benefits within the permitted limits. I 

propose that in future any surplus AVC funds should be 

returned to employees, subject to a special tax charge. 
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This will remove the penalty on good investment 

performance. 

The most important development in the pensions 

field in recent years has undoubtedly been the 

introduction and success of personal pensions. Since 

July last year, a million people have already taken 

advantage of the new flexibility and opportunities these 

offer. I have two proposals today to make personal 

pensions still more attractive. 

First, I propose to make it easier for people in 

personal pension schemes to manage their own 

investments. 

Second, I propose to increase substantially the 

annual limits, as a percentage of earnings, on 

contributions to personal pensions for those over the 

age of 35. This will be ot particular value to those 

running their own business, who are often unable to make 

contributions until later on in their working life. 	It 

will also improve the position of personal pensions in 

relation to occupational schemes. The new limits will 

be subject to an overall cash ceiling based on earnings 

of £60,000, corresponding to the new ceiling for 

occupational pensions, and similarly indexed. 
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These changes build on, and complete, the pension 

measures I introduced in my 1987 Budget. They represent 

a significant deregulation which will allow more 

flexibility, while setting for the first time a 

reasonable cash limit on the tax relief available to any 

individual. They should give a boost, in particular, to 

saving through personal pensions and through AVCs. 

69a. Coupled with the changes I made in 1987, this is 

as far as I wish to go in amending the tax treatment of 

pensions. 

Finally, on the taxation of saving, it should not 

be overlooked that a far-reaching reform which 

announced in last year's Budget, to come into effect in 

April 1990, is relevant in this context. 

I refer to Independent Taxation. For there can be 

little doubt that one of the greatest disincentives to 

saving in the present tax system is the treatment of the 

savings of married women. At present a wife's income 

from savings has to be disclosed to her husband and 

taxed at his marginal rate. Independent Taxation will 

change all that. In particular, those married women who 

have little or no earnings will in future have their own 

personal allowance to set against their savings income. 

Independent Taxation may well do much to encourage the 

growth of personal saving in this country. 



TAXES ON SPENDING 

I now turn to taxes on personal income and 

spending. 

As the House knows Her Majesty's Government are 

obliged to implement the European Court's judgement that 

certain of our zero rates of VAT on supplies to 

business, notably on non-residential construction, but 

also on fuel and power and on water, are not lawful. 

This derives from the CourL'b interpretation of the 

Community's Sixth VAT directive to which the UK agreed 

in 1977. The necessary changes will be introduced in 

this year's Finance Bill, and draft clauses have already 

been published. 

In implementing the judgement I have sought to do 

as much as possible to minimise the burden. From 

1 Apiil VAT will be payable in respect of all 

non-residential construction unless carried out under a 

agreements entered into before the court ruling. And 

from 1 August landlords will have the option to tax 

rents, which means that in most cases no extra VAT will 

be paid at all. 



These measures will reduce the burden of VAT on 

construction so far as the private sector is concerned 

to just £35 million in 1989-90 rising to £110 million in 

1992-93. Without them the yield from VAT on 

construction in the private sector would have risen to 

£450 million. 	There will 	also 	be 	a 	yield 	of 

£250 million from construction carried out for the 

public sector, and the public sector programmes 

concerned have already been protected by compensatory 

adjustments where necessary. 

VAT will not be payable until July 1990 on water 

for industry or on fuel and power - then only on 

business users above a specified threshold. 	Private 

households will remain zero rated. 

I have been particularly concerned about the 

impact of the European Court's ruling on charities. 

Unfortunately charities' business activities cannot 

lawfully be shielded from the effects of the ruling but 

I have been able to retain zero-rates for construction, 

water, fuel and power for all charities' non-business 

activities, for churches and for most residential 

accommodation such as old people's homes, students' 

hostels and hospices. 



I have considered whether there is anything 

further I can sensibly do to assist charities with their 

VAT bills in these special circumstances. I propose to 

relieve charities from VAT on fund raising events, on 

sterilising equipment for medical use, and on classified 

advertising. 

I also propose to relieve from car tax cars leased 

to the disabled. 	This is equivalent to an overall 

saving of about £400 on each vehicle leased to a 

disabled person. 

I also propose to allow the present rules on tax 

relief for membership subscriptions paid by covenant to 

heritage and conservation charities. If the member is 

given the right of full entry to view the charity's 

property, that benefit will be ignored in determining 

whether relief is due. 	This will be of particular 

benefit to organisations such as the National Trust. 

But in general, 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 have now been set up, and over 100,000 
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employees are already participating, quite a few of them 

giving the full £240 annual limit for tax relief. I now 

propose to double that limit to £480, or £40 a month. 

But for the Payroll Giving Scheme to achieve its 

full potential, it is clearly necessary for the 

charities themselves, and others involved, to mount a 

major information and marketing campaign to promote it. 

I am particularly glad that my Rt.Hon. Friend, the 

Viscount Whitelaw, has agreed to become Chairman of the 

new Payroll Giving Association, which will co-ordinate 

efforts in this field. 

I now turn to the excise duties. 

The damage to the environment in general, and to 

child health in particular, from lead in the atmosphere, 

and the contribution of ordinary leaded petrol to this 

problem, is increasingly widely known. The government 

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 

petrol still accounts for only some 5 per cent of total 

petrol sales, even though two-thirds of the cars now on 
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the road could use it, either without any adjustment or 

else with a conversion costing only some £20 or so. 

One of the problems is ignorance of the facts. 

Many motorists do not realise that their cars can 

already use unleaded petrol. Many others are unaware 

how modest the conversion cost usually is. Others 

wrongly imagine that their car's performance would 

suffer were they to use unleaded fuel. Many are under 

the false impression that, if they do switch to unleaded 

petrol, their cars will no longer be able to use leaded 

petrol. 

It is clearly essential that these myths are 

rapidly dispelled. 	Meanwhile, I propose to take the 

opportunity of this Budget to increase still further the 

tax differential in favour of unleaded petrol, by nearly 

fourpence a gallon. If this reduction is fully passed 

on to the 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 getting on for 

tenpence a gallon, or just over twopence a litre, 

cheaper than four star leaded petrol. This will be one 

of the most substantial differentials between the price 

of leaded and unleaded petrol within the European 

Community. 
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But I do not intend to stop there. I also propose 

to raise the tax on two and three star petrol, so that 

the pump price of these grades will be at least as high 

as that of four star. This should encourage garages to 

phase out two star petrol, which is already down to 

about 6 per cent of the total market, thus enabling them 

to switch storage capacity to unleaded petrol - quite 

apart from the incentive to the remaining two-star users 

to switch to unleaded fuel. 

I am confident that the duty changes I have 

announced, which will take effect from six o'clock this 

evening, will help to lead to a marked increased in the 

use of unleaded petrol over the next twelve months. 

They will of course also lead to a loss of revenue 

of some £40 million in 1989-90. 	I propose to recoup 

this from VPhiclP ExrisP 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 increase the rates of duty for the 

heaviest non-articulated lorries, to put them on a more 

equal footing with articulated lorries. 	These changes 
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will also simplify the system, greatly reducing the 

number of separate rates of Vehicle Excise Duty. 

I have no further changes to propose this year in 

the rates of excise duty. 

TAXATION OF INCOME 

Nor do I propose any change this year to either 

the basic or highcr rate of income tax. 

Since I aligned the rates of income and capital 

gains tax in last year's Budget, it follows that I also 

propose no change this year in the capital gains tax 

rates. 	However, I do have a few changes to capital 

gains tax to propose. 

With the advent of independent taxation from 

April 1990, 	married women will acquire their own 

capital gains tax threshold, so that a married couple 

will enjoy two such exemptions. In the light of this, I 

propose to maintain the capital gains tax threshold at 

£5,000 for 1989-90. 



94. 	Second, I propose to abolish the general holdover 

relief for gifts. 

This was introduced by my predecessor in 1980, 

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 simple form of tax 

avoidance. 

But while the general holdover relief will go, I 

propose to retain it for gifts of business, farm and 

heritage assets. I also propose to extend the existing 

relief for all gifts to charities to gifts of land to 

housing associations. And of course gifts between 

husband and wife will continue to be exempt. 

In the case of gifts of personal belongings, these 

benefit from chattels relief, under which any items 

worth less than £3,000 on disposal are entirely exempt 

from capital gains tax. 1 propose to double the chattels 

exemption limit to £6,000. 

Lastly, on capital gains tax, I propose to change 

the tax treatment of certain bonds so as to simplify the 

tax rules and prevent a loss of yield by the use of 
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indexation to create losses and the conversion of income 

into capital gains. 

To return to income tax, I propose to raise all 

the main income tax thresholds and allowances by the 

statutory indexation factor of 6.8 per cent, rounded up. 

Thus the single person's 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 

£1,400 to £20,700. 

The single age allowance will rise by £220 to 

£3,400, and the married age allowance by £350 to £5,385. 

The higher level of age allowance will rise by £230 to 

£3540 for a single person, and by £360 to £5565 for a 

married couple. 

I have a number of measures to help the elderly. 

In 1987 I introduced a new higher age allowance, for 

those aged 80 and over. I now propose to extend this to 

all 	those 	aged 75 and over. 	This will take an 

additional 15,000 elderly single people and married 

couples out of tax altogether. Three quarters of all 

those aged 75 and over will not be liable to income tax 

at all. 



The income limit for the age allowance will rise 

by £800 to £11,400, again in line with indexation. 

However, I propose to reduce the rate at which the age 

allowance is withdrawn above this income limit. 	I 

propose that in future it should be withdrawn at the 

rate of El of allowance for each £2 of income above the 

limit, instead of the present rate of £2 in every £3. 

This means that the marginal tax rate for those in the 

withdrawal band will be reduced to well below 40 per 

cent, thus meeting a large number of representations I 

have received over the past year. 

The Finance Bill will also include the provisions 

to establish the new tax relief for the over-60s' health 

insurance premiums, which I announced to the House in 

January, and which will take effect from April next 

year, at a cost of £40 million in 1990-91. 

I have one further change to make to help 

pensioners. Under the earnings rule, any pensioner who 

decides to continue to work after reaching the statutory 

retirement age has his or her pension docked at a rate 

of 50 per cent on every £1 earned between £75 and £79 a 

week, rising to 100 per cent for every El earned over 

£79 a week. 	This rule applies until he or she has 

reached give years beyond the State pension age. 
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The Manifesto on which we were first elected in 

1979 acknowledged that it was wrong to discourage people 

who wished to work beyond retirement age in this way, 

and pledged that we would abolish the earnings rule. 

That is precisely what we shall do. 

My Rt.Hon Friend the Secretary of State for Social 

Services and I have agreed that the pensioners earnings 

rule should be abolished from the beginning of October, 

the earliest practicable date. The necessary 

legislation will be included in the Social Security Bill 

currently before the House. 

The cost to public expenditure will be 

£125 million in 1989-90, which will be entirely met from 

the Reserve. 	But the net cost of this measure will be 

significantly reduced by the income tax payable on the 

increased pensions. 

Those who wish to defer taking their pension will 

remain entirely free to do so, and will continue to earn 

a higher pension in return. 

I am sure the whole House will welcome this long 

overdue reform. 
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If I were to adopt the so-called "duck test" now 

in vogue across the Atlantic, the pensioners' earnings 

rule would probably qualify as a tax, and I would now be 

able to claim to have abolished a sixth tax. But sound 

tax principles coupled with my innate modesty and 

natural reticence prevent me from doing so. 

NATIONAL INSURANCE CONTRIBUTIONS 

I have one further measure to propose. 

It has long been a feature of the National 

Insurance system that, once people earn more than the 

lower earnings limit, which in 1989-90 will be £43, they 

have to pay National Insurance contributions at the same 

rate on the whole of their earnings up to the upper 

earnings limit. There are currently three different 

rates - 5 per cent and 7 per cent for those on lower pay 

and the standard rate of 9 per cent, 

The two reduced rates, which I introduced for both 

employers and employees in my 1985 Budget, cut the cost 

of employing the young and unskilled, among whom 

unemployment was then high and rising, and cut the 
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burden of national insurance contributions on the low 

paid. 	But the highly desirable reduction in the steep 

step at the lower earnings limit was at the expense of 

two small steps further up the earnings scale. This 

inevitably means that, at certain points on the income 

scale, people can still be worse off if they earn more. 

Their extra earnings take them from a lower rate band to 

a higher one, and they therefore lose more in National 

Insurance contributions than they gain in extra pay. 

In agreement with my Rt Hon Friend the Secretary 

of State for Social Security, I now propose to build on 

my 1985 reform. For everyone who pays employee National 

Insurance contributions, I propose to reduce to only 

2 per cent the rate of contributions on earnings up to 

and including the lower earnings limit. On earnings 

above that limit, there will be a single rate of 9 per 

cent, up to the upper earnings limit, which has already 

been set for 1989-90 at £325 a week. 

This will abolish altogether the steps which at 

present exist at earnings, for 1989-90, of £75 and £115 

a week. The step which has always existed at the lower 

earnings limit, where people first come into the 

National Insurance system, is the entry ticket to the 

full array of contributory benefits. As such, it is an 
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essential feature of the contributory principle. But my 

proposals will more than halve this step, to only 

86 pence a week in 1989-90. 

There will be no change in the contributions 

payable by employers. 

This reform will significantly reduce the burden 

of employees' National Insurance contributions across 

the board. 	For the lowest paid, that burden is now 

heavier than the burden of income tax. This is the most 

effective measure I can take to lighten it. For 

everyone on just under half average earnings or more, it 

will leave them £3 a week more of their own money. 

The new system will take effect from the beginning 

of October, the earliest practicable date. 	The cost 

will be El billion in 1989-90 and £2.8 billion in 

1990-91. The necessary legislation will be included in 

the Social Security Bill currently before the House. 

The total additional cost of all the measures in 

this Budget, on an indexed basis, is under £2 billion in 

1989-90 and £31/2  billion in 1990-91. 

PLeokAT)01\13 
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BUDGET STATEMENT: ECONOMIC SECTION 

The Chancellor was grateful for the comments he has had on the 

version of the Economic section of the speech circulated with my 

minute of 7 March. 

2. 	I now attach his revised version. 	He will be working 

further on it during the day tomorrow and will want to show a near 



well below the planned level. As a result, Government 

debt as a proportion of GDP is now lower than at any 

time since the First World War. 

Moreover, the substantial net repayment of public 

debt over the past two years has permanently reduced the 

burden of debt servicing, both now and for future 

generations. For the coming year, for example, the debt 

repayments of the last two years mean that net debt 

interest costs will be lower by some £.13/4  billion a 

year. This saving is being put to good use. 

The objective of funding policy remains unchanged: 

to achieve a full fund of the Government's borrowing 

requirement, which nowadays translates into using the 

Budget surplus to buy back an equivalent amount of 

Government debt. With the PSDR this year likely to be 

considerably larger than earlier expected, it may not be 

practicable to buy back sufficient debt to meet the 

funding rule this financial year, in spite of 

innovations such as a reverse gilt auction.fit'rhe 

undershoot will therefore be carried forward into the 

next financial year. Because there are unusually heavy 

maturities of gilt-edged stock in 1989-90, this is 

unlikely to require any major change in the rate at 

which the Bank of England purchases gilts. 



those who wish to make capital market issues to obtain 

the Bank of England's consent to the timing of such 

issues; and we will, as soon as possible, revoke the 

Order itself and repeal the legislation on which it 

depends, the 1946 Borrowing (Control and Guarantees) 

Act. 

The sterling capital market has in recent times 

been going through a period of considerable adjustment, 

as the Government has changed from being a large issuer 

to a large purchaser of its own debt. I will have more 

to say about that in a moment. The abolition of the 

Control of Borrowing Order will remove an unnecessary 

and bureaucratic restriction on issuers of capital as 

they move into the space formerly occupied by the 

Government when it was a borrower. 

44. 	This new freedom will be enhanced by a further, 
Lqsr. 

important, set of derpttor4y measures for the sterling 

capital market which are being promulgated today in 

notices issued by the Bank of England. 	These measures 

will open up the market for sterling paper of less than 

5 years' maturity by extending the range of institutions 

which can make such issues; and they will create a 

unified regime for all these issues. 



Taken together the changes I have described 

constitute a major liberalisation of the arrangements 

for London's capital markets. They will give greater 

flexibility to issuers and wider choice to investors. 

In last year's Budget Speech , I set out the 

principle of a balanced budget as a proper objective of 

/ fiscal policy, in these terms: 

"A balanced budget is a valuable discipline for 

the medium term. It represents security for the 

present and an investment for the future. Having 

achieved it, I intend to stick to it. 	In other 

words, henceforth a zero PSBR will be the norm. 

This provides a clear and simple rule, with a good 

historical pedigree." 

It is a rule that ensures that, as GDP continues 

to rise, the ratio of public debt to GDP continues to 

fall, and with it the burden of debt interest. It 

ensures, too, that the State makes no claim either on 

the savings of the private sector or on flows of finance 

><( 	
from overseas. E3ult541.0 go further than this, and seek to 

achieve the maximum possible repayment of public debt, 

would not be consistent with the Government's policy, 

15 
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Before I turn to my proposals for changes in taxation, 

have one other change of a specific nature to announce. 

the House knows, the new official secrets 

currently passing through Parliament is very 

r in scope than the present Official Secrets 

ular, it does not cover information -in 

eitherIthe Inland Revenue or Customs & 

Excise 	z•z- * Aithe‘;,  private affairs, .44---spee444e- 
4,' 

taxpa-y.e14• 

3. 	I am sure that th whole House will agree that it 

is essential for taxpa 	onfidentiality to be properly 

protected. 	I therefore 	pose to introduce provisions 

in this year's Finance Bill> 	ensure that it will 

continue to be a criminal 	fence for officials or 

former officials of either of the Revenue Eepartments to 

reveal information about the private affairs of a 

specific taxpayer. 

4. 	I would only add that the need for \-;\ 	
otection 

is in no sense a reflection on the probity 	egrity 

of the members of those two Departments. Inde 	ter 

nearly six years as Chancellor and more than eig 

2. 
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much 

Act. 

BUDGET SECRET 	NOT TO BE COPIED 
g r•-• r_•-r I icy rmli V 



1 

 BUDGET SECRET 
BUDGET LIST ONLY  

NOT TO BE COPIE 

particular has led to even more discussion than usual of 

the merits of providing greater tax incentives for 

personal saving. 

Certainly it is desirable that, over the 

me 	term, we generate as a nation a level of saving 

su 	t to finance a high level of investment. 

what 	for that is not personal savings alone, but 

corpora 	ngs too, which are running at historically 

high level 	public sector savings, which have been 

boosted by t 	to budget surplus. 
40fr  

Moreover, the personal saving ratio is measured Ct1:1. 

as gross saving net of 

n not because of a decline in 

gross saving but as a 	ult of the sharp increase in 

borrowing, and it has 

personal borrowing. And t 

is to raise the cost of 'rowing, 

remedy for that 

rowing, and with it the 

return on saving, as we have done. 

25. 	Above all, the role of tax reform encourage 

enterprise and improve economic p Cak) ce in the 

medium term. It is wholly inappropriate  % 	answer to 

short term or cyclical phenomena. So for 	xation 

of savings, the Government's policy is clear. 
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TAXES ON SPENDING 

72. I now turn to taxes on personal income and 

spending. 

73 	the House knows Her Majesty's Government are 
• 

 ob 	o implement the European Court's judgement that 

certa 	
• 

our zero rates of VAT on supplies to 

busines 	bly on non-residential construction, but 

also on 	 d power and on water, are not lawful. 

This derives 	the Court's interpretation of the 

Community's Sixth VAT directive to which the UK agreed 

in 1977. The necessary changes will be introduced in 

this year's Finance Bill and draft clauses have already 

been published. 

74. 	In implementing the t I have sought to do 

as much as possible to 	ise the burden. From 

1 April VAT will be payable in respect of all 

non-residential construction unless carried out under a 

agreements entered into before the cour ruling. And 

from 1 August landlords will have 	tion to tax 

rents, which means that in most cases no 	VAT will 

be paid at all. 
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employees are already participating, quite a few of them 

giving the full £240 annual limit for tax relief. I now 

propose to double that limit to £480, or £40 a month. 

But for the Payroll Giving Scheme to achieve its 

otential, it is clearly necessary for the 

themselves, and others involved, to mount a 

ation and marketing campaign tc promote it. 

larly glad that my Rt.Hor. Friend, the 

has agreed to become Chairman of the 

g Association, which will co-ordinate 

efforts in this field. 

I now turn to the cise duties. 

cha 

major 

Viscount 

new Payroll 

oc  
44-50- 

ce. ets 	
e.ad••• 

cf-e , CA.47 Iv S•124L''4  

rhit Cke • 11'47  

t',La v1C-- 4-e 	c-05  

I 

84. 	TheAdamage to the 	ronment in general, and to 

child health in particular of 	ead in the atmosphere, 

and the contribution of ordin 	leaded petrol to this 
,..--ilt. 4. 	r -, u, . 0 

problem, isLincreasingkw-itieir—icrterwrrt The government 

is committed to phasing out leaded petrol altogether, 

and in successive Budgets I have sought0 assist this. 
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I first introduced a tax differenti 

unleaded petrol in 1987, and increase 

But although sales are undoubtedly risi 

petrol still accounts for only some 5 per cen 

petrol sales, even though two-thirds of the cars no 

favour of 

St year. 

leaded 
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the road could use it, either without any adjustment or 

else with a conversion c)sting only some £20 or so. 

85. 	
One of the problems is ignorance of the facts. 

Many motorists do not realise that their cars can 

al b  ri  use unleaded petrol. Many others are unaware 
hoVe.-%t the conversion cost usually is. Others 

wrong., ,
:gine that their car's perfcrmance would 

suffer 	
they to use unleaded fuel. Many are under 

the false 	
ion that, if they do switch to unleaded 

petrol, thei 	
will no longer be able to use leaded 

petrol. 

86. 	
It is clearly ess ntial that these myths are 

rapidly dispelled. 	
ile, I propose to take the 

opportunity of this Budg 	
o increase still further the 

tax differential in favour q% il aded petrol, by nearly 

fourpence a gallon. If this 
Oliktion is fully passed 

0 

on to the 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 
b- irtting on for 

I 
tenpence a gallon, or just over t 

41141iT 	
a litre, 

cheaper than four star leaded petrol. 
-1-c-4 

of the most substantialtifferentials 
betwe 

Alai.- 
 leaded and unleaded petrol within the 
	can 

Community. 

I be one 
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87. 	
But I do not intend to stop there. I also propose 

to 
raise the tax on two and three star petrol, so that 

the pump price of these grades will be at least as high 

as that of four star. This should encourage garages to 

phas ut two star petrol, which is already down to 

abo 1,
..,-r cent of the total market, thus enabling them 

I
tosw 	

orageoicapacitto unleaded petrol - quite 

apart'Lli incentive to the remaining two-star users 

to switch g 	aded fuel. 

88. lam confident that the duty changes I have 

announced, which will take effect from six o'clock this 

evening, will help to lea to a marked increased in the 

use of unleaded petrol 	
the next twelve months. 

0 

89. 	They will of course
d to a lcss of revenue 

of some £40 million in 1989-91401I propose to recoup 

this from Vehicle Excise 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 ca 	
I propose to 

tes of this 
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rectify this anomaly by increasing the 

group of vehicles so that they cover the 	
k costs. 

I also propose to increase the rates of th 	
the 

heaviest non-articulated lorries, to put them 	
- more 

equal footing with articulated lorries. 	
These 

/. 
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the speech version I circulated on 6 March. I 	ach his 

virtually final versiori It has been sent to No.10 in 	orm. 
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If you or copy recipients have any further comments 

al -7hanges or factual corrections - could they reach me by 

;k  tomorrow, Friday 10 March, please. 

MOIRA WALLACE 
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Before I turn to my proposals for changes in taxation, I 

have one other change of a specific nature to announce. 

s the House knows, the new official secrets 

leg 	•n currently passing through Parliament is very 

much 	o r in scope than the present Official Secrets 

Act. 	 cular, it does not cover information in 

the posses 	either the Inland Revenue or Customs & 

Excise conc 	the private affairs of specific 

taxpayers. 

I am sure that th= whole House will agree that it 

is essential for taxpa 	onfidentiality to be properly 

protected. 	I therefore 	pose to introduce provisions 

in this year's Finance Bile 	ensure that it will 

continue to be a criminal 	fence for officials or 

former officials of either of the Revenue Eepartments to 

reveal information about the private affairs of a 

specific taxpayer. 

I would only add that the need for 	• otection 

is in no sense a reflection on the probity 	egrity 

of the members of those two Departments. inde 	fter 

nearly six years as Chancellor and more than eig 
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5. 	'(no 	turn turn to taxation. 	As I have done on a 

number of 

into thre 

the taxation 

ous occasions, I propose to divide this 

d sections: the taxation of business, 

ings, and the taxation of personal 

in 1984, the rate of 

companies, defined for this p 

tion tax for small 

se as those with annual 
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as a Treasury Minister, I would like to take this 

opportunity to ply public tribute to the outstanding 

service I have consistently received from the officials 

of both Departments. 

BUS7 TAXATION 

income and spending. 

First, taxes on bus ess. 

Ever since the cor 	ion tax reforn I introduced 

profits of less than £100,000, has been set at the basic 

rate of income tax, currently 25 per cent. 	Large 

companies, defined as those with profits 	E1/2  million 

kS‘or more, pay the main rate of corporat a• 	of 35 per 

cent, one of the lowest rates of tax on  csbt  profits 

in the world. 	Between E100,000 and £/ 1 	on the 

	

] average rate of tax gradually rises from 	to 

35 per cent. 
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8. 	I propose to keep tts small companies rate in line 

with the basic rate of income tax for 19E9-90 and to 

leave the main corporation tax rate unchanged . But I 

propose to increase the small companies' rate band 

sub

Qs1 

tially, by 50 per cent. 

9. 

compani 

cent rat 1 5k11,1 only be reached at profits of 

million. 	e changes will reduce the corporation 

burden for more than half of all those companies 

that do not already enjoy the benefit cf the small 

companies rate. 

I propose to 	ease the VAT threshold to 

£23,600, the maximum perm t 	er European Community 

law. 

I also have to set the scales for the private use 

of company cars. This remains far and 	-ay the most 

widespread benefit in kind. When 

scales in last year's Budget, I made it c 	at this 

still left this benefit significantly under 

3  
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the small companies' rate will apply to 

profits of under £150,000, and the 35 per 
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the income tax reforms I introduced 1 et. 

15. 	One of the many undesirable features income 

taxpayer's marginal rate could well be very diff 
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12. 	Accordingly, I propose to increase the car scales 

by one third for 1989-90. The yield from this will be 

£160 million in 1989-90 and £200 millicn in 1990-91. 

There will be no change in the fuel scales. 

13 	aver the years I have received a number of 

rep 	tions from business complainirg about the 

long- 	g tax treatment of foreign exchange gains 

and los 	recognise that as business becomes more 

global th 	ject becomes increasingly important. 

However, I 	to say that I find it ore 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 and complex issues have been 

satisfactorily resolv 	I have therefcre authorised 

the Inland Revenue to 	h today a consultative 

document which explores 0 	ssues and examines the 

scope for reform. 

I
14. 	Finally, on business taxation, I have two major 

simplifications to propose, both of wh follow from 

tax system with several higher rates was th 	e a 
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different years, 	the question of which year income 

related to made a great deal of difference. 	This was 

true of Schedule E where the strict rule is that income 

is taxed in the year to which it relates, on an accruals 

basis. 

16.w 	the vast majority of employees, this basis of 

asses 	or Schedule E poses no problem. 	But for 

about h 	million people, mainly directors, who do 

not receiv 

relates, 

assessments 

their income in the year to which it 

s complications and often needless 

and correspondence long after the tax year 

is over. It is also open to manipulation. 

17. I therefore se that income tax under 

Schedule E should in fut 	be assessed on a receipts 

basis, with the simple lot 	le that you pay the tax 

when you receive the inco This will have a 

iransitional 	cost of 	£80 million in 1989-90 and 

£60 million in 1990-91, but in the long term it will 

yield both extra revenue and a sign 	ant saving in 

both taxpayer's time and Inland Revenu 

18. 	The reduction in the top rate of in 

40 per cent in last year's Budget also en 

make a major simplification of the tax treatment 

tax to 

e to 

he 
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vast bulk of the incorporated sector of small 

businesses: those known as close companies - generally 

<4 speaking, unquoted companies that are controlled by five 

or fewer people. 

e rules for the so-called apportionment of close 

com 	income are notoriously complex, taking up 

some 	pages of impenetrable legislation. 	These 

rules 	 longer needed and I propcse to abolish 

them. I b 	that family businesses in particular 

will welcome hjSubstantial simplification. 

I do, however, have to guard against the avoidance 

of tax on investment inco e by channelling it through a 

closely controlled in company. Any such company 

which does not distribut 	st of its profits and other 

investment income will 

(111)  cent, equivalent to the highe 

be taxed at 40 per 

e of inccme tax. 

The sharp decline in the ratio of person 	ving 

to 	personal income, over the past two y 

6  
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particular has led to even more discussion than usual of 

the merits of providing greater tax incentives for 

personal saving. 

Certainly it is desirable that, over the 

me 	term, we generate as a nation a level of saving 

suf 	to finance a high level of investment. 	But 

what 	for that is not personal savirgs alone, but 

corporat 	gs too, which are running at historically 

high level 	public sector savings, which have been 

boosted by t 	to budget surplus. 

Moreover, the personal saving ratio is measured in 

net terms, that is gross saving net of 

borrowing, and it has 	not because of a decline in 

gross saving but as a 	lt of the sharp increase in 

personal borrowing. And th 	priate remedy for that 

is to raise the cost of o. owing, and with it the 

retuin on saving, as we have done. 

25. 	Above all, the role of tax reform 	to encourage 

enterprise and improve economic p 	ce in the 

medium term. It is wholly inappropriate 	nswer 

short term or cyclical phenomena. So for 	xation 

of savings, the Government's policy is clear. e 	to 

(44 c_S 	2 
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climate in the equity market which owed the 

October 1987 Stock Exchange crash. 

So the time has come to improve and sim 

and give them a new boost. 

8 

EPs 
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strengthen and deepen popular capitalism in Britain, by 

encouraging in particular wider share owne/ship. 

I have a number of specific tax measures to 

announce today to that end. 

onal equity plans, or PEPs, were first 

annou 	y 1986 Budget, and started up in January 

1987. 	 House knows, those who invest in these 

plans pay 	her tax at all, either on the dividends 

they receiv 9\on any capital gains they may make - 
CV 

indeed, there is no need for them to get involved with 

the Inland Revenue at all. 

28. Personal equity got off to a good start, 

with over a quarter of a 	Ion investors, many who had 

subscribing almost 

Since then, however, the take-up of new PEPs has 

slowed down, not least as a result f the changed 
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31. 	First, I propose to raise the annual limit on the 

overall amount that can be invested in a PEP from £3,000 

to £4,800. 

cond, within that, I propose to raise 

sub 	lly the amount that can be invested in unit 

trust 	vestment trusts. 	For many small savers, 

these p 	 excellent introduction to shareholding. 

At present vestors may only place £540 a year, or 

a quarter of h 	PEP, in unit or investment trusts. I 

propose to more than treble this amount, to £2,400 a 

year; 	and I propose to allow the whole cf a PEP to be 

invested in unit or inves ent trusts, up to this limit. 

To qualify for tax rel 	he unit or investment trusts 

will be required to 	 wholly or mainly in 

UK equities. 

Third, at prcscnt, only cash may bc paid into a 

PEP. I propose that investors should also be permitted 

to place directly into a PEP shar obtained by 

subscribing to new equity iss 

privatisation issues. 

including 

34. 	Finally, I propose to make a number of 

simplifications to the PEP rules so as to 

9 
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scheme more flexible, better directed tc the needs of 

small and new investors, and cheaper to administer. 

1 

I am confident that the changes that I have 

announced today will enable personal equity plans to 

pl 	important part in stimulating the spread of 

own 	of British equities in the years ahead. 

have a number of improvements to announce 

specifical 	igned to encourage employee share 

ownership. 

It is a striking fact that the number of approved 

employee share schemes h risen from a mere 30 in 1979 

to 	almost 1,600 tojinvolving some 13/4  million 

employees. At present t 	nnual limits on the value of 

shares which can be cg ,- 	under all-employee 

profit-sharing schemes are 	0 or 10 per cent of 
0 

salary up to a ceiling of £5,000. I prcpose to raise 

these cash limits to £2,000 and £6,000 respectively. 

Second, I propose to increase th 	ly limit on 

contributions to all-employee save-as- 	 share 

option schemes from £100 to £150, and at th 	time 

to double the maximum discount from marke 	i. e at 

10 
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which options may be granted from 10 per cent to 20 per 

cent. 

personal interest in their profitabili0 and success 

flow from profit related pay. 

improves the company's performance. me benefits 

11 

Third, a number of my Hon. Frierds have been 

concerned that current tax law may be inhibiting the 

'ç. 

use 	

.  ( .7.. 

use a w1.6 	riety of finance, acquire more shares and 

tend to  0 	on a longer timescale. I propose to 

make it clea th 	companies' contributions to ESOPs 

qualify for corporation tax relief, provided they meet 

certain requirements designed to ensure that the 

employees acquire direct ownership of the shares within 

a reasonable time. I 	hat this will encourage more 

British companies, part 	rly in the uncuoted sector, 

to consider setting up ESO 

Those firms with employee share ownership schemes 

have no doubt that giving the workforce a direct 

deve 

kno 

appro 

ent of employee share ownership plans, otherwise 

SOPs. These are distinguished from ordinary 

ployee share schemes by the fact that they 
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41. 	This was one of the reasons why in my 1987 Budget, 

T introduced a tax relief to encourage its development. 

I have some improvements to make to this scheme, too. 

42. 	First, as I have previously announced, I propose 

lish the restriction that, to qualify for the tax 

ospective profit-related pay must equal at 

cent of total pay. Second, I propose to 

on the annual amount of profit-related 

tract relief from £3,000 tc £4,000. 

Third, I propose to enable employers to set up 

schemes for headquarters and other central units using 

the profits of the w tile company or group for their 

profit calculations. 4  ourth, to help share schemes 

and ESOPs as well as 	related pay, I propose to 

change the so-called materiel a erest rules which may 

at present unnecessarily ex 	employees from schemes 

where they can already benefit from a trust set up for 

employees. 

Taken together, the package A 	ures I have 

Announced to encourage wider share owners general, 

400 
and employee share ownership in particular, 	elp to 

ensure that the idea of a share-owning demccra,

1( 

 Nmes 

1/4  
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46. 

ever more entrenched as a part of the British way of 

45. 	Last June, the Inland Revenue isEued with my 

authority a major consultative document on the taxation 

grof 	assurance. 

x regime for life assurance is sui generis. 

The pre 

has develo 

to a state 

stem dates back to the First World War and 

the years in a piecemeal way, leading 

airs in which the incidence of tax is 

extremely uneven, with some successful life offices 

paying no tax at all. 

There is clearl 	werful case for reform, with 

a view to securing a tax 

both within the industry 

line which is mcre equitable 

between life assurance 

and most other forms of saving 

sz I have considered very carefully the 

representations the industry has made nd taken full 

account both of the changes to the re X 

assurance proposed by the Securities 

Board under the Financial Services Act and 

for increased competition within the Eurorean 

after 1992. In the light of these factors, 

13  
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decided not to proceed with the more radical reforms 

canvassed in the -:onsultative document. But I do have a 

number of important changes to propose, based for the 

most part on the general tax reform principle of seeking 

lower rates on a broader base. 

NOT TO BE COPIED 

49.\"f 	t, many life offices run a persion business 

along • 	..eir main life assurance business, and they 

are no 	ired to keep the two businesses entirely 

separate f 	purposes. This enables them to set the 

unrelieved 	 of the pensions business against the 

income and gains of their life business, thus giving 

their life profits unduly favourable tax treatment. The 

life offices themselves have accepted that this 

treatment is anomalous 	propose to end it. 

This change, alon 	some minor related 

changes, will come into force 	•  1 January 1990, and 

will yield some £150 million in 1990-91. The remainder 

of the changes I have to propose constitute a broadly 

balanced package which, because of 	transitional 

provisions, will reduce the taxation o 

in 1990-91 by some £100 million. 

assurance 

I propose that the expenses incurre 	ife 

offices in attracting new business should contin 

14 
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are certain other, more technical matters 

e consultative document which will require 

52. 
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4 

fully deductible for tax purposes from the income and 

4  gains of life funds, but should in future he spread over a period of seven years. To give the industry time to 

adjust, this change will be phased in gradually over the 

next four years, starting on 1 January, 19S0. 

further 	ssion with the industry, and any 

legislativ 	es on these issues will have to wait 

for next yea s7 ance Bill. 

But I can say here and now that I prcpose, as from 

1 January 1990, to abolis Life Assurance Policy Duty. 

And I also propose, f 	same date, that the rate of 

tax payable on the polic 	er's share of income and 

gains of life offices, whic 	esent stands at 35 per 

cent on unfranked investment 	• e and 30 per cent on 

realised capital gains, should be reduced to the basic 

rate of income tax. 

The net effect of all these 	es to the 

taxation of life assurance will be a costX 	ati million 

in 1989-90 and a yield of £45 million in 19 4 0,66 	rising 

somewhat in subsequent years. 
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55. 	But above all it will provide a more efficient and 

equitable tax regime for this mos-  important industry. 

Later this year, UK unit trusts will be able to 

compete freely in Europe and will face competition from 

ana 	Community investment schemes here. 	At 

/ pre 	trusts investing in gilt-edged securities or 

other 	face a tax disadvantage. 	They pay 

corporat 	 at 35 per cent on their income but can 

pass on a 	 of only the basic rate to their 

investor. So 	,.ose that from 1 January 1990, as for 

life assurance companies, the corporation tax rate on 

unit trusts that come within the new European Community 

rules will be equal to th basic rate of income tax. 

Their investors will 	get full credit for all the 

tax the trusts pay. 

I now turn to pensions. 

114 vs.97 SPoY1,5 

2) coquet) witit• 

(0,a, • 

58. 	The tax treatment accorded to pensior schemes is 

quite rightly'particularly favourable; 	the 

this privilege has to be circumscribed 

rules. 	Su pension schemes only qualify 

if they meet certain conditions, notab 

o x 

/ 	pension paid may not exceed two-thirds of fin 

16 
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sand if they fall foul of any of these rules, they lose 

all relief. 

60. Howeve 

may be paid from tax-

based on final salary of £6 

roved occupational schemes, 

year. 
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59. This has the perverse result that tax law 

effectively constrains the overall pension an employer 

ca his employee. 	This is neither desirable nor 

nec 	Accordingly, I propose to make it possible 

for 	rs to provide whatever pensions package they 

believe 	y to recruit and reward their employees. 

it is clearly right that employers 

should be free to provide whatever pension they see fit, 

it would not be right to make the present generous tax 

treatment available wi 	no upper limit at all. I 

therefore propose to s 	imit on the pensions which 

61. 	I have deliberately set the ceiling at a level 

which will leave the vast majority of employees 

unaffected, and it will be subject to an 'l uprating in 

line with inflation. 	It will still 

tax-approved occupational scheme to pay 

much as £40,000 a year, of which up to £ 

commuted for a tax-free lump sum. 

17 
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The new ceiling will apply only to pension schemes 

Aset up, on or after today, or to new members 'oining 

existing schemes after 1 June. And, as I have already 

said, there will now be complete freedom to provide 

benefits above the Inland Revenue limits, though without 

Q7bthe 	relief. 

ntroduction of this ceiling on tax relief 

also ena 	to simplify and improve the rules for 

the majori •ension scheme members, in particular to 

ease the con t under which people can take early 

retirement. 

I also propose to mplify very subEtantially the 

rules concerning addit 	voluntary contributions to 

pension schemes, or AIn particular, the present 

requirements for free AVCs place a heavy 

administrative burden on emp 	ge.s. These requirements 
0 

will be greatly reduced. Indeed, in many cases 

employers will not need to be involved at all. 

65. 17$  Furthermore, if AVC investments p=44. NI:rery well, 
occupational pensions may at present have 

to keep total benefits within the permitt 

propose that in future any surplus AVC funds 

returned to employees, subject to a special tax 

reduced 

ts. I 

be 
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This will remove the penalty on good investment 

performance. 

The most important development in the pensions 

field in recent years has undoubtedly been the 

int 	tion and success of personal persions. Since 

Jul 	year, a million people have already taken 

advan 	the new flexibility and opportunities these 

offer. 	two proposals today to ffake personal 

pensions s 	tre attractive. 

First, I propose to make it easier for people in 

personal pension schemes to manage their own 

investments. 

Second, I propose-6 increase substantially the 

age of 35. This will be of particular value to those 

running their own business, who are often unable to make 

contributions until later on in their woo 	g life. 	It 

will also improve the position of per 	ensions in 

relation to occupational schemes. The ne 	ts will 

be subject to an overall cash ceiling base 	flings 

of £60,000, corresponding to the new cei 

occupational pensions, and similarly indexed. 
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69. 	These changes build on, and complete, the pension 

measures I introduced in my 1987 Budget. They represent 

a significant deregulation which will allow more 

flexibility, while setting for the first time a 

ble cash limit on the tax relief available to any 

in 	1. They should give a boost, in particular, to 

savin 	ugh personal pensions and through AVCs. 

saving in the present tax system is the0 atment of the 

fe's income 

band and 

on will 

who 

wn 

income. 

69a. Coup 

as far as 

pensions. 

th the changes I made in 1987, this is 

go in amending the tax treatment of 

Finally, on the 	ation of saving, it should not 

0 
I refer to Independent Taxation. For there can be 

little doubt that one of the greatest disincentives to 

savings of married women. At prese 

from savings has to be disclosed to h 

taxed at his marginal rate. Independent 

change all that. In particular, those marrie 

have little or no earnings will in future have 

personal allowance to set against their savings 

Independent Taxation may well do much to encourage the 

DfggcliggIAFicligrthi  I  4 coM9Z, TO BE COPIED 
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TAXES ON SPENDING 

72. I now turn to taxes on personal income and 

spending. 

73. 	the House knows Her Majesty's Government are 

obl 

certaL 	our zero rates of VAT on supplies to 

busines 	bly on non-residential construction, but 

also on 	 d power and on water, are not lawful. 

This derives ro the Court's interpretation of the 

Community's Sixth VAT directive to which the UK agreed 

in 1977. The necessary changes will be introduced in 

this year's Finance Bill and draft clauses have already 

been published. 

implement the European Court's judgement that 

74. 	In implementing the t I have sought to do 

as much as possible to 	Ise the burden. From 

1 April VAT will be payable in respect of all 

non-residential construction unless carried out under a 

agreements entered into before the cour ruling. 	And 

from 1 August landlords will have 	tion to tax 

rents, which means that in most cases no 	gAT will 

be paid at all. 
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75. 	These measures will reduce the burden of VAT on 

construction so far as the private sector is concerned 

to just £35 million in 1989-90 rising to £110 million in 

1992-93. Without them the yield from VAT on 

construction in the private sector would have risen to 

Ilion. There will also be a yield of 

£2 	ion from construction carried out for the 

publi se1tor, and the public sector programmes 

concern 	 already been protected by compensatory 

adjustmen 	e necessary. 

VAT will not be payable until July 1990 on water 

for industry or on fuel and power - then only on 

business users above a pecified threshold. 	Private 

households will remai 	o rated. 

I have been partiO 

impact of the European Cou 

concerned about the 

ruling on charities. 
.(> 

Unfortunately charities' business activities cannot 

lawfully be shielded from the effects of the ruling but 

I have been able to retain zero-ratesconstruction, 

water, fuel and power for all chant---' 	on-business 

activities, for churches and for m.:, 	sidential 

accommodation such as old people's home 	dents' 

hostels and hospices. 
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+e-c- 
I also propose to allow the present rules on ta 

relief for membership sub criptions paid by covenant to 

heritage and conserv 	charities. 	f the member is 

given the right of full 

property, that benefit 

whether relief is due. 

benefit to organisations 

view the charity's 

Thi 

*ignored in determining 

ill be cf particular 

such as the National Trust. 
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78. I have considered whether there is anything 

further I can sensibly do to assist charities with their 

VAT bills in these special circumstances. I propose to 

relieve charities from VAT on fund raisina events, on 

sterilising equipment for medical use, and on classified 

Qb

advea sing. 
79. 

to the 

saving of 

disabled per 

propose to relieve from car tax cars leased 

led. 	This is equivalent to an overall 

£400 on each vehicle leased to a 

But in general, I continue to 	ieve that the 

best way of helping charitable causes the tax 

system is by directly encouraging the ac Qt- aritable 

giving. The Payroll Giving Scheme, which oduced • 

in my 1986 Budget, has been growing stead 	ome 

3,400 schemes have now been set up, and over 
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A
employees are already participating, quite a few of them 

Jiving the full £240 annual limit for tax relief. I now 

propose to double that limit to £480, or £40 a month. 

82. 	But for the Payroll Giving Scheme to achieve its 

ful 	tential, it is clearly necessary for the 

chat 	themselves, and others involved, to mount a 

major 	ation and marketing campaign tc promote it. 

any glad that my Rt.Hor. Friend, the 

Viscount W 
	

has agreed to become Chairman of the 

new Payroll SGvg Association, which will co-ordinate 

efforts in this field. 

I now turn to the excise duties. 

The damage to the e4 onment in general, and to 

child health in particular, 

and the contribution of ordin 

lipead in the atmosphere, 

eaded petrol to this 

problem, is increasingly widely known. The government 

is committed to phasing out leaded petrol altogether, 

and in successive Budgets I have sought 	assist this. 

I first introduced a tax differentia 	favour of 

unleaded petrol in 1987, and increase 

But although sales are undoubtedly risi 

petrol still accounts for only some 5 per cen 

petrol sales, even though two-thirds of the cars 

St year. 

eaded 

tal 
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the road could use it, either without any adjustment or 

else with a conversion costing only some £20 or so. 

One of the problems is ignorance of the facts. 

Many motorists do not realise that their cars can 

air-; 	use unleaded petrol. Many others are unaware 

how 	t the conversion cost usually is. Others 

wrong 	gine that their car's perfcrmance would 

suffer 	they to use unleaded fuel. Yany are under 

the false 	ion that, if they do switch to unleaded 

petrol, thei 	will no longer be able to use leaded 

petrol. 

It is clearly es ,eitial that these myths are 

rapidly dispelled. 

opportunity of this Budg 	o increase still further the 

tax differential in favour qfaded petrol, by nearly 

fourpence a gallon. If this Iiiktion is fully passed 

on to the 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 b etting on for 

tenpence a gallon, or just over 	 a litre, 

cheaper than four star leaded petrol. 	 I be one 

price of the most substantial differentials betwe 	price 

of leaded and unleaded petrol within the  

Community:1 
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87. 	But I do n)t intend to stop there. I also propose 

<1 
 to raise the tax on two and three star petrol, so that 

the pump price of these grades will be at least as high 

as that of four star. This should encourage garages to 

pha 	t two star petrol, which is already down to 

abo 	•  0:-r cent of the total market, thus enabling them 

to swim 011orage capacity to unleaded petrol - quite 

apart f 	incentive to the remaining two-star users 

to switch 	aded fuel. 

I am confident that the duty changes I have 

announced, which will take effect from six o'clock this 

evening, will help to lea o a marked increased in the 

use of unleaded petrol 	the next twelve months. 

They will of course a o 	d to a lcss of revenue 

of some £40 million in 1989-9 	I propose to recoup 

this from Vehicle Excise 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 

group of vehicles so that they cover Lhey 

I also propose to increase the rates of du 

heaviest non-articulated lorries, to put them 

equal footing with articulated lorries. 	These 

k costs. 

the 

ore 

es of this 
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will also simplify the system, greatly reducing the 

number of separate rates of Vehicle Excise Duty. 

90. 	I have no further changes to propose this year in 

the rates of excise duty. 

INCOME 

Nor 	propose any change this year to either 

the basic or 	rate of income tax. 

Since I aligned the rates of income and capital 

gains tax in last year's Budget, it follows that I also 

propose no change this 	in the capital gains tax 

rates. 	However, I do  <} e a few changes to capital 

gains tax to propose. 

With the advent of in2ependent taxation from 

April 1990, 	married women will acquire their own 

capital gains tax threshold, so that a 	rried couple 

will enjoy two such exemptions. In th 

propose to maintain the capital gains tax 

£5,000 for 1989-90. 

of this, I 

hold at 
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Second, I propose to abolish the general holdover 

relief for gifts. 

This was introduced by my predecesscr in 	1980, 

when there was still capital transfer tax on lifetime 

n order to avoid a form of double taxation. But 

the  lifetime giving has since been abolished, and 

the r 	increasingly used as a simple form of tax 

But wh'ly4Jie general holdover relief will go, I 

propose to retain it for gifts of business, farm and 

heritage assets. I also propose to extend the existing 

relief for all gifts to c rities to gifts of land to 

housing associations. 	of course gifts between 

husband and wife will conç 	to be exempt. 

In the case of gifts of 	sonal belcngings, these 

benefit from chattels relief, under which any items 

worth less than £3,000 on disposal are entirely exempt 

from capital gains tax. I propose to dlenthe chattels 

exemption limit to £6,000. 

Lastly, on capital gains tax, I propos 	hange 

the tax treatment of certain bonds so as tc si  • 	Lhe 

tax rules and prevent a loss of yield by the se f 

28  

I 	BUDGET SECRET 	NOT TO RE COPIED 
I BUDGET LIST ONLY I 



  

NOT TO BE COPIA , BUDGET SECRET 
BUDGET LIST ONLY 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

indexation to create losses and the conversion of income 

into capital gains. 

99. 	To return to income tax, I propose to raise all 

the main income tax thresholds and allcwances by the 

St. t 

Thu 

£2,78 

£280 

£1,400 to 

indexation factor of 6.8 per cent, rounded up. 

single person's allowance will rise by £180 to 

the married man's allowance will rise by 

75. 	The basic rate limit will rise by 

The single age allowance will rise by £220 to 

£3,400, and the married age allowance by £350 to £5,385. 

The higher level of age lowance will rise by £230 to 

£3540 for a single 

married couple. 

and by £360 to £5565 for a 

0 

I have a number of measik 	help the elderly. 

In 1987 I introduced a new higher age ellowance, for 

those aged 80 and over. I now propose to Extend this to 

all 	those aged 75 and over. 	This 

additional 15,000 elderly single pe 

couples out of tax altogether. Three 

-ill take an 

d married 

s of all 

those aged 75 and over will not be liable t 

at all. 
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102. The income limit for the age allowance will rise 

by £800 to £11,400, again in line with indexation. 

However, I propose to reduce the rate at which the age 

allowance is withdrawn above this incore limit. 

propose that in future it should be withdrawn at the 

rate 	£1 of allowance for each £2 of inccme above the 

li 	stead of the present rate of E2 in every £3. 

This 	hat the marginal tax rate for those in the 

withdra14nd will be reduced to well below 40 per 

cent, thus 	g a large number of representations I 

have receix:X7ov the past year. 
". 

<7 

The Finance Bill will also include the provisions 

to establish the new tax elief for the over-60s health 

insurance premiums, 	I announced tc the House in 

January, and which will  A 	effect from April next 

year, at a cost of £40 mil'Iç 	1990-91. 

1 have one further ckange to ffake to help 

pensioners. Under the earnings rule, any pensioner who 

decides to continue to work after reachi  e  the statutory 

APretirement age has his or her pension  1.--0  at a rate 

of 50 per cent on every El earned betwce 	--,.. d 09 a 

week, rising to 100 per cent for every £ over 

£79 a week. 	This rule applies until he 

reached give years beyond the State pensior age. 

we 
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105. The Manifesto on which we were first elected in 

1979 acknowledged that it was wrong to discourage people 

who wished to work beyond retirement age in this way, 

/ and pledged that we would abolish the earnings rule. 

106 	 is precisely what we shall do. 

My Rt.; 	lend the Secretary of State for Social 

Service 	have agreed that the pensioners' earnings 

1 
rule shoul 	polished from the beginning of October, 

the earli 	racticable date. The necessary 

legislation will be included in the Social Security Bill 

currently before the House. 

The cost to 	ic expenditure will be 

£125 million in 1989-90, 	h will be entirely met from 

the Reserve. 	But the net<9 

significantly reduced by the 

increased pensions. 

f this measure will be 

e tax payable on the 

Those who wish to defer taking th 	pension will 

remain entirely free to do so, and will 	nue to earn 

a higher pension in return. 

I am sure the whole House will welcome 	ong 

overdue reform. 
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110. If I were to adopt the so-called "duck test" now 

in vogue across the Atlantic, the pensioners' earnings 

rule would probably qualify as a tax, and I would now be 

able to claim to have abolished a sixth tax. But sound 

nciples coupled with my innate modesty and 

nat 	ticence prevent me from doing so. 

NATIONAL E CONTRIBUTIONS 

I have one further measure to propose. 

It has long bee a feature of the National 

Insurance system that, 	people earn mere than the 

lower earnings limit, will 	In 1989-90 will be £43, they 

have to pay National Insura 	tributions at the same 

rate on the whole of thellarnings up to the upper 

earnings limit. There are currently three different 

It 

 

rates - 5 per cent and 7 per cent for those on lower pay 

and the standard rate of 9 per cent, 

of employing the young and unskilled, am.,

unemployment was then high and rising, a ( 

 
horn 
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burden of national insurance contributions on the low 

pain. 	But the highly desirable reduction in the steep 

step at the lower earnings limit was at the expense of 

two small steps further up the earnings scale. This 

inevitably means that, at certain points on the income 

SC 

The 

a h 

Insuranc 

people can still be worse off if they earn more. 

a earnings take them from a lower rate band to 

ne, and they therefore lose more in National 

ibutions than they gain in extra pay. 

114. In agr me with my Rt Hon Friend the Secretary 

of State for Social Security, I now propose to build on 

my 1985 reform. For everyone who pays employee National 

Insurance contributions I propose to reduce to only 

2 per cent the rate of ibutions on earnings up to 

and including the low 	earnings limit. On earnings 

single rate of 9 per 

mit, which has already 

been set for 1989-90 at £325 a week. 

115. This will abolish altogether the 	which at 

present exist at earnings, for 1989-90  • 	75 and £115 

a week. The step which has always existe 	 lower 

earnings limit, where people first cc 	 the 

National Insurance system, is the entry ticke 	the 

full array of contributory benefits. As such, 
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essential feature of the contributory principle. But my 

proposals will more than halve this step, to only 

86 pence a week in 1989-90. 

There will be no change in the contributions 

paa 	by employers. 

reform will significantly reduce the burden 

of empl 

the board 

heavier than 

effective 

National Insurance contributions across 

the lowest paid, that burden is now 

rden of income tax. This is the most 

I can take to lighten it. For measure 

everyone on just under half average earnings or more, it 

will leave them £3 a wee more of their own money. 

The new system wi1r< ake effect from the beginning 

of October, the earliestp 	kble date. The cost 

ki)will be El billion in 198" Fe and £2.8 billion in 
0 

1990-91. The necessary legislation will be included in 

the Social Security Bill currently before the House. 

The total additional cost of 	 easures in 

this Budget, on an indexed basis, is unde 	llion in 

1989-90 and £31/2  billion in 1990-91. 

1.?! EF PER c ATI o NITo C t ME] 
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If you or copy recipients have any further comments - 

' 

' 1 changes or factual corrections - could they reach me by 

1uch4 tomorrow, Friday 10 March, please. 

\ 

MO IRA WALLACE 
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specific taxpayer. 

I would only add that the need for 

is in no sense a reflection on the probity 

of the members of those two Departments. Inde 

otection 

egrity 

ter 

nearly six years as Chancellor and more than eig 

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. 

(111414 	
the House knows, the new official secrets 

‘4°‘ 
Excise conc 

taxpayers. 

I am sure that th whole House will agree that it 

is essential for taxpa 	onfidentiality to be properly 

protected. 	I therefore opose to introduce provisions 

in this year's Finance Bill> /t 	ensure that it will 

continue to be a criminal 	fence for officials or 

former officials of either of the Revenue Eepartments to 

reveal information about the private affairs of a 

much 

Act. 

leg currently passing through Parliament is very 

r in scope than the present Official Secrets 

cular, it does not cover information in 

the posses either the Inland Revenue or Customs & 

the private affairs of specific 
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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 both Departments. 

BU 	TAXATION 

turn to taxation. 	As I have done on a 

number o 	ious occasions, I propose to divide this 

into thre 	d sections: the taxation of business, 

the taxation 	ings, and the taxation of personal 

income and spending. 

First, taxes on bu. ness. 

Ever since the cor 	tion tax reforff I introduced 

in 	1984, the rate of 	

O 

c*r.  - .tion tax 	for  

il! 	

small 

companies, defined for this p 	se as those with annual 

profits of less than £100,000, has been set at the basic 

rate of income tax, currently 25 per cent. 	Large 

companies, defined as those with profitsei 1/2 million 

or more, pay the main rate of corpora 	x of 35 per 

cent, one of the lowest rates of tax on 	 profits 

in the world. 	Between £100,000 and £1/2 	on the 

average rate of tax gradually rises from 	to 

35 per cent. 

2 
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I propose to keep the small companies rate in line 

with the basic rate of income tax for 19E9-90 and to 

leave the main corporation tax rate unchanged . But I 

propose to increase the small companies' rate band 

Sll 
	

tially, by 50 per cent. 

the small companies' rate will apply to 

companie 	profits of under £150,000, and the 35 per 

cent rat 	I only be reached at profits of 

3
/4  million. 	e changes will reduce the corporation 

tax burden for more than half of all those companies 

that do not already enjoy the benefit et the small 

companies rate. 

I propose to rease the VAT threshold to 

E23,600, the maximum permitte 	er European Community 

law. 

I also have to set the scales for the private use 

of company cars. This remains far and 	•- y the most 

widespread benefit in kind. 	When 	led the car 

scales in last year's Budget, I made it 	 this 

still lett this benefit significantly under 

3  
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12. 	Accordingly, I propose to increase the car scales 

by one third for 1989-90. The yield from this will be 

£160 million in 1989-90 and £200 millicn in 1990-91. 

There will be no change in the fuel scales. 

13 	ver the years I have received a number of 

rep -tions from business complainirg about the 

long- 	g tax treatment of foreign exchange gains 

and lo 	I recognise that as business becomes more 

global th 	t,.ject becomes increasingly important. 

However, 	 to say that I find it ore of the most 
\.r 

intractable I have encountered. Certainly, there can be 

no question of any change in the present system until a 

number of crucial and complex issues have been 

satisfactorily resolv 	have therefcre authorised 

the Inland Revenue to 	ish today a consultative 

document which explores t3i 	'ssues and examines the 

scope for reform. 

I
14. 	Finally, on business taxation, I have two major 

t  ts  the income tax reforms I introduced la 

simplifications to propose, both of wNit follow from 

et. 

15. 	One of the many undesirable features 	income 

tax system with several higher rates was th 	e a 

taxpayer's marginal rate could well be very diff en 

4 
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different years, 	the question of which year income 

related to made a great deal of difference. 	This was 

true of Schedule E where the strict rule is that income 

is taxed in the year to which it relates, on an accruals 

j basis. 

the vast majority of employees, this basis of 

for Schedule E poses no problem. 	But for 

million people, mainly directors, who do 

their income in the year to which it 

complications and often needless 

assessments and correspondence long after the tax year 

is over. It is also open to manipulation. 

I therefore 	s.ose that income tax under 

Schedule E should in fu t 	be assessed on a receipts 

basis, with the simple p.- 'le that you pay the tax 

when you receive the inc 	This will have a 

transitional 	cost 	of 	£80 million in 1989-90 and 

£60 million in 1990-91, but in the long term it will 

yield both extra revenue and a sig 	anL saving in 

both taxpayer's time and Inland Revenu 

The reduction in the top rate of in 	tax to 

40 per cent in last year's Budget also en 	to 

make a major simplification of the tax treatmen 	he 
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vast bulk of the incorporated sector of small 

business-s: those known as close companies - generally 

speaking, unquoted companies that are controlled by five 

or fewer people. 

19 	he rules for the so-called apportionment of close 

co 	 income are notoriously complex, taking up 

some 	ipages of impenetrable legislation. 	These 

rules 	 longer needed and I propcse to abolish 

them. I b #that family businesses in particular 

will welcome 	ubstantial simplificaticn. 

I do, however, have to guard against the avoidance 

of tax on investment inc 	by channelling it through a 

closely controlled in 	company. Any such company 

which does not distribut: 	of its profits and other 

investment income will fe-4ire be taxed at 40 per 

cent, equivalent to the highe ite of inccme tax. 

The sharp decline in the ratio of person 	ving 

to 	personal income, 	over the past two y rs n 
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particular has led to even more discussion than usual of 

the merits of providing greater tax incentives for 

personal saving. 

23. Certainly it is desirable that, over the 

me 	term, we generate as a nation a level of saving 

su 	t to finance a high level of investment. 	But 

what 

corpora 

high level 

boosted by t 

for that is not personal savirgs alone, but 

ngs too, which are running at historically 

public sector savings, which have been 

to budget surplus. 

Moreover, the personal saving ratio is measured in 

net terms, that is to say as gross saving net of 

borrowing, and it has 	n not because of a decline in 

gross saving but as a<)' ult of the sharp increase in 

personal borrowing. And 	Popriate remedy for that 

is to raise the cost of 	rowing, and with it the 

return on saving, as we have done. 

Above all, the role of tax reform 	to encourage 

enterprise and improve economic pe 	'-1jce in the 
e\ 

medium term. It is wholly inappropriate 	nswer to 

short term or cyclical phenomena. So for 	xation 

of savings, the Government's policy is clear. 	to 
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strengthen and deepen popular capitalism in Britain, by 

encouraging in particular wider share owne/ship. 

I have a number of specific tax measures to 

announce today to that end. 

onal equity plans, or PEPs, were first 

annou 	my 1986 Budget, and started up in January 

1987. 	4e House knows, those who invest in these 

plans pay 	her tax at all, either on the dividends 

e° 
they receiv 	on any capital gains they may make - 

indeed, there is no need for them to get involved with 

the Inland Revenue at all. 

28. Personal equit ns got off to a good start, 

with over a quarter of anjflion investors, many who had 

never 	owned shares beg" - 

£1/2 billion between them in 

subscribing almost 

Since then, however, the take-up of new PEPs has 

slowed down, not least as a result 	f the changed 

climate in the equity market whic 

October 1987 Stock Exchange crash. 

(c 

So the time has come to improve and sim 	PEPs 

1 and give them a new boost. 
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subscribing to new equity is 

privatisation issues. 

Finally, I propose to make a number of 

simplifications to the PEP rules so as to 

9 
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31. 	First, I propose to raise the annual limit on the 

overall amount that can be invested in a PEP from £3,000 

to £4,800. 

32 	econd, within that, I propose to raise 

su 	ally the amount that can be invested in unit 

trust 	vestment trusts. 	For many small savers, 

these p 	an excellent introduction to shareholding. 

At present vestors may only place £540 a year, or 

a quarter of 	PEP, in unit or investment trusts. I 

propose to more than treble this amount, to £2,400 a 

year; 	and I propose to allow the whole cf a PEP to be 

invested in unit or inve ment trusts, up to this limit. 

To qualify for tax re 4 	the unit or investment trusts 

will be required to  2  s wholly or mainly in 

UK equities. 

Third, at present, only cash may be paid into a 

PEP. I propose that investors should also be permitted 

to place directly into a PEP shar obtained by 
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scheme more flexible, better directed tc the needs of 

small and new investors, and cheaper to Edrinister. 

I am confident that the changes that I have 

announced today will enable personal ecuity plans to 

pl 	important part in stimulating the spread of 

ow 	jof British equities in the years ahead. 

I 	have a number of improvements to announce 

specifical 	igned to encourage employee share 

ownership. 

It is a striking fact that the number of approved 

employee share schemes h risen from a mere 30 in 1979 

to 	almost 1,600 t 	Involving some 13/4  million 

employees. At present thK<nnual  limits on the value of 

shares which can be cg 	under all-employee 

profit-sharing schemes are 	0 or 10 per cent of 

salary up to a ceiling of £5,000. I prcpose to raise 

these cash limits to £2,000 and £6,000 respectively. 

Second, I propose to increase th 

contributions to all-employee save-ds- -n share 

7 time 

to double the maximum discount from marke 	e at 

10 
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which options may be granted from 10 per cent to 20 per 

cent. 

39. 	Third, a number of my Hon. Frierds have been 

concerned that current tax law may be inhibiting the 

ment of employee share ownership plans, otherwise 

ESOPs. These are distinguished from ordinary 

appro 	ployee share schemes by the fact that they 

use a w 	riety of finance, acquire more shares and 

tend to  ,47-1 	on a longer timescale. I propose to 

make it cle:‘ t 	companies' contributicns to ESOPs 

qualify for corporation tax relief, provided they meet 

certain requirements designed to ensure that the 

employees acquire direc ownership of the shares within 

a reasonable time. I  4b-  that this will encourage more 

British companies, part 	any in the uncuoted sector, 

to consider setting up ESO 

0 
40. 	Those firms with employee share ownership schemes 

have no doubt that giving the workforce a direct 

personal interest in their profitabil 	and success 

improves the company's performance. 

flow from profit related pay. 

11 
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41. 	This was one of the reasons why in my 1987 Budget, 

I introduced a tax relief to encourage its development. 

I have some improvements to make to this scheme, too. 

43. Third, propose to enable employers to set up 

the profits of the le company or group for their 

announced to encourage wider share owner general, 

42. 	First, as I have previously announced, I propose 

to 	lish the restriction that, to qualify for the tax 

re 

least 

raise thè 	on the annual amount of profit-related 

pay which 	jtract relief from £3,000 tc £4,000. 

schemes for headquarters and other central units using 

profit calculations. 	3f  ourth, to help share schemes 

and ESOPs as well as 

change the so-called mater 

at present unnecessarily ex 

t related pay, I propose to 

erest rules which may 

employees from schemes 

where they can already benefit from a trust set up for 

employees. 

44. 	Taken together, the package a\D uLes I have 

and employee share ownership in particular 

ensure that the idea of a share-owning demccr. 	omes 

<‘‘ 
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ever more entrenched as a part of the Fritish way of 

life. 

Last June, the Inland Revenue issued with my 

authority a major consultative document on the taxation 

c. 
x regime for life assurance is sui cleneris. 

The pre 

has develo 

to a state 

stem dates back to the First World War and 

the years in a piecemeal way, leading 

airs in which the incidence of tax is 

extremely uneven, with some successful life offices 

paying no tax at all. 

There is clearl 	owerful case for reform, with 

a view to securing a tax ° ime which is mcre equitable 

both within the industry 	between life assurance 

and most other forms of savin 

37  I have considered very ceretulLy the 

representations the industry has made 	d taken full 

account both of the changes to the rejv 	of life 

assurance proposed by the Securities<q) vestment 

Board under the Financial SeLvices Act and thp 	spects 

for increased competition within the Eurorean Nity 

after 1992. In the light of these factors, 	ve 

13 
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decided not to proceed with the more radical reforms 

canvassed in the consultative document. But I do have a 

number of important changes to propose, based for the 

most part on the general tax reform principle of seeking 

lower rates on a broader base. 

49. 

along 

are not 

separate f 

many life offices run a persion business 

eir main life assurance business, and they 

ired to keep the two businesses entirely 

purposes. This enables them to set the 

unrelieved e 	of the pensions business against the 

income and gains of their life business, thus giving 

their life profits unduly favourable tax treatment. The 

life offices themselve have accepted that this 
At 

treatment is anomalous 	I propose to end it. 

This change, alonT 	some minor related 

changes, will come into force 	1 January 1990, and 

will yield some £150 million in 1990-91. The remainder 

of the changes I have to propose constitute a broadly 

balanced package which, because of 	transitional 

provisions, will reduce the taxation o 	kj.  assurance 

in 1990-91 by some f100 million. 

I propose that the expenses incurre 	ife  

offices in attracting new business should contin 

14  
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e same date, that the rate of 

share of income and 

esent stands at 35 per 
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fully deductible for tax purposes from the income and 

gains of life funds, but should in future he spread over 

K1  a period of seven years. To give the industry time to 
adjust, this change will be phased in gradually over the 

next four years, starting on 1 January, 1990. 

) 52. 

raise 

further 

legislativ 

for next yea 

are certain other, more technical matters 

consultative document which will require 

ussion with the industry, and any 

es on these issues will have to wait 

ance Bill. 

53. 	But I can say here and now that I prcpose, as from 

1 January 1990, to aboliph Life Assurance Policy Duty. 

realised capital gains, should be reducec to the basic 

rate of income tax. 

1 54. The net effect of all these 	 to the 

taxation of life assurance will be a cost 	million 

in 1989-90 and a yield of £45 million in 15 	arising 

somewhat in subsequent years. 
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But above all it will provide a more efficient and 

equitable tax regime for this most important industry. 

Later this year, UK unit trusts will be able to 

compete freely in Europe and will face competition from 

an- 

S1 

 us Community investment schemes here. 	At 

<(‘ 

 trusts investing in gilt-edged securities or 

face a tax disadvantage. 	They pay 

corpora 	ax at 35 per cent on their income but can 

pass on a 	 of only the basic rate to their 

investor. 	 pose that from 1 January 1990, as for 

life assurance companies, the corporation tax rate on 

unit trusts that come within the new European Community 

rules will be equal to t basic rate of income tax. 

Their investors wil 

tax the trusts pay. 

get full credit for all the 

57. 	I now turn to pensions 

58. 	The tax treatment accorded to pension schemes is 

quite rightly particularly favourable; a. the extent of 

this privilege has to be circumscribed 	and Revenue 

rules. 	So pension schemes only qualif 	x relief 

pension paid may not exceed two-thirds of fin 

16 
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1 

and if they fall foul of any of these rules, they lose 

59. This has the perverse result that tax law 

effectively constrains the overall pension an employer 

ca 	y his employee. 	This is neither desirable nor 

ne 	 Accordingly, I propose to make it possible 

for 	o -rs to provide whatever pensions package they 

believe 	ary to recruit and reward their employees. 

all relief. 

it is clearly right that employers 

should be free to provide whatever pension they see fit, 

it would not be right to make the present generous tax 

treatment available wi 	no upper limit at all. I 

therefore propose to s 	limit on the pensions which 

may be paid from tax- roved occupational schemes, 

based on final salary of £ year. 

61. 	I have deliberately set the ceiling at a level 

which will leave the vast majority of employees 

unaffected, and it will be subject to a ni uprating in 

line with inflation. 	It will still 	e  sible for a 

tax-approved occupational scheme to pay a 	n of as 

much as £40,000 a year, of which up to  '411  may be 

commuted for a tax-free lump sum. 

17 
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th relief. 

65. 	Furthermore, if AVC investments 

occupational pensions may at present have 

to keep total benefits within the permitt 

propose that in future any surplus AVC funds 

very well, 

reduced 

be 

returned to employees, subject to a special tax 

18 
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62. 	The new ceiling will apply only to pension schemes 

set up, on or after today, or to new members joining 

existing schemes after 1 June. And, as I have already 

said, there will now be complete freedom to provide 

benefits above the Inland Revenue limits, though without 

ntroduction of this ceiling on tax relief 

also ena 	to simplify and improve the rules for 

the majori 	ension scheme members, in particular to 

ease the con 	under which people car take early 

retirement. 

I also propose to ,simplify very substantially the 

rules concerning addit voluntary contributions to 

1 

pension schemes, or 	In particular, the present 

requirements for free stqn 	AVCs place a heavy 

administrative burden on emp  •  -rs. These requirements 
0 

will be greatly reduced. Indeed, in many cases 

employers will not need to be involved at all. 
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This will remove the penalty on good investment 

performance. 

A 

66. 	The most important development in the pensions 

field in recent years has undoubtedly been the 

in 	ction and success of personal persions. Since 

Ju 	year, a million people have already taken 

advan 	the new flexibility and opportunities these 

offer. 	_- 
 two proposals today to ffake personal 

pensions s- 11°‘' re attractive. 

First, I propose to make it easier for people in 

personal pension schemes to manage their own 

investments. 

Second, I propos 	o increase substantially the 

annual limits, as a p of earnings, on 

contributions to personal 	ions for those over the 
KT 

age of 35. This will he of particular value to those 

running their own business, who are often unable to make 

contributions until later on in their w 	ng life. 	It 

will also improve the position of p 

relation to occupational schemes. The ne 

be subject to an overall cash ceiling base 

of £60,000, corresponding to the new cei 

occupational pensions, and similarly indexed. 
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69. 	These changes build on, and complete, the pension 

measures I introduced in my 1987 Budget. They represent 

a significant deregulation which will allow more 

flexibility, while setting for the first time a 

ble cash limit on the tax relief available to any 

inØ.l. They should give a boost, in particular, to 

savi (T ugh personal pensions and through AVCs. 

69a. Cou 

as far as 

pensions. 

70. 	Finally, on the 	xation of saving, it should not 

be overlooked that 	ar-reaching reform which I 

announced in last year 	dget, to come into effect in 

April 1990, is relevant in( 	ontext. 

71. 	I refer Lu Independent Taxation. For there can be 

little doubt that one of the greatest disincentives to 

saving in the present tax system is the eatment of the 

savings of married women. At prese 	ife's income 

from savings has to be disclosed to h 	band and 

taxed at his marginal rate. Independent 	on will 

change all that. In particular, those marrie 	who 

have little or no earnings will in future have 	wn 

personal allowance to set against their savings income. 

Independent Taxation may well do much to encourage the 

growth hf 
BUDGET LIST ONLY 
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TAXES ON SPENDING 

72. I now turn to taxes on personal income and 

spending. 

the House knows Her Majesty's Government are 

implement the European Court's fudgement that 

our zero rates of VAT on supplies to 

bly on non-residential construction, but 

also on 	 d power and on water, are not lawful. 

This derives 	the Court's interpretation of the 

Community's Sixth VAT directive to which the UK agreed 

in 1977. The necessary changes will be introduced in 

this year's Finance Bill and draft clauses have already 

been published. 

74. 	In implementing the j 	t I have sought to do 

as much as possible to 	Ise the burden. From 

1 April VAT will be payable in respect of all 

non-residential construction unless carried out under a 

agreements entered into before the court ruling. 	And 

from 1 August landlords will have 	tion to tax 

rents, which means that in most cases no 	AT will 

be paid at all. 
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75. 	These measures will reduce the burden of VAT on 

construction so far as the private sectpr is concerned 

to just £35 million in 1989-90 rising to £110 million in 

1992-93. Without them the yield from VAT on 

construction 

£2ji 	ion 

in the private sector 

There will 

from 

would have risen 
.741-4-si- 
a iyield 

out for 

also be 

construction carried 

to 

of 

the 

publi 

concern 

adjustmen 

tor, and the public sector programmes 

ve already been protected by compensatory 

e necessary. 

VAT will not be payable until July 1990 on water 

industry or on fuel and power - then only on 

business users above 	specified threshold. 	Private 

households will rema 	o rated. 

76. 

for 

lawfulJy he shielded from the effects of the ruling but 

I have been able to retain zero-rates  a  construction, 

water, fuel and power for all charit 	on-business 

activities, for churches and for 	 sidential 

accommodation such as old people's horn-.- 	udents' 

hostels and hospices. 
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1 78. I have considered whether there is anything 

A
further I can sensibly do to assist charities wi.h their 

VAT bills in these special circumstances. I propose to 

relieve charities from VAT on fund raisinc events, on 

sterilising equipment for medical use, and on classified 

adVItsing. 

79. 	 propose to relieve from car tax cars leased 

to the 	led. 	This is equivalent to an overall 

saving of 	£400 on each vehicle leased to a 

disabled per 

I also propose to allow the present rules on tax 

relief for membership su criptions paid by covenant to 

heritage and conse 	charities. If the member is 

given the right of full 	ry to view the charity's 

property, that benefit 41 	ignored in determining 

whether relief is due. 	Thi 	ill be cf particular 

benefit to organisations such as the National Trust. 

But in general, I continue to 

best way of helping charitable causes 

) i:ve that the 

h the tax 

system is by directly encouraging the ac 	aritable 

giving. The Payroll Giving Scheme, which 	 • 	oduced 

in my 1986 Budget, has been growing stead 

3,400 schemes have now been set up, and over 

Some 

0 
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employees are already participating, quite a few of them 

giving the full £240 annual limit for tax relief. I now 

propose to double that limit to £480, or £40 a month. 

But for the Payroll Giving Scheme to achieve its 

fu 	otential, it is clearly necessary for the 

ch 	themselves, and others involved, to mount a 

major 	ation and marketing campaign tc promote it. 

larly glad that my Rt.Hor. Friend, the 

Viscount W 	has agreed to become Chairman of the 

new Payroll G4tg Association, which will co-ordinate 

efforts in this field. 

I now turn to the 	ise duties. 0c 

The damage to the aoninent in general, and to 

child health in particular,of  en  lead in the atmosphere, 

and the contribution of ordin 	leaded petrol to this 

problem, is increasingly widely known. The government 

X 	is committed to phasing out leaded petrol,  Ea/Itestjetklatril, 

and in successive Budgets I have sought- 	assist this. 

I first introduced a tax differenti 

unleaded petrol in 1987, and increase 	t year. 

But although sales are undoubtedly risa 	leaded 

otal 

petrol sales, even though two-thirds of the cars 

24 
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the road could use it, either without any adjustment or 

else with a conversion costing only some £20 or so. 

4,-.04"/ tCAOLC-5 raRALP--r" 

CLA.--tzt " 

reeC,IrC4,1 ("0 1.0.51(tal... 3 (-1. 

(C 	c:* 

A cef IE 
sjJ i9 

ct 

ALV.T 
B‘re-  Viqr  

One of the problems is ignorance of the facts. 

Many motorists do not realise that their cars can 

al 	use unleaded petrol. Many others are unaware 

ho 	 the conversion cost usually is. Others 

wrong 	gine that their car's perfcrmance would 

suffer 	they to use unleaded fuel. Many are under 

the false 	ion that, if they do switch to unleaded 

petrol, the J;4 will no longer be able to use leaded 

petrol. 

It is clearly essential that these myths are 

rapidly dispelled. 	ile, I propose to take the 

opportunity of this Budgj 	increase still further the 

tax differential in favourAllraded petrol, by nearly 

fourpence a gallon. If this 	ction is fully passed 

on to the 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 L bf etting on for 

tenpence a gallon, or just over t 4:4 :
) 

a litre, 

cheaper than four star leaded petrol. " *--- I be one 

of the most substantial differentials betwe 	price 

(\ of leaded and unleaded petrol within the \I ean 

Community]  

25 

I 	BUDGET SECRET 	NOT TO BE COPIED 
LEJUDGET LIST ONLY 



 

NOT TO BE COPIEO.  BUDGET SECRET 
BUDGET LIST ONLY 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



They will of course a 

of some £40 million in 1989-9 

d to a lcss of revenue 

propose to recoup 

BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

87. 	But I do not intend to stop there. I also propose 

to raise the tax on two and three star petrol, so that 

the pump price of these grades will be at least as high 

as that of four star. This should encourage garages to 

s

V451  

(\ 

ph s

r  

ut two star petrol, which is already down to 

abo 	r cent of the total market, thus enabling them 

to sw( 	orage capacity to unleaded petrol - quite 

apart f 	incentive to the remaining two-star users 

to switch 	aded fuel. 

lam confident that the duty changes I have 

announced, which will take effect from six o'clock this 

evening, will help to le to a marked increased in the 

use of unleaded petrol 	the next twelve months. 

this from Vehicle Excise Duty. Aithe present time a bus 

or a coach has to have 66 seats before it pays as much 

in Vehicle Excise Duty as a family ca 	I propose to 

rectify this anomaly by increasing the 	tes of this 

group of vehicles so that they cover the 

I also propose to increase the rates of diit 	the 

heaviest non-articulated lorries, to put them 	ore 

equal footing with articulated lorries. 	These 

26 
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will also simplify the system, greatly reducing the 

number of separate rates of Vehicle Excise Duty. 

90. 	I have no further changes to propose this year in 

the rates of excise duty. 

TAXA 	INCOME 

Nor 	propose any change this year to either 

the basic or iqlèv rate of income tax. 

Since I aligned the rates of income and capital 

gains tax in last year' Budget, it folloThs that I also 

propose no change thi 	in the capital gains tax 

rates. 	However, I do 	ye a few changes to capital 

gains tax to propose. 

93. with the advent of independent taxation trom 

April 1990, 	married women will acquire their own 

capital gains tax threshold, so that rried couple 

will enjoy two such exemptions. In thd),\ of this, I 

propose to maintain the capital gains ta 	hold at 

£5,000 for 1989-90. 	 C  ) 
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94. 	Second, I propose to abolish the general holdover 

relief for gifts. 

1 
95. 	This was introduced by my predecesscr in 	1980, 

when there was still capital transfer tax on lifetime 

gi 	in order to avoid a form of double taxation. But 

th 	lifetime giving has since been abolished, and 

the r 	s increasingly used as a simple form of tax 

avoidan 

But wle2he  general holdover relief will go, I 

propose to retain it for gifts of business, farm and 

heritage assets. I also propose to extend the existing 

relief for all gifts to5tkarities  to gifts of land to 

housing associations. 	d of course cifts between 

husband and wife will coe to be exempt. 

In the case of gifts o 	sonal belcngings, these 

benefit from chattels relief, under which any items 

worth less than £3,000 on disposal are entirely exempt 

from capital gains tax. I propose to dou 	the chattels 

exemption limit to £6,000. 

Lastly, on capital gains tax, I propc 	change 

the tax treatment of certain bonds so as tc si 	the 

tax rules and prevent a loss of yield by the se 
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101. I have a number of mea 
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e tax 
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indexation to create losses and the conversion of income 

into capital gains. 

To return to income tax, I propose to raise all 

the main income tax thresholds and allcwances by the 

r 

st 	ry indexation factor of 6.8 per cent, rounded up. 

Th 

£2,7K‘‘N the married man's allowance will rise by 

£280 tb-,= 	75. 	The basic rate limit will rise by 

£1,400 to 	O. 

The single age allowance will rise by £220 to 

£3,400, and the married age allowance by £350 to £5,385. 

The higher level of age lowance will rise by £230 to 

£3540 for a single 	and by £360 to £5565 for a 

single person's allowance will rise by £180 to 

to help the elderly. 

In 1987 I introduced a new igher age allowance, for 

those aged 80 and over. I now propose to extend this to 

all 	those aged 75 and over. 	This -ill take an 

1, ,w  d married additional 15,000 elderly single p 

couples out of tax altogether. Three  %.  =I's of all 

those aged 75 and over will not be liable t 

at all. 
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102. The income limit for the age allowance will rise 

by £80C to £11,400, again in line with indexation. 

However, I propose to reduce the rate at which the age 

allowance is withdrawn above this incoffe limit. 

propose that in future it should be withdrawn at the 

ra e 	El of allowance for each £2 of inccme above the 

J
l 
	

stead of the present rate of £2 in every £3. 

This 

withdra 

cent, thus 

have receive 

hat the marginal tax rate for those in the 

d will be reduced to well below 40 per 

g a large number of representations I 

the past year. 

The Finance Bill will also include the provisions 

to establish the new tax elief for the over-60s health 

11 insurance premiums, 	'  14-  I announced tc the House in 

January, and which will 	effect from April next 

year, at a cost of £40 mill' 	1990-91. 

I have one further change to ffake to help 

pensioners. Under the earnings rule, any pensioner who 

decides to continue to work after reachi the statutory 

retirement age has his or her pension  is 	.\at a rate 

of 50 per cent on every El earned betwee 	d £79 a 

week, rising to 100 per cent for every El 	over 

£79 a week. 	This rule applies until he 	has 

reached give years beyond the State pens ior age. 

30 

BUDGET SECRET 
	

NOT TO BE COPIED 
I BUDGET LIST ONLY 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIE. 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



nue to earn 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

105. The Manifesto on which we were first elected in 

1979 acknowledged that it was wrong to discourage people 

who wished to work beyond retirement age in this way, 

and pledged that we would abolish the earnings rule. 

10 is precisely what we shall do. 

My Rt • 	lend the Secretary of State for Social 

Services 	have agreed that the pensioners' earnings 

rule shoul olished from the beginning of October, 

the earli 	racticable date. The necessary 

legislation will be included in the Social Security Bill 

currently before the House. 

The cost t 	lic expenditure will be 

£125 million in 1989-90, 	ch will be entirely met from 

the Reserve. 	But the netco - of this measure will be 

significantly reduced by the 	me tax payable on the 

increased pensions. 

Those who wish to defer taking th 	pension will 

remain entirely free to do so, and wil 

a higher pension in return. 

109. I am sure the whole House will welcome • 	long 

overdue reform. 
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110. If I were to adopt the so-called "duck test" now 

in vogue across the Atlantic, the pensioners' earnings 

rule would probably qualify as a tax, and I would now be 

able to claim to have abolished a sixth tax. But sound 

ta 	inciples coupled with my innate modesty and 

nat  I 	ticence prevent me from doing so. 

NATIONAL I  ji 	E CONTRIBUTIONS 

I have one further measure to propose. 

It has long bee a feature of the National 

Insurance system that, 	people earn mcre than the 

lower earnings limit, wh 	in 1989-90 will be £43, they 

have to pay National Insur 	ntributions at the same 

rate on the whole of the 	arnings up to the upper 

earnings limit. There are currently three different 

rates - 5 per cent and 7 per cent for those on lower pay 

and the standard rate of 9 per cent, 

The two reduced rates, which I int44,‘ 	for both 

employers and employees in my 1985 Budget, 	e cost 

of employing the young and unskilled, am 	whom 

unemployment was then high and rising, an 
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burden of national insurance contributions on the low 

paid. 	But the highly desirabth reductior in the steep 

step at the lower earnings limit was at the expense of 

two small steps further up the earnings scale. This 

inevitably means that, at certain points on the income 

sc 1 

%n 

people can still be worse off if they earn more. 

The a earnings take them from a lower rate band to 

a h ne, and they therefore lose more in National 

Insuran 	ributions than they gain in extra pay. 

In agremnwith my Pt Hon Friend the Secretary 

of State for Social Security, I now propose to build on 

my 1985 reform. For everyone who pays employee National 

Insurance contributions I propose to /educe to only 

11 2 per cent the rate o 	 4,  ributions on earnings up to 

and including the low> earnings limit. On earnings 

above that limit, there wi single rate of 9 per 

cent, up to the upper earnin 	imit, which has already 

been set for 1909-90 aL £325 a week. 

This will abolish altogether the 	ps which at 

present exist at earnings, for 1989-9 	75 and £115 

a week. The step which has always existe  A  . 	e lower 

earnings limit, where people first cc 	o the 

National Insurance system, is the entry ticke 	the 

full array of contributory benefits. As such, 
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essential feature of the contributory principle. But my 

proposals will more than halve thi,-; step, to only 

86 pence a week in 1989-90. 

There will be no change in the contributions 

by employers. 

reform will significantly reduce the burden 

National Insurance contributions across 

the lowest paid, that burden is now 

rden of income tax. This is the most 

effective measure I can take to lighten it. For 

everyone on just under half average earnings or more, it 

will leave them £3 a wee more of their own money. 

The new system wii241e effect from the beginning 

of October, the earliest 	a' 'able date. 	The cost 

OP  will be El billion in  19:WS  and £2.8 billion in 
0 

1990-91. The necessary legislation will be included in 

the Social Security Bill currently before the House. 

The total additional cost of aJ.measures in 

this Budget, on an indexed basis, is unde 	llion in 

1989-90 and £31/2  billion in 1990-91. 

Bit?-1E-T: iThErct'APoi.1 ftcovIEJ 
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essential feature of the contributory principle. But my 

proposals will more than halve this step, to (nly 

86 pence a week in 1989-90. 

116. There will be no change in the contributions 

pay\al by employers. 

117. 

of emplo 

the board. 

reform will significantly reduce the burden 

National Insurance contributions across 

the lowest paid, that burden is now 

heavier than 	rden of income tax. This is the most 

effective measure I can take to lighten it. For 

everyone on just under half average earnings or more, it 

more of their own money./ ,  

rii„p& I L. 	, 
Ctot,)-ei, k i 	t...)17L 4.. 

e effect from the f  "tegifirnil'racl-44' 

of October, the earliest date. The cost 

will be El billion in 198 and £2.8 billion in 

1990-91. The necessary legislation will be included in 

the Social Security Bill currently before the House. 

119. The total additional cost of 	measures in 

this Budget, on an indexed basis, is unde 	Ilion in 

1989-90 and £31/2  billion in 1990-91. 

t..3Y0 EF 	 C 	ft C. C Ni 
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CONCLUSION 

Mr Deputy Speaker, in this Budget I have reaffirmed the 

Government's commitment to the defeat of inflation 

through the maintenance of prudent monetary and fiscal 

policies. 	I have budgeted for a debt repayment of 

£14 billion - the largest ever. 	I have announced a 

major reform and reduction in employees national 

insurance contributions; and I have fulfilled our pledge 

to abolish the earnings rule for pensioners. 

I commend this Budget to the House. 
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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 House knows, the new official secrets 

legislation currently passing through Parliament is very 

much narrower in scope than the present Official Secrets 

Act. In particular, it does not cover information in 

the possession of either the Inland Revenue or Customs & 

Excise concerning the private affairs of specific 

taxpayers. 

I am sure that the whole House will agree that it 

is essential for taxpayer confidentiality to be properly 

protected. 	I therefore propose to introduce provisions 

in this year's Finance Bill to ensure that it will 

continue to be a criminal offence for officials or 

former officials of either of the Revenue repartments to 

reveal information about the private affairs of a 

specific taxpayer. 

I would only add that the need for this protection 

is in no sense a reflection on the probity and integrity 

of the members of those two Departments. Indeed, after 

nearly six years as Chancellor and more than eight years 



I propose to keep the small companies rate in line 

with the basic rate of income tax for 19E9-90 and to 

leave the main corporation tax rate unchanged . But I 

propose to increase the small companies' rate band 

substantially, by 50 per cent. 

Thus the small companies' rate will apply to 

companies with profits of under £150,000, and the 35 per 

cent rate will only be reached at profits of 

£3/4  million. These changes will reduce the corporation 

tax burden for more than half of all those companies 

that do not already enjoy the benefit cf the small 

companies rate. 

I propose to increase the VAT threshold to 

£23,600, the maximum permitted under EuropEan Community 

law. 

I also have to set the scales for the private use 

of company cars. This remains far and away the most 

widespread benefit in kind. 	When I dcubled the car 

scales in last year's Budget, I made it clear that this 

still left this benefit significantly undertaxed. 



Accordingly, I propose to increase the car scales 

by one third for 1989-90. The yield from this will be 

£160 million in 1989-90 and £200 millicn in 1990-91. 

There will be no change in the fuel scales. 

Over the years I have received a number of 

representations from business complainirg about the 

long-standing tax treatment of foreign exchange gains 

and losses. 	I recognise that as business becomes more 

global this subject becomes increasingly important. 

However, I have to say that I find it ore 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 and complex issues have been 

satisfactorily resolved. 	I have therefcre authorised 

the Inland Revenue to publish today a consultative 

document which explores those issues and examines the 

scope for reform. 

I

14. 	Finally, on business taxation, I have two major 

simplificatinns to propose, boLh of which follow from 

the income tax reforms I introduced last Budget. 

15. 	One of the many undesirable features of an income 

tax system with several higher rates was that since a 

taxpayer's marginal rate could well be very different in 



different years, 	the question of which year income 

related to made a great deal of difference. 	This was 

true of Schedule E where the strict rule is that income 

is taxed in the year to which it relates, on an accruals 

basis. 

For the vast majority of employees, this basis of 

assessment for Schedule E poses no problem. 	But for 

about half a million people, mainly directors, who do 

not receive all their income in the year to which it 

relates, it causes complications and often needless 

assessments and correspondence long after the tax year 

is over. It is also open to manipulation. 

I therefore propose that income tax under 

Schedule E should in future be assessed on a receipts 

basis, with the simple principle that you pay the tax 

when you receive the income. This will have a 

transitional 	cost 	ot 	£80 million in 1989-90 and 

£60 million in 1990-91, but in the long term it will 

yield both Pxtra revenue and a significant saving in 

both taxpayer's time and Inland Revenue staff. 

18. 	The reduction in the top rate of income tax to 

40 per cent in last year's Budget also enables me to 
'TWA' 

make a major simplification of the tax the 



vast bulk of the incorporated sector of small 

businesses: those known as close companies - generally 

speaking, unquoted companies that are controlled by five 

or fewer people. 

The rules for the so-called apportionment of close 

companies' income are notoriously complex, taking up 

some twenty pages of impenetrable legislation. 	These 

rules are no longer needed and I propcse to abolish 

them. I believe that family businesses in particular 

will welcome this substantial simplificaticn. 

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 
4,4 644 

which does not distribute ammt(d its profits and other 

investment income will therefore be taxed at 40 per 

cent, equivalent to the higher rate of inccme tax. 

TAXES ON SAVTNG 

I now turn to the taxation of saving. 

The sharp decline in the ratio of personal saving 

) 	to personal 	income, 	over the past two years in 

6 



particular has led to even more discussion than usual of 

the merits of providing greater tax incentives for 

personal saving. 

Certainly it is desirable that, over the 

medium-term, we generate as a nation a level of saving 

sufficient to finance a high level of investment. 	But 

what matters for that is not personal savirgs alone, but 

corporate savings too, which are running at historically 

high levels, and public sector savings, which have been 

boosted by the move to budget surplus. 

Moreover, the personal saving ratio is measured 11T-
5 

gross saving net of 

borrowing, and it has fallen not because of a decline in 

gross saving but as a result of the sharp increase in 

personal borrowing. And the appropriate remedy for that 

is to raise the cost of borrowing, and with it the 

return on saving, as we have done. 

Above all, the role of tax reform is to encourage 

enterprise and improve economic performance in the 

fLij:24:161c141-7 
medium term. It is wholly inappropriate as 	 to 

short term or cyclical phenomena. So for the taxation 

of savings, the Government's policy is clear. It is to 



strengthen and deepen popular capitalism in Britain, by 

encouraging in particular wider share owne/ship. 

I have a number of specific tax measures to 

announce today to that end. 

Personal equity plans, or PEPs, 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 further tax at all, either on the dividends 

they receive or on any capital gains they may make - 

indeed, there is no need for them to get involved with 

the Inland Revenue at all. 

Personal equity plans got off to a go d start, 

with over a quarter of a million investors, man 	ad 

never owned shares before, subscribing almost 

£1/2  billion between them in 1987. 

1 	29. 	Since then, however, the take-up of new PEPs has 

slowed down, not least as d result cf the changed 

climate in the equity market which followed the 

October 1987 Stock Exchange crash. 

30. 	So the time has come to improve and simplify PEPs 

and give them a new boost. 



First, I propose to raise the annual limit on the 

overall amount that can be invested in a PEP from £3,000 

to £4,800. 

Second, within that, I proposE to raise 

substantially the amount that can be invested in unit 

trusts or investment trusts. 	For many small savers, 

these provide an excellent introdupi5ion to shareholding. 
Lw lry6,;11.J 

At present present PEP investors 	 £540 a year, or 
4,,  t44hm  

a quarter of their P71th unit or investment trusts. I 
ot, e• 	 vt stASsi 

propose t 	 to £2,400426,  

year; 	and  1...pmersogailiOmattkew  the whole c-c a PEP to be 
C  to? 	 

invested in unit or investment trusts, up to this limit. 

To qualify for tax relief, 

will be required 

UK equities. 

the unit or investment trusts 

to invest wholly or mainly in 

33. 	Third, at present, only cash may te paid into a 

PEP. I propose that investors should also be permitted 

to place directly into a PEP shares obtained by 

subscribing to new equity issues, including 

privatisation issues. 

34. 	Finally, I propose to make a number of important 

simplifications to the PEP rules so as to make the 



scheme more flexible, better directed tc the needs of 

small and new investors, and cheaper to administer. 

I am confident that the changes that I have 

announced today will enable personal ecuity plans to 

play an important part in stimulating the spread of 

ownership of British equities in the years ahead. 

I also have a number of improvements to announce 

specifically designed to encourage employee share 

ownership. 

It is a striking fact that the number of approved 

akt— employee share schemes has risenfrom a mere 30 in 1979 

to 	almost 1,600 today,  (.14 	some 13/4  million 

employees. At present the annual limits on the value of 

) shares which can be given under all-employee 

profit-sharing schemes are £1,250 or 10 per cent of 

salary up to a ceiling of £5,000. I prcpose to raise 

these ca61I limits to £2,000 and £6,000 respectively. 

Second, I propose to increase the monthly limit on 

contributions to all-employee save-as-ycu-earn share 

option schemes from £100 to £150, and at the same time 

to double the maximum discount from market value at 

10 



which options may be granted from 10 per cent to 20 per 

cent. 

Third, a number of my Hon. Frierds have been 

concerned that current tax law may be irhibiting the 

development of employee share ownership plans, otherwise 

known as ESOPs. These are distinguished from ordinary 

approved employee share schemes by the fact that they 

use a wider variety of finance, acquire more shares and 

tend to operate on a longer timescale. I propose to 

make it clear that companies' contributicns to ESOPs 

qualify for corporation tax relief, provided they meet 

certain requirements designed to ensure that the 

employees acquire direct ownership of the shares within 

a reasonable time. I hope that this will encourage more 

British companies, particularly in the uncuoted sector, 

to consider setting up ESOPs. 

Those firms with employee share ownership schemes 

have no doubt that giving the workforce a direct 

personal interest in their profitability and success 

improves the company's performance. The same benefits 

flow from profit related pay. 



This was one of the reasons why in my 1987 Budget, 

I introduced a tax relief to encourage its development. 

I have some improvements to make to this scheme, too. 

First, as I have previously announced, I propose 

to abolish the restriction that, to qualify for the tax 

relief, prospective profit-related pay must equal at 

least 5 per cent of total pay. Second, I propose to 

raise the limit on the annual amount of Frofit-related 

pay which can attract relief from £3,000 tc £4,000. 

Third, I propose to enable employers to set up 

schemes for headquarters and other central units using 

the profits of the whole company or group for their 

profit calculations. And fourth, to help share schemes 

and ESOPs as well as profit related pay, I propose to 

change the so-called material interest rules which may 

at present unnecessarily exclude employees from schemes 

where they can already benefit from a trust set up for 

employees. 

Taken together, the package of measures I have 

announced to encourage wider share ownership in general, 

and employee share ownership in particular, will help to 

ensure that the idea of a share-owning demccracy becomes 



ever more entrenched as a part of the Fritish way of 

life. 

Last June, the Inland Revenue issued with my 

authority a major consultative document on the taxation 

of life assurance. 

The tax regime for life assurance is/AW4M44111. 

The present system dates back to the First World War and 

has developed over the years in a piecemeal way, leading 

to a state of affairs in which the incidence of tax is 

extremely uneven, with some oweerme40+ life offices 

paying no tax at all. 

There is clearly a powerful case for reform, with 

a view to securing a tax regime which is mcre equitable 

both within the industry and as between life assurance 

and most other forms of savings. 

37 I have considered very carefully the 

representations the industry has made, and taken full 

account both of the changes to the regulation of life 

assurance proposed by the Securities and Investment 

Board under the Financial Services Act and the prospects 

for increased competition within the Eurorean Community 

after 1992. In the light of these factors, I have 

• 
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decided not to proceed with the more radical reforms 

canvassed in the consultative document. Btt I do have a 

number of important changes to propose, based for the 

most part on the general tax reform principle of seeking 

lower rates on a broader base. 

First, many life offices run a persion business 
at,3 /AMA A4 0¼ 

e4leagoilow.6.664pownsigim.  life assurance business, and they 

are not required to keep the two businesses entirely 

separate for tax purposes. This enables them to set the 

unrelieved expenses of the pensions business against the 

income and gains of their life business, thus giving 

their life profits unduly favourable tax treatment. The 

life offices themselves have accepted that this 

treatment is anomalous and I propose to end it. 

This change, along with some winor related 

changes, will come into force on 1 January 1990p  .fterl 

The remainder _ 	_ 	• - • 

of the changes I have to propose constitute a broadly 

balanced package which, because of the transitional 

provisions, will reduce the taxation of life assurance 

in 1990-91 by some £100 million. 

51. 	I propose that the expenses incurred by life 

offices in attracting new business should continue to be 

14 



fully deductible for tax purposes from the income and 

gains of life funds, but should in future te spread over 

a period of seven years. To give the industry time to 

adjust, this change will be phased in gradually over the 

next four years, starting on 1 January, 19S0. 

There are certain other, more technical matters 

raised in the consultative document which will require 

further discussion with the industry, and any 

legislative changes on these issues will have to wait 

for next year's Finance Bill. 

But I can say here and now that I prcoose, as from 

1 January 1990, to abolish Life Assurance Policy Duty. 

And I also propose, from the same date, that the rate of 

tax payable on the policyholde21%)share of income and 

gains of life offices, which at present stands at 35 per 

cent on unfranked investment income and 30 per cent on 

realised capital gains, should he reduced to the basic 

rate of income tax. 

The net effect of all these changes to the 

taxation of life assurance will be a cost cf £20 million 

in 1989-90 and a yield of £45 million in 1590-91, rising 

somewhat in subsequent years. 



55. 	But above all it will provide a more efficient and 

equitable tax regime for this most importart industry. 

Later this year, UK unit trusts will be able to 

compete freely in Europe and will face coupetition from 

analogous Community investment schemes here. 	At 

present, trusts investing in gilt-edged securities or 

other bonds face a tax disadvantage. 	They pay 

corporation tax at 35 per cent on their income but can 

pass on a credit of only the basic rate to their 

investor. So I propose that from 1 January 1990, as for 

life assurance companies, the corporation tax rate on 

unit trusts that come within the new Eurocean Community 

rules will be equal to the basic rate of income tax. 

Their investors will then get full credit for all the 

tax the trusts pay. 

I now turn to pensions. 

The tax treatment accorded to pensior schemes is 

mwiftemidly*Wiw  particularly favourable; and the extent of 

this privilege has to be circumscribed by Inland Revenue 

rules. 	So pension schemes only qualify for tax relief 

if they meet certain conditions, notahly that the 

pension paid may not exceed two-thirds of final salary: 



and if they fall foul of any of these rules, they lose 

all relief. 

This has the perverse result that tax law 

effectively constrains the overall pension an employer 

can pay his employee. 	This is neither desirable nor 

necessary. Accordingly, I propose to make it possible 

for employers to provide whatever pensions package they 

believe necessary to recruit and reward their employees. 

However, while it is clearly right that employers 

should be free to provide whatever pension they see fit, 

it would not be right to make the present generous tax 
C^^ 

treatment 

therefore propose to set a limit on the pensions which 

may be paid from tax-approved occupational schemes, 

based on inal salary 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 uprating in 

line with inflation. 	It will still be Fossible for a 

tax-approved occupational scheme to pay a tension of as 

much as £40,000 a year, of which up to £90,000 may be 

commuted for a tax-free lump sum. 

17 



The new ceiling will app only to pension schemes 

set ups  on or after today, or to new members joining 

existing schemes after I June. And, as I have already 

said, there will now be complete freedom to provide 

benefits above the Inland Revenue limits, though without 

the tax relief. 

The introduction of this ceiling on tax relief 

also enables me to simplify and improve the rules for 

the majority of pension scheme members, in particular to 

ease the conditions under which people car take early 

retirement. 

I also propose to simplify very substantially the 

rules concerning additional voluntary contributions to 

pension schemes, or AVCs. In particular, the present 

requirements for free standing AVCs p]ace a heavy 

administrative burden on employers. These requirements 

will be greatly reduced. Indeed, in many cases 

employers will not need to be involved at all. 

Furthermore, if AVC investments perfcrm very well, 

occupational pensions may at present have to be reduced 

to keep total benefits within the permitted limits. 

propose that in future any surplus AVC funds should be 

returned to employees, subject to a special tax charge. 

18 



This will remove the penalty on good investment 

performance. 

The most important development in the pensions 

field in recent years has undoubtedly been the 

introduction and success of personal persions. Since 

July last year, a million people have already taken 

advantage of the new flexibility and opportunities these 

offer. I have two proposals today to ffake personal 

pensions still more attractive. 

First, I propose to make it easier for people in 

personal pension schemes to manage their own 

investments. 

Second, I propose to increase substantially the 

annual limits, as a percentage of earnings, on 

contributions to personal pensions for those over the 

age of 35. This will be of particular value to those 

running their own business, who are often unable to make 

contributions until later on in their working life. 	It 

will also improve the position of personal pensions in 

relation to occupational schemes. The new limits will 

be subject to an overall cash ceiling based on earnings 

of £60,000, corresponding to the new ceiling for 

occupational pensions, and similarly indexed. 
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These changes build on, and complete, the pension 

measures I introduced in my 1987 Budget. They represent 

a significant deregulation which will allow more 

flexibility, while setting for the first time a 

reasonable cash limit on the tax relief available to any 

individual. They should give a boost, in particular, to 

saving through personal pensions and through AVCs. 

69a. Coupled with the changes I made in 1987, this is 

as far as I wish to go in amending the tax treatment of 

pensions. 

Finally, on the taxation of saving, it should not 

be overlooked that a far-reaching reform which I 

announced in last year's Budget, to come into effect in 

April 1990, is relevant in this context. 

71. 	I refer to Independent Taxation) 	chere can be 

little doubt that one of the greatest disincentives to 

saving in the present tax system is the treatment of the 

savings of married women. At present a wife's income 

from savings has to be disclosed to her husband and 

taxed at his marginal rate. Independent Taxation will 

change all that. In particular, those married women who 

have little or no earnings will in future have their own 

personal allowance to set against their savings income. 

Independent Taxation may well do much to encourage the 

growth of personal saving in this country. 



TAXES ON SPENDING 

I now turn to taxes on personal income and 

spending. 

As the House knows Her Majesty's Government are 

obliged to implement the European Court's fudgement that 

certain of our zero rates of VAT on supplies to 

business, notably on non-residential construction, but 

also on fuel and power and on water, are not lawful. 

This derives from the Court's interpretation of the 

Community's Sixth VAT directive to which the UK agreed 

in 1977. The necessary changes will be introduced in 

this year's Finance Bill, and draft clauses have already 

been published. 

In implementing the judgement I have sought to do 

as much as possible to minimise the burden. From 

1 April VAT will be payable in respect 	of 	all 

non-residential construction unless carried out under, 

agreements entered into before the court ruling. 	And 

from 1 August landlords will have the option to tax 

rents, which means that in most cases no extra VAT will 

be paid at all. 

• 
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75. 	These measures will ,reduce the burden bf VAT on 

construction so far as the private sector is concerned 

to just £35 million in 1989-90 rising to £110 million in 

1992-93. Without them the yield from VAT on 

construction in the private sector would have risen to 

£450 million. 	There will 	also 	be 1114?-1-6-*1.- yield of 

£250 million from construction carried out for the 

public sector, and the public sector programmes 

concerned have already been protected by compensatory 

adjustments where necessary. 

4,1 	t.j7k17,  rit a 4-)  ? ato (-• ot4,0 6.4ur P.ek kJ 

VAT will not be payable until July 1990  44614--Weiger 

feCLE....nr4 a 	 only on 

business users above a specified threshold. 	Private 

households will remain zero rated. 

I have been particularly concerned about the 

impact of the European Court's ruling on charities. 

Unfortunately charities' business activities cannot 

lawfully be shielded from the effects of the ruling but 

I have been able to retain zero-rates for construction, 

water, fuel and power for all charities' non-business 

activities, for chuFches an for most residential 
KOS 	-)  

accommodation such as 	eop e s homes students' 

hostels  and.iirevertseeb. 
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I have considered whether there is anything 

further I can sensibly do to assist charities with their 

VAT bills in these special circumstances. I propose to 

relieve charities from VAT on fund raisinc events, on 

sterilising equipment for medical use, and on classified 

advertising. 

I also propose to relieve from car tax cars leased 

to the disabled. 	This is equivalent to an overall 

saving of about £400 on each vehicle leased to a 

disabled person. 

I also propose to allow the present rules on 

relief fo membership ubscriptionspa_4,grIPPloy co 	to 
t 

herita 	and co ervation chariti s..----11--th member is 

given he right: o full entry to vie the 	a ity's 
, 

property ''that )D 	will be ig N 

whether 	9_ f is due. 	is will 

__benbtit to organisations such as the National Trust. 

81. 	But in general, I continue to believe that the 

best way of helping charitable causes thrcugh 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 have now been set up, and over 100,000 

1 
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employees are already participating, quite a few of them 

giving the full £240 annual limit for tax relief. I now 

propose to double that limit to £480, or £40 a month. 

• 

82. 	But for the Payroll Giving Scheme to achieve 

full potential, it is clearly necessary, for the 

charities hemselves, and! others involved, to m unt a 

major infornttion and markeking/campaign tc promote 

I am particu arly glad t 	my Rt.Hor. Frien the 

Viscount Whitelaw, has agreld 	become Chairman of the 

new Payrolling Association,) which will co-ordinate 

efforts in this field. 

83. 	I now turn to the excise duties. 

*51 	STW, 	c-slioe:-06..0 IAJI-4  i 	) 

84. iIche4  damage to the environment in generals  an to 
(Cel4N.K.:r 

child health in pa ticularth from a in the atmosphere, 114-6 

SI • I • 
 CWL ( FA^ s.,  . 	&...14 /'-- 'a...A acto-v,h6 cfr. 
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pr.. C4,-,1- i 	64.4 r,.. A... a KA  in  0  

rir-,,4r.--,  .9r-  lippoi)  The government 
	 ... 

.ommitted to phasing out leaded petrol/  1  .1-  "-s•SP.4- 

-Hy h14 

and in successive Budgets I have sought tc 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 

peLrol still accounts for only some 5 per cent of total 

petrol sales, even though two-thirds of the cars now on 
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road could use it, either without any or 

Ge* 

85. 	One of the problems is ignorance of the facts. 

Many motorists do not realise that their cars can 

1 

already use unleaded petrol. *Mmir Others 
./\ 

how modest the  ceelvosiosibett/ cost 

are unaware 
41. 
Otioses usually is. 

the false impression that, if they do switch to unleaded 

petrol, their cars will no longer be able to use leaded 

petrol. 

s'Afra` 
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86. 	It is clearly essential that these myths are 

rapidly dispelled. 	Meanwhile, I propose to take the 

opportunity of this Budget to increase still further the 

tax differential in favour of unleaded petrol, by nearly 

fourpence a gallon. If this  meeiww*ItheR  is fully passed 

on to the custnmer - 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 getting on for 

tenpence a gallon, or just over twoperce a litre, 

cheaper than four star leaded peLrol. fhs  will je o 

t the most ubstantial 	er tials 

aded petrol thin the European 
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87. 	But I do not intend to stop there. I also propose 

to raise the tax on two and three star petrol, so that 

the pump price of these grades will be at least as high 

as that of four star. This should encourage garages to 

phase out two star petrol, which is already down to 

about 6 per cent of the total market, thus enabling them 
(--g"  A- 	64"-1('4   

to switch storage capacityito 	 - quite 

apart from the incentive to the remaining two-star users 

to switch to unleaded fuel. 

I am confident that the duty changes I have 

announced, which will take effect from six o'clock this 
Cekt4w41.- 

evening, will  la:eip -to kApei  to a marked increased in the 

use of unleaded petrol over the next twelve months. 

They will  aiwilemsegb  also lead to a lcss of revenue 

of some £40 million in 1989-90. 	I propose to recoup 

this from Vehicle Excise Duty.  At1e  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 increase the rates of duty for the 

heaviest non-articulated lorries, to put them on a more 

equal footing with articulated lorries.  444ese—eiterrgers• 
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simplify the system, greatly reducing the 

number of separate rates of Vehicle Excise Duty. 

I have no further changes to propose this year in 

the rates of excise duty. 

TAXATION OF INCOME 

Nor do I propose any change this year to either 

the basic or higher rate of income tax. 

Since I aligned the rates of income and capital 

gains tax in last year's Budget, it follss that I also 

propose no change this year in the capital gains tax 

rates. 	However, I do have a fewaiiikagw-t;w_e—tocapital 

gains tax tax.tcpumpg.Q.peee. 	GLiknelv6w,A,.ktf 	A---,44.4-4- 
("W4N 

With the advent of independent taxation from 

April 1990, 	married women will acquire their own 

capital gains tax threshold, so that a married couple 

will enjoy two such exemptions. In the licht of this, I 

propose to maintain the capital gains tax threshold at 

£5,000 for 1989-90. 
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pf.dc.169 BUDGET CONFIDENTIAL 

• 
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DATE 10 MARCH 1989 

cc 	Mr Culpin 
Mr Gilhooly 
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// 

You asked for a slightly extended draft on housing aociations. 

2. 	I suggest deleting the second sentence of par graph 96 (which 
I missed when I wrote my minute - or was it new?), beginning 
paragraph 98 "Next on capital gains, I propose ...", then adding a 
new paragraph 98a as follows: 

NUdove„,) 
"c-interl-ly /I propose to extend the existing relief for all 
gifts to charities to gifts of land and buildings to housing 
associations  .r— 	g±ft. 	 

ere instead 
of being given away the land is sold at less than market 
value any capital gains t x will be based on the actual 

AA N 
proceeds rather than, n 

an 

entrbirrra-i-rrge--to nous trrg-as-s6t4eits-ro 

3 . 	I have agreed this with Mr McManus of the Revenue. 
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heritage assets. 

j 7.. 

Is 	. •  iatio 	And of course cifts between 

Second, I propose to abolish the general holdover 

relief for gifts. 

This was introduced by my predecesscr in 	1980, 

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 simple form of tax 

avoidance. 

But while the general holdover relief will go, I 

propose to retain it for gifts of business, farm and 

husband and wife will continue to be exempt. 

(NIC-S) ichrltd- 

In the case of gifts of personal belcngings, these 

hpnPfit from chattcls relief, under wl-ich any items 

worth less than £3,000 on disposal are entirely exempt 

from capital gains tax. I propose to double the chattels 

exemption limit to £6,000. 

111/L.) 
42r&sts-lial—QA—G4-144-1—Eja-i-Re—ttrx;  I propcse to change 

the tax treatment of certain bonds so as tc simplify the 

tax rules and prevent a loss of yield by the use of 
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indexation to create losses and the conversion of income 

into capital gains. 

To return to income tax, I propose to raise all 

the main income tax thresholds and allcwances by the 

statutory indexation factor of 6.8 per cent, rounded up. 

Thus the single person's 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 

£1,400 to £20,700. 

The single age allowance will rise by £220 to 

£3,400, and the married age allowance by £250 to £5,385. 

The higher level of age allowance will rise by £230 to 

£3540 for a single person, and by £360 to £5565 for a 

married couple. 

1 
101. I have a number of measures to help the elderly. 

t4 In 1987 1 introduced a new 	A4e allowance4(for 4"4 	0,41177:1_,  

11,2 
ose aged 80 and over. I now propose to extend Alifirio(to 

c_appt-14E__)  
those aged 75 and over. 	This will take an 

additional 15,000 elderly single people and married 

couples out of tax altogether. Three quarters of all 

those aged 75 and over will not be liable to income tax 

at all. 
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The income limit for the age allowance will rise 

by £800 to £11,400, again in line with indexation. 

However, I propose to reduce the rate at which the age 

allowance is withdrawn above this incone limit. 

propose that in future it should be withdrawn at the 

rate of El of allowance for each £2 of inccme above the 

limit, instead of the present rate of £2 in every £3. 

This means that the marginal tax rate for those in the 

withdrawal band will be reduced to well below 40 per 

cent, thus meeting a large number of representations I 

have received over the past year. 

The Finance Bill will also include the provisions 

to establish the new tax relief for the over-60s' health 

insurance premiums, which I announced tc the House in 

January, and which will take effect from April next 

year, at a cost of £40 million in 1990-91. 

11.1.

104. I have one further change to make to help 

•

!Al 
„elpensioners Undcr the earnings rule, any Jens ioner who 

I 

decides to continue to work after reaching the statutory 
S6-7 

( retirement age %Ima is or her pension docked at a rate 

of 50 per cent on every El earned between £75 and £79 a 

week, rising to 100 per cent for every El earned over 

£79 a week. 	This rule applies until he or she has 

i
reached ive years beyond the State pensior age. 
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The Manifesto on which we were first elected in 

1979 acknowledged that it was wrong to discourage people 

who wished to work beyond retirement age in this way, 

and pledged that we would abolish the earnings rule. 

That is precisely what we shall do. 

My Rt.Hon Friend the Secretary of State for Social 

Services and I have agreed that the pensioners' earnings 

rule should be abolished from the beginninc of October, 

the earliest practicable date. The necessary 

legislation will be included in the Social Security Bill 

currently before the House. 

The cost to public expenditure will be 

million in 1989-90, which will be entirely met from 

the Reserve. 	But the net cost of this measure will be 

significantly reduced by the income tax payable on the 

increased pensions. 

Those who wish to defer taking theil pension will 

remain entirely free to do so, and will continue to earn 

a higher pension in return. 

I am sure the whole House will welcome this long 

overdue reform. 
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If I were to adopt the so-called "duck test" now 

in vogue across the Atlantic, the pensioners' earnings 

rule would probably qualify as a tax, and I would now be 

able to claim to have abolished a sixth tax. But sound 

tax principles coupled with my innate modesty and 

natural reticence prevent me from doing so. 

NATIONAL INSURANCE CONTRIBUTIONS 

I have one further measure to propose. 

It has long been a feature of the National 

Insurance system that, once people earn mcre than the 

lower earnings limit, which in 1989-90 will be £43, they 

have to pay National Insurance contributions at the same 

rate on the whole of their earnings up to the upper 

earnings limit. There are currently three different 

rates - 5 per cent and 7 per cent for those on lower pay 

and the standard rate of 9 per cent, 

The two reduced rates, which I introduced for both 

employers and employees in my 1985 Budget, cut the cost 

of employing the young and unskilled, among whom 

unemployment was then high and rising, and cut the 
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burden of national insurance contributions on the low 

paid. 	But the highly desirable reductiof in the steep 

step at the lower earnings limit was 	expense of 

two small steps further up the earnings scale. This 

inevitably means that, at certain points on the income 

scale, people can still be worse off if they earn more. 

Their extra earnings take them from a lower rate band to 

a higher one, and they therefore lose more in National 

Insurance contributions than they gain in extra pay. 

114. In agreement with my Rt Hon Friend the Secretary 

of State for Social Security, I now propose to build on 

my 1985 reform. For everyone who pays employee National 

Insurance contributions, I propose to reduce to only 

2 per cent the rate of contributions on earnings up to 

and including the lower earnings limit. On earnings 

above that limit, there will be a single rate of 9 per 

cent, up to the upper earnings limit, which has already 

bcen set for 1989-90 at £325 a week. 

OVIP  ri(e  
1P-ir' 	jV c.

rr kyei' 

CenC  

115. This will abolish altogether the steps which at 

present exist at earnings, for 1989-90, of £75 and £115 

a week/  The step which has always existed at the lower 

earnings limit, where people first ccme into the 

National Insurance system, is the entry ticket to the 

full array of contributory benefits. As such, it is an 
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essential feature of the contributory principle. But my 

proposals will more than halve this step, to only 

86 pence a week in 1989-90. 

There will be no change in the contributions 

payable by employers. 

This reform will significantly reduce the burden 

of employees' National Insurance contributions across 

the board. 	For the lowest paid, that burden is now 

heavier than the burden of income tax. This is the most 

effective measure I can take to lighten it. For 

everyone on just under half average earnincs or more, it 

will leave them £3 a week more of their own money. 

The new system will take effect from the beginning 

of October, the earliest practicable date. 	The cost 

will be El billion in 1989-90 and £2.8 billion in 

1990-91. The necessaiy legislation will be included in 

the Social Security Bill currently before the House. 

The total additional cost of all the measures in 

this Budget, on an indexed basis, is under £2 billion in 

1989-90 and £31/2  billion in 1990-91. 
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CONCLUSION 

Mr Deputy Speaker, in this Budget I have reaffirmed the 

Government's commitment to the defeat of inflation 

through the maintenance of prudent monetary and fiscal 

policies. 	I have budgeted for a debt repayment of 

£14 billion - the largest ever. 	I have announced a 

major reform/and reduction in employees)  national 

insurance contributions; and I have fulfilled our pledge 

to abolish the earnings rule for pensioners. 

• 

I commend this Budget to the House. 
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BUDGET STATEMENT: ECONOMIC SECTION 

The Chancellor was grateful for the comments he has had on the 

version of the Economic section of the speech circulated with my 

minute of 7 March. 

2. 	I now attach his revised version. 	He will be working 

further on it during the day tomorrow and will want to show a near 



final version to the Prime Minister in the evening. He would be 

grateful if final comments, could reach me by lunchtime tomorrow,  

Friday 10 March. 

L_p,J 
1O IRA WALLACE 
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BUDGET SPEECH - FIRST SECTION 

The background to this year's Budget is the continuing 

need to combat inflation, at a time when, throughout the 

world, it is unmistakably edging up again. 

It is only by doing this, whatever the short-term 

difficulties, that we can be sure of preserving the 

great gains we have made in this country over the past 

ten years, gains which offer the prospect of an even 

better future. 

I shall begin, as usual, with the economic 

background to the Budget, I shall then deal with 

monetary policy and the public sector finances. 

Finally, I shall propose a number of measures to carry 

forward the process of tax reform. 

As usual, the FinanriAl Statement and Budget 

Report, togethpr with a number of Press Releases filling 

out the details of myitaxjproposals, will be available 

from the Vote Office as soon as I have sat down. 

rt'otk‘,,I 
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5. 	The Government's first ten years in office have 

seen a transformation both in the way in which economic 



policy is conducted, and in the results that have been 

achieved. 

• 
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For the first time, economic policy has been set 

firmly and explicitly in a medium-term context. We 

stand ready to ac 0.nd act decisively0 whenever 

inflationary pressures threaten to re-emerge. But that 

is within the basic philosophy that the Government 

should set a sound medium-term financial framework and 

leave the private sector free to operate with confidence 

within it. 

The Government came to office with two central 

1 

objectives - to defeat inflation, and to breathe new 

life into a moribund economy - and a clear idea of how 

to achieve them. Inflation is a disease of money; 	and 

monetary policy is its cure. Fiscal policy is used to 

bring the public accounts into balance and keep them 

there, and thus provide vital support for the process of 

re-establishing sound money. 	Within the context of 

sound money, markets have to be allowed to work again, 

and Lhe enterprise culture restored, by the removal of 

unnecessary restrictions and controls, by the reform of 

trade union law and promotion of all forms of capital 

ownership, and by the reform and reduction of taxation. 
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Our first and most urgent task was to stamp out 

the inflationary fires that had raged in the '70s, and 

wrought so much economic and social havoc. Between 1974 

and 1979 inflation averaged over 15 per cent. Over the 

past six years, it has averaged under 5 per cent. 

On the supply side, once business and industry 

recognised the fundamental changes that were taking 

place, they responded to the new economic climate with 

vigour and confidence. As a result, we have experienced 

the longest period of strong and steady growth since 

records began. Indeed, output in the United Kingdom has 

grown faster than in all the other main European nations 

during the '80s - a marked contrast to the previous two 

decades, when we were bottom of the league And this 

growth has been based on a dramatic and sustained 

improvement in productivity, which for the economy as a 

whole has been second only to that of Japan among all 

the major nations during the 'Ans. In manufacturing it 

has exceeded that of Japan, 

1 

10. 	In Britain today we have more people in work than 

ever before, they are better motivated, and their living 

standards have improved beyond recognition. 
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But it is not just our economic performance over 

the past ten years that has been transformed: so have 

our prospects for the future. For over the past 

seven years, investment has grown twice as fast as 

consumption, creating the increased capacity necessary 

to meet future demand. Total business investment is now 

a higher proportion of GDP than ever before. 	And its 

quality has improved immeasurably, too; as has the 

quality of British management. Hence the dramatic and 

long overdue improvement in company profits. And the 

total number of businesses is growing at the rate of 

1,000 companies a week. 

So the outlook is good, provided we remain firm in 

our resolve to get on top of inflation. And at least on 

this side of the House, we do. 

A year ago, in the aftermath of the worldwide 

stock market crash, it looked as if there would be some 

slowing down from the Idpid growth Of 1987. In fact 

that was not to be. 

It now appears that we had in 1988 a second 

successive year of growth at 41/2 per cent - the first 

time this has happened 	 , for 30 years - 

with unemployment falling by half a million to well 
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below the European average. This means, incidentally, 

that we have had four successive years of growth at 

3 per cent or better, the first time this has ever 

occurred. 

Manufacturing output grew particularly rapidly, by 

more than 7 per cent, to a level well above the previous 

peak reached as far back as the first half of 1974. 

But total domestic demand probably also grew by 

getting on for 7 per cent, considerably faster than the 

economy's capacity to supply, mainly because of the boom 

in industrial investment, in itself a welcome event, but 

also because of continued strong growth in consumer 

spending. This last was financed to an unprecedented 

degree by borrowing, overwhelmingly mortgage borrowing. 

Of all borrowing by households, almost 85 per cent is 

accounted for by mortgages compared with under 5 per 

cent by credit cards. 

Inevitably the rapid growth of total spending led 

to renewed inflationary pressure. To some extent this 

was diverted into a sharp rise in imports, and hence in 

the deficit on the current account of the balance of 

payments. This is officially recorded as having reached 

[£143/4] billion 	in 	1988, 	although 	given 	the 



[E151/4] billion positive balancing item - another name 

for errors and omissions - the true figure is almost 

certainly less than this. But whatever the true figure, 

it is undoubtedly large, and a sharp increase on the 

deficit recorded in 1987 after seven successive years of 

surplus. 

But given sound policies it can readily be 

financed. Moreover, unlike previous current account 

deficits we have known in this country, it reflects not 

a budget deficit, but rather the excess of private 

sector investment over total private savings. And this 

is something that will in due course correct itself. 

But there has also been some pick up in recorded 

inflation. 	Excluding the distorting effect of mortgage 

interest payments, the RPI rose by 4 1/2  per cent last 

year, much the same as the average over the previous 

five years. But the rate increased significantly 

through the year, and now stands at 51/2  per cent. 

Moreover this pick up in inflation appears to be a 

worldwide trend. 	Taking the seven major industrial 

nations as a whole, inflation is now at its highest 

level for some three years, and still heading upwards. 

• 

6 



In the UK, as in a number of other countries, it 

became clear that it was necessary to tighten monetary 

policy sharply. This meant raising short-term interest 

rates, which I duly did, starting last June. 

I am of course keenly conscious of the 

difficulties for many borrowers, particularly home 

owners, caused by the rise in interest rates. But 

however unwelcome high interest rates are, they are 

infinitely preferable to the damage that would be done 

by high inflation. 

There are now increasing signs that the determined 

action 
	

have taken is having the desired effect. The 

housing boom that played such a large part in the events 

of last year has subsided. Monetary growth has slowed 

down appreciably. And retail sales, too, seem to have 

levelled off over the past four months, presaging a 

gradual recovery in the pelbonal savings ratio. 

The outlook for 1989 is for inflation to rise a 

little further, from 71/2  per cent including mortgage 

interest payments to close to 8 per cent, 	be tore 

falling back in the second half of the year to 51/2 per 

cent in the fourth quarter and perhaps 41/2  per cent in 

the second quarter of 1990. 



A slowdown in real growth is inevitable as we get 

inflation back onto a downward path - indeed, it has 

almost certainly already begun to happen. Overall 

growth is forecast to fall from the 4 1/2  per cent 

recorded last year to 2 per cent this year, with 

domestic demand growth also at 2 per cent. Within this, 

investment, which is holding up well, is once again 

forecast to grow faster than consumption. 	The current 

account deficit is forecast to remain at the same level 

as last year. 

But the question of just how "soft" or "hard" the 

landing is as we get the economy back on track, is not 

in the hands of Government alone. The Government's task 

is to reduce inflation by acting, through monetary 

policy, to bring down the growth of GDP in money terms. 

The extent to which, over the short term, this is 

reflected in a reduction in inflation, and the extent to 

which it is reflected in slower output growth, is up to 

business and industry. 

The better industry succeeds in controlling its 

pay and other costs, the less painful the necessary 

reduction in the growth of nominal GDP will be, not 

least in terms of employment prospects. 
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28. 	But over the medium-term, it is clear from our 

experience over the past ten years that the policy we 

are pursuing will bring inflation down, and steady 

growth will resume. Indeed, over anything but the very 

short term, the use of fiscal and monetary policy to 

promote growth merely leads to inflation; 	whereas the 

use of macroeconomic policy to curb inflation, when 

coupled with the right supply side policies, produces 

real growth. 

Monetary policy 

Monetary policy, to which I now turn, plays and 

must always play, the central role in the battle against 

inflation. 	It is at the very heart of the medium-term 

financial strategy, the tenth edition of which I am 

publishing today. 

I have described the monetary tightening Lhat has 

taken place over the past nine months. This has already 

led to a sharp deceleration in the rate of growth of thp 

target aggregate, MO. 

For 1989-90, the target range for MO will be 

1-5 per cent, as envisaged in last year' MTFS. Although 

starting the year above the top of that range, its very 
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low growth over the past six months - under 3 per cent 

at an annualised rate - suggests that it will fairly 

soon come back within it. 	As for the past 

_1,1,a;e1 years, there is no target for the growth of 

broad money, or liquidity, but I will continue to take 

it into account in assessing monetary conditions. 

The exchange rate is of particular importance in 

the conduct of monetary policy. The Government's clear 

commitment not to accommodate increases in domestic 

costs by exchange rate depreciation remains a key 

safeguard against inflation. This has been demonstrated 

both by the level of interest rates and by our readiness 

to use the massive reserves we have accumulated. 	In 

this context, we will continue to work with our 

G7 partners to maintain the exchange rate stability that 

has been a feature of the past two years. 

Short-term interest rates remain the essential 

instrument of monetary policy. I repeat what I have 

stated clearly on a number of previous occasions: 

interest rates will stay as high as is needed tor as 

long as is needed to get on top of inflation. 

10 



Public Sector finances 

I now turn to fiscal policy. When we first took 

office the public sector borrowing requirement was over 

5 per cent of GDP - equivalent to more than £25 billion 

in today's terms. 

This was steadily reduced over the years as a 

deliberate act of policy, until, by 1987-88, the PSBR 

had been eliminated altogether and werptarted to repay 

the national debn 1̂ 4J 	cLe-kA vea 

PAJAPta iti.V0 	 L'\C-11CIAA 4  

Accordingly, last year I budgeted for a further 

Public Sector Debt Repayment, or PSDR, of some 

£3 billion. 	In the event, it looks like turning out 

almost five times as large, at £14 billion, or 3 per 

cent of GDP. 	Even if there had been no privatisation 

proceeds at all, the public finances would still be in 

surplus, to the tune of some £7 billion. 

Nothing like this has ever been achieved in the 

past 40 years. And no other major country enjoys a 

comparable budget surplus. It has not been easy, even 

though we have been assisted in this in the year now 

ending by the exceptional buoyancy of the economy, which 

both boosted tax receipts and reduced public expenditure 

11 



well below the planned level. As a result, Government 

debt as a proportion of GDP is now lower than at any 

time since the First World War. 

Moreover, the substantial net repayment of public 

debt over the past two years has permanently reduced the 

burden of debt servicing, both now and for future 

generations. For the coming year, for example, the debt 

repayments of the last two years mean that net debt 

interest costs will be lower by some fl3/4  billion a 

year. This saving is being put to good use. 

The objective of funding policy remains unchanged: 

to achieve a full fund of the Government's borrowing 

requirement, which nowadays translates into using the 

Budget surplus to buy back Elan equivalent amount og 

Government debt. 	With the PSDR this year likely to be 

considerably larger than earlier expected, it may not be 

practicable to buy back sufficient debt to meet the 

funding rule this financial year, in spite of 

innovations such as a reverse gilt auction. The 

undershoot will therefore be carried forward into the 

next financial year. Because there are unusually heavy 

maturities of gilt-edged stock in 1989-90, this is 

unlikely to require any major change in the rate at 

which the Bank of England purchases gilts. 



The dramatic improvement in the United Kingdom's 

public finances has also provided a welcome opportunity 

to devote more attention to the structure of the debt 

that remains. We will continue to seek both to minimise 

the cost of servicing the Government's domestic debt and 

to improve its quality by relying less on the more 

liquid borrowing instruments. 

We have also been able to restructure part of the 

Government's foreign currency debt, launching an 

innovative and cost-effective programme of Treasury 

Bills denominated and payable in ecu. The first series 

of six monthly tenders for these bills has proved very 

successful, and this is an innovation we plan to 

continue. 

Meanwhile, I am today adding one more entry to the 

long list of financial controls which we have swept away 

during our term of office. The last surviving relic of 

the post-War apparatus for the direction of capital by 

the State is the Control of Borrowing Order, which since 

1946 has involved first the Treasury and then the Bank 

of England in giving consents for equity and bond issues 

in the capital markets. The Treasury has today made a 

General Consent under the Control of Borrowing 

Order 1958, so that it will no longer be necessary for 

13 



those who wish to make capital market issues to obtain 

the Bank of England's consent to the timing of such 

issues; and we will, as soon as possible, revoke the 

Order itself and repeal the legislation on which it 

depends, the 1946 Borrowing (Control and Guarantees) 

Act. 

The sterling capital market has in recent times 

been going through a period of considerable adjustment, 

as the Government has changed from being a large issuer 

to a large purchaser of its own debt. I will have more 

to say about that in a moment. The abolition of the 

Control of Borrowing Order will remove an unnecessary 

and bureaucratic restriction on issuers of capital as 

they move into the space formerly occupied by the 

Government when it was a borrower. 

This new freedom will be enhanced by a further, 

important, set of derogatorily measures for the sterling 

capital market which are being promulgated today in 

notices issued by the Bank of England. 	These measures 

will open up the market for sterling paper of less than 

5 years' maturity by extending the range of institutions 

which can make such issues; and they will create a 

unified regime for all these issues. 
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Taken together the changes I have described 

constitute a major liberalisation of the arrangements 

for London's capital markets. They will give greater 

flexibility to issuers and wider choice to investors. 

In last year's Budget Speech , I set out the 

principle of a balanced budget as a proper objective of 

/ fiscal policy, in these terms: 

"A balanced budget is a valuable discipline for 

the medium term. It represents security for the 

present and an investment for the future. Having 

achieved it, I intend to stick to it. 	In other 

words, henceforth a zero PSBR will be the norm. 

This provides a clear and simple rule, with a good 

historical pedigree." 

It is a rule that ensures that, as GDP continues 

to rise, the ratio of public debt to GDP continues to 

fall, and with it the burden of debt interest. It 

ensures, too, that the State makes no claim either on 

the savings of the private sector or on flows of finance 

from overseas. But to go further than this, and seek to 

achieve the maximum possible repayment of public debt, 

would not be consistent with the Government's policy, 
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as it would mean deferring for a very long time the 

benefits of a reduction in the burden of taxation. 

48. So I reaffirm the principle of the balanced 

budget. 	However, given the substantial surplus we now 

have, the path of prudence and caution is clearly to 

return to balance not overnight, but gradually, over a 

period of years. Thus we can expect to have a number of 

further years of debt repayment ahead of us. Moreover, 

given the particular uncertainties there are at the 

present time, I believe it would be right to budget for 

1989-90 for a surplus similar to that secured in the 

year now ending; in other words, a further public sector 

debt repayment, or PSDR, of some £14 billion. What this 

means is that it will not be possible in this Budget to 

reduce the burden of taxation; that is to say, to reduce 

taxation as a share of GDP. 



Lois Vickl((Act 
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BUDGET STATEMENT: ECONOMIC SECTION 

The Chancellor was grateful for the comments he has had on the 

version of the Economic section of the speech circulated with my 

minute of 7 March. 

2. 	I now attach his revised version. 	He will be working 

further on it during the day tomorrow and will want to show a near 



8. 	Our first and most urgent task was to stamp out 

the inflationary fires that had raged in the '70s, and 

wrought so much economic and social havoc. Between 1974 

and 1979 inflation averaged over 15 per cent. Over the 

past six years, it has averaged under 5 per cent. 

• 

9. 	On the supply side, once business and industry 

recognised the fundamental changes that were taking 

place, they responded to the new economic climate with 

vigour and confidence. As a result, we have experienced 

the longest period of strong and steady growth since 

records began. Indeed, output in the United Kingdom has 

grown faster than in all the other main European nations 

during the '80s - a marked contrast to the previous two 

decades, when we were bottom of the league. And this 

growth has been based on a dramatic and sustained 

improvement in productivity, which for the economy as a 

whole has been second only to that of Japan among all 

the major nations during the '80s. In manufacturing it 

has exceeded that of Japan. 

1 10. 	In Britain today we have more people in work than 
ever before, they are better motivated, and their living 

standards have improved beyond recognition. 



below the European average. This means, incidentally, 

that we have had four successive years of growth at 

3 per cent or better, the first time this has ever 

occurred. 

Manufacturing output grew particularly rapidly, by 

more than 7 per cent, to a level well above the previous 

peak reached as far back as the first half of 1974. 

But total domestic demand probably also grew by 

getting on for 7 per cent, considerably faster than the 

economy's capacity to supply, mainly because of the boom 

in industrial investment, in itself a welcome event, but 

also because of continued strong growth in consumer 

spending. This last was financed to an unprecedented 

degree by borrowing, overwhelmingly mortgage borrowing. 

Of all borrowing by households, almost 85 per cent is 

accounted for by mortgages compared with under 5 per 

cent by credit cards. 

17. 	Inevitably the rapid growth of total spending led 

to renewed inflationary pressure. To some extent this 

was diverted into a sharp rise in imports, and hence in 

the deficit on the current account of the balance of 

payments. This is officially recorded as having reached 

[E143  /4] billion 	in 	1988, 	although given the 
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billion positive balancing item - another name 

for errors and omissions - the true figure is almost 

certainly less than this. But whatever the true figure, 

it is undoubtedly large, and a sharp increase on the 

deficit recorded in 1987 after seven successive years of 

surplus. 

But given sound policies it can readily be 

financed. Moreover, unlike previous current account 

deficits we have known in this country, it reflects not 

a budget deficit, but rather the excess of private 

sector investment over total private savings. And this 

is something that will in due course correct itself. 

But there has also been some pick up in recorded 

inflation. 	Excluding the distorting effect of mortgage 

interest payments, the RPI rose by 41/2  per cent last 

year, much the same as the average over the previous 

five years. But the rate increased significantly 

through the year, and now stands at 51/2  per cent. 

moreover this pick up in inflation appears to be a 

worldwide trend. Taking the seven major industrial 

nations as a whole, inflation is now at its highest 

level for some three years, and still heading upwards. 
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A slowdown in real growth is inevitable as we get 

inflation back onto a downward path - indeed, it has 

almost certainly already begun to happen. Overall 

growth is forecast to fall from the 41/2  per cent 

recorded last year to per cent this year, with 

Idomestic demand growt a so at 2 per cent. Within this, 

investment, which is holding up well, is once again 

forecast to grow faster than consumption. 	The current 

account deficit is forecast to remain at the same level 

as last year. 

But the question of just how "soft" or "hard" the 

landing is as we get the economy back on track, is not 

in the hands of Government alone. The Government's task 

is to reduce inflation by acting, through monetary 

policy, to bring down the growth of GDP in money terms. 

The extent to which, over the short term, this is 

reflected in a reduction in inflation, and the extent to 

which it is reflected in slower output growth, is up to 

business and industry. 

The better industry succeeds in controlling its 

pay and other costs, the less painful the necessary 

reduction in the growth of nominal GDP will be, not 

least in terms of employment prospects. 
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BUDGET STATEMENT: ECONOMIC SECTION 

I think the draft of 7 March is excellent, so I won't waste 

your time with pettifogging points. 

You asked what is missing. My main answer is 
VVV 	microeconomics - not missing, but understated. 	But on the 

1>e14/4-  whole I should let it go: you can't do everything. 

I attach two small suggestions from the repertoire, both 

entirely optional. 

If you can see a better way of doing it - I can't at the 

moment - it could be worth making more explicitly this point 

from the Tax Reform pamphlet: 

bi I 
cot.,  60 

V_ 
b4.4(tit 

Wi 0 rIE 

rAirkS • 

"for obvious reasons, Budgets are presented each year as 

strings of measures, each explained in its own terms... 

while the economic section of the Budget speech is 

reported separately. ...[This] has the unfortunate 

effect that tax reform and economic performance are seen 

as wholly unconnected. Yet my main objective in 

reforming taxes has been to improve the performance of 

the economy; and that is the overriding test by which 

the reforms stand to be judged." 

ROBERT CULPIN 



rc 1989/9.3.04 

33. Short term interest rates have always been the 

essential instrument of monetary policy. For years, 

their role was obscured by exchange controls, corsets, 

mortgage rationing and over funding; and Governments 

showed themselves afraid to use interest rates properly, 

because they feared the political unpopularity of 

changes in the mortgage rate. But a decade of 

deregulation has set the financial markets free to 

allocate resources to projects which offer the highest 

return [and enabled us, among other things, to build up 

one of the largest stocks of overseas assets in the 

world]. 	At the same time, it has made interest rates a 

more potent weapon, because they have come to act on a 

wider base. 	So monetary policy is now free to do the 

job it ought to do. This puts a greater burden on the 

use of interest rates [or rationing by price]. The 

Government has shown by its track record that it is 

fully prepared to use them as they should be used. 
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BUDGET STATEMENT: TAX SECTION - NICS 

I had discussed with Paul McIntyre the difficulty that stressing 

that "everyone on just under half average earnings or more" stands to 

gain £3 a week, invites the question "what do those under half 

average earnings gain?". The Inland Revenue press release shows that 

they gain but, of course, gain less. 	This is because they are 

already paying at a lower rate due to the pre-1985 reforms. 

BuL if account is taken ot the two changes (the 1985 reform and 

the current one), then those earning between LEL £43 a week and £115 

a week gain exactly the same amount, ie £3. 

I think this should be in your Budget Statement, with a sentence 

at the end of paragraph 117 which is something like: 

"And for those below this level of earnings the change, 

together with earlier reduction in their contribution, 

leaves them with a similar amount." 

JUDITH CHAPLIN 



chex.rm/mw/19 

BUDGET SECRET 
BUDGET LIST 01\14.1( 

COPY Na3 043COPIES 

FROM: M SS M P WALLACE 
DATE: 9 March 1989 

NOT TO BE COPIED 
HP(10 1 	T  

CIAL SECRETARY 	 CC 

Cialti44:3 wico(parAtletS 
ft4e 	p Pi Vitt. 41-1,01.410141 
? It4t4-  ielffi fr 9otol.11 

Str-i-A+e v141-041414 

(p  P4,14 army ot/re 144:1 
peiksnimz kwu-ti444 

1114421-  notivi4 PM • 

PS/Chief Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Monck 
Mr Anson 
Dame A Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Scholar 
Mr Culpin 
Mr Sedgwick 
Mr Riley 
Mr A C S Allan 
Mr Gieve 
Mr Gilhooly 
Mr Matthews 
Mr Pickford 
Mr Macpherson 
Mr Michie 
Miss Hay 
Miss Simpson 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Sir A Battishill - IR 
Mr Beighton - IR 
Mr Isaac - IR 

Painter - IR 
G Bush - IR 
C McNicol IR [+1] 

Mr Unwin - C&E 
Mr Jefferson Smith - C&E 
Mr P R H Allen - C&E 
Ms A French - C&E [+1] 

BUDGET STATEMENT: TAX SECTION 

The Chancellor was most grateful for all the furt 

the speech version I circulated on 6 March. 

virtually final versiont. It has been sent to No.10 i 
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If you or copy recipients have any further comments - 

al changes or factual corrections - could they reach me by 

tomorrow, Friday 10 March, please. 

MO IRA WALLACE 
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the House knows, the new official secrets 

n currently passing through Parliament is very 

r in scope than the present Official Secrets 

cular, it does not cover information in 
YDVic1Lc tb 

eitherlthe Inland Revenue or Customs & 

the private affairs of specific 

2. 

legi 

much 

Act. 

the posses 

Excised/  concer - 

taxpayers. 

3. 	I am sure that t 

is essential for taxpa 

a criminal •ffence for officials or 

either of the Revenue Eepartments to 

about the private affairs of a 

continue to be 

former officials of 

reveal information 

specific 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. Inde 

otection 

egrity 

ter 

nearly six years as Chancellor and more than eig 
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Before I turn to my proposals for changes in taxation, I 

have one other change of a specific nature to announce. 
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protected. 	I therefore 

whole House will agree that it 

confidentiality to be properly 

opose to introduce provisions 

in this year's Finance ensure that it will 
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as a Treasury Minister, I would like to take this 

opportunity 

d` 

to pay public tribute to the outstanding 

officials service I have consistently received from the 

BUDGET SECRET I NOT TO BE COPIED 
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in the world. 	Between £100,000 and 

j average rate of tax gradually rises from 
35 per cent. 

2 

cent, one of the lowest tctLes of tax on c10 

£1/2  

profits 

on the 

to 

turn to taxation. As I have done on a 

ious occasions, I propose to divide this 

of both Departments. 

OK ? 

 

number o 

into thre 

the taxation <>, ings, and the taxation of personal 

income and spending. 

First, taxes on b 
	

ness. 

Ever since the cor 	tion tax reform-  I introduced 

in 1984, the rate of

0  

OW -tion tax for  

110 	

small 

companies, defined for this p 	se as those with annual 

profits of less than £100,000, has been set at the basic 

rate of income tax, currently 25 per cent. 	Large 

companies, defined as those with profits 	£1/2 million 

or more, pay the main rate of corpora  p. 	x of 35 per 

sections: the taxation of business, 
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11. 	I also have to set the scales for the private use 

of company cars. This remains far and 	y the most 

widespread benefit in kind. 	When 	led the car 

scales in last year's Budget, I made it c 	at this 

III  still left this benefit significantly under 
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I propose to keep the small companies rate in line 

with the basic rate of income tax for 19E9-90 and to 

leave the main corporation tax rate unchanged . But I 

propose to increase the small companies' rate band 

Q7sub 	tially, by 50 per cent. 

the small companies' rate will apply to 

compani 	profits of under £150,000, and the 35 per 

cent rat 	11 only be reached at profits of 

3
/4  million e changes will reduce the corporation 

tax burden for more than half of all those companies 

that do not already enjoy the benefit cf the small 

companies rate. 

10. 	I propose to 	ease the VAT threshold to 

£23,600, the maximum permiegder European Community 

law. 
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12. 	Accordingly, I propose to increase the car scales 

by onc third for 1989-90. The yield from this will be 

£160 million in 1989-90 and £200 millicn in 1990-91. 

There will be no change in the fuel scales. 

13 	aver the years I have received a number of 

rep 	tions from business complainirg about the 

long- 	g tax treatment of foreign exchange gains 

and los 	I recognise that as business becomes more 

global th 	ject becomes increasingly important. 

However, I ato say that I find it ore 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 aomplex issues have been 

satisfactorily resolvehave therefcre authorised 

the Inland Revenue to 	lish today a consultative 

document which explores 

scope for reform. 

ssues and examines the 

Finally, on business taxation, I have two major 

simplifications to propose, both of w h follow trom 

the income tax reforms I introduced las 	et. 

One of the many undesirable features 	10  income 

tax system with several higher rates was th 	e a 

taxpayer's marginal rate could well be very diff 

4 
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16. 

asses 

about 

not recei 

relates, it 

the vast majority of employees, this basis of 

for Schedule E poses no problem. 	But for 

million people, mainly directors, who do 

their income in the year to which it 

complications and often needless 
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different years, 	the question of which year income 

related to made a great deal of difference. 	This was 

true of Schedule E where the strict rule is that income 

is taxed in the year to which it relates, on an accruals 

basis. 

assessments and correspondence long after the tax year 

is over. It is also open to manipulation. 

17. I therefore 	ose that income tax under 

Schedule E should in fut 	be assessed on a receipts 

basis, with the simple 0 

when you receive the inc 

le that you pay the tax 

This will have a 

transitional 	cost 	of 	£80 million in 1989-90 and 

£60 million in 1990-91, but in the long term it will 

yield both extra revenue dud a sig -- ant saving in 

both taxpayer's time and Inland Revenut.  
C14/1, 1 	4 m WO 

kit  tt,te 14.444449-41.5  of.tlAmoluti418. 	The reduction in the top rate of  ir(14 \̂  tax to 
\J vt 0-44101/ /Mit.% • 

40 per cent in last year's Budget also en 	e to 

+4 ) 

krr ts  iS et.  AAA 	 fx• 

make a major simplification of the tax 

3  

5 
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I
vast bulk of the incorporated sector of small 

businesses: those kncwn as close companies - generally 

speaking, unquoted companies that are controlled by five 

or fewer people. 

19 	he rules for the so-called apportionment of close 

coma. 	income are notoriously complex, taking up 

some 	pages of impenetrable legislation. 	These 

rules 	 longer needed and I propcse to abolish 

them. I b 	that family businesses in particular 

will welcome I3kubstantial simplificaticn. 

20. 	I do, however, have to guard against the avoidance 

of tax on investment inc e by channelling it through a 

closely controlled in 	nt company. Any such company 

which does not distribut ".st of its profits and other 

investment income will 	re be taxed at 40 per 

cent, equivalent to the high 	te of inccme tax. 

Ck 

The sharp decline in the ratio of person 	-  -ving 

to 	personal income, 	over the past two y 

6 
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enterprise and improve economic ce in the 
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particula as led to even more discussion than usual of 

the merits of providing greater tax incentives for 

personal saving. 

23. Certainly it is desirable that, over the 

me 	term, we generate as a nation a level of saving 

su 	t to finance a high level of investment. 	But 

what 	for that is not personal savirgs alone, but 

corpora 	ngs too, which are running at historically 

high level 	public sector savings, which have been 

boosted by t gi 	to budget surplus. 

24. 	Moreover, the personal saving ratio is measuredt„in 

net terms, that is t. sa;:jas gross saving net of 

borrowing, and it has 	n not because of a decline in 

gross saving but as aO ult of the sharp increase in 

personal borrowing. And t 	opriate remedy for that 

is to raise the cost of 	rowing, and with it the 

return on saving, as we have do
0
ne. 

medium term. It is wholly inappropriate 	nswe=gto 

short term or cyclical phenomena. So for 	xation 

of savings, the Government's policy is clear. 	to 

7 
_ 
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strengthen and deepen popular capitalism in Britain, by 

encouraging in particular wider share ownemship. 

I have a number of specific tax measures to 

announce today to that end. 

onal equity plans, or PEPs, were first 

annou 	my 1986 Budget, and started ur in January 

1987. 	 House knows, those who invest in these 

plans pay • 	ther tax at all, either on the dividends 

they receiv 	 any capital gains they may make - 

indeed, there is no need for them to get involved with 

the Inland Revenue at all. 

\PC 
28. Personal equit 

with over a quarter of 

never owned shares 

1/2 billion between them in 

got off to a good start 
o LA.44,0,7 

lion investors, many 

subscribing almost 

	

I29. 	Since then, however, the take-up of new PEPs has 

slowed down, not least as a resul " f the changed 

climate in the equity market whic _ 	lowed the 

October 1987 Stock Exchange crash. 

	

30. 	So the time has come to improve and sim 	PEPs 

and give them a new boost. 

8 
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subscribing to new equity is including 

privatisation issues. 

Finally, I propose to make a number of 

simplifications to the PEP rules so as to m e 

9 
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31. 	First, I propose to raise the annual limit on the 

overall amount that can be invested in a PEP from £3,000 

to £4,800. 

32 	econd, 

sub 

trust 

these p 

At present 

within that, I propose to raise 

lly the amount that can be invested in unit 

vestment trusts. 	For many small savers, 

an excellent introduction to shareholding. 
rwyt t  p CA a tvot Pre. 11,40.44. 	Tca-eff- 	PE-p 

vestors 	 acc 25421/a year, 

in unit or investment trusts. I 

propose to more than treble this amount, to £2,400 a 

year; 	and I propose to allow the whole cf a PEP to be 

invested in unit or inve ment trusts, up to this limit. 

To qualify for tax rel4 the unit or investment trusts 

will be required to 	St wholly Or mainly in 

Paul C---v SCIA4 kc 
n4../.44.14t tti, -e-&S 
c; 	240076- x 54C) 

11:ut twiisti4q tivtk 
IS tvetSo 

p‹,14.c4 a- thi ert-ht.te44-
wou Lit ttorvleiti)— 

&A* rvi lovi, dolt,  
litt3i0o, 

M. . 

UK equities. 

Third, at present, only cash may be paid into a 

PEP. I propose that investors should also be permitted 

to place directly into a PEP shar obtained by 
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scheme more flexible, better directed tc the needs of 

small and new investors, and cheaper to adrinister. 

I am confident that the changes that I have 

announced today will enable personal equity plans to 

pl 
	

important part in stimulating the spread of 

own ":'of British equities in the years ahead. 

I 	have a number of improvements to announce 

specifical 	igned to encourage employee share 

ownership. 

It isCajstrikinggacgthat the number of approved 

ployee share schemes h risen from a mere 30 in 1979 

almost 1,600 to 

employees. At present t 

shares which can be 

profit-sharing schemes are 

some 13/4  million 

nnual limits on the value of 

under all-employee 

0 or 10 per cent of 

'1 

salary up to a ceiling of £5,000. I prcpose to raise 

these cash limits to £2,000 and £6,000 respectively. 

38. 	Second, I propose to increase th 	ly limit on 

contributions to all-employPe save-as- 	 share 

option schemes from £100 to £150, and at th 	time 

to double the maximum discount from marke 	e at 

10 
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make it clea 

tend to 

a reasonable time. I 	that this will encourage more 

British companies, partc> any in the uncuoted sector, 

to consider setting up ESO 

employees acquire dire2 ownership of the shares within 

11 
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which options may be granted from 10 per cent to 20 per 

cent. 

39. 	Third, a number of my Hon. Frierds have been 

concerned that current tax law may be inhibiting the   

S I  

deve ment of employee share ownership plans, otherwise 

kn.(  Ai 	SOPs. These are distinguished from ordinary 

ployee share schemes by the fact that they 

use a wr 

	

	riety of finance, acquire more shares and 

on a longer timescale. I propose to 

companies' contributicns to ESOPs 

qualify for corporation tax relief, provided they meet 

certain requirements designed to ensure that the 

appro 

40. 	Those firms with employee share ownership schemes 

have no doubt that giving the workforce a direct 

personal interest in their profitabili 	and sucuess 

improves the company's performance. 

flow from profit related pay. 

me benefits 

11 
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41. 	This was one of the reasons why in my 1987 Budget, 

I introduced a tax relief to encourage its development. 

I have some improvements to make to this scheme, too. 

First, as I have previously announce, I propose 

to 	lish the restriction that, to qualify for the tax 

rel 	ospective profit-related pay must equal at 

least 	cent of total pay. Second, I propose to 

raise tç.t on the annual amount of profit-related 

pay which 	ract relief from £3,000 tc £4,000. 

Third, 	propose to enable employers to set up 

schemes for headquarters and other central units using 

the profits of the w.le company or group for their 

profit calculations. 	•  ourth, to help share schemes 

and ESOPs as well as 	related pay, I propose to 

change the so-called materioa 	erest rules which may 

at present unnecessarily ex 	employees from schemes 
0 

where they can already benefit from a trust set up for 

employees. 

Taken together, the package 	•ures I have 

announced to encourage wider share owners 	gPneral, 

and employee share ownership in particular, 	elp to 

ensure that the idea of a share-owning demccra 	omes 

12 
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extremely uneven, with 

to a state airs in which the incidence of tax is 
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ever more entrenched as a part of the Eritish way of 

life. 

45. 	Last June, the Inland Revenue issued with my 

authority a major consultative document on the taxation 

of 
	

assurance. 

PAAJ 	, Lt 
Fcr, Itt-44-144 

tb e-6.414Vt, 

46. 	 x regime for life assurance is sui qeneris. 

The pre 	stem dates back to the First World War and 

has develo 	er the years in a piecemeal way, leading 

KGrT 
paying no tax at all. 

There is clear 	owerful case for reform, with 

a view to securing a ta)0 rme which is mcre equitable 

both within the industryn 	between life assurance 

and most other forms of savi 

,- 
w , T have considered very cdrefully the 

--- 

representations the industry has made 	d taken full 

account both of the changes to the re 	 of life 

assurance proposed by the Securities 	nvestment 

Board under the Financial Services Act and 	spects 

for increased competition within the Burorean 

after 1992. In the light of these factors, S )ve 

13 
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decided not to proceed with the more radical reforms 

canvassed in the consultative document. But I do have a 

number of important changes to propose, based for the 

most part on the general tax reform principle of seeking 

lower rates on a broader base. 

49. 	t, many life offices run a pension business 

along 	seir main life assurance business, and they 

are not 	•red to keep the two businesses entirely 

separate fs 	purposes. This enables them to set the 

unrelieved e 	of the pensions busineEs against the 

i.tt kip( (- s 

income and gains of their life business, thus giving 

their life profits unduly favourable tax treatment. The 

life offices themselves have accepted that this 

treatment is anomalous 	propose to end it. 

This change, along> 

changes, will come into forceliii)  

some minor related 

1 January 1990, and 

will yield some £150 million in 1990-91. The remainder 

of the changes I have to propose constitute a broadly 

balanced package which, hprause of 	transitional 

4Pb  e 

in 1990 91 by some £100 million. 	 ;\\- 

I propose that the expenses incurre 

offices in attracting new business should contin 

14 
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legislativ 
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--o 
fully deductible for tax purposes from the income and 

gains of life funds, but snould in future he spread over 

a period of seven years. To give the industry time to 

adjust, this change will be phased in gradually over the 

next four years, starting on 1 January, 1990. 

are certain other, more technical matters 

e consultative document which will require 

ussion with the industry, and any 

es on these issues will have to wait 

for next yesv&ance Bill. 

53. 	But I can say here and now that I prcpose, as from 

1 January 1990, to aboli Life Assurance Policy Duty. 

And I also propose, frD e same date, that the rate of 

tax payable on the polic 	regpshare of income and 

gains of life offices, whic tiooNesent stands at 35 per 

cent on unf ranked investment 	me and 30 per cent on 

realised capital gains, should be reduced to the basic 

rate of income tax. 

54. The net effect of all these 

taxation of life assurance will be a cost 	I  million 

in 1989-90 and a yield of £45 million in 19 

somewhat in subsequent years. 

*rising 

15 
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55. 	But above all it will provide a more efficient and 

equitable tax regime for this most importart industry. 

Later this year, UK unit trusts will be able to 

compete freely in Europe and will face corpetition from 

an 	Community investment schemes here. 	At 

/ pre 	trusts investing in gilt-edged securities or 

other 	face a tax disadvantage. 	They pay 

corporat  p  ax at 35 per cent on their income but can 

pass on a 	 of only the basic rate to their 

investor. 
c,  

life assurance companies, the corporation tax rate on 

unit trusts that come within the new European Community 

rules will be equal to te basic rate of income tax. 

Their investors willn get full credit for all the 

tax the trusts pay. 

F1-c, Le'  
I now turn to pensions. 

ose that from 1 January 1990, as for 

58. 	The tax treatment accorded to ppmsior schemes is 

quite rightly articularly favourable; a.1the extent of 

this privilege has to be circumscribed 	and Revenue 

rules. 	So pension schemes only qualify 

if they meet certain conditions, notah 

pension paid may not exceed Lwo-thirds of fin 

Acs-_ 7 

lett 	214 vvIS 
vtot-  itt.t4 	n,514 ' 

Nolt4.4 

Fri st A-!tu-"Ail 
i#viAgte tvt, 'IA.' 

x relief 

the 
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and if they fall foul of any of these rules, they lose 

all relief. 

59. This has the perverse result that tax law 

effectively constrains the overall pension an employer 

ca 	y his employee. 	This is neither desirable nor 

nec 	Accordingly, I propose to make it possible 

for 	rs to provide whatever pensions package they 

believe 	ary to recruit and reward their employees. 

it is clearly right that employers 

should be free to provide whatever pension they see fit, 

it would not be right to make the present generous tax 

treatment available wi 	no upper limit at all. I 

therefore propose to s 
	

limit on the pensions which 

may be paid from tax- roved occupational schemes, 

PEm based on final salary of £ 
s.t b.t 	1-4 

year.e"LC CrC4-1-Thr  

rm—faid 	MA4 , 

0 
61. 	I have deliberately set the ceiling at a level 

which will leave the vast majority of employees 

unaffected, and it will be subject to 

 Q  

a 	1 uprdting in 

r line with inflation. 	It will still _ 	sible for a 

tax-approved occupational scheme to pay 

much as £40,000 a year, of which up to 

commuted for a tax-free lump sum. 

17 
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In particular, the present 

requirements for free 	4110  AVCs place a heavy 

administrative burden on emp 	s. These requirements 

pension schemes, or 

will be greatly reduced. Indeed, in 

employers will not need to be involved at al 

cases 
L.A..e4, A V Cs 

4.4 
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62. 	The new ceiling will apply only to pension schemes 

set up)( on or after today, or to new members joining 

existing schemes after 1 June. And, as I have already 

said, there will now be complete freedom to provide 

benefits above the Inland Revenue limits, though without 

Q7the relief. 

Itt6 41Alt " 
very well, 

reduced 

be 

63. 

also en 

the majori 

ease the con 

retirement. 

ntroduction of this ceiling on tax relief 

to simplify and improve the rules for 

ension scheme members, in particular to 

under which people can take early 

I also propose to implify very substantially the 

rules concerning addit 	voluntary contributions to 

Cy 

	

The, 	it,prote.4444j, 

	

rievea 	oto 

	

tinvo 	Mitoti 
r-twa-iow) got fiviet., 
I 	Kitt wtut+4444.1 6 (AtarAs S1741(103 . If-  11A4,t4à WavvI-1 1-1 aticette, 

Furthermore, if AVC investments 

occupational pensions may at present have 

to keep total benefits within the permitt 

propose that in future any surplus AVC funds 

returned to employees, subject to a special tax 

18 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIES.  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

e<\S' 

This will remove the penalty on good investment 

performance. 

66. 	The most important development in the pensions 

field in recent years has undoubtedly been the 

in i.ction and success of personal persions. Since 

Ju 	year, a million people have already taken 

advan 	the new flexibility and opportunities these 

offer. 	two proposals today to make personal 

pensions s 	re attractive. 

First, 	propose to make it easier for people in 

personal pension schemes to manage their own 

investments. 

Second, I proposl 	o increase substantially the 

annual limits, as a pe 	 of earnings, on 

contributions to personal 	ions for those over the 

age of 35. This will be of particular value to those 

running their own business, who are often unable to make 

contributions until later on in their wo ng life. 	It 

will also improve the position of p 	ensions in 

relation to occupational schemes. The ne 	Ls will 

be subject to an overall cash ceiling base 	rnings 

I  

of 	£60,000, corresponding to the new ceiP for 

occupational pensions, and similarly indexed.  C  
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uld 	nuL Finally, on the 	ation of saving, 

69. 	These changes build on, and cumplete, the pension 

measures I introduced in my 1987 Budget. They represent 

a significant deregulation which will allow more 

flexibility, while setting for the first time a 

ble cash limit on the tax relief available to any 

in 	l. They should give a boost, in particular, to 

savin 	ugh personal pensions and through AVCs. 

69a. Cou 

as far as 

pensions. 

ith the changes I made in 1987, this is 

go in amending the tax treatment of 

be overlooked that 

announced in last year 

ar-reaching reform which I 

effect in udget, to come 

April 1990,Li6 relevant in.- 	ontext. 4-0-14,1-4  tsC/- 

0 
I refer to Independent Taxation. For there can be 

little doubt that one of the greatest disincentives to 

saving in the present tax system is the 	atment of the Oe 

savings of married women. At prese 	fe's income 

000  

from savings has to be disclosed to h 

taxed at his marginal rate. Independent 

change all thaL. In particular, those marrie 

band and 

on will 

who 

have little or no earnings will in future have leirwn 
7 

personal allowance to set against their savings income. 

Independent Taxation may well do much to encourage the 

growth of F§c1PgPsWARgrthi ca•Ply:10  BE COPIED 
BUDGET LIST ONLY 

• 

014 14141Vt• 1'6 i PLC 

c.,v(Asit 

S 	Le-mfet.,..1 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIE., 

IQbL, t-,-.A-u-ti  
41e4 )1441% IWOOfd* "03,10040  '  4041 li 
*61̀- 1#443444444(  44444441410104" 

=a-A,L 	 ay-4-e-ft 	4  ' cji-144.k 

4—c‘tAti 

71,tek 	 6-41+6zA4 	 ,4/3/f 

cLJ 1-.44 	fr-e 

t1 t 

Cty 11\  
R PC leLt, e6;3(..iots,sed 	MAA=3 
wait, 13 1ff ot-K, i‘et. 
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TAXES ON SPENDING 

72. I now turn to taxes on personal income and 

spending. 

73 	s the House knows Her Majesty's Covernment are 

obl 	implement the European Court's fudgement that 

certa 	o. our zero rates of VAT on supplies to 

business, 	bly on non-residential construction, but 

also on 	1Ind power and on water, are not lawful. 

This derives 	the Court's interpretation of the 

Community's Sixth VAT directive to which the UK agreed 

in 1977. The necessary changes will be introduced in 

this year's Finance Bill and draft clauses have already 

been published. 

010°  as much as possible to m Ase the burden. From 

1 April VAT will be payable in respect of all 

non-residential construction unless carried out underX 

agreements entered into before the cour ruling. 	And 
) 

from 1 August landlords will have 	'tion to tax 

rents, which means that in most cases no AT will 

V be paid at all. 

21 

74. 	In implementing the jild t I have sought to do 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIES 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



C-f-E 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

75. 	These measures will reduce the burden of VAT on 

construction so far as the private sector is conceined 

to just £35 million in 1989-90 rising to £110 million in 

1992-93. Without them the yield from VAT on 

tor, 

construction 

Mon. 

£2 

publi 

concerne 

adjustment  

in the private sector would have risen to 
CivsY 	'- 

There will also be a kyield of 

construction carried out for the 

and the public sector programmes 

already been protected by compensatory 

necessary. 

ion from 

76. 	VAT will not be payable until July 1990 on water 

for industry or on fuel and power - then only on 

business users above pecified threshold. Private 

households will remai 	o rated. 

been partidk concerned about the 

European Cou 	ruling on charities. 

charities business activities cannot 

lawfully be shielded from the effects of 

I have been able to retain zero-rates 

water, fuel and power for all chant 

and . for 

the ruling but 

construction, 

on-business 

sidential 

udents' 

activities, for churches 

accommodation such as old 
,  

hostels and (spices 

people's home 

22 
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impact of the 

Unfortunately 
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to the 

saving of 

propose to relieve from car tax cars leased 

led. 	This is equivalent to an overall 

£400 on each vehicle leased to a 

disabled per 
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1 78. I have considered whether there is anything 

further I can sensibly do to assist charities with their 

A VAT bills in these special circumstances. I propose to 

relieve charities from VAT on fund raisine events, on 

sterilising equipment for medical use, and on classified 

vM
ad 'sing. 

u.12,40,(  
I also propose to 	the present rules on tax 

relief for membership su criptions paid by covenant to 

heritage and conse 	charities. If the member is 

given the right of1 <y  to view the charity's 

property, that benefit Or. ignored in determining 

whether relief is due. Thi ill be cf particular 

benefit to organisations such as the National Trust. 

But in general, I continue to 	ieve that the 

best way of helping charitable causes 	h the tax 

system is by directly encouraging the ac 	aritable 

giving. The Payroll Giving Scheme, which 	oduced 

in my 1986 Budget, has been growing stead 	Some 

3,400 schemes have now been set up, and over OQ.%Q0 

23 
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employees are already participating, quite a few of them 

giving the full £240 annual limit for tax relief. I now 

propose to double that limit to £480, or £40 a month. 

. 	But for the Payroll Giving Scheme to ac ve its 

ential, it is clearly neces y for the 

cha 	 ves, and othe Involved, to mount a 

major 	 campaign tc promote it. 

I am 	 lad that 	Rt.Hor. Friend, the 

Viscount W 
	

has agreed to become 	rman of the 

new 	roll G 	g Association, which will co- 	nate 

forts in this field. 

I now turn to the  =  cise duties. 

ai et, 
ThtdteMage to the 	1roninent in general, and to 

child health in particular,Of 	ead in the atmosphere, 

jr 	 and the contribution of ordin 	leaded petrol to this 
tiltr of .Cr-e_!.....411‘,/ CC' YN LAU t•-•.- 

problem, ispereasAngly widely knowr,i1 The government 

is committed to phasing out leaded petrol Gitoveth=g 

M C-S. 	and in successive Budgets I have sought 	assist this. 

I first introduced a tax differenti 	favour of 

unleaded petrol in 1987, and increase 	st year. 

But although sales are undoubtedly risl  • 	leaded 

petrol still accounts for only some 5 per cen 	otal 

petrol sales, even though two-thirds of the cars nq 

24 
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the road could use it, either without any adjustment or 

else with a conversion costing only some £20 or so. 

85. 	One of the problems is ignorance of the facts. 

Many motorists do not realise that their cars can 

al 

	

	use unleaded petrol. Many others are unaware 

the conversion cost usually is. Others 

wrong 	gine that their car's perfcrmance would 

suffer 	they to use unleaded fuel. Many are under 

the false 	ion that, if they do switch to unleaded 

petrol, thei 	will no longer be able to use leaded 

petrol. 

See, Mcs 
1441-es 

evf/vyi  e 

bb 

vsnon4; lots, 

otif ft+ f414-44, 
otAtot ?am *to 

/710afittA 

fr144 00\4 U. • 

86. 	It is clearly espekntial that these myths are 

rapidly dispelled. 	hile, I propose to take the 

opportunity of this Budge o increase still further the 

tax differential in favour 0111111 aded petrol, by nearly 

fourpence a gallon. If this 	ctioElis fully passed 

on to the 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 b 

tenpence a gallon, or just over t 

cheaper than four star leaded petrol. 

of the most substantial differentials betwe 

of 	leaded and unleaded petrol within the lt.ean 

Community:I 
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87. 	But I do not intend to stop there. I also propose 

to raise the tax on two and three star petrol, so that 

the pump price of these grades will be at least as high 

as that of four star. This should encourage garages to 

ph 	t two star petrol, which is already down to 

abo 	er cent of the total market, thus enabling them 
a,1-41 

to sw 41orage capacit31 0 unleaded petrol - quite 

apart f 	incentive to the remaining two-star users 

to switch 	aded fuel. 

88. 	I am confident that the duty changes I have 

announced, which will take effect from six o'clock this 
CAAitNi'bv.k-e. 

evening, will help to le4 to a marked increased in the 

use of unleaded petrol the next twelve months. 

0 

89. 	They will of course 
G 

MAA.6..., 	hcite Cof some £40 million in 1989- 
fa.vwp. 

this from Vehicle Excise Duty. 

d to a lcss of revenue 

propose to recoup 

present time a bus 

kIt 12. ;I 4-k • 

ig) 

or a coach has to have 66 seats before it pays as much 

in Vehicle Excise Duty as A family 

Q  

caS I propose to 

 rectify this anomaly by increasing the _ 	tes of this 

group of vehicles so that lhey cover the 	k costs. 

I also propose to increase the rates of 	 the 

heaviest non-articulated lorries, to put them 	more 

equal footing with articulated lorries. Eihese 

44 rt..e ,c A.14,k_ tot--12 
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will also simplify the system, greatly reducing the 

number of separate rates of Vehicle Excise Duty. 

90. 	I have no further changes to propose this year in 
-7.144A; t;s tA•44.e.,k 

the rates of excise duty. IN 10 ot4 40/40t 

g7/ 	S ikt6vtitow 
11614- 0Y (0W-its' 

(M 
v), 	TAXAT 	INCOME 	 ? 

CAM not (44t: hol) 

Nor 	propose any change this year to either 

the basic ori,gher rate of income tax. 
cv 

Since I aligned the rates of income and capital 

gains tax in last year's Budget, it follows that I also 

propose no change this 

rates. However, I do 

gains tax to propose. 

in the capital gains tax 

a few changes to capital 

93. With the advent of independent taxation from 

PiviCTozh4 it 

VIA/6 Ar 

( Pvt SKrt 

April 1990, 	married women will acquire their own 

capital gains tax threshold, so that 	rried couple 

will enjoy two such exemptions. In th 	of this, I 

propose to maintain the capital gains tax\> 	hold at 

£5,000 for 1989-90. 
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the 

the r 

avoidan 

96. But 

lifetime giving has since been abolished, and 

increasingly used as a simple form of tax 

he general holdover relief will go, I 

propose to retain it for gifts of business, farm and 
Nta: 

gi all-

Venrio:v14,- artixile 

M C.1 	77 
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94. 	Second, I propose to abolish the general holdover 

relief for gifts. 

1 
95. 	This was introduced by my predecesscr in 	1980, 

when there was still capital transfer tax on lifetime 

gi 	in order to avoid a form of double taxation. But 

heritage assets. Li  also 

relief for all gifts to 

housing associations. 

husband and wife will coi? 

propose to extend the existing 

arities to gifts of land to 

d of course cifts between 

to be exempt. 

97.

Of©) 

In the case of gifts o 	sonal belcngings, these 

benefit from chattels relief, under wYtch any items 

worth less than £3,000 on disposal are 

from capital gains tax. I propose to dou 

entirely exempt 

the chattels 

exemption limit to £6,000. 

k98. 
the 

propc 

tax treatment of certain bonds so as tc Si 

tax rules and prevent a loss of yield by the 

change 

the 

p 

_ 
1-14,2 6 v-v.48 

eft)." C 
Le 	Lail  ..E4.428  (0 	4,4 	Is .r‘ CCTV'''Q  

tttk Sekg-e-A4 

tokSe 	luSf- 	e cyr 
Ateverio_ 
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additional 15,000 elderly single p 

couples out of tax alLogeLhel. Three 

those aged 75 and over will not be liable t 

at all. 
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indexation to create losses and the conversion of income 

into capital gains. 

99. 	To return to income tax, I propose to raise all 

the main income tax thresholds and allcwances by the 

ry indexation factor of 6.8 per cent, rounded up. 

Th 

£2,78 

£280 

£1,400 to 

single person's allowance will rise by £180 to 

the married man's allowance will rise by 

75. 	The basic rate limit will rise by 

0. 

inArrxtote, 'fa!, 

(vi( ,--4k 
ft-t 

'"" 	I cwtrib  

expiviotit (PM6r) 
(I 41,ttit.Vet) 

100. The single age allowance will rise by £220 to 

£3,400, and the married age allowance by £350 to £5,385. 

The higher level of age lowance will rise by £230 to 

£3540 for a single 	n, and by £360 to £5565 for a 

married couple. 

JG101. I have a number of mea 	 to help the elderly. 
0 	ce,ot 9 
higher sage allowance, for 

those aged 80 and over. I now propose to extend this to 

all 	those 	aged 75 and over. 	This .111 tAkp An 

In 1987 I introduced 
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have receive 

This rule applies until he 

of 50 per cent on every El earned betwe 

week, rising to 100 per cent for every E 

£79 a 

reach 	ears beyond the State pensior age 

and C/9 a 

d over 

has 
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102. The income limit for the age allowance will rise 

by £800 to £11,400 	again in line with indexation. 

However, I propose to reduce the rate at which the age 

allowance is withdrawn above this incore limit. 	I 

propose that in future it should be withdrawn at the 

ra 

	

	£1 of allowance for each £2 of inccme above the 

nstead of the present rate of £2 in every £3. 

This 	that the marginal tax rate for those in the 

withdra 	d will be reduced to well below 40 per 

cent, thu 	g a large number of representations I 

the past year. 

The Finance Bill will also include the provisions 

to establish the new tax elief for the over-60s' health 

insurance premiums,  hI1 	I announced tc the House in 

January, and which will 	e effect fror April next 

year, at a cost of E40 miiTo 	1990-91. 

P f0 C  17  - fh7i 04i P114 
APO 	GAt, nevi S 

VI1'OPANSp4.441.decides to continue to work after reach 	the statutory 
Vlu'etk ytit- 

x/ retirement aged 	his or her pension (SO\  at a rate 
(114,V1 

I have one further aange to rake to help 
rthrtmote44 

pensioners. Under the earnings rule, anycnsioner who 
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nue to earn 
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105. The Manifesto on whicl we were first elected in 

1979 acknowledged that it was wrong to discourage pPople 

who wished to work beyond retirement age in this way, 

and pledged that we would abolish the earnings rule. 

10 	 is precisely what we shall do. 

My Rt 	iend the Secretary of State for Social 

Service 	have agreed that the pensioners' earnings 

rule shoul 	olished from the beginninc of October, 

the earli 	racticable date. The necessary 

C:3 

legislation will be included in the Social Security Bill 

currently before the House. 

190 )3,25 million in 1989-90, 	ch will be entirely met from 

the Reserve. 	But the ne 

significantly reduced by the 

increased pensions. 

f this measure will be 

.me tax payable on the 

108. Those who wish to defer taking t 	pension will 

remain entirely free to do so, and wil 

a higher pension in return. 

109. I am sure the whole House will welcome ‹Nong 

31 

overdue reform. 
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110. If I were to adopt the so-callad "duck test" now 

in vogue across the Atlantic, the pensioners' earnings 

rule would probably qualify as a tax, and I would now be 

able to claim to have abolished a sixth tax. But sound 

t 	

l dil‘  

oinciples coupled with my innate modesty and 

nat. 40N-ticence prevent me from doing so. 

cS  

112. It has long bee 	feature of the National 

Insurance system that, 	people earn mcre than the 

lower earnings limit, wh 	in 1989-90 will be £43, they 

Inhave to pay National Insurapbc 	ntributions at the same 

rate on the whole of the 	arnings up to the upper 

NATIONAL I E CONTRIBUTIONS C  

111. I have one further measure to propose. 

lit 	

,..,\ 	

earnings limit. There are currently three different 
0 

, 	ChrtU-i fre rt-4)"ei I rates - 5 per rent and 7 per cent for those on lower pay 

and the standard rate of 9 per cent 
/I- 1S Gt-i.._ l'i,s2-1> ir-r-JoLe c•P1-4--e9-4-4-“ CX r- atidsi-th--- C 	 7Ltia.p tiJ; 
kcw.e. cr,,,,e  k 44, ki-py.nv  1  S 964,40k-e-r 14-..el.c1 oi,0144 oil 14,4  At 	71,- 	iv X. 

113. The two reduced rates, which I int 	alf: both .t  

employers and employees in my 1985 Budget, wr7ire cost 

of employing the young and unskilled, am. 	whom whom 

unemployment was then high and rising, an. 
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1 	people can still be worse off 

a earnings take them from a 

if they earn more. 

lower rate band to The 

a h ne, and they therefore lose more in National 
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burden of national insurance contributions 

paid. 	But the highly desirable reduction 
Gtatitfrt et 

step at the lower earnings limit was
L 
at the 

two small steps further up the earnings 

on the low 

_In the steep 
atO 

expense of 

scale. This 

inevitably means hat, at certain points on the income 

Insuran 	ributions than they gain in extra pay. 

114. In agr 	with my Rt Hon Friend the Secretary 

of State for Social Security, I now propose to build on 

my 1985 reform. For everyone who pays employee National 

Insurance contributions I propose to reduce to only 

2 per cent the rate o 	ributions on earnings up to 

and including the lowe earnings limit. On earnings 

above that limit, there wil 

cent, up to the upper earnin 

PMT( I 	pa 	been set for 1989-90 at £325 a 

Met frl rkv;) 

single rate of 9 per 

imit, which has already 

k ikt tevvt.yolotii, opt* yekvih week. 
* C41,4)  try el will rtfriim14, 

r)44- cepvir  

I. 
115. This will abolish altogether the 

present exist at earnings, for 1989-9 

a week. The step which has always existe 	e 

earnings limit, where people first cc 

National Insurance system, is the entry ticke 

full array of contributory benefits. As such, 
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75 and £115 

lower 
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\l'. 
CHANCELLOR OF THE EXCHEQ 

BUDGET SPEECH 
	

\r 
 • N 

tl•V 

You asked me to check if we have left anything out. 

2. 	In the economic section 

you scarcely say anything about the world - paragraphs 1 

and 20 are the only references to anything outside the 

UK. You normally, of course, say very little - but in 

each of the last three years you have had a short section 

pointing to the risks which the current account 

imbalances/febrile currency markets etc might pose for 

us. Are you content to leave things as they are, or 

would you like us to concoct something, perhaps 

elaborating after paragraph 20 on the inflationary 

threat? 

there is no reference to the fall in unemployment. You 

could put "rapidly falling unemployment and" after "We 

have" at the beginning of paragraph 10. 

3. 	In the taxation section 

(i) you say nothing about IHT, Keith, the MIR ceiling, ITV 

and trusts. But all those were, I think, conscious 

omissions, and I see no reason why you should mention any 

of them. 

pf.dc.159 

NO  ccfr  rinangal Secretary 
, r Sir Peter Middleton 

()).) 	Sir Terence Burns 
Mr Culpin 

N‘r- 
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• 	(ii) the only reference to Lloyd's in the Speech and the FSBR 
is in footnote 38 to Chapter 4, the minuscule stock 

lending concession. 	But the change which will most 

affect them is, obliquely, referred to in paragraph 98 

and they are being written to by Mr Nield. 	I (and 

Mr Johns) think that is just about defensible. 

(iii) there are two lollipops which you could put in 

capital allowances for safety expenditure at sports 

grounds. This is, perhaps, too insignificant - a minor 

extension of an existing concession; 

gifts to housing associations to be exempted from 

IHT and to be given a CGT concession. 	This is a bit 

borderline: 	all we are doing is aligning the treatment 

of gifts to non-charitable housing associations with that 

for gifts to charitable housing associations. But it 

might make paragraphs 92-98 end in a more friendly way. 

Would you like us to draft something? 

M C SCHOLAR 

2 
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CHANCELLOR 

From: SIR PETER MIDDLETON 

Date: 10 March 1989 

cc 	Sir T Burns 

BUDGET SPEECH: FIRST SECTION 

You might like to consider an alternative ordering of the first 

two pages. 	It would, I think, still say all the sombre things 

which need to be said about inflation. But they would be in a 

rather more upbeat context. And they look rather more like you. 

7 

5 

6 

8 

1 

2 

9 

10 

11 (Paragraph 4 would join the tax section after 

Paragraph 5 

12 

3. 

( 

Paragraph 

Paragraph 

Paragraph 

Paragraph 

Paragraph 

Paragraph 

Paragraph 

Paragraph 

Paragraph 

Paragraph 

Paragraph 

2. 	We ought to make some reference to the quality of the 

statistics, otherwise the first mention is in the balance of 

payments context. 	I should add, before paragraph 14, something 

like: 

1 
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"As everyone knows, the state of the national income 

statistics leaves a lot to be desired. But it now 

appears 

3. 	I wonder if we could cut down the Funding/COBO sections a 

bit. The pace of the speech slackens at this point; and it is not 

very exciting stuff for the House. Could paragraph 39 be left to 

the Budget debates? We could manage without paragraph 43. 

P E MIDDLETON 

2 


