


1 ConE | DT AL F—Ju MG,

‘ﬂx.r_, |4 &8 %udqﬂ.t- _Ecg_p,_pmrf; ?Diﬂ'ﬂ?:-,

14 g9 ":l:_'::"-.-"'-.'i"i..l'-r'f. =

.?'T'-' }..{nj} 1948
PTI% : Flpni 1988

Referred to Date Referred to Date Referred to | Date

\
761%







MEETING OF E(A): 23 NOVEMBER

We have arranged an E(A) tomorrow morning, following immediately
after Cabinet, to resolve two outstanding issues on which You Saw
papers last weekend. Neither should take too long.

The papers for each item are organised in the dividers below.

Hational Insurance Fund

You wanted to discuss with colleagues the proposals to end
the NHS "stamp" element of the National Insurance Fund,
which you commented was a “shifty devica". The Lord
Presidant had alsc commented that he thought it would be a
good idea for E(A) to lock at this igsue.

In response both Tony Newton and the Chancellor have
provided further notes for tomorrow's meeting.

The full list of papers enclosed is:

Flag A the earlier note you saw last weekend
Tony Newton's formal E(A) paper, which does not
add much to the earlier note
a minute from the Chancellor, which sets out much
more clearly and succinctly thg case ;gr the

proposed change than does Tony Newton's ﬁé;ér

Flag D a note from Andrew which strongly supports the
proposed change
Flag E a Cabinet Dfflce brief.

Andrew's note at Flag D suggests that, if you are persuaded
aof the ng%FE of the change, there will be no need to have
any substantive disﬁgssimn in E({A); the other Ministers
principally affected (the Chancellor, Tony Newton and Ken
Clarke) are all agreed.

CONFIDENTIAT,




Future of the Employment Service
There have been various exchanges with Norman Fowler about

the proposed changes to the Employment Service when it is
changed into a Next Staps_gggnqy. Norman Fowler wanted to
make an announcement earlier thie week about the

establishment of the agency. While you strongly supported

this oerganisational chanqa you were reluctant to let him go

ahead with an announcement until the issues about future
operation of the agency had been resoclved.

The large number of the earlier minutes and letters are
formally on the agenda, and these are all inecluded in
Folder 2. But you do not need to go through all these
again. The key papers are:

Flag F the latest minute that MNorman Fowler has sent in
this evening seeking once again to raespond to your
concerns. Hie latest arguments do seem to me
rather more persuasive
a further summary note from Andrew Dunlep, written
before he had seen Norman Fowler's latest note,
identifying the key issues to resolve before you
agree to the agency announcement going ahead
a Cabinet Office brief
the earlier two minutes from Andrew Dunlop which
set out in more detail the points of concern.

Tha earlier papers, which you need only have for refarence,

are organised in chronological order at Flag J.

Q{lLG

{ PAUL GRAY)

22 Hovember 1989
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PRIME MINISTER

E(A): NHS ALLOCATION

You reacted to the proposal to abolish the WHE allocation by
describing it as a "shifty device". In my view it is the
existence of the device that is shifty. I believe that the right

course is to abolish it and that the timing for this is good.

(1) The presentation need not be difficult. While
NHS was being reviewed it made sense to retain
NHS allocation as there was a possibility that
arrangements would be agreed which built en it in
gome way. We can now say that the review has been
completed and a decision taken for the NHS to be
funded entirely from taxation and (to a limited
extent) ﬂia?aég. Ae a result the NHS allocation
has no further role and now is therefore the right
time to wind it up.

To retain the NHS allocation is to put book-
keeping above real money in the real world. The
only genuine alternative is to put up NICsE. To
maintain a fiction about the way the NHS is
funded, and one which is no longer needed, at the
cost of a genuine rise in NICs and hence employer
coste would be a mistake.

A Hational Insurance fund shorn of oddities like
the NHS allocation would make the contributory
principle for pensions even clearer.

If you do decide to accept the abolition of the MHS allocation
there will be no need for it to be taken on the E(A) agenda.

K

( ANDREW TURNBULL)
22 Hovember 1989
c:\Wwpdocs\pps\nhs.dca
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FRIME MINISTER

E(A), THURSDAY 23 NOVEMBER: NHATIONAL INSURANCE FUND

W@ are to discuss at E(A) on Thursday Tony Newton's proposal for
dealing with the prolected deficilency in the national insurance
fund. As Tony's letter of 14 Hovember to Geoffrey Howe makes
clear, he has agreed his approach with Eenneth Clarke and me. But
I thought it would be helpful if, in advance of the meeting, I set
out briefly the reasons why I support Tony's proposal.

The Government Actuary estimates that the balance in the national
insurance fund will fall below the prudential minimum (equivalent
to 17 per cent of annual benefit expenditure from the fund)

sumefI;E in 1991-92, The balance was already expected to fall

substantially as a result of the reform of employees' NICs
announced in the Budget and implemented last month. What has
taken the projections below the prudential minimum is the
reduction in income to the fund arising f;gﬁ the success of
parsonal pensicns. MHearly 3% million people have so far taken out
pE;Hﬂnal pensions (the great majority having opted out of SERPE),
far more than anyona eaxpected. This is; of courege, Bxtremely
walcome and will reduce expenditure on SERPE in the long term.
But; in the short term, 1t is clear that we have to take action to
maintain the balance in tha fund.




In principle, there are several options available (all of which
would require primary legislation):

(a) increase national insurance contributions;
(b) reinstate the Treasury Supplement, the taxpayers'
subvention to the fund which was abolished in the 1989 Social
Security Act;
(¢) allow the fund to borrow;
(d) abolish the NHS allocation.

An increase in NICs is obviously unattractive, particularly as the

increase would take effect in April 1591, and reinstating the
Supplement would be an embarrassing reversal. Tony and I have

considered (c¢). As he saya, I would be most unwilling to take the
risk that allowing the fund to borrow would be portrayed as a
relaxation of financial prudence and raise doubts about our

overall fiscal stance.

This leaves the NHS allocation. At present, about 10 per cant of
total NICs are used to help pay for the NHS, instead of national
insurance benefits. As you know, from the point of view of public
finances, this is purely an accounting deviee, which makes no
difference to the level of expenditure on the MHS nor to the
amount of money we raise through NICs. If we were to abolish it,
the same level of expenditure on the health service would be
financed entirely out of taxes (plus Iincome from charges etc)
rather than a mixture of taxes and NICs. NICs would be devoted
entirely to financing national Insurance benefits, and the
Government Actuary estimates that the balance in the fund would
remain comfortably above the prudential minimum.
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The Opposition may try to argue that ending the allocation would
reduce resources available for health. But this would be an
entirely bogus argument, and 1 doubt whether they could make much
2 b A T A The allocation is worth £4 billion, and it would not ba
credible to contend that we were reducing the health programme by
such a large amount, especially as we have just announced a
significant increase in planned expenditure over the Survey

period.
S50 while ending the alleocation will need careful explanation [(and
a robust dismissal of any Opposition mischief - making) I think it

is the best soclution to the problem we must tackle.

I am copying this minute to the other members of E(A).

;m

JOHN MAJTOR
22 Movembosr 1989
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HATTOHAL INSURANCE FUND
E(A) (89) 31: MHMemorandum by the Secretary of State for
Social Security. Alsoc letter from him of 14 November.
Minute of 22 November from the Chancellor of the Exchecquer.

DECISTIONS

will

Mr Newton says that the high uptake of personal pensions
put the National Insurance Fund into deficit in 1992-93. He

proposas to aveid this by legislating this Session to abolish the
payment from the Fund to the National Health Service from April

19891,

The Chancellor of the Exchequer and Mr Clarke agree.

You will wish to consider the options:

- abolish the NHS allocation. The main issue is whether
or not it is right to abolish the contribution from the Fund
toc the NHS, i&avinq the latter to ke funded entirely from
taxation plus receipts from charges and_incnme qeperatinn.

ii. temporary reduction. Mr Hewton's letter of 14 November
referred to the possibility of legislating teo set the
allﬂcat;nn at zero until the Fund's Problems are overcome.
Mr Elhrke is opposed to this on ﬁrEEentatiunal grounds.

iii. other measures to reduce ocutgoings. Mr Mewton's paper
lists other options which in a package combined uith limited
borrowing powers for the Fund would solve its problems. But

the Chanceller is strongly opposed to the borrowing powers.

iv. increase National Ipsurance contributiopns. An

alternative woculd be to increase the Fund's income from
contributions. Mr Newton rejects this.

defer a decision. A further possibility might be to




defer a decision for a year to see how the wuptake in
personal pensions develops. But this might mean rushing a
Bill through in the 19%0-91 Session.

BACKGROUTND

3. The income of the NWational Insurance Fund, nearly all from
National Insurance contributions, is expected to be f2§;§ billion
this yeér. Most of this goes to finance MHational Enﬁurance
benefits but f4 billion goes to the HNational Health Service
(NHE) and covers about 16% of NHS expenditure. Mr Newton says
that because of personal pensions, the Fund as a whole will fall
balow the Government Actuary's minimum recommended level in 1991-
92, and into deficit in 1992-3. He proposes to prevent this
happening by abolishing the Fund's contribution teo the NHS from
April 1991, in this Session's Social Security Bill.

ISSUES

Mr MNewton's proposal

4. AB Mr Newton says, many people believe that the whole or a

large part of their National Insurance contribution goes to the

NHSE as the "health stamp". It has been thought that payment for

Welfare State benefits through the HNICs is very effective at

bringing home their cost. You may want to explore the effect on
i of the cos ' e contributi o

the NI Fund is abolished.

Ba Throughout its term the Covernment raisad the NHS
contributioen. In 1979-80 it totalled only/ ET?fmiilinn, n5VErinq
under 10% of NHS coSts; it now totals £4 billion and covers 16%
of HHS‘:I'.JRT-E. It is not clear how thﬁMnE would Expla'if
the change of course, if the contribution frng_Eye.fﬁEE_gﬁ}c to
be drﬂppeﬁ. G@iven the wiﬂaspraaé. misunderstanding about the

of the NHS contribution, you might ask whether
abolishing it would be regarded as harming the NHS to meet the

t Fund's subsi o private pensions.




A temporary reduction in the Fund's contributions

6. A variation on Mr Newton's proposal, set out in his letter
of 14 MNovember, would be to take power to set the Fund's
contribution to the NHS at zero, but teo make It clear that this
would only be dﬂné EEEEi:ﬁhﬂ Fund's problems had been overcome.
The Guvefhmaﬁf would still heold to the principle of .partly

financing the NHS from National Insurance contributions but would
waive it for the time being.

T e Mr Clarke is opposed to this approach on presentational
grounds. He believes that it would look like short-term
expediency and lead to criticism that the HHSE was to suffer
because of subsidies for private personal pensions. But it might

be argued that the same criticisms apply to complete abolition of
the Fund's contributions to the NHS. You may wish to gonsider
whether setting the Fund's contributions at zero until its

PEOD L SWEs O/AYEe DS OVEe =1ni < 1 S =lpE . e L] L1 . i

Other measures to reduce outgoings

B, Mr Newton's paper sets out other options for helping to
avoid the Fund going into deficit: see Table 1. They involve
removing industrial injuries benefits from the Fund; possibly
removing stﬁfuﬁnfi sick pay and statutory ﬁiternity pay from the
Fund; and reducing the WHS allocation rather than eliminating it.
A package of such measures, combined with giving the Fund limited
borrowing powers so as to allow it to fall below the minimum
recommended level, could be sufficient to solve the Fund's
problems. This is what Mr Newton originally proposed. The
Chancellor is however strongly opposed to borrowing powers since
they could be portrayed as a relaxation of financial prudence and
cast doubt on the Government's fiscal stance. Yoy mav wish te
agree that borrowing powers should not be takep.

The alternative of raising NICs
9. Mr Newton's proposal would mean that from April 1991 MNHS
spanding would bea financed entirely from taxation, apart from




relatively small contributions from charges and income

generation. The alternative would be to raise National Insurance
contributions in order to keep the HEiEngl___;[_n_a_urince Fund in

e,

balance. Mr Newton says that a sharp increase in NIC rates would

_E;_ "unattractive® and undermine the Government's record of

cutting taxes and contributions. You may want to consider the II
cage for a rise in NICs as an alternative to putting the Eurdenjl'
en_general taxation.

Defer a decision?

10. Mr Newton wants to legislate this Session to make the change
from April 1991. A number of points arise:

i. could the decisjon be taken this time next vear, with a
view to legislating at the beginning of the 1930-91 Session?
This would allow time to see the level of uptake of
personal pensions, which is hard te predict. Table 1 shows

the balance still well above the ninimum level in April
LI90 . CIy

ii. Mr Newton says that in 1991-2 the Fund will not go
into deficit, but its balance will fall below the Government
Actuary's recommended En'inin;um level. You may want to ask
about the status of this minimum level and the practical
consequence ing below it. Table 1 to the paper
shows tThat even with no change there would be a balance of
11% in the Fund in April 1992.

_-_,r' e ———

iii. The options in table 1 might be used to postpone the

decline in the Fund's finances and keep the balance above

the Government Actuary's minimum at the end of 1951-2. You
i

may wish to explore whether the problem could be handled in
this way.

HANDLING
11. The Secretary of State for Social Security will wish to




introduce the subject. The Segretary of State for Health will
also wish to speak. (Thesee two Eecretaries of State hope to

leave at about 12 o'clock for press conferences). The Chancellor
of the Exchequer will be interested in any implications for

taxation, and the Lord President of the cCouncil in the
ilmplications for the Social Security Bill.

ﬁr’,

ET J WILSON
Cabinet Office
Novembay 22, 1989




1O DOWNING STREET

LONDON SWI1A A A

From the Private Secritary

Hovember 19849
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NATIOHAL INSURANCE FUND

The Prime Minister has seen your Secretary of State's letter
of 14 November to the Lord President. The Prime Minister would
like to discuss with colleagues the proposed abolition of the
allocation from the Fund to the Health Service. We are hoping to
arrange a meeting of E(A) for later this weak when this issue
can be placed on the agenda.

I am copying this letter to Private Secretaries to members
of E(A), H Committese and to S5ir Roblin Butler.

PAUL GRAY

Ms. Helen Dudley,
Department of Social Security
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TR 9764p
_ DEPARTMENT OF SOCIAL SECURITY

Richmond Howse, T8 Whitehall, London WA 2NS
Tetephone O1- 210 3000

Froom the Seovrelary of Siade for Socunl 5 iy

Paul Gray Esg
Private Secretary

to the Prime Minister
10 Downing Street

LONDON SWl ' Novembher 1989

Neau |/ @

HATIONAL IRSURANCE FUND

I have boen asked by Cabinet Office to ensure that members of

E(A) receive a copy of a letter my Secretary of State has sent to
the Lord President, copied to members of H Committee, on the
National Insurance Fund, dated 14 November. This is attached, and
I am copying it to private secretaries to members of E(A).

HELEN DUDLEY
Private Secratary

CORFIDENTIAL
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15 Hovember 1989
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The Lord President has seen your Secretary of
State's letter of 14 HNHo bar about the
Hatlional Insurance Fumnd.

He can see why the conclusions set out in the
letter were reached and agrees that there
might indeed be scope for presenting such a
change very positively. However, he
considers that such a major policy change
deserves collective discussion to ensure that
all the potential difficulties have been
identified. This could most appropriately
take place in E{A) where such matters have
been discussed in the past.

I am copying this letter to the Private
Secretaries of members of H and E(A)
Committeas.

=

I'.-]lrr:'.-\.___'."-,. o~ i LR "-—_"-l_\_.\,]
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GILLIAN BAXENDINE
Frivate Secretary

Stuart Lord Esg _ .
PS/Secretary of State for Social Security
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DEPARTMENT OF SOCIAL SECURITY
Richmond Home 79 Whitehall London SWIA 7HS
Telephone 01 - 210 3000

From the Secrefary of State for Social Et-q:ur.l_llr!
= ] Ink_r-;n -"ﬁi‘E:_.ﬁ

' M8
The Rt Hon Sir Geoffrey Howe QC Wi~ (ojutes a—doif M lr Lale

Lord President of the Council . ., 71— _ 4 1 $e ~ttd — = pr—i;ﬁi*
Privy Council Office -
Whitehall o ik v Lot clbeted sopatence o B
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HATIONAL INSURANCE FUND !b(u

I am writing to let you know the outcome of recent discussions

I have had with John Major end Kenneth Clarke about the future
management of the National Insurance Fund; and to seek colleagues
agreement to the action I propose to take. This will involve
legislation in my 19689-50 Bill so as to abolish from April 1991 the

current practice wheéreby a Proportion of the Fund's income is used
to finance the Health Bervice. - C

Despite this year's Budget reductions in the amount of national
insurance paid by employees, the balance in the Fund will remain
well above the Government Actuary's recommended minimum level until
the end of 1590-91. But this situation will change significantly as
the costs of our personal pension initiative begin to be felt. On
the basis of current E@conomic assumptions, the Actuary has forecast
that the balance will fall below his minimum recommended level in
1991/92; and that, by the following year, the Fund is likely to go
into deficit and remain there well into the mid 1990s.

et e S el =

The take up of personal pensions has been much higher than we
expected. Already over 3 million applications have been approved
and this figure is likely to go as high a= 5 million within the next
two years. The success of the initiative is much to be walcomed
because it means that a large proportion of the working population
are now taking respongibility for their own pension arrangements by
choosing not to rely on the state earnings related scheme,
Eventually, this will produce benefit savings but, in the short
term, the costs of rebates and incentives associated with our

initiative will push the Fund into deficit unless remedial action is
taken.

b 8
CONFIDENTIAL




The prospect of having to meet these costs wi sharp increases in
national insurance contributions is plainly unattractive. 1

heréfore proposed to the Chancellor that we could overcome our

ifficulties with a package of measures, the main element of which
was a set of borrowing powers for the Fund. These powers would have
removed the obIigatith to maintain the Fund at a certain percentage
of benefit expenditure while the other measures were designed to
ensure that the Fund did not fall below zero. However, John Major
felt strongly that borrowing powers could be portrayed as a
jrelaxation of financial prudence and might cast doubt on cur overall

« /£iscal Stance. S e

The Chancellor and I have therefore concentrated our attention on
the allocation made each year from the Fund to the Health Bervice.
Thig Clurrently stands at over E4 billion and is calculated as a
percentage of the contributions™ paid by employees, employers and the
self-employed. By using powers already available to vary the
percentage by a small amount each year, we have allowed the
allocations to rise steadil ince we took office. This has enabled
us EE“FT??EEE_IEE_FEEE_??EE;?giEEIH too high a surplus. The
allocati®h does not, of course, atfect Government decisions on the

?Q- overall lavel of puhlic expenditure on the NHS: it is purely a
technical funding device.

The existing powers do not permit us to reduce the allocation by a
sufficient amount to rescue the BI Fund. We have considered the
possibility of legislating to set the allocation at zero until the
Fund's problems are overcome but Kenneth Clarke has expressed grave

reservations about the presentaticnal problems this would pose. It
would mean, in effect, that although we still believed in the
principle of part1¥ Einancing the Health Service from national
insurance contributions we wers unwilling to support that principle
in pTEETICE TOT Teasons of short-term expediency. This would
miE%ETEE_fEE“EﬁEE?EﬁﬁTT?‘En: the Opposition to claim that we had
mis-managed the Fund - even perhaps to argue that the NHS was to

suffer because of subsidies for private pension pProvision. Both

John Major and I accept that this approach must be ruled out because
of the presentational difficulties.

rUur pProposal, supported by Kenneth Clarke, is to abolish the

allocation aliogether 1E%Iinﬂ_i_§%£uatiun in which the health
Bervice is wvisib seen to be funded only from taxzation, and from
Celipte Lrom charges and

re income generating activity. There are of

CoOurse many people who Believe thaf Fhe whole, or a large part, of

their NI contribution goes to the NHS and influences expenditure on

it. We shall need to cofrect that. -“Indeed, I believe We Ccan pdartn
present the change very positively, emphasising that access to the JPT,—
RHS does not depend upon an individual having paid contributions. ol
The abolition uE thée allocation 1s entirely logical and follows

naturally on last year's decision to end the Treasury Supplement.

The abolition of the NHS allocation will resolve the problems facing
the Fund and ensure that the balance remains above the Actuary's
recommended minimum for the nex i at least. It will mean
that no other action will be necessary and will enahle ug to

2
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CONFIDENTIAL

maintain our record of no increases in contributions for emplovers
and employees since 1983/84. I hope colleagues will agree that this
.rapr&sernts the best poszible solution.

I am copying this minute to other members of H Committee and
S51r Robin Butler.

3
CORFIDENTIAL







1O DOWNING STREET

LONDON SWIA 244

From the Private Secrevary
13 November 1589

D, tele,
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NATIONAL INSURANCE CONTRIBUTIONS:
RE-RATING 1989/90

Thank you for your letter of today's
date, which the Prime Minister has seen and
nntea.

I am cepying this letter to Jonathan
Taylor (Treasury), And} McKeon (Department of
dealth) and Stephen Pepe (Morthern Ireland
DEfica) .,

\

i T—
[r..t

PFAUL GRAY

Me Helen Dudley
Department of Social Security

CONFIDENTIAL




DEPARTMENT OF SOCTAL SECURITY
Richmomd House 79 Whitchnll London SWIA NS

Telephone 01 200 3000

Froen the Spevetary of Slale for Soctal Security
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Paul Gray Esg gﬂ;)-iﬂ e . ,.“‘Jr_,—-.-! 15—

Private Secretary to the _
Prime Minister o SO Ir h..l __r_r_.Ll_rJ

10 Downing Street E%L
London M >

A

SW1A |5 November 1983

oo M o

HATTIONAL INSURANCE CONTRIBUTIONS RERATING 1989-90

My Secretary of State has now conducted the annual review of
National Insurance Contributions, and the proposals, which
will come into effect from April 1990, are summarised in the
attached table. The Chancellor will refer to the proposals in
his oral Astumn Statement, and a written PQ will be answered
on the same d3y. Mo change ie proposed to the main NIC rates,
but some flat rates will go up in line with the normal
rerating of earnings limits. The earnings brackets for the

reduced rates of contributions payable by employers are being
increased broadly in line with the rise in prices.

I am copying this letter to Jonathan Taylor {Treasury), Andy
McKeon (Health) and Steve Pope (Northern Ireland).

thu S

Yo
HELEN DUDLEY
Private Secretary
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NATIOMAL INSURAHCE CONTRIBUTIONS RERATING 1990-91

Class | employee’'s share (no change except in lower and uppar
earnings limits)

Rate Prasant Band
2% First E43

9% Balance of earnings
from £43.01 to £325

Class 1 E 's ghare
Rate Present Band
5% £E43 - £74.99
7% E75 - £114.99
9% El1l5 - £164.99

10.45% El65 and above

Proposed Band
First E£46

Balance of earnings
from £46.01 to £350

Proposed Band
£46 - £79.99

£80 - £124.99
£125 - E174.99

E175 and above

(Having found the appropriate band, the contribution 1s
assessed at 5%, 7%, 9% or 10.45% as appropriate on all the

eArnings. )

Present Proposed

Class 2 (self employed) £4.25 a week

Small earnings exception

level (annual) £2,350 £2,600

Class 3 (voluntary| £4.15 a week

Class 4 (self employed)

lowear profits limit {(annual)} E5,050 E5, 450

upper profits limit (annual)] E16,900 £18,200

Class 4 Rate
NHS Allocation (no change)

Employees: 1.05%
Employers: 0.9%

6.3% b.3%

Ed.55 a week

£E4.45 a waak



CHANCELLOR OF THE EXCHEQUER'S BUDGET STATEMENy
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A. INTRODUCTION

The background to this Year's Budget is the unprecaedentad strength
of the British economy, coupled with the continuing and everriding

need to combat infiation, at a time when, throughout the world, it
ls unmistakably edging up again.

I shall begin with an account of the performance of the economy in
1388 and the prospects for 1989, set in the context of the past
ten years. 1 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.

A8 usual, the Financial Statement and Budget Report, together with
a number of Press Releases filling out the details of my

proposals, will be available from the Vote Office as soon as [
have sat down.




B. ECONOMIC PERFORMANCE AND PROSPECTS

The Government's first ten years in office have seen a

transformation both in the way in which economlc policy is

conducted, and in the resuits that have been achirved.,

For the first time, economic policy has been set firmly and
explicitly in a medium-term context. We have baan guided by 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 objectives - to
deieat inflation, and te breathe new 1life into a moribund
economy - and a clear idea of how to achieve thosse objectives.
Inflation is a disease of money; and monetary policy is its cure.
The role of fiscal policy is to bring the public accounts into
balance and keep them there, and thus underpin the process of
re-establishing socund money. Strong sustainable growth is
achieved, not through any artificial stimulus, but by allowing
markets to work again and restoring the enterprise culture: by
removing unnecessary restrictions and controls and rolling back
the frontiers of the State; by reforming trade union law and
promoting all forms of capital ownership; and by reforming and
reducing taxation.

The first and most urgent task we faced was to damp down the
inflationary fires that had raged in the '70s, and wrought so much
economic and social havoc, And we succeeded. Betwaan 1974 and
1373 inflation had averaged more than 15 per cent, Over the past
six years it has averaged 5 per cent - still not good enough, but
4 massive improvement.

Once business and industry recognised the fundamental changes that
ware taking place, they responded to the new economic climate with
wigour and confidence. A a result, we have experienced the
longest perliod of strong and steady growth since the War. Output
in the United Kingdom has grown faster than in all the other main




Eurcpean nations during the '80s8 - a marked contragt 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, For the economy as a whole our productivity growth
has been second only to that of Japan among all the major nations
during the 'B0s. And our productivity growth in manufacturing has
exceeded even that of Japan.

In Britain today we have more people in work than ever before in
our history: they are better motivated than ever before, and
their living standards have improved beyond recognition.

But it is not just our economic performance that has been
transformed: so have ocur prospects for the future. Over ths past
seven years, investment has grown more than twice as fast as
consumption, <¢reating the increased capacity necessary to meet
future demand, Total business investment is now a higher
proportion of national income than ever before. And its quality
has improved immeasurably, too; as has the quality of British
manageameant. We have seen a dramatic and long overdue improvement
in company profits. And a remarkable growth in the total number

of businesses, last year at the rate of more than a thousand a
weak .

Frovided we stand firm in our resclve to get an top of inflation,
the prospects before us are excellent. And at least on this side
of the House, we do stand firm,

A year ago, in the aftermath of the worldwide stock market crash,
it looked as if there would be some slowing down from the rapid
growth of 19%987. In fact that was not to be.

As the House knows, the state of the national income statistics
leaves much to be desired. But it now appears that we had in 1988
a4 second successive year of growth at 4% per cent, with
unemployment falling by owver half a million, to wall below the
European average,




Manufacturing output grew particularly rapidly, by more than 7 per
cent, to a level welil above the previcus peak.

But total spending also grew by getting on for 7 per cent, mainly
because of the boom in industrial investment, in itself a welcomr
event, but also because of continued strong growth in consumer
spending. This last was financed to an unprecedented degree by
borrowing, overwhelmingly mortgage borrowing.

Inevitably the rapid growth of total gepending led to renewed
inflationary pressure. To some extent this was diverted inta a
sharp rise in imports, and hence ints the deficit on the current
account of the balance of payments. The published figures put
this at £l44 billion in 1988, although given the £15 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.

Given sound policies, howaver, it can readily be financed.
Moracver, unlike previous current account deficits we have knawn

in this country, it reflects not excessive Government borrowing,
but rather an upsurge of private investment unmatched by private
savings. This imbalance is something that will in due courss
correct itsalf.

The real threat is posed by the increase in inflation i(tself.
Excluding the distorting effect of mortgage interest payments, the
RFI rose by 4% per cent last year, much the same as the average
over the previous five years. But this underlying rate increased
significantly through the year, and now stands at S5k per cent.

Moraover, the increase 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 three and a half yEears.




In the UK, as in a number of other countries, it became clear that
it was necessary to tighten monetary policy sharply. That meant
raising short-term interest rates, which I duly did, starting last
June.

I am of course keenly conscious of the difficulties many
borrowers, particularly home owners, are now experiencing. But

nowaver unwelcome high interest rates may be, they are infinitely

praferable 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.

The outloock for 1989 is for inflation to rise a 1little further
over the next few monthe, from 7% per cent including mortgage
interest payments to about 8 per cent, before falling back in the
second half of the year to 5% per cent in the fourth guarter and
perhaps 4% per cent in the second gquarter of 1930.

Some slowdown in real growth ig inevitable as we gat inflation
back onto a downward path - indeed, it has almost certainly
already begun to happen. Overall growth is forecast te fall from
the 4% per cent recorded last year to 2% per cant this year, with
growth through the year at 2 per cent. Domestic demand is
forecast to slow down even more markedly. But 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® tha so-called
landing will be is not LIn the hands of Government alone. The
Government's task is to reduce inflation by acting, through
monetary policy, to bring down the growth of national income in
money terms. The task of business and industry is to control




their pay and other costs. The more succassfully they do so, the

less costly in terms of QUEput and employment the necessarcy
adjustment will be.

But over tle 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, Tha best
contribution the Government can make to this is to carry forward
the process of supply side reform, to help make the aconomy work
better. That is the cbjective of the specific measures to which I
shall turn in the second part of my speech.




C. MONETARY POLICY

As 1 =said at the outset, monetary policy plays and must always
play the central role in the battles against inflation. It £fs at

the very heart of the medium-term financial strategy, the tenth

edition of which I am publishing today.

1 have described the monetary tightening that has taken place over
the past nine months. This has already led toc a sharp fall in the
rate of growth of the rarget aggregate, narrow money, or M0.

For 1989-90, the target range for MO will be l1-5 per cent, as
envisaged in last vyear' MTFS. Although it will start the year
above the top of that range, its very low growth over the past
six months - belcw 3 per cent at an annualised rate - suggests
that it will fairly soon come back within the range. As in

past two years, there is nc target for the growth of broad money,
or liguidity, but I will continue to take it into account in
d3sessing 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. In this
context, wa will continue to work with our G7 partners to maintain

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

Short-term interest rates remain the essential instrument of
monetary pelicy. I repeat what I have stated clearly on a number
of previcus occasions: Interest rates will stay as high as is
needed for as long as is needed. For there will be no letting up
in our determination to get on top of inflation.




D. PUBLIC SECTOR FINANCES

I now turn to fiscal policy.

When we first tock office the public sector borrowing requirement

was over 5 per cent of GDP - equivalent to €25 billion in today's
terms.

This we steadily reduced over the years as a deliberate act of
policy, until, by 1987-88, the PSBR had been eliminated altogether
and we started to repay the public debt.

Accordingly, last year I budgeted for a further Public Sector Debt
Repayment, or PSODR, of some £3 billion. In the event, it looks
like turning out between four and five times as large, at
E14 billion, or 3 per cent of GDF. 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.
Indeed, Government debt as a proportion of GDP is now lower than
at any time since the First World War. And no other major Country
enjoys a comparable budget surplus. It has not been easy, avean
though we have been assisted this year by the exceptional bucyancy
of the economy, which both boosted tax receipts and reduced public
expenditure.

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 exampie, the debt repayments of the last two years mean
that net debt interest costs will be lower by over £1% billion a
year. This saving is being put to good uase, allowing extra
spending on departmental programmes within our overall public
expanditure constraints.

The dramatic improvement in the United Eingdom's public finances
has alsoc provided a welcome cpportunity 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 payablea in ecu. The
first series of six monthly tenders for these bille has proved a
highly successful innovation. wWe Plan to continue the programme
At around the current level.

Meanwhile, I am today adding one more entry to the long list of
financial controls which we have gwept away during our term of
ocffica. 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 invalved first the Treasury and then
the Bank of England in giving consents for equity and bond issues
in the capital markets, A8 from today it will no longer be
necassary for companies wishing to make capital market issuea to
obtain the Bank of England's consent to the timing of such issues.
The new issue gueus will be a thing of the past. And, as socon as
practicable, we will revoke the COrder itself and repeal the 1546
Act from which it stems.

The sterling capital market has in recent times been going through
a periocd of considerable adjustment, as the Government has changed
from being a large issuer to a large purchaser of its own debt.
The abolition of the Control of Borrowing Order will remove an
unnecessary and bureaucratic restriction on issuesrs of capital as

they move into the space formezrly cccupied oy the Govermnment when
1t was a borrower.

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 cpen up the market for sterling paper of less
than 5 yearas' 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 Lonion's capital markets,

They will give greater flexibility to issuers and wider choica to
investors.

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

balanced budget as the proper cbjective of fiscal policy, in thesa
tarms:

"A  balanced budget is a valuable discipline for the me-d £ um
tarm. It represents security for the preseant and an
investment for the future, Having achieved it, I intend to
stick to it. In other words, henceforth a zero PSER will be
the norm. This provides a clear and simple rule, with a good
historical pedigree."”

It is a rule that ensures that, as national income continues to
rise, the ratio of public debt to national income continues to
fall, and with it the burdem 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. 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, as it
would mean deferring for a very long time the benefits of a
reduction in the burden of taxation.

S0 I reaffirm the principle of the balanced budget . However,
given the substantial surplus we now have, the path of prudence
and caution must be to return to balance not overnight, but
gradually, over a period of years. Thus we can expect 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
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other words, a further publie sector debt repayment, or PSDR, of

some £14 billion. This means that, in the space of thres years,

wa 8shall have repaid roughly a eixth af the public debt that has
accumulated over two centuries. But it also meana that 1t will
not be possible in thise Year's Budget to reduce the burden of
taxation; that is to say, to reduce taxaticn as a share of
national income.




E. TAXPAYER COMPIDENTIALITY

Before I turn to my proposals for changes in taxation, I have one
other change of a apecific nature to announce.

As the House knows, the new official sacrets legislation currently

passing through Parliament is very much narrower in scopa than the
present Official Secrets Act. 1In particular, it does not cover
information in the possession of either the Inland Revenue or
Customs & Excise concerning the private affairs of specific
taxpayers.

1 am sure that the whole House will agres that it ie essential foar
taxpayer confidentiality to be properly protacted. I tharefore
proepose to introduce provisions in this year's Finance Bill to
ensure that it will continue to be a criminal offence for
officiale or former officials of either of the Revenue Departments

te reveal information about the private affairs of a spacific
taxpavyver.

1 would only add that the need for this protection is in no sense
a4 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, [ would like to taka
this opportunity to pay public tribute to the outstanding service
I have consistently received from the afficials of both
Departments .




F. BUSINESS TAXATIONM

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 taxa-ion of savings, and the
taxation of personal income and spanding.

Pirst, 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 set at the basic rate of income tax, currently 25 per cent.
Large companies, defined as those with profits of €4 million or
more, pay the main rate of corporation tax of 315 per cent, one of
the lowest rates of tax on company profits in the world. Between
E100,000 and ¢4 million the average rate of tax gradually rises
from 25 to 315 per cent.

1 propose to keep the small companies rate in line with the basic
rate of income tax for 1989-90 and to leave the main corporatiaon

tax rate unchanged. But 1 propose to increase the amall
companies’ rate band substantially, by 50 per cent.

Thus the small companiea®’ rate will apply to companies with
profits of under E150,000, and the 35 per cent rate will anly be
reached at profits of €% million. These changes will reduce the
corporation tax burden for more than half of all thosa Companias
that do not already enjoy the benefit of the small companies rate.

1 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 Lt
clear that this still left this benefit significantly undertaxed.




Accordingly, I propose to increase the car scales by one third for
1365-30. The yield from this will be £160 million in 1989-30 and

£400 million in 1990-91. Thera will be no change in the fuel
scales.

Over the years I have received a number of representaticns from
business complaining about the long-standing tax treatment of
foreign exchange gaine and losses. I recognise that as business
bacomes more global this subject becomes increasingly important.
However, 1 have to say that I find it one of thas most intractable

I have encountered. Certainly, there can be no guestion of any

change in the present system until a number of erucial and complex
issues have been satisfactorily resolved. I have therefare
authorised the Inland Revenue to publish today a consultative

document which explores those issues and examines the scope for
raform.

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 wvast majority of employees, this basis of assessment for
Schedule E poses noc problem. But for about half a million pecple,
mainly directors, who do not receive all their income in the year
to which it relates, it causes complications and often needleas
assessments and correspondence long after the tax year is over,
It 18 also open to manipulation.

I therafore 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 EB0 million in 1989-90 and E60 million in
1330-31, but in the long term it will Yield both extra revenues and

a signifieant saving in both Laxpayers' time and Inland Revenue
staff.

The reduction in the top rate of income tax to 40 per cant in lasi
Year's Budget also enables me to make a major simplification of
the tax regime for the vast bulk of the incorporated esector of
small businesses: those known as close companieg - ganasral ly

speaking, unguoted companies that are controlled by five or fewer
paople.

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 neaeded and I
propose to abolish them. I believe that family businesses in
particular will welcome this substantial simplification.

I de, however, have to guard against the avoidance of tax on
investment income by channelling it through a eclosely controlled
investment company. Any such company which does not distribute
the bulk of its profits and other investment income will therefore

be taxed at 40 per cent, eguivalent to the higher rate of income
tax.




G. TAXES ON SAVING

I now turn to the taxation of saving.

The sharp decliine in the ratia of perscnal saving to persoral

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 madium-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 saving
alone, but corporate saving too, which is running at a
historically high level, and public sector gaving, which has been
boosted by the move to budget surplus.

Moreover, the personal gaving ratio is measured in terms of gross
saving net of borrowing, and it has fallen not because of a
decline in gross gaving but as a result of the sharp increase in
personal borrowing. And the appropriate remedy for that Ls to

ralse the cost of borrowing, and with it the return on savings, 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 a response to short term or cyclical phenomena.
S50 for the taxation of savings, the Government's policy is claar.
It is to strengthen and deepen popular capitalism in Britain, by
encouraging in particular wider share ownership,

I have a numbar of spacific tax measures to announce today to that
and .

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 of whom had never owned shares
before, subscribing almost €% 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.

S0 the time has come to improwve and simplify PEPs and give them a
new boost.

First, 1 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 te 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 are limited to E540 a
year, or a quarter of their PEP, whichever is the greater, in unit
or Ainvestment trusts. I propese to increase this limit very
substantially, to £2,400 a year; and the whole of a PEP will be
able to be invested in wunit or investment trusts, up to this
limit. To qualify for tax relief, the unit or investment trusts
will be reguired to invest wholly or mainly in UK eguities.

Third, at present, only cash may be paid into a FEP. T propose
that investors should also be permitted to place directly into a

PEP shares obtained by subscribing to new equity issues, including

pPrivatigation issues.

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 investore, and cheaper to
administer.




1 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 ownarship.

It 18 a striking fact that the number of approved all-employes
share schemes has risen from a mere 30 in 1979 to almost
1,600 today, benafiting some 1% million employaes. 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 celling of E5,000. T propose to raise these cash
limits to £2,000 and E6,000 respectively.

Second, I propose to increase the monthly limit on contributions
to all-amployee save-as-you-earn share option schemes from £100 to
£150, and atr rthe same time to double the maximum discount from
market value at which opticns may be granted from 10 per cent to
20 per cent.

Third, a number of my Hon. Friands have been concerned that
current tax law may be inhibiting the development of employee
share ownership plans, otherwvise known as ESOPs. These are
distinguished from crdinary approved employee share schemas 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 gqualify 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
@ncourage more British companies, particularly in the unguoted
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 thair




profitability and success improves the company's performance. The
same benefits flow from profit-related pay.

This was cne of the reasons why in my 1987 Budget, I introduced a
tax reliaf to encourage its development. I have scme improvements
to make to this scheme, too.

First, as 1 have previously announced, I Propose to abolish the
restriction that, to qualify for the tax ralief, 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, 1 propose to anable employars to set up schemes for
headquarters and ather central units using the profita of the
whole company or group for their profit calculations. And fourth,
to help share schemes and ES0Ps as well as profit-related pay, 1
pPropose to change the so-called material interest rulas which may
at present unnecessarily exclude employees from schemes where Lthey
can already benefit from a trust set up for employeaes ,

Taken together, the package of measures I have announced to
ancourage wider share cwnership in general, and enmployee 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 unique. The present systcem
dates back to the First World War and has developed over the years
in a pilecemeal way, leading to a state of affairs in which the
incidence of tax Lis extremely unevan, with some life officas
paying no tax at all.

There is clearly a powearful case for reform, with a view to

securing a tax regime which is more aguitable both within the
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industry and as between life assurance and most other forms of
savings.

1 have considered very carefully the representations the industry

nas 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 Eurcopean Community
after 1392. 1In the light of these factors, I have decided not ta
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 write pension business as well ag life
assurance, 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 pensicns 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 ancmalous and I propose to end it.

This change will come into force on 1 January 1390, Together with
some related measures to put the taxation of life officas’ pensicn
business onto a proper footing, it will yYield some £150 million in
1950—514

The remainder of the changes 1 have to propose constitute a
broadly balanced package which, because of the transitional
provisions, Wwill reduce the taxation of life assurance in 1990-91
by some £100 million.

1 propose that the expenses incurred by life cffices in attracting
new business should continue to be 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, 19%0.

20




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 *o wait for next year's Finance Bill.

But I can say here and now that I propose, as from 1 January 1950,
te abolish Life Assurance Policy Duty. And I also propose, from
the same date, that the rate of tax payable on the policyholders’
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, ghould bae reduced to the basic rate of
income tax.

The net effect of all thesge changes to the taxation of 1life
assurance will be a cost of £20 millien in 1989-%0 and a yield of
E45 million in 1990-91, rising somewhat in subsequent years,

But above all it will provide a more efficient and egquitable tax
regime for this most important Lndustry.

Later this year, UK unit trusts will be able to compete freely in
Europe and will face competition from analogous Community
investment schamas hera. At present, trusts investing in
gilt-edged securities or other bonds face a tax disadvantage.
Thay pay corporation tax at 35 per cent on their income but can
pass on a credit of only the basic rate to thelr 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 UK tax
the trusts pay.

I now turn to pensions,

The tax treatment accorded to pension schemes is particularly
favourable; and the extent of this privilege has to ba

circumscribed by Inland Revenue rules. So pension schemes cnly




qualify for tax relief if thay 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 nerverse result that tax law affectively constrains

the overall pension an employer can pay his employees. This Is
neither desirable nor necessary. Accordingly, I proposa 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 nat be right to
make the present generous tax treatment open aended. I therefore
propose to set a limit on the pensions which may be paid from
tax-approved occupational schemes, based on a final salary of
£E60,000 a year.

I have deliberately set the ceiling at a level which will leave
the vast majority of employees unaffacted, and it will be subiect
tc annual uprating in line with inflation. Tt 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 £590,000 may be
commuted for a tax-free lump sum.

The new ceiling will apply only to pension schemes sat up on or
after today, or to new membars joining existing schemes after
1 June. Public sector schemes, too, will be amended to comply
with this. And, as 1 have already said, there will now be
complete freedom to provide benefits above the Inland Revenua
limits, though without the tax relief.

The introduction of this ceiling on tax relief alsc 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.

1 also propose to simplify very substantially the rules concerning
additional wvoluntary centributions to pension schemes, or AVCs.




In particular, the present requirements for fresstanding 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, Aif AVC investments perform very wall, occupational
pPensions 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. This will remova the penalty on good investment
performance.

The most important development in the pensions field in recent
yaars has undoubtedly been the introduction and success of
parsonal pensions. Since July last year, a million pecple have
already taken advantage of the new flexibility and cpportunities

these offer. I have two proposals today to make perscnal pensions
still more attractive.

First, 1 propose to make it easier for pecple 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 penslions
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 ta an
overall cash ceiling based on earnings of £60,000, corresponding
to the new ceiling for occupational pensions, and gimilarly
indexed.

These changes build on, and complete, the pension measures I
introduced in my 1987 Budget. They represent a significantc
deregulation which will allow more flexibility, while setting for

the first time a reasonable cash limit on the tax relief available




to any Iindividual. Thay should give a boost, in particular, to
saving through personal pensions and through AVCs,

Coupled with the changes T made in 1987, this is as far as I wish
€0 go in amending the tax trertment of pensions.

Finally, on the taxation of saving, it should not be overlocked
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.

I refer to Independent Taxation, about which three new explanatory
leaflets are now avallable from all tax officas.

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 wemen who have little or no earnings will in future have
their own personal allowance to set against thair savings income,
Independent Taxation may well do much to encourage the growth of
perscnal saving in this country.




H. TAXES ON SPENDING
I now turn to taxes on perscnal income and spending.

As the House knows, Her Majesty's Government are cbliged to
implement the European Court's judgement that certain of our zaro
rateés 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 rentas, 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 E35 milllon in
1383-30 rising to E£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 first-year yield of
£450 million from construction carried out for the public sector,
and the public sector programmes concerned have already been
protected by compensatory adjustments where nacessary.

So far as water for industry and fuel and power for business use
are concerned, VAT will not be payable until July 1990. VAT on

fuel and power will apply to business users above a spaecified
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 zeroc-rates for




construction, water, fuel and power for all charities’

non-busineas activities, for churchese, and for most residential

accommodation such as hospices, students' hostels and old people's
homes .

I have considered whether there is anything further 1 can sensibly
do to assist charities with their VAT bills in these special
circumstances. 1 propose to relieve charities from VAT on
fund-raising events, on sterilising equipment for medical usa, and
on classified advertising.

1 also propose to relieve from car tax cars leased to the
disablad. This 1is eguivalent to an overall saving of about £400
on @ach vehicle leased to a disabled person.

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 4in my 1986 Budget, has been growing
steadily. Some 3,400 schemes have now been seat up, and over
100,000 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.

I now turn to the excliza duties.

For soma yaars now, the potential damage to the environment in
general, and the risk to child health in particular, from
excesslve lead in the atmosphere has been a matter for concern.
Lead in petrol accounts for B0 per cent of lead in the atmosphare.
The government is firmly committed to phasing out leaded petrol,
and in successive Budgets I have sought to assist this. I first
introduced & 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
= per cent of total petrol sales, even though two-thirds of the
cars nowW on the road could use it, either without any
modification, or else with only a minor medification which should




not wusually cost more than £20 and in many cases will be carried
out frea.

One of the problems is ignorance of the facts. Many motorists do

not eallise that their ecars can already use unleaded patrel.
Others are unaware how modest the modification cost wusually is.
And many are under the falsa impression that, if they do switch to
unleaded petrol, their cars will no longer be able to use leaded
patrol.

It 1is clearly essential that thesa 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. This means that, at a shade
over 14 pence a gallon, or more than threepence a litre, our tax
dlfferential in favour of unleaded petrol will be greater than
that of any other country in the European Community, with the
solitary exception of Denmark. If the benafit of today's change
is fully passed on to the customer - and I look to the ail
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.

But I do not intend to stop there. I also propose to raise the
tax on two and three star petreol, sc that the pump price of thesa
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 & per cent of the total market, thus enabling them
to switch storage capacity and in some casas pumps too, to
unleaded petrol - quite apart from the incentive to the remaining
Ewo 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 contribute to a
marked increased in the use of unleaded petrol ovear tha next
twelve months.




They will also lead to a loss of revenue of some £40 million
1983-90. I propose to recoup this from Vehicle Excise Duty.

the present time, a bus or a coach has to have 66 ssats before
pays as much in Vehicle Excise Duty as a family car. I propose
rectify this anomaly by increasing the tax rates of this grovp
vehicles so that they cover their track costs. I also propose
increase the rates of duty for the heaviest non-articulated
lorries, to put them on a more equal footing with articulated
lorries. At the same time I propose to simplify the system,

greatly reducing the number of separate rates of Vehicle Exciss
Duty.

I have no further changes to propose this year in the rates of
excise duty.




J. INCOME TAX

Nor do I proposa 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 follows that I also propose no change this year

in the capital gains tax rates. However, I do have a few
announcements to make concerning capital gains tax.

With the advent of independent taxation from April 1990, married
women will acguire their own capital gains tax threshold; so that
a married couple will enjoy two such exemptions. 1In the light of
this, I propose to maintain the capital gains tax threshold at
£5,000 for 1989-90.

Second, I propose to abolish the general holdover relief for
gifts.

This was introduced by my predecessor in 1980, when thersa was
still capital transfer tax on lifetime gifts, Iin 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. And of course
gifts between husband and wife will continue to be exempt.

Morecver I propose to extend the existing relief for all gifts to
charities to gifts of land and buildings to housing associations.
Where instead of being given away the land is sold at less than
market wvalue, any capital gains tax will be based on the actual




proceeds rather than, as now, on the market value. I also propose

that such gifts and concessionary sales be normally exempt from
inheritance tax.

In the case of gifts of personal balangings, these benefit from
chattels relief, wurder which 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.

Third, I propose to change the tax treatment of certain bonds so
a8 to simplify the tax rules and prevent a loss of yield by the
use of indexation to create losses and the cenversion of Lncome
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 E£1,400
ta E20,700.

The single age allowance will rise by £220 to £3,400, and the
married age allowance by £350 to £5,385. The nigher level of age
allowance will rise by £230 to £€3,540 for a single person, and by
£360 to £5,565 for a married couple.

I have a number of measures te help the elderly. In 1987 I
introduced a new and more genercus age allowance for those aged B0
and cver. I now propose to extend it to include all those aged 75
and owver. This will take an additional 15,000 elderly single
pecple and married couples ocut of tax altogether. Three gquarters

of all those aged 75 and over will not be liable to income tax at
i

The income limit for the age allowance will risge by EBOO0 to
£11,400, again in line with indexation. Howaver, I proposa 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

30




the rate of £1 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 meating a large number of
representations 1 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. Undar the
earnings rule, any pensioner who decides to continue to work after
reaching the statutory retirement age sees his or her pension
docked at a rate of 50 per cent aon every £1 sarned between £75 and
E79 a week, rising to 100 per cent for avery £1 earned over £79 a
week. This rule applies until he or she has reached five years
beyond the State pansion age.

The Manifesto on which we were first elected in 1379 acknowledged
that it was wrong to discourage pecple who wished to wark beyond

retirement age in this way, and pledged that we would abolish tha
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
ef 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 €190 million in 19859-30,
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.




Thosa who wish to defer taking their pension will remain entirely

free to do se, and will continue to earn a higher pension in
FETUrn.

[ am sure the whole House will welcome this loag overdue reform.

If I ware to adopt the so-called "duck test® now In vogue Aacross
tha Atlantic, the pensioners' earnings rule would probably gualify
48 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.




K. NATIONAL INSURANCE CONTRIBUTIONS

I have one further measure to propose.

It has long been a feature of the NHational Insurance system that,
once people earn more than the lowar earnings limit, which in
1589-30 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 - 35 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 1d
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 burden of National Insurance contributions on the low
paid. But the highly desirable reductien in the steap step at the
lower earnings limit was achieved at the expense of creating two
small steps further up the earnings scale.

This is not a real problem so far as employers' contributions are
concerned. But it 1s for employees. For it 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 ona, and they therefore lose more in
National Insuranca contributions than they gain Iin extra pay.

In agreement with my Rt Hon Priend the Secretary of State for
Social Security, I now propose to build on my 1985 reform. For
Pretty wall averyone who pays employee National Insurance
contributions, I propose to reduce to only 2 per cent the rate of
contributions on their earnings up to and including the lower
earnings limit. On their earnings above that limit, there will be
a single rate cf 9 per cent, up to the upper earnings limit, which
has already beean set for 1989-%0 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, and thus remove a

i3




serious work disincentive from the Systam. The step which has
always existed at the lower earnings limit, where pacple first

come into the National Insurance system, is the entry ticket to

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

will more than halve this step, to only 86 pence a week in
1985-90.

There will be no change Ln the centributions payable by employers.

This reform will significantly reduce the burden of amployeeas '
National Insurance contributions across the board. For the lovwest
pald, that burden is now heavier than the burden of income tax.
This 1is the most effective measure I can take to lightan it. Por
everyond on just under half average earnings and abova, it will
leave them £3 a week more of their own money .

The new system will take effect from the baginning of Octocber, the
earliest practicable date. The cost will be £l billion in 1989%-9D
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 E2 billion in 1989-90 and £34 billion
in 139%0-31.




L. CONCLUSION

Mr Deputy Speaker, in this Budget I have reaffirmed
Government's commitment to the

the
defeat of inflation through the
maintenance of prudont monetary and fiscal

policies. I have
budgeted for a debt repayment of €14 billion - the largast ever.

I have announced a major reform of, and reduction

in, employees®
Natlional Insurance contributions; and I have honoured ocur pledge
to abolish the earnings rule for pensiocners.

I commend this Budget to the House.
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BUDGET SECRET
until after Budget Speech on 14 March 1989
then UNCLASSIFIED

In terms of percentage of income taken in tax (average tax
rate] gaine are larger for lower paid, particulariy when
peatructuring of NICs f{rom October 19858 teken inco sccount.

Even with indexation of basic rate limit number of higher
rate taxpavers will be at record level in 19889-80.

Should have cencelled last yesr's reductlons in hipher ratea?

S B

Cut 41n top rate necessary to reduce disincentives to effort
and enterprise,

Isportant for UK to cut top cate to remain compecitive with
other countries - world-wide trend to cut tex rates,
egpecially top rates.

Cost of reduction in rop rates (just ower L1 billion io
1988-89) can have had little impact on growth in domestic
ECOROMmY .

Despite reductions In top rates both in 1979 and 1988, top
5 per cent will still pay significently larger proportion of
total income tax yield than in 1978-79.

In real terms, income tax paid by top 5 per cent up by
33 per cent in 1989-90 compaced with 1978-7P while total for
rest up by only 5 per cent.

{wi) Should have raised basic limit by more than fpdexatcion to reduce
number of higher rate taxpayers

Ceneral reductions in incose tax inconsistent with prudent
cavtious Budget. Higher rate threshold for married man some
17 per cent higher in real terms than in 1978-79.

iwii] Yhy no exemption from tax for wvork place nurseries?
i

4 velusble benefit - working mothers without it have to pay child care
costs from taxed income. Present tax treatment in line with that of other
expenses which enable people to work, Ho evidence that tax treatment
deters women from working.




BUODGET SECEET
until after Budget Speech om 14 March 1989
then UNCLASSIFIED Gl

Profits growth exceptionally high in recent years; return to
more normal performance end build up of capital allowances
will see reduction in corporation tax recelpts as percentage
of money GIDF.

This offsets auvtematic tendency for income tax to rise
faster than incose a3 real income claes.

Tax burden* (Sew also CCI).
1988-89 1989-90 19690-91 1991-91 1992-93

FRatio of total taxes 17k 37k
and NICs to money GDF

Ratio of non=-oil texes 374 37k
and NICs to non-oil GDP

# From 1390-91 onwerds post flscal adjust@ent

ivi) Figcegl sdjustment: Shows extent o which there would be rocm for
lower taxes or higher spending if economy develops as assumed.

£ billion, cash

1985-80 1950-91 1951-52 1952-93

10668 MTFS: Annudl fiscal adjustmeént not App i £ £ -
Cumulative flacal
ad justment not app 1 3 B

1088 MTFS: Annual figcal adjustmeant 3 | 1 not aApp
Cumulative fiscal
ed justment 3 4 = nat app

Flgures suggest room to cut taxes by E6 billiom ower 1990-91 ko 1992-093,

But experience shows such projections should be taken with great caution.

{wiil Debt - ipcome rpatilo

(@)
per cent of money GDP
(rounded to nearest 1 per cent)

19715 1979 1983 1985 1986 1987 1988 19849

UK net public sector 60 Bl 46 4B 05 42 ag 32
debt (31 March)
Source: Bank of England (1989 15 Toeasury estimate]

{b] For loterpaticonal comparison, see CCZ,
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then UNCLASSIFIED

In terns of percentage of income taken in tax (average tax
rate} gaine &re larger for lower paid, particularly when
restructuring of NICs from Occober 19689 taken inte account.

Even with indexation of basic rate limit number of higher
rate texpeyers willl be at record level ip 1989-%0.

Should have cencelled last yesr's reductions in higher rates?

Cut In tOp rdte necessary to reduce disincentives to effort
and enterprise.

Important for UK to cut top rate to remain competirive with
ather countries - world-¢ide #rénd ®to cour EEx  rates,
especislly top rates.

Cost of reduction in top rates (Just owver £1
1988-E8) can have had little impact on growth
ECOROmY

Despite reductions in top rates boch in 1979 and 1988, top
3 per cent will still pay significantly larger proportion of
total incese tax yield than in 1978-79,

In real terms, income tax paid by top 5 per cemt wp by
33 per cent in 1989-90 compared with 1978-79 while total foc
rest up by only 5 per cent.

(wi) Should have raised basic limit by more than indexation to reduce

number of higher rate taxpayers

General reductions in income tax inconsisctent with prudent
cautious Budget. Higher rate threshold for mecrried man some
17 per cent higher in real terms tham in 197B-79.

{(vii} Why no exemption from tax for werk place nurseries?

A valuable benefit - working mothers without it have to pay child care
cotts from taxed income. Pregent tax treatment in Line with that of other
expenses which enable people to work. Ho evidence ther cax treatment
deters womeén from working.




BUDGET SECRET
until after Budget Speech om 14 March 1989
then URCLASSIFIED c3

Profits growth exceptionally high in recent ye&ss: return to
more normal performance and build up of capital &allovances
will see reduction in corporation tax receipte as percentage
aof money GDP.

This pffsets automacic tendency for income tax to rige
faster than income a5 real income rises.

Taxr burden# (See alsa CC3}.,

1988-89 1989-90 1990-91 1991-91 1962-93

BEatio of total taxzes L 37y
and NICs to money GDP

Batio of non-oil taxes 3TN k|
gnd WICs to mon-oll GOF

* From 1950-91 onwards post flscal edjustment
{vi) Figcal adiondtment: Showe extent to which there would he room for
lower taxes orf higher spending if economy develops as mssumed.

£ billion, cash

1989-90 1990-91 1951-52 1992-53

1969 HTFS: Annual fiscal adjustment net app 1 2 3
Cumulative fiecal
adjustment not app 1 3 B
1988 MTFS: Annual fiscal adjustment 3 L 1 not spp
Cumulative fiscsel
ad justment E b 5 not app

Flgureés supgest room to cut taxes by L6 ballion over 1990-%1 top 1992-93,

But experience shows such projections should be taken with great caution.

{vii) Dabt - incomeé ratio

(&l
per cent of money GOF

{rounded to nearest 1 per cent)

18975 1979 1983 1985 1986 1987 is88 194%

UE mnet public sector 1] 51 48 L6 L5 42 39 iz
debt (31 March)

Sourcet: Bank of England (1989 is Treasury estimste)

(b} For internaticnsl]l comperison, see CC2.
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In terme of percentage of income taken in tax (average tax
rate) gaing are larger for lowsr paid, particularly whan
restructuring of HICs from October 1989 taken imco ECCOuURt.

Even vith indexation of baslec rate limit oumber of higher
rate taxpayers will he at tecord lewel in 19B9-940.

Should have cancalled lset year's reductions in higher rates?

. Cut In top rate neceégseary to reduce disincentives to effort
and enterprise.

Imporcant for UK t0 cut top rate to remain competitive with
other countries - world-wide trend to cut tax rcates,
especially top rates.

Cost of reduction in top ratea (Juse over £1 billion
1988-89) can have had little impact on growth in domest
BCONMEY .,

C

Despite reductions in top rates both im 1979 and 1988, tap
= per cent will still pay significantly larger proportion of
total income tex yileld than in 1978-79.

In real terms, income tax paid by top 5 per cent up by
33 per cent in 1989-90 compared with 1978-79 while total for
rést up by omly 5 per cent.

{vi] Should have ralsed basic limit by more than indexation to
pusber of higher rate taxpayers

Geperal reductions in income tax inconsistent with prudent
cavtious Budper. Higher rate threshold for merried man some
17 per cent higher In real terms than in 1978-75.

fwid) ¥hy no exemption from etex for work place nurgerlies?

A wvalusble benefit - working mothers without it have to pay child care
costs from taxed income. FPresent tax treatsent in line with that of orther
expenses which enable people to work. Ho evidence thar tex Ereatment
deters women from working.




BUDGET SECEET

nntil after Budget Speech om 14 March 1989

then UNCLASSTIFIED

Profive growth exceptionally high
pore pormal perfersapce and build
will see reduction in corporation

of money GDP.

This offsets automatic tendency
faerter than income a8 real income

Tax burden* (See also €61).
1588-89

374

1989=50

total taxes
Lo money GDP

Earin of
and NICs

174

non=0ll taxes
Lo non-all GDF

Ratio af
and HICS

174 174
* From 1930-91 onvards post fiscal adjustment

{vi]) Flapsl adiustment :

199091

in recent years; return to
up of capital allowances
tax receipts B8 perceéntage

tor income rize

rises.

TEx Lo

18591-51 1352-93

Zhows extent te vhich chere vauld be room for

lower taxes or higher spending if economy develops a8 assumed.

E hillion, cash

1989=-190

1990=-9]1 1991-92 1992-93

1989 WIFS: Apnusl fiscal adjustment
Cumuletive fiscal

ad justment

not app
not app

1088 WTFS: Apnual figcal adjustment 3
Cumuletive fiscal

BOJUELMENT 3

i 2 3
ik 3 i
l 1 not app

g 3 nat app

Flgures suggeet room to cut taxes by £6 billion over 1980-91 to 1992-583.

But experience shows such projectioms should be taken with great caution.

(wii) bt - incoma ratlo

(o)

per cent of money GOF
(roonded to nearest 1 pEr cent)

1875 1979 1983

U met public sector 4] 31 46 L&

debt (31 March)
Source: Bank of England

(bj

= CX.8 -

1885

ig86 1987 1968 1588

55 52 25 32

{19689 ig Treasury estimare)

For internationel comparison, see CGZ.
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BUDGET SECRET
until after Budget Speech on 14 Harch 1989
then UNCLASSIFIED

In terms. of percentage of income taken in tax (average tax
rate] gains are larger for lower paid, particularly when
restruocturing of NICs from October 1589 taken into account.

Even with indexatlon of besic rate limit npumber ocf higher
rate taxpayers will he at trecord level in 1989-94,

Should have cancell adt yesr's reductions inm higher rates?

e

Lut in top rate necessary 0 reduce disincentives to effort
and enterprise.

Inmportant for UK to cut top rate toc remBin competitiwe with
other countriea - world-wide tremnd g0 eut tax rates,
eapecially top rates.

Cost of reduction in top ratea (just owver £1 billion imn
1968~-88) can have kad little impact on growch in domestic
BCOmOmY .

Despite reductione in top rates both in 1979 and 1988, top
5 per cent will still pavy sigoificantly larger proportion of
total income tax yield than in 1978-78.

In real terms, income tax paid by top 5 per cent wup by
15 per cent in 198%-%0 compared with 1978-T79 while total feor
rest up by only & per cent.

(i) Should have raised basgic limit by more than indexation to  reduce
number of higher rate taxpeyers

General reductlons In iocome tax loconsistent with prudent
cautious Budger. Higher race theeshold for married man some
17 per cent higher in real terms tham in 1978-79.

(wii} Vhy no exemption from tax for work place nursecies?

A valuable benefit - working mothers without it have to pay child care
costF from taxed income. Present tex trestment in lione with thar of orhar
expenses whilch ‘enable people to work. Ho evidence thar tax trestment
deters womeén Lfom working.




BUDGET SECRET
until after Budget Speech on 14 March 1989
then UHCLASSIFIED 3

Profits grovwth excepticnally high in recéent yesrs; return to
more normal performance and build up of capits]l allowances
will see reduceion in corporation tax receipts &5 percentage
of money GOP.

This offsets avtomatic tendency for Income tax to rige
faster than income as teal lncome rises.

Tax burdea* (Sea alsa CC3).

19868-89 1989-90 1990-91 1981-49] 1992-93

Ratio of total taxes Tk ATk
and NiCs to money GDP

Batio of non-oill caxes k=l ATk
and HICs to non-oll GDP

* From 1990-91 onwarda post flscel adjustmesnt

{d) Fiscal adiustment: Shove extent to which there would be roem for
lower taxes or higher spending if economy develops as assumed.

£ billion, cash

1989-90 1990-91 1991-92  1992-93

1989 HTFS: Annudal [igcal adjustmént not app 1 2 -
Cumulative fiscal
adjugtment not app 1 3 6
1088 WTFS: Annual fiscal adjustment - 1 3. nat BPE
Cumglative fiegcal
adjustment - | 4 - not EpE
Flgures suggest roos to cut taxes by E6 billienm ower 1990-851 to 1592-83.

But experience shows such projections should be taken with great caution.

{wii) Deht - lncome ratio

{a)
per cent of mooey GDP
{rounded to nearest 1 per cent)

18945 1979 1983 1985 1986 1987 1988 19E9

UE mnet public sector 60 < | 4% 46 &5 52 9 32
debt (311 Harch)

Spurce: Bank of England (1989 is Treasury estimace)

bl For intermationsl comparison, aee CC2.
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In temms of percentage of income taken in tax (average tax
rate) gaing are larger for lower paid, particularly when
restructuring of NiCs from October 1989 takenm into eccount.

Even with indexation of bagi¢ rate limit number of higher
rate taxpayers will be at record level im 1989-90.

Should have cancelled last year's reductions in higher rates?

Gut in top rate meceseary to reduce disincentives to effort
and enterprise,

Important for UTE to cut top rate Lo remain competitive with
other countries - world-wide trend to cut tax rates,
egpecially top rates.

{dost of reductiomn in tep rates (just over £1 billiem im
1968=89) can hewve had little impact om growth in domestic
ECOonomy .

Despite reductlone in top rates beoth in 1979 and 1588, top
5 per cent will still pay significantly larger proportico of
total income tax yield than im 1978-79.

In real terme, income tex paid by top 5 per cent up by
33 per cent in 1%8%-90 compared with 197B-79 while cotal for
reat ‘up- by only 3 per cent.

(Vi) ahould have raised basic limit by more then indexacion to reduce
number of higher rate taxpayers

Caneral reducticns in incoee téx inconsistent with prudent
cautious Budget. Higher rate threshold for married man some
17 per cent higher in real terme than inm 1978-79.

[wii) Why no exesption from tax for work place nurseries?

4 valuable bemeflit - workin pothers without it have to pay child care
costs from taxed Income. Present tax treatment in line with cher of other
expensés which enable people to work. Mo evidence that tax treatment
dervers women from working.
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until after Budget Speech on 14 Harch 198%
then UNCLASSIFIED

Profits growth exceéeptionally high in recent years; return to
mare norEal performance and build up of capiesl allovances
will see reduction in corporation tax receipts ag percentage
of money GDP.

This pifsets Butomatic tendency for dincome tax to rize
faster then income 235 real income rises.

Tax burden* (See slso CC3).

1588-849 1589-50 1590-81 1891-891 1552-583

BEatio of total taxzes 17k 37s
and NICs to BOTeY GOP

Eatlo of nom-0il taxes 37k 374
and NICs ©o0 nom-0il GDP

% From 1l900-8]1 onwards post fiscal n-'_'lj'u.-:trnﬁn,t

(vwi) Fiscal adjustment: Shows extent to which there would be room for
lower taxes or higher spending 1if economy dewelops a3 assumed.

E billion, cash

1989-80 1950-91 1991-92 1992-93

1989 MTFS: 4nnpual fiscal adjustment not app 1 2 3
Cumulative Fiscal
ad justment not app 1 3 &
1088 MTFS: Annuel fiscal adjustment 3 1 1 noc
Cumulstive fiscal
ad justment 3 & - | not

Flgures suppest room Lo cut taxes by £6 billion ower 18680-81 £o L962-83,

But experience shows such projections should be taken with great caution.

(wii) Debt - income ratio

(aj
per cent of money GODP
{rounded to oearest 1 per cent)
1975 1979 1983 198% 1986 15387 1988 1989

UK net public sector 60 31 06 &6 45 b2 i 3z
debt {31 March)

Source: Bank of England (1989 iz Tressury estcimace)

(b) Por international comparison, sese CC2Z.

- C3.3 -




CONFIDENTIAL

FRTHE MINIETEERE

BUDGET DAY CABINET

This is the special Cabinet meeting for the Chancellor to
reveal his Budget proposals,

You will want to start by inviting the Chancellor to spaak.
As in recent years he does not propose to circulate any pileces

— e ——

of paper.

After the Chancellor has spoken you will want to give an
opportunity to any other Members of the Cabinet who want to to
comment. Some of them may, I Imagine, welcome the extent to
which the Chancellor has responded to the Pebruary pre-Budgat

discussion,

In concluding the discussion, you will want to stress two
pointa:

the warm Cabinet endorsement of the package;
e —

_—

the need for absolute secrecy until after the Chancellor's

gpesach.,

E{L- .

FAUL GRAY
13 March 1%89

EELALE
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PRIME MINISTER

With PEDR figures now available for the first 11 months of the
year - the last figures we shall have before the Budget - I am in

a position to let you have my usual note on the Medium Term

Financial Strategy.
e

T —

This will be the tenth occasion on which we have set out the MTFPS
in the Red Book. I propose to use this opportunity to highlight
the transformation of the economy that has followed our pursuit of

sound financial policies coupled with supply-side reforms. I will
gtress that, although the details of the MTFS have changed over

the last decade as the economy has evolved, the essence of the
strategy has remained unchanged.

-

At the centre of the MIFS, as always, is the over-riding
requirement to bring down the rate of inflation and not to

accommodate inflationary impulses. Owver the paaE two years, monay

GDP growth has exceeded the rate we have been aimiﬂE-fﬂr+ In part

this reflects a better supply performance in the economy; but it
also raflects stronger inflationary pressures. We have taken firm

action since the summer to bring the economy back onto track, &hd

the decline in money GDFP growth which I propose to aim for cover
the medium term should bring about a decisive reduction in

inflation.
=
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Piscal policy

The PSDR in 198B8-89 will turn out significantly higher than the

.
El0 billion I forecast at the time of the Auvtumn Statement. BSo
e

far, we have a surplus of €16 billion with one month to go, though
with the usual surge of apéFEIEE_T; the final month the figure for
the year as a whole is likely to turn out someawhat lower. I
intend to publish a figure of £14 billion as our best guess.

Last year I set out the principle of a balanced budget as the norm

for fiscal policy, and I intend to reaffirm it this vyear. I do
I e i, : ———

not believe that we should aim for the maximum possible repayment
—

of debt, because that would unnecessarily delay the reductions in

~thAxation needed to build on the supply side improvements already

achieved. But given the size of the present surplus, and the nead
———
to maintain a prudent and cautious approach, I am sure we should

only aim to return to balance gradually over a period of years.

The tax and national insurance package we have agreed will enable
me to budget for a PSDR of almost £14 billion in 1989-90, the same
as in 19H88-89. This impiﬁea no change in the overall tax burden

between the two years: the package merely offsets the fiscal drag

in the system. {?t also means that excluding privatisation
proceads, which will total E7 billion in 19B88-89 but are planned
to return to £5 billion in 1%39-90, I am budgeting for a rise in
the PSDR, from £7 billion to almost £9 billion.) Thereafter I
propose to show a gradual return towards budget balance, and thus

a number of further years of debt repayment. Provided we cuglinue

toc restrain the growth of public expenditure; this should enable
us to bring down the tax burden over the medium term,

Monetary policy

The MTFS will once again amphasise that the task of exerting

downward pressure on inflation falls to monetary policy. It will

also make it clear again that short-term interest rates are the
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essential instrument of monetary policy; that interest rate

decisions are made on the basis of a comprehensive EQEEEEﬁEﬁf'Df
monetary conditions, with particular weight given to the Behaviour
nffFE§1 in relation to its target range and to exchange ra£e; and
that the Government is not prepared to accommodate increases in
domestic costs by exchange rate depreciation.

I intend to s8at a target range for MO growth in 1989-90 of 1 to
5%, as foreshadowed in laat year's MTFS; this 1s the same as the
range for 1988-89. Although the 12 month growth rate of MO is
likely to start the year above the target range, the tightening of

monetary policy since the summer should bring it back within The
range before too leng. We have already seen a sharp deceleration,

e L

with the annualised six month growth rate now well within the
ranga. = —
— s

For subsequent years I propose to show a declining path for
monetary growth in line with that shown in last year's MTFS. The
range -1 to 3% for the final year (1992-9%3) should be consistent
with money CDP growth of around 5%, and hence a decisive fall in
inflation from the average rate of the last five years.

Capital market liberalisation

I shall also be announcing on Budget day a substantial
liberalisation of the London sterling capital market. I am

abolishing the gueua for bond and equity issues which has been
operated by the Bank of England sinceé 1946, opening up the market

tor sterling paper and at the same time simplifying its regulatory
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regime. I am also making some

taxation of deep discount and other
thesa changes will give greater
capital in London; and wider choice

LCONFIDENTIAL

consequential changes in the
bonds . Taken together all
flexibility to those who issue
to those who invest here.

flast

-

[HL]
10 March 1989
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PRIME MINISTER

FINAL BUDGET DOCUMENTS

I attach:

Flag A: the formal minute from the Chancellor summarising

the Budget package. There is no need for vyou to go through

this in detail, as you are already familiar with all the kay

points. -—

Flag B: a further minute from the Chancellor on the MTFS.

I suggest vyou do loock at this carefully. See separate
- R

comments below.
e —

_

Flag C: draft of the Budget speech itself; this is in two

il

main sections, on tax and the economy. Again, yvou will want

e ———— P
Lo go through this carefuall and the Chancell 14 wel
g Wy a or would wel&come

. -
your detalled drafting comments.

MEIES fFlag Bl
¥You will want to consider what the Chanceller has to say both

abouk fiscal paliecy and monetary policy.

—

Un fiscal policy, he proposas incluoding in the MTFS a gradual
r——

return towards Budget balance rather than maintaining the

present level or surplus. T think this is right. Although

high levels of debt repayment have obvious attractions, it is

unrealistic ta.Eian for the present leval of PSDRs continuing.

We only nead such high levels at presant because the parsonal
sector is not saving epgugh, As the economy readjusts and

e —

personal saving picks up again, one would expect to sea the

PSDR coming down (as Alan Walters has argued). So it would

involve an exceptionally tight fiscal policy to try to keep

the PEDEe ap; as the Chancellor saye this would conflict with

e

—

your abjectives for the tax burden.

BUDGET SECHET
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On monetary policy, the Chancellor proposes to inelude in the

MIFS the same figures as already published for the pericd up

to 1991-9%2 - 1e. a range of 1-5 per cent in 1989-90, and
2 —_——
U=4 per cent in each of 1990-91 and 1991-92. Por the new
Tlﬂ'
Lfinal year, 1992-93, the Chancellor now proposes publishing a

——

lower figure of -1 to 3 per cent. This gives a halpful =signal
—

of planned further sgueezing of inflation.

T — m—

Budget Speech draft (Flag C)

I have marked some small comments in the margin.

It would be helpful if you are able to have a look at the

dat T

draft speech before lunch time on Saturday, so that we could

have a brief word after Alan Greenspan leaves and I can then
bl it gy ;

phone throogh comments to the Treasury. Altarnatively, i[ you

had any major worries you could then yourself phone the

Chancellor in Leicestershire.

(s

PAUL GRAY

10 March 1989

sL3iBIAB

BUDGET SECRET
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Chambers, Parliament Street. SWIP 3AG
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10 March 1989
Paul Gray Esq

10 Downing Street
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BUDGET SPEECH: ECONCOMIC SECTION
I enclose, as promised, two coples of the latest draft of the
Economic Section of the Budget speech. I also enclose, for

completenegs, two copies of the peroration for the end of the
spaech.

7 W

J\'LE _'l YA

MOIRA WALLACE
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10 March 1989

Paul Gray Esg

10 Downing Street
LONDOR

SWl
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BUDEET SPEECH: ECONOMIC SECTION

I encleose, as promised, two copies of the latest draft of the
Economic Section of the Budget speech. I also enclose, for
completeness, two copies of the peroration for the end of the
spaach.

Tu

f\'fiia

MOIRA WALLACE
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Mr Deputy Speaker, in this Budget I have reaffirmed the

Covernment'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 aboligh the earnings rule for pensioners.

I commend Lh@$fﬂudget to the House.

BUDGET SECRET NOT TO BE COPIED
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The background Lo this year's Budget is the
unprecedented astrength of the British economy, coupled
with the continuing need to combat inflation, at a time

when, throughout the world, it is unmistakably edging up

agaimn.

* I shall begin with an account of the performance
of! \the econemy in 1988 and the prospects for 1989, sat

im fkﬁ:ﬂﬁptext of the past ten years. T shall than deal

with pondfary policy and the public sector finances.

Finally,T\'shall propose a number of measures to CArry

forward the(pideess of tax reform.

3 As usual, the Financial Statement and Budget
Report, together with a number of Press Releases fFilling
out the details of my proposals, will be available from

the Vote COffice as soom-as -1 have sat down.

ECONOMIC FERFORMANCE AND PROSPECTS

4., The Government's first ten years in office have

seen a transformatien both in the wap \in which economic

BUDGET SECRET | NOT TO BE COPIED
_BUDGET LIST ONLY |




5. For the first time, financial policy has been set
firmly and explicitly in a medium-term context. We have
bean guided by the basic philosophy that the Government
ehould set a sound medium-term financial framework and
leave the private sector free to operate with confidence

within it.

E..-f Eﬁb Government came to office with two central
ﬂhjEﬁﬁﬁvésfi to defeat inflation, and to breathe new
lifa intﬁ-ﬁ;mp;ibund economy - and a clear idea of how
Lo uchievéiéﬁdﬁe obijectives. Inflation is a disease of
money ; nnd.%pnéfﬁr? policy is its cure, The zrole of
fiscal policy is to bring the public accounts into
balance and keep them there; and thus complete the

process of re-establighing sound money. And strong

sustainable growth anfﬁch;eved. not through any

artificial stimulus, bt by allowing markets to work
again and restoring the Eﬁ!&;ééiﬁe cultura, by removing
unnecessary restrictions Jndiénntrals gnd rolling back
the frontiers of the 5tate, by reforming trade union law
and promoting all forms of capital ownership, and by

reforming and reducing taxation. s oY

~ BUDGET SECRET NOT TO BE COPIED
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raged in the "T0s, and

wrought so much economic and social havoe. And we

succeeded. Betwean 1974 and 1979 inflation had averaged

more than 15 per cent. Over the past six years it has

averaged 5 per cent.

8. Once business and industry recognised tha
fundamental changes that were taking place, they
ra%éﬁﬁﬁgd to the new economic climate with wigour and
Eﬂﬁiiﬂé#&E- As a result, we have experienced the
lﬁngegf.pehiﬂd of strong and steady growth this century.

Dutput iﬁ'fﬁhe United Kingdom has grown faster than in

all the Dthér-ﬁﬁin European nations during the ‘80s - a

marked nnnﬁf@it'Wtﬂ the previous twec decades, when we
ware bottom of the league. And this growth has been
basad on a dramatic and sustained improvement in
productivity. For the -‘@conomy &5 & whole our
productivity growth 'ﬂaé-.hgen second only to that of
Japan among all the majﬂ;:hatinns during the '80s. In

manufacturing it has Exueedédj&vﬁn Japan's

2. In Britain today we have more people in work than
ever before in our history; they are better motivated
than ever before, and their living|(§tandards have

improved beyond recogniticon.

BUDGET SECRET | NOT TO BE COPIED
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10. nomic performance that

has been transformed: 50 have our prospects for the
future. For over the past seven years, investment has
grown more ‘than twice as fast as consumption, creating
the increased capacity necessary to meet future demand.
Total business investment is now a higher proportion of
naticonal income than ever before. And its quality has
improved immeasurably, too; as has the quality of
Bﬁiﬁiﬁh managemént. We have seen a dramatiec and long
uféfjuﬂﬁx improvement in  company profits. And a

remarkgble growth in the total number of businesses, now

at the ﬁétq{df more than a thousand a week.

11, Provided - we stand firm in our resolve to get on
top of inflation, the prospects before us are excellent.

And at least on this side of the House, wa do.

12 A year ago, iﬂ_-thﬂ aftermath of the worldwide
stock market crash, it lbBked as if there would be some
slowing down from the rapid)growth of 1987. 1In fact

that was not toc be.

155 1 As the House knows, the satate of the national
income statistics leaves much to ba desired. But it now

appears that we had in 1988 a second sugpasaive year of

BUDGET SECRET NOT TO BE COPIED
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the European average.

14. Manufacturing output grew particularly rapidly, by
more than 7 per cent, to a level well above the previcus

peak.

15. But total spending also grew by getting on for
7 per cent, mainly because of the boom in Industrial
invéiﬂmgnt; in itself a welcome event, but also because
nf..éﬁnfinued strong growth in consumer spending. This
last."ﬁgﬂ ;inanued tc an unprecedented degreae by

boerrowing,everwhelmingly mortgage borrowing.

16. Inevitably” ‘the rapid growth of total spending led
ta renewed inflationary pressure. To some extent this
wags diverted into a sharp rise in imports, and hence in

the deficit on the curzehs account of the balance of

payments. The pubii;had figures put this at

El-il.-"2 billien in 1988, #lthough given the €15 billion
positive balancing item :';hﬁqther name for errors and
omissions - the true figure nis almost certainly less
than this. But whatever the true figure, it is
undoubtedly large, and & sharp increase on the deficit
recorded in 1987 after seven suggeffive years of

Y

surplus.
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financed: If BY, UAIIRE previous current account

deficits we have known in this country, it reflects not
eXcessive Government borrowing, but rather an upsurge of
private investment unmatched by private savings. This

is something that will in due course correct itself.

18. As the House knows, however, there has also been
some pick wup in recorded inflation. Excluding the

digtorying effect of mortgage interest payments, the RFI

rﬂseﬁbyﬂilfz per cent last year, much the same as the

averagd( <ver the previous five years. But
underlying _fa:e increased significantly through the

year, and row'stands at 5"/, per cent.

19. Moreover the pick up in inflation appears to be a
worldwide trend, Taking the seven major industrial
nations as a whole, liﬁflntimn is now at its highsst
level for some three yﬁ;ﬁé.

20. In the UE, a5 'in a nu%jgr ﬁi other countries,
became clear that it wae nc&éésary to tighten monetary
policy sharply. That meant raising short-term interest

rates, which I duly did, starting last June.

BUDGET SECRET NOT TO BE COPIED
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difficuTTIE® many DOLLOWerLE, pérticularly home owners,

and now experiencing. But however unwelcome high
interest rates are, they are infinitely preferable to

the damage that would be done by high inflation.

22. 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
ﬂffiai}_year has subsided. Monetary growth has slowed
da;ﬁlfgﬁﬁgeciahly. And retail sales, too, seem to have
leveiléﬁ.uft_mvﬂr the past four months, presaging a

gradual réqqﬁg;y in the personal savings ratio.

23, The G;tlﬁnk for 1989 is for inflation to rise a
little further over the next few months, from '.-'ll,."z per
cent including mortgage interest payments to about 8 per
cent, before fallinq_baﬁg in the second half of the
year to 5';2 per :enfliﬁ the fourth guarter and perhaps

T

41;? per cent in the secdnd guarter of 1990.

24 . Some slow down in real ﬁ}nuth is inevitable as we
get inflation back onto a downward path - indeed, it has
almost certainly already bequn to happen . Overall

growth is forecast to fall from {théf_4lj2 per cent

recorded last year to Elfz per cent tﬁfﬁ"year, with

BUDGET SECRET NOT TO BE COPIED
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18 for 2 markedly. But within

this, investment, which ie 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.

25. But the question of just how "soft" or "hard" the
so-called landing will be is not in the hands of
Ua?ét;;;nt alone. The Government's task is to reduce
1ﬁ£iﬁigﬁp by acting, through monetary policy, to bring
down thé ﬁng:h of national income in money terms. The
extent fh-gﬁi;h, over the short term, this is reflected
in a reductiéﬁ_@n inflation, and the extent to which it
is ref;ectéd_ Ahvelower output growth, is largely up to

business and industry.

26, The better that irdustry succeeds in controlling

its pay and other c&st;j'the less painful the necessary

adjustzent will be, not $8ast in terms of employment

prospects.

27. But over the medium-term, it is clear from our
experience over the past ten years that the policy we
are pursuing will bring inflatiani.ﬁﬁwh] and steady
growth will resume. The bast tbﬁailbutLﬂn the

e e —— e
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process-of-supply side reform,—to help make the economy

work better. That is the objective of the specific

measureas to which T shall turn in the second part of my

speech.

Monetary policy

28. As I said at the outset, monetary policy plays and
mﬂﬁtialﬂayﬂ play, the central rcle in the battle against
lnflatlﬂn It is at the very heart of the medium-term

fxnanc:al Etxaregy, the tenth edition of which I am

publishing tpdﬁy.

2% . I hdvé_déstribed the monetary tightening that has
taken place over the past nine months. This has already
led to a sharp deceleration in the rate of growth of the

target aggregate, narroW-money, or MO.

40, For 1589-90, the BArget range for MO will be

1-5 per cent, as envisaged i labt year' MTFS. Although
it will start the year above the top of that range, its
very low growth over the past six months - under 3 per
cent at an annualised rate - suggests that it will
fairly soon come back within the range,%ﬂas in the past

two years, there is no target for the gjﬂﬁtp of broad

— = ===
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account in assessing monetary conditions.

31 The exchange rate is of particular importance in
the conduct of monetary policy. A clear commitment not
to accommodate increases in domestic costs by exchange
rate depreclation remains a key safeguard against
inflation. This has been demonstrated both by the level
of .;i._!‘.LEIEEt rates and by our readiness to use the
wﬂﬂ&l#&.r=5ervﬂs wa have accumulated. In this context,
Wi Nlil cantinue to work with our G7 partners to
maintaip the exchange rate stability that has been a

feature Df:tﬂe.past two years.

32. Short-terf ‘interest rates remaln the esgential
instrument of monetary policy. 1 repeat what I have
stated clearly on a number of previous occasions:
interest rates will stay’ss high as is needed for as
long as is needed. Fuf there will be no letting up in

our determination to get am top of inflation.

Public Sector finances

33, I now turn to fiscal policy.

‘ BUDGET SECRET | NOT TO BE COPIED
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borrowing requirement was-over 5 per cent of GDP -

equivalent to £25 billion in today's terms.

35, This we steadily reduced over the years as a
deliberate act of policy, until, by 1987-88, the PSBR
had been eliminated altogether and we started to repay

the public debt.

35..wzﬁcnnrdingly, last year 1 budgeted for a further
Eubﬁih ﬁﬁectur Debt Repayment, or PEDR, of some
E3 bLiiiuﬁ;. In the event, it locks like turning out
almost fiﬁﬁi;imgs as large, at £14 billion, or 3 per
cent of be: “Even if there had been no privatisatien
proceeds at ali,”fhﬁ public finances would still be in
surplus, to the tune of some £7 billion., Covernment
debt as a proportion of GDP is now lower than at any

time since the First Warld War.

37. Hothing like thiﬁ_ has ever been achieved in the
past 40 years. And no Dtﬁgr. mﬁjar counktry enjoys a
comparable budget surplus. -it has not been easy, even
though we have been assisted this year by the

exceptional buoyancy of the economy, which both boosted

tax receipts and reduced publiec Expen&ffgﬁg wall below

the planned level.

[ BUDGET SECRET | NOT TO BE COPIED
BUDGET LIST ONLY




Fat

Eﬁ DGEVSEC | NOT TO BE COPIED
U =f LIST ONLY— |
ig. » 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 dabt
repayments of the last two years mean that net debt
interest cogts will be lower by some £13f4 billion a
year. This saving is being put to good use, allowing

extra spending on departmental programmes within our

overall public expenditure constraints.

33. ﬁhe hdramacic improvement in the United Kingdom's
public fiﬂgp;ﬁg has also provided a welcome opportunity
to devotae® mﬁ;E_ attention to the structure of the debt
that remains.  AMe'will continue to seek both to minimise
the cost of servicing the Government's domestic debt and

to improve its guality by relying less on the more

liquid borrowing instrufiefts.

40, We have also been'dble to restructure part of the
Government's foreign curfaﬁcy;3 debt , launching an
innovative and cost-effective programme of Treasury
Bills denominated and payable in ecu. The first aseries
of six monthly tenders for these bills has proved very
successiul, and this i=s an inngvg?;ﬁﬁ we plan to

LY

continue, at around the current level. ¢
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41. Meanwhile, I am today adding one more entry to the
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long list of financial controls which we have swept away
during our term of office. The last surviving reliec of
the post-War apparatus for the direction of capital by
the S5tate is the Control of Borrowing Order, which since
1346 has involved first the Treasury and then the Bank
of England in giving consents for equity and bond issues
in the capital markets. As from today it will no longer
L‘PEI,' _':J::l_lL-'n_l_..":E_E.Ea!."_'r' for companies who wish to make capital

market iksues to obtain the Bank of England's consent to

the L;@ing of sguch issues; and we will, as soon as
o Y

possible, Eéyéte the Order itself and repeal the 1946

Act from which ik stems,

42. The sterling capital market has in recent times
been going through a period of considerable adjustment,
as the Governmant haE &pﬁnged from being a large issuer
toc a large purchaser éf;its own debt. The abolition of
the Control of Ecrfqying Order will remove an
unnecessary and hur&aunratiﬁ:rééfrictign on  issuers of
capital as they move into the ép&ce formerly occupied by

the Government when it was a borrower.

43. This new freedom will be enhanced\\By. a further,

important, set of deregulatory measures for, ehe sterling
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promulgated today Iin

cap:ta%

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.

44. Taken together the changes T have described

congtitute a major liberalisation of the aArrangements
I..I

for) |Leondon's capital markets. They will give greater

flei;bﬁiiLy to issuers and wider choice to investors.

45. In }qépﬁ_year'u Budget Speech, I set out the
principle ‘of @.balanced budget as the proper objective

of fiscal pmlity, in these terms:

"A balanced budget is a wvaluable discipline for

the medium term. ))It represents security for the
o i

present and an investment for the future. Having

achieved it, [ }ﬁlenq_?n gtick to it, In other

words, henceforth a zé%u ?SBH will be the norm.

Thie provides a clear and simple rule, with a good

historical pedigres. *

46. It is a rule that ensures that, |2§)\naticnal income

continues to rise, the ratio of puhlic-ﬂ%bt:;a national

—
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interest. ensures, too, that the State makes no

claim either on the savings of the private sector or on
flows of finance from overseas. 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, as it would mean aeferring for a

very long time the benefits of a reduction in the burden
of taxation.

47 . :_ﬁﬁ:”¥. reaffirm the principle of the balanced
budget; ;fﬁqqever, given the substantial surplus we now
have, the Eéﬁﬁ.g; prudence and caution must be to return
Lo halance.;nptmﬁyerniqht, but gradually, over a pericd
of years. Thug we can expect to have a number of

further years of debt repayment ahead of us.

48. Moreover, qivenf%ﬂﬁ]particulur uncertainties there
are at the present time;ﬁ;:hélieve it would ba right to
budget for 1%89-390 for a ﬁﬁtglua.gimlLar to that secured
in the year now ending; in Gthﬂf.;urdﬂ, a2 further public
sector debt repayment, or ﬁéDR, of some E14 billion.
This means that, in the space of three years, we shall
have repaid roughly a sixth of the publie debt that has

accumulated over two centuries. But iﬂﬂéléd means that

it will not be possible in this year's BExdget to reduce
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the bUJﬂﬁ%ﬁng%f_is to say, to reduce

taxation as a share of national income.
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Before I turn to my proposals for changes in taxation, I

have one other change of a specifie nature to announce.

4. ~—~As the House knows, the new official secrets

léhiélgtimn currantly passing through Parliament is very

much'\narrgywer in scope than the present Official Secrets
I. .I ; - r . {
Act. Impdxticular, it does not cover information in

the possegpidn’of either the Inland Revenue or Customs &

Excise cﬂnﬁprniﬁg the private affalrs of spacific

taxpayers.

3, I am sure that the whole House will agree that it
is essential for taxpnféfﬁcqnfidEnLia!ity to be properly
protected. I therefor® prépose to introduce provisions
in this year's Finance ﬁill._tq ensure that it will
continue to be a cerin$; _ﬁffﬂnce for officials or
former officials of either of the Revenue Departments to
reveal 1informatien about the private affairs of a
specific taxpayer.
I'-. -

4, I would only add that the need fnf&fﬁi%.prﬂtectinn
is in no sense a reflection on the prnhitf ?ﬁ&liﬂtéqrity
of the members of those two Departments. 1ndé§é@_ after

nearly six years as Chancellor and more than Eéﬁht years
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as a Treasury Minister, I would like to take this
opportunit to pay public tribute to the outstanding
service I have consistently received from the officials

of both Departments.

BUSINESS TAXATION

- '-nyﬁpw turn to taxation. As I have done on a
numhﬁr.ﬁ{ %IE?iGuS occasions, I propose to divide this
into thfqet'?xjad gsactions: the taxation of business,
the taxatiaﬁ Sf:ﬁgvings. and the taxation of personal

income and spehding.
First, taxes on business.

7. Ever since the cn:@aratian tax reform I introduced
in 1984, the rate of .ﬁgrpnxatlbn tax for small
companies, defined for thig purpose as those with annual
profite of less than £100,000,%“has been set at the basic
rate of income tax, currently 25 per cent. Largs
companies, defined as those with prufit&_gi ELEE millien
or more, pay the main rate of uurpqrdﬁ#ﬂd?tax of 315 per

cent, one of the lowest rates of tax on'Compiny profits

in the world. Detween £100,000 and fiﬁz mitlion the

average rate of tax gradually rises from) | ?5. to

35 per cent.

2
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B. I propose to keep the small companies rate in line
with the basic rate of income tax Ffor 1989-90 and €&
leave the main corporation tax rate unchanged . But I
propose to increase the small companies' rate band

subgtantially, by 50 per cent.

9. .'.jﬁﬁg the small companies rate will apply to
Eﬂmpaniéﬂ_giph profits of under E150,000, and the 35 per
cent rétg::tgill only be reached &t profits of
£3f4 million} “Tﬁﬁﬁe 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.

10. 1 propose to CinCrease the VAT threshold to
£23,600, the maximum permitted-under European Community

law.

11, I alsc have to set the scales for the private use
of company cars. This remains far and _away the most
|

widespread benefit in kind. Hhena:f.&ﬁuhled the car

scales in last year's Budget, I made it ‘$JepE-that this

still left this benefit significantly underiaxﬁg,

3
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1. Accordingly, 1 propose to increase the car scales
by one third for 1989-9%0. The yield from this will be
€160 million in 1989-930 and £200 million in 1990-91.

There will be no change in the fuel scales,

13. i'GFDI the years I have received a number of
ré&f&éﬁgtatiuns from business complaining about the
lunéggﬁﬁﬁﬂing tax treatment of foreign exchange gains
and lbﬁaéé{l 1 recognise that as business becomes more
global fhiéf aubject becomes increasingly important.
However, I ﬁa%ﬁ to say that I find it one of the most
intractable I ﬁave encountered. Certalnly, there can be
no guestion of any change in the present system until a
numbar of crucial and complex issues have bean
satisfactorily :eani?gﬂ;ﬂ I have therefore authorised
the Inland Revenue tS”_Publish today a consultative
document which Explnreé-ﬂxpcgg issues and examines the

|
gcope for reform.

14. Finally, on business taxation, I have two major
simplifications to propose, both of which follow from
the income tax reforms I introduced laht.hﬁdgat.

1%. One of the many undesirahle featuregﬁp;:ﬁn income
tax system with several higher rates was.tbﬁﬁiéince a

taxpayer's marginal rate could well be very dif{éfeﬁt in
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different vyears, the question of which year income
related to made a great deal of difference. This was
truea of Schedule E where the strict rule is that income

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

basis.

1&2_ Zqu the vast majority of employees, this basis of
assehﬁﬁgﬁtzfnr &chedule E poses no problem. But for
about hg;f wa million people, mainly directors, who do
not :eceiméfailftheir income in the year to which it
relates, ik cahmes complications and often neadless
ASEegsments aﬂﬂ correspondence long after the tax year

is over. It is also open to manipulation.

17, I therefore xﬁfﬁﬁﬁse that income tax under
Schedule E ghould in futiure-be assessed on a receipts
basis, with the simple ﬁ:inciple that you pay the tax
when you receive the innﬁme‘ This will have a
transitional cost of £B0 ‘million in 1389-90 and
€60 million in 1990-91, but in the long term it will
Yield both extra revenue and a significant saving in

Doth tazxpayer's time and Inland Revenue staff.

18. The reduction in the top rate of incemé ' tax to
40 per cent in last Year'e Budget also enablEs. me to

make a major simplification of the tax treatment of “tha

5
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vast bulk of the incorporated sector of small
businesses: those known as close companies - generally
speaking, unquoted companies that are contralled by five

or fewar people.

13. — The rules for the so-called apportionment of close
ﬂamp;ﬁiaﬁ' income are notoricusly complex, taking up
Eﬂmesgﬂéﬂt? pages of impenetrable legislation. These
rules a;ai'nn longer needed and I propose te abolish
them. I bglﬁﬁﬁa that family businesses in particular

will welcome thiq_subaLantial simplification.

20, 1 do, howsver, have to guard against the avoidance
of tax on investment income by channelling it threugh a
closely controlled Lnieﬁtﬁént company. Any such company
which does not distrihutﬂfmﬂﬁt of its profits and other
investment income will therafore be taxed at 40 per

cent, equivalent to the highar-rate of income tax.

TAXES ON SAVING
21. I now turn to the taxation of saviﬁg_f"

22. The sharp decline in the ratio of persondl - saving
to personal incomea, over the past two ?ﬁu}ql,;n
b
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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

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

sufficiant to finance a high level of investment, But

what'\matters for that is not perscnal savings alone, but
curpnrahe”ﬁavings too, which are running at histerically
high lewé[ﬁjsﬁnd public gector savings, which have been

boosted by ﬁhﬁ'mﬁqe to budget surplus.

24. Moreover, the personal saving ratio is measured in
net terms, that is +to say as gross saving net of
borrowing, and it haE;iﬁl;nn not because of a decline in
gross saving but as & pesult of the sharp lncrease in
personal borrowing. And the appropriate remedy for that
ig to raise the cost of\ bq}ruwing, and with it the

return on saving, as we have done.

25. Above all, the role of tax reform 15 to encourage

anterprise and improve economic pevformance in the

madium term. It is wholly inapprupriata'ns:ah.answer to

short term or cyclical phenomena. So for'th& taxation

of savings, the Government's policy i= clear. Iﬁals to

5
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strengthen and deepen popular capitalism in Britain, by

encouraging in particular wider share ownership.

26. I have a number of specific tax measures to

announce today to that end.

27 'Egrsnnﬂl equity plans, or PEPs, were first
annmuﬁt@& in my 1386 Budget, and started up in January
193?.- ;aé]'thﬂ House knows, those who invest in these
plans pay_ﬁb:tg;thg: tax at all, either on the dividends
they re:elfﬁ. ﬁ;. on any capital gains they may make -
indeed, there”is no need for them to get involved with

the Inland Revenue at all.

28. Perscnal equitfg i plans got off to a good start,
with over a guarter of & million investors, many who had
never cwned shares ‘before, subscribing almost

]

€'/, billion between them in'1987.

29. Since then, however, the take-up of new PEPs has
slowed down, not least as a result. of the changed

climate in the eguity market which! “followed the

Octeber 1987 Stock Exchange crash.

30. S0 the time has come to improve and simplify PEPs

and give them & new boost.

a8
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31. First, I propose to raise the annual limit on the
w overall amount that can be invested in a PEP from £3,000

to £4,800.

32. ~—pecond, within  that, I pPropose to raise
suﬁs#ﬁéf;ally the amount that can be invested in unit
trusts Etlinvestment tLrusts. For many small savers,
these proyifdé an excellent introduction to shareholding.
At present:?ﬁé'investﬂrs may only place E540 a year, or
a quarter afiﬁhéir PEP, in unit or investment trusts. I
propose to more than treble this amount, to €2,400 a
year; and 1 propese to allow the whole of a PEP to be
invested in unit or inue;;nmnt trusts, up to this limit.
To gualify for tax reliéﬁf the unit or investment trusts
will Ee regquired to ulnvé$t wholly or mainly in

UK eguities,

3l. Third, at present, only cash may be paid into a
PEP. I propose that investors should alsc be permitted
to place directly into a PEF shaﬁgs_ obtained by
subscribing to new equity iéﬁu?gij including

T
%

privatisation issues.

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

simplifications to the PEP rules so as to make “the

9
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gecheme more flexible, better directed to the needs of

small and new investors, and cheaper to administer.

35, I am confident that the changes that 1 have
announced today will enable personal equity plans to
Pla{ian important part in stimulating the spread of

E*ﬂéééhiP of British equities in the years ahead.

36. I .alsp have a number of improvements to announce
specifitﬁliﬁ. designed to encourage employee share

ownership. "

3t It 4is a striking fact that the number of approved
employea share schemes has risen from a mere 30 in 1975
to almost 1,600 tﬂ@ﬁy;h involving some 13f4 million
employees. At PFEEEHL iﬁg-ahnual limits on the wvalue of
shares which Can hei, given under all-employee
profit-sharing schemes are ;él;léﬂ or 10 per cent of
salarzy up to a celling of £5,000. I propose to raise
these cash limits to £2,000 and E6,000 respectively.

ig. second, 1 procpose to increase tﬁ;fm;p[hly limit on
contributions to all-employee Eave—&h;j9§fe§rn share
ocption schemes from €100 to €150, and at ﬁﬁg '%gme time

to double the maximum discount from markgﬁf?ﬁluc at

i .
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which coptions may be granted from 10 per cent to 20 per

CENnL.

39. Third, a number of my Hon. Friends have been
concerned that current tax lawv may be inhibiting the
development of employee share ownership plans, otherwise
K&ﬂwﬁ{éﬁ_ESUEs. These are distinguished from crdinarcy
apprﬁ}é&:'@mplﬂyec share schemes by the fact that they
use a Lidafiwarigty of finance, acquire more shares and
tend to 'qﬁéréte on a longer timescale. I propose to
make it cléﬁr tﬂat 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 reascnable time, Ijhﬁp% that this will encourage more
British companies, particdlarly in the unguoted sector,

to consider setting up ESOPs.

0. Those firms with employe&’ share ownership schemes
have no doubt that giving the workforce a direct
personal interest in their profitability and success
improves the company's performance. \Phé same benefits

flow from profit related pay.

11

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




CONFIDENTIAL

‘ iw&m‘ NOT TO BE COPIED
B I L

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.

42. First, as 1 have previously anncunced, 1 propose
to abolish the restriction that, to gqualify for the tax
reliéfl prospective profit-related pay must equal at
least 5 ﬁer cent of total pay. BSecond, I propose to

raise tha Fimit on the annual amount of profit-related

pay which ciﬁ;attract relief from £3,000 te £4,000.

43. Third, *I propose to enable employers to set up
schemes for headguarters and other central units wusing
the profits of the whole company or group for their
profit calculations. (And) fourth, to help share schemes
and ESOPs as well as;ﬁ:niit related pay, I propose to
change the so-called mﬂtégiﬂl interest rules which may
at present unnecessarily ﬂxﬁluéé employees from schemes
where they can already benefit“¥from a trust sat up for

employees.

44, Taken together, the package lpﬁ'ﬁéaaures I have
announced to encourage wider share Dwneféhhp.in general,
and employee share ownership in partiCular; wild help to

ensure that the idea of a share-owning demncfaa;:hpcamea

12
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ever more entranched as a part of the British way of

lifa.

15. Last Junes, the Inland Revenue issued with my

authority a major consultative document on the taxation

of life assurance.

46. " The tax regime for life assurance is sui generis.

The péé#ep#zﬁyELEm dates back to the First World war and
has devﬁimﬁﬁd:gver the years in a piecemeal way, leading
te a stath ﬁfwhffaira in which the incidence of tax is
extremely uneven, with some successful 1life offices

paying nc tax at all.

47. There is clearly @' powerful case for reform, with
4 view to securing a ta¥ regime which is more equitable
both within the industryand as between life assurance

and most other forms of savibgs,

48. p I have considered very careful ly the
representations the industry has mad&,_and taken full
account both of the changes to the refula¥ion of life
assurance proposed by the SecurlLLes:_hgd Investment
Board under the Financial Services Act Eﬂdntﬁﬂibfcﬂpﬂtta
for increased competition within the Eurnpeéﬁiﬁ@ﬁmunity

after 1992. In the 1light of these facturs;:‘&'”havﬁ

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 basa.

diﬂEEE%%rst, many life offices run a pension business
alnﬁéﬁiﬁ% their main life assurance business, and they
are ;q;u;;aquir&d to keep the two businesses entirely
Eepnrﬂté"fﬁrﬂFﬂx purpcseg. This enables them to set the
unrelieved %%béﬁﬂﬁs of the pensions business against the
income and gaifis S[ their life business, thus giving
their life profits unduly favourable tax treatment. The

life offices themselves have accepted that this

treatment is anomalous &nd I propose to end it.

50, This change, aiﬁng With some minor related
changes, will come into fﬁ%qé dﬁ 1 January 1950, and
will vyield some E£150 millinﬁ in 1990-91. The remalinder
of the changes I have to propose constitute a broadly
balanced package which, because of the transitional

provisions, will reduce the taxation ¢f''\life assurance

in 1990-91 by some £100 million.

31. I propose that the expenses incurred by life

offices in attracting new business should contifiue ¥ be

14
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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.

Ei.ﬁ‘?$here are certain other, more technical matters
raiééafin;thn consultative document which will reguire
furth;r: ﬁi;CUEELEH with the industry, and any
lcglslativelﬁﬁnpges on these issues will have to wait

for next year's Finance Bill.

a3. But I can say here and now that I propose, as from
1 January 1330, to abolish Life Assurance Policy Duty.
And I also propose, [;ph'ihe same date, that the rate of
tax payable on the pul}ﬁfhgiﬂer & share of income and
gains of life offices, wﬁinh at present stands at 35 par
cent on unfranked i:wﬂstmeﬁtfincﬁme and 30 per cent on

realised capital gains, should be reduced to the basic

rate of income tax.

54. The net effect of all theaaﬁ'ﬂhﬁngﬁs to the
taxation of life assurance will be a cuﬁﬂ“é{ E2ﬂ million
in 1989-30 and a yield of £45 million in 1960-91, rising

somewhat in subsegquent years.

15
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55 s But above all it will provide a more efficient and

equitable tax regime for this most important industry.

56. Later this year, UK unit trusts will be able to
compete freely in Europe and will face competition from
analogous Community investment schemas here. At
pf@a%ﬁﬁt trusts investing in gilt-edged securities or

uthﬂtﬁ:h@qﬁﬁ face a tax disadvantage. They pay

L -
o~
| Y, ]

corporaliom-, tax at 35 per cent on thelr income but can

pass on & Jgredit of only the basic rate to their

investor. éﬁ:T'p;mpﬁﬂa that from 1 January 1990, as for

life assurancé 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 wil;ffthen get full credit for all the

tax the trusts pay.

i

57. I now turn to pensional

28. The tax treatment accorded to pension echemes is

quite rightly particularly favourable: and the extent of
this privilege has to be circumscribed| h? Inland Revenue
rules, So pension schemes only quallﬂy fﬂr tax relief
if they meet certain conditions, nutahlg Lhat the

pension paild may not exceed two-thirds of ftnai ﬂalary+
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and if they fall foul of any of these rules, they lose

all reliaf.

59, This has the perverse result that tax law
effectively constrains the overall pension an employer
can _pay his employee, This is neither desirable nor
néﬁa&ﬁé;y. Accordingly, I propose to make it possible
fur'.pﬁpféyerﬁ Lo provide whatever pensions package they

believa'.necegssary to recruit and reward their employees.

60. HDHE?EI{'#ﬁilE it is clearly right that employers

should be freé to érnuide whatever pension they sea fit,
it would not be right to make the present generous tax
treatment available with no upper 1limit at all., 1
therefore propose to qatiﬁ limit on the pensions which
may be paid from téﬁ;agptuved occupational schemes,

based on final salary of EEQ;HHH a year.

61. I have deliberately set the ceiling at a lavel
which will leave the vast majority of employees
unaffected, and it will ba subject to annpal uprating in
line with inflation. It will still?ﬁejﬁﬂsalb!e for a
tax-approved occupational scheme to puy.a.?gniéun of as=
mich as  £40,000 a year, of which up to £30,000 may be

commuted for a tax-free lump sum.
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b2, The new celling will apply only to pension schemes
set up, on or after today, or to naw 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 reliaf.

53-- 'THﬁl introduction of this ceiling on tax relief
also Enhh}éﬁ-mﬁ to simplify and improve the rules for
the majuflLriéi_yenalon scheme members, in particular to
ease the c;ﬁdlﬁfﬂns under which people can take early

retirement.

64. I also propose to simplify very substantially the
rules concerning addixjﬁ@ﬁi voluntary contributions to
pension schemes, or ”i#us.' In particular, the present
requirements for free &S}anding AVCs place a heavy
administrative burden on employers. Thege requirements
will ba greatly reduced. indeed, in many cCazes

employers will not need to be involved at all.

65. Furthermore, if AVC invﬂstmentsiﬁqrihrm very well,
occupational pensions may at present haﬁgL;ﬁ"be reduced
to keep total benefits within the pErmiééﬁd:limitE. 1
propose that in future any surplus AVC fundET:ﬁhﬁﬁld be

returned to employees, subject to a special tak charge.

18
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This will remove the penalty on good investment

percformance.

66 . The most important development in the pensions
field in recent years has undoubtedly  been the
intrn?uutinn and success of personal pensions. Since
J@ir:iﬁgt year, a million people have already taken
advéhbﬁgé_nf the new flexibility and opportunities these
ﬂffEf:U.I Eavg two proposals today to make personal

pensions“srill more attractive,

67 . First, <X ﬁfﬂpuse to make it easier for people in
perscnal pension gschemes to manage thelir W

investments .

bE. fecond, 1 prapﬁﬁéJ to increase substantially the
annual 1limita, as a ﬁ%&:entage of earnings, an
contributions to persmnaifzpenﬁimnﬁ for those over the
age of 35. This will be of p&rﬁicular value to those
running their own business, who are often unable to make
contributions until later on in their wa;king life. 4,
will alsc improve the position of pﬁr%?ﬂnl pensions in
relation to occupational schemes. The ﬁé#i_limitg will

ba subject to an overall cash ceiling bésﬁd an. earnings

of £60,000, corresponding to the new Eeii;ﬁg for

occupational pensions, and similarly indexed. %% :
'l_"'\.
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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
reasonable cash limit on the tax relief available tc any
id@@éﬁ#qpl, They should give a boost, in particular, to
SEI‘-F.]{'!:;:.';',; :..'L._-I.;Ei:nugh personal pensions and through AVCs.

L

69a. Cﬂhprﬁﬂ'_with the changes I made in 1987, this is

as far as f&%lsh;tu go in amending the tax treatment of

pensions.

70. Finally, on the taxation of saving, it should not
be overlooked that 4 (far-reaching reform which I
announced in last yeaféé Bdilget, to come into effect in

April 1990, is relevant in_thi; context.

71. I refer to Independent Tgxation. 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 presa#ﬁ a}uife's income
from savings has to be disclosed to .Ha£i:hq5hand and
taxed at his marginal rate. TndupendEngtTgxétinn will
change all that. In particular, those marriéd women whao
have little or no earnings will in future hauéftﬁﬂi}fuwn
personal allowance to set against their savings Encome.

Independent Taxation may well do much teo encourage the

growth | RET “RY TO BE COPIED
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TAXES ON SPENDING

12, I now turn to taxes on personal income and

spending.

73. _ As the House knows Her Majesty's Govermment are
uhlﬁgﬁﬂ to implement the Buropean Court’'s judgement that
:e;tqiﬁ;;&f our zero rates of VAT on supplies to
businakg,:hptahlv on non-residential construction, but
alse on .ﬁﬁgl and power and on water, are not lawful.
This derives f}um the Court's interpretation of the
Community's 'Eiuﬁh 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.

4, In implementing :ﬁa_judgement I have sought to do
as much as possible to ianLNEEE the burden. From
1 april VAT will be payabke 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 hauaaﬁfhh_nptinn to tax
renta, which means that in most caces n&*é;tra VAT will

be paid at all. i ¢
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¥ 5 These measures will reduce the burden of VAT on

construction so far as the private sector is concerned
., to Just E35 million in 1989-90 rising to E110 millien in
. 1992-93, Without them tha yield from VAT on
construction in the private sector would have risen to
E450 million. There will also be a yield of
Eﬁﬁﬂzﬁilliun irom construction carried out for the
puﬁffe?;é?;tnr; and the public gactor Programmes

]
concerned “have already been protected by compensatory

adjustments ‘where necessary.

76. VAT willfict be payable until July 1990 on water
for industry or on fuel and power - then only on
business users above a specified threshold. Private

nouseholds will remain %érp rated.

iy I I have been parﬁiguln;;y concerned about the
impact of the Eurcpean Cﬂﬁﬁi'sa ruling on charities.
Unfortunately charities"® hﬁéiness activities cannot
lawfully be shielded from the effects of the ruling but
I have been able to retain zero-rates fqr construction,
water, fuel and power for all charitiﬁ%Ei non-business
activities, for churches and for ﬁﬂé%l;t&ﬂidential
accommodation such as old people's hﬁmés, ﬁﬁ;udents'

hostels and hospices.

F¥.

BUDGET SECRET _‘ NOT TO BE COPIED
'BUDGET LIST ONLY




CONFIDENTIAL

| E%%c,ﬁm NOT TO BE COPIED
B ET_K1S Y

78. I have considered whether there is anything
further I can sensibly do to assist charities with their
VAT Dbills in these special circumstances. I propose to
relieve charities from VAT on fund raising events, on
sterilising equipment for medical use, and on classified
adve;tisinq.

Tg,tﬂ?i?;isn propose to relieve from car tax cars leased
to I:.h:g .?ild.-_!_:__a.hled. This is eagquivalent to an overall

saving éf'-abgut £400 on each vehicle leased to a

disabled ﬁa;éﬁﬁg

80. I also propose to allow the present rules on tax
ralief for membership subscriptions pald by covenant to
heritage and cansﬂ;qaiiqn charities. If the member is
given the right of fuii: antry to view the charity's
property, that hﬂnefif ;yil;_he ignored in determining
whether relief is due. fhi? .}ill be of wparctlieular

benefit to organisations such 48 the Mational Trust.

gl. But in general, I continue to believe that tha
best way of helping charitable causes _Eh&nugh the tax
system 1s by directly encouraging the néﬁin[ charitable
giving. The Payroll Giving Scheme, wnich:#I introduced

in my 1986 Budget, has been growing stéaﬂiiy, Some

3,400 schemes have now been set up, and ovex 108,000

i3
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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 its
full potential, it is clearly neceseary for the
I:h_-_EII.I'lE'.jLE'.:El- themsalves, and others involved, to mount a
ma jog _'.]'-._Ilfurmatil:m and marketing campaign to promote
I ﬂmxfﬁﬂrfiﬁularly glad that my Rt.Hon. Friend,
Viscount ﬁgﬁhélgw, has agreed to become Chairman of
new Payrﬁii- Gi?ing Association, which will co-ordinate

efforts in this field.
B3. I now turm to the excise duties.

B4, The damage to tHEJénvirunment in general, and to
child health in particuléfi from lead in the atmosphere,
and the contributlon of urdi@éry'leaded petrol to this
problem, is Increasingly wideiy xnown. 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 differentigL'?in favour of
unleaded petrol in 1987, and Ln:reaiéﬂﬂﬁﬁ_last year.

But although sales are undoubtedly rising,t'unleaded

petrol s8till accounts for only some 5 per céﬁﬁ.qﬁ.tmtal

petrol sales, even though two=-thirds of the ca%ﬁf'nﬁw on

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

already use unleaded petrol. Many others are unaware

hdw | \modest the conversicn cost usually is. Others

wrnﬂﬁi;.ﬂ;magine that their car's performance would
suffe;:'we¥ﬁ~ they to use unleaded fuel. Many are under
the false ;ﬁErEbEan that, if they do switch to unleadad
petrol, tneir cars will no lenger be able to use leaded

petral.

B6. It 15 clearly essential that these myths are
rapidly dispelled. ?ééﬁwhile, I propose to take the
opportunity of this Eudget to increase still further the
tax differential in Eavmur 0f unleaded petrol, by nearly
fourpence a gallon. If Lh:snr&ﬁuct;&n is fully passed
on to the customar - and I lguk to the oil companies to
see that it Is - it means that the price of unleaded
petrol at the pump will generally bgﬁgctting on for
tenpence a gallon, or just over tﬂﬁﬁﬁﬁ:e a litre,
cheaper than four star leaded petrol. .fﬁlg Qill be one
of the most substantial differentials bEtwaen the price
of leaded and unleaded petrol within thﬂ Eurmpean

Community.
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B7. But I do not intend to stop there. I also propose
ta raise the tax on two and three star petrol, so that
the pump price of these grades will be at least as high
a8 that of four star. This should encourage garages to
phase mut two star petrol, which is already down to
ahéut £ Jper cent of the total market, thus enabling them
Lo &#;tch storage capacity to unleaded petrol - quite
apart f:ﬂm.ﬁhe incentive to the remaining two-star users

to switch'ﬁﬁiﬁnleuded fuel.

88. I am cdﬁfiaént that the duty changes I have
announced, which will take effect from six o'clock this
evening, will help to lead to a marked inereased in the

use of unleaded petra;_qqér the next twelve months.

89. They will of caursé:glsq lead to a loss of revenue
of some E40 million in lﬂﬂﬁ-&p.ﬁ: I propose to recoup
this from Vehicle Excise Duty:; A the present time a bus
Or 4 coach has tc have 66 seats before it pays as much
in Vehicle Excise Duty as a family car. I propose to
rectify this anomaly by increasing thajﬁ&ﬁ}rates of this
group of vehicles so that they cover théiﬁ_#rgck costa.
I also propose to increase the rates of IEQFF: for the
neavieet non-articulated lorries; to put théﬁ'qﬂ 4 mora

equal footing with articulated lorries. ThEEé..ﬁhéhQEE
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will also simplify the system, greatly reducing the

number of saparate rates of Vehicle Excise Duty.

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

the rates of excise duty.

TAXATION "OF INCOME

J1. Hor® g&'~1 propose any change this year to either

the basic or higher rate of income tax.

2d. Since 1 aligned the rates of income and capital
gains tax in last year's Budget, it follows that I also
propose no change thip yesr in the capital gains tax

rates. However, I d%, hdve a few changes to capital

gains tax to propose.

93 With tha advent of iddependent taxation from
April 1930, married women will acguire their own
capital gains tax threshold, =o that a _marriﬁd couple
will enjoy two such exemptions. In the quht of this, I

propose to maintain the capital gains tii'-rhreahuld at

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

relisf for gifts.

95, This was introduced by my predecessor in 1380,
when there was gstill capital transfer tax on lifetime
gifts, in order to avoid a form of double taxation. But

théliéiﬁun lifetime giving has since been abolished, and

i

the'ﬁ?{igi is increasingly used as a simple form of tax

avaidaﬁpu.:

96 . But -ﬁbiiﬁ_ the general holdover relief will go, I
propose to refain’ it tor gifts of business, farm and
heritage assets. I also propose to extend the axisting
relief for all gifts to charities to gifts of land to
housing assocliationsg. “éind of course gifts between

husband and wife will cBntipue to be exempt.

97. In the case of giftE.ﬂf.EEIEﬂnaI balongings, 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 double the chattels

exemption limit to £6,000.

S8, Lastly, on capital galns tax, I prcﬁqga fo change
the tax treatment of certain bonds so as to éimpi&iy the

tax rules and prevent a loss of yield by thés use, of
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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 allowances by the
statutory indexation factor of 5.8 per cent, rounded up.
Thﬁ%fiihg single person's allowance will rise by E180 to
E1,¥E§; ﬁﬁg the married man's allowance will rise by
E280 %4 §4,375., The basic rate limit will rise by
€1,400 o £30,700.

100. The single age allowance will rise by €220 to
£3,400, and the married age allowance by E350 to £5,385.
The higher level of age allowance will risa by E230 to

3540 for a single.gaxson, and by £360 to 5565 for a

married couple.

101. I have a number of meﬁgurﬁs to help the elderly.
In 1387 1 introduced a new.'ﬁLgher age allowance, for
those aged 80 and over. I now propose to extend this to
all those aged 75 and owver. This will take an
additional 15,000 elderly single pe@plé:_and married
couples out of tax altogether. Three quarters of all
those aged 75 and over will not be liable ﬁq ingome  tax

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

by EB00 to €11,400, again in line with indexation.
However, 1 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 El1 aof allowance for each £2 of income above the
limlé}, instead of the present rate of £2 in every E3.
Tﬁiéﬂﬁéhhﬂ that the marginal tax rate for those in the
-.-.1.11tI-:n:i:‘.az;jnn;.-a"[-i band will be reduced to well below 40 per
cent, thus meeting a large number of representations I

have received.over the past year.

103, 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

A =
January, and which will-'take effect from April next

year, at a cost of E40 ﬁEilLun in 1990-91.

104. 1 have ona furthﬂ:”'ghénge ta make to help
pensioners. Under the earnings rule, any pensicner who
decides to continue to work after reaching the statutory
retirement age has his or her pension docked at a rate
of S50 per cent on every £1 earned betﬁééﬁfilﬁ and E79 a
week, rising to 100 per cent for every  Eﬁ;éaFned over
£E79 a weesk. This rule applies until ﬁh”ﬁ?”ﬁh& has

reached give years beyond the State pension ad&ﬁi; .

0
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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.

1Q?%ffThat is precisely vhat we shall deo.
My EﬁJH&ﬁ.Friend the BSecretary of State for Social
ServiEé; ;ﬁd I have agreed that the pensioners' earnings
rule shoyld be abolieshed from the beginning of October,
the eari;éet practicable date, The  necessacy
lagislation H;Jl be included in the Social Security Bill

currently before the House.

107. The cost +to -phblic expenditure will be
E125 million in 1539-?&;f§hi;h will be entirely met from
the Reserve. But the ﬁeﬁ cost of this measure will be
significantly reduced by the fnéome tax payable on thes

increased pensions, !

108. Those who wish to defer taking their pension will
remaln entirely free to do so, and wild (fontinue to earn

a higher pension in return.

163. I am sure the whole House will welcomé this long

overdue reform.
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110. 1If I were to adopt the so-called "duck test' now
in wvogque 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
nq@utﬁi reticence prevent me from doing so.

LT -

s

HETIDHHL;_"IHSERMEE CONTR I BUTIONS

I N N
L o 3

111. I have ons-further measure to propose.

112. It has long been a feature of tha Mational
Insurance system that,.pﬁpg paople earn more than the
lower earnings limit, which in 1989-90 will be £43, they
have Co pay National Insﬁg&hce contributicns at the same
rate on the whole of thgg}-qarninqﬁ up toc the upper
earnings limit. There are .EEIrEntJF three different
rates - 5 per cent and 7 per cént for those on lower pay

and the standard rate of 9 per cent,

113. The two reduced rates, which I inmtefidused for both
employers and employees in my 198% Budget; Tut the cost
of employing the young and unskilled, iRy whom

unemployment was then high and rising, dnd Ent 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 en the income
scale, people can still be worse off if they earn more.
Thﬁiélantra earnings take them from a lower rata band to
a .ﬁigﬁﬁ%: one, and they therefore lose more in National

In5uréﬁte ¢ontributions than they gain in extra pay.

114. 1In a&f%éﬁe#t with my Rt Hon Friend the Secretary
of State IUI.sbﬁiﬁl Security, I now propose to build on
my 1385 reform. For everyone who pays employee National
Insurance contributions, I propose to reduce to only
Z per cent the rate of qﬁqﬁributians on earnings up to
and including the laue}'_§arnings limit. On earnings
above that limit, there ﬁiﬁl be a single rate of 9 per
cent, up to the uppar earnfdﬁéziﬁmit, which has already

baen set for 1989-90 at E325 é_FEGR.

115. This will abolish altogether the steps which at
present exist at earnings, for IEBH—ﬂﬂJlﬁﬁ_ETE and E115
@ weak. The step which has always Existgﬁ“gt_the lowar
earnings limit, where peocple first dqhﬁ.=kntu the
National Insurance system, is the entry tickﬁaﬁ;éﬂ the

full array of contributory benefits. As su:hrz.t”ig 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 1989-930,

116. There will be no change in the contributions
payable by employers.

11T-.'Thf§ reform will significantly reduce the burden
of emﬁiﬁyué;' Hational Insurance contributions across
the board.’ "'WFor the lowest paid, that burden is now
heavier Lhaﬁftﬁéﬁhurden of income tax. This is the most
gfifective mébggraj 1 can take to lighten irt. For
everyone on jugt under half average earnings or more, it

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

118. The new system QI%¢}£ake effect from the beginning
of October, the earliestllpra:tinah1a date. The cost
will be €1 billion in 1989-9D and £2.8 billion in
1990-91. The necessary legislation will be included in

the Social Security Bill currently before the House.

119. Tha total additicnal cost of all’Ahe measures in

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

1989-90 and EBljz billion in 1990-91.
[ PERORATION ]
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This minute E%#%ﬁéﬂ; my proposalas for the Budget this year.
W& b

2. I have de:Ld&d»&a give priar;ty to a major reform of

employees nationgi Lh%urance contributions, and To W@asures

which will further Gﬁgﬁﬁk;ge wider share ownership. I am not

therafore proposing *%Erﬁﬁer reductions in the basic rate of

e -
income tax this year, or-increases in allowances over and

above the rate  of inflation. I do not propose to raise

@xcise duties. I can finance tRese and the other measures T
am about to describe while continuing to repay debt on a Very
substantial scale. I shall seng"iaﬁ a separate note shortly
about the MTFS, including my ﬁfﬁﬁﬁaa;s for monetary targets
and the precE;;-leuﬂl of the PSDR.".<

Hational insurance contributions

3 My main reason for giving priority to the reform of
national insurance :&ntrideIEEEJ is to deal with the
go-called "steps”, those points on the ea:nlnga Ecalﬂ at
which people can find themselves worse off if thﬁf‘ﬂ%ﬂn more,
becausa they lose more in national insurance cnﬁtn;hutinns
than they gain in extra pay. The NIC reform is alﬁulﬁhqehEst
way to lighten the load on the lower pald and will> LEHVE
everyone on just under half average earnings or more qup;E}_
a week more of their own money.

BUDGET SECRET NOT TO BE COPIED
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#. Under the present system, anyone earning less than
543 a ﬁgek pays no NICs at all. Anyone earning between £43
and E?E ﬁa?a 5 per cent on the whole of his or her earnings,
including the first E43. Anyone earning between £75 a week
and E115 a week pays 7 per cent, again on the whole of their
earnings. Aqygpe earning between £115 a week and the upper
earnings lim}ﬂ{q;zElﬁs pays 9 per cent on all their earnings.

5. Therea nréxthua threa steps, at £43, £75 and €115. At
each of thase p&int&r an extra pound of earnings can trigger
more than an extrac< pﬁunﬁ of NICs.

6. I propose inata&ﬁ Eﬁhg, from 2 October (1 October is a
Sunday), employees who pay NICs will do so at only 2 per cent

on their earnings up to £43. On thelr earnings above his
D ]

—_—

they will pay 9 per cent, up to an unchanged upper earnings

limit., :

— . P

v JF This will increase by E3 styﬁék;;ha take home pay of
those earning £115 a week or mure'“ﬁ?ﬁat is about 40 per cent
of male average earnings. With 1ndegatinnx of the personal
allowances for income tax, the cﬂmhlnbﬁ burden of incoma tax
and NICs for somecne on half average Ealglnqs will fall by

T ——
over 2 per cent of gross pay.

8. The reform will greatly reduce marginal rates at the

present steps. It will abolish altogether the aﬁqpa at £75

and £115, and reduce the last remaining step atubla tu only
E6 péEEET I have thought it right to retain this mdﬂgin_day
'EEEE;ﬁlent of the old national insurance stamp be:anﬁﬂ ;t is
the entry ticket to contributory benefits and essant}ﬁ¥ %

the contributory principle. £

T
-‘. 4

.!..
L

r '_-.".

i ey S

1
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-
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Thera may need to be a consequential reduction in the
vuiuntary NIC rate which those not in employment can make,
if tﬁey ga wish, to muintaiﬁ- their national insurance
raecords. This detail is yet to be finally decided. Thare
will be no change for employers or the self-amployed. (The
steps are nothing like such a problem for employers as for
amployees; i%ﬁ%ﬁ;gm extend the changes to amployers would
roughly daublgffﬁéhposL.|

W -
%, T
L

10. The IEiGINIHEEﬂﬂprLmEIY leg151at10n, which will bea
introduced at the ﬁéﬁatt Staga of the Current Social Security
Bill. It will cost fi bhlliun in 1989-90 and £2.8 billion in
1380-91. I have dtﬁgusagd these';;aﬁagéls with John Moore,
who greatly welcomes thﬂm.' They will meet the concerns
axpressed by colleagues and others that the Budget should
reduce the burden on the lower paid.

-,
¥ i
At A
L

b=y

Incoms tax

if
1l. I do not propose to change Thﬂ’bﬁ&lﬂ or higher rate of

income tax, I shall increase the parsﬂnax alLuwancas and the

basic rate limit by tha amount reqplred for statutory
indexaticn, which is 6.8 per cent rounded up. The main

—_— r—

personal allowances will thus be maintained at a level 26 per
cent higher in real terms than when we came to office.

""'\-\.
A
.. ||'|
'-_._l '\-'.-"'I

The elderly

13d.

13. First, 1 propose to redeem ocur 1979 election pledﬁExB?
abolishing the pensioners' earnings rule from ? Cctober. Ef’
peocple wish to defer taking their pensions, they will
continue to be free to do so, and to earn a higher pension

when they retirg; BWOGhEdt SEQREFe optidTa WatBi COPIED
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ﬁ?ﬁﬁiﬁf- The public expenditure cost will be about
BI85 million in 1989-90, and about €370 million in 1990-91

and: HLlthE met from the Reserve. The net cost will be

Lnnétdarahly less, because we shall get back additional
e —

revenua from the increased pensions in payment, and from

pensioners' higher earnings. I have agreed this, too, with
John Moore.

||I'\.'iI
[ LA«

14. Seeundk{jﬂgkﬁpﬂﬂﬂ to extend the higher age allowance
which :urrEntlﬁ gpgiLea to those aged B0 and over to take in
all those aged Tixanaﬂ%?ﬂr This waT_nEake an additional
15,000 pensioners auﬁtﬁi- ax. Single pensioners in the 75-80
aga band will have Eiitﬁ;@_reductiﬂn of E1.73 a week, and

married couples EE.EEEU

N
EaRY

18, Third, 1 propose to reduce the rate at which the age
allowances are withdrawn. This has given rise to complaints
bacause, after last year's ahclitiun of the top rates of
income tax, the withdrawal rate. gnﬁﬂex:eeds the higher rate

of tax. It will come down from ﬁﬂirly 42 per cent to 37% per
cent. o Mozt

16. Finally, the Finance Bill willaﬁéﬂéﬁude the new tax
relief for pensioners' health insuran:é“ﬁ?amiumﬂ announced in
the Health White Paper; it will come into effect in
April 1990.

———————

I.- % |. % .'.I
UL YA AL

Company car scales NS
Z25N

17. I plan a further increase in the scales for tu;;nhatha
benefit from company cars, which continues to be unde:taxpﬂ
I have decided they should be increased by

significant increase but less than is generally

———

The great majority of company car drivers will be better off
from the Budget as a whole; and in the secend half of the
year, when the effects of the NIC reform come in,

significantly so.! BUDGET SECRET NOT TO BE COPIED
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18. I propogae to simplify the taxation of income under
schedule E, to remove a major complication which stemmed from
the d3ys when there were many different higher rates, and
which mainl} m5‘[.{@:1:3 directors. In future, they will be
taxed when tEﬂf Aceive income, instead of when they are
deemed, afterixqﬁmpllcathd adjustments, to have earned it.

——— e

This will have al ahurtrterm cost, but in the lﬂng-term will

save a slgnlflcaﬂr_.rumner of Revenue staff and produce a
b —_——

revenue yield. AN
L LS r

Excise duties

19, I propose to make no changes in excise duties this year

gave for two areas.

1
i Y
]

20. First, I 8hall reduceas tt'."}ﬁr':.tfa}: on unleaded petrol by
gaetting on for 4 pence a gallan. TH@E,?F?Pld make unleaded
nearly 10 pence & gallon or a littlle dyer 2 pence a litre
cheaper at the pumps than four star i;gﬁe of the largest

e "
differentials in the EC. At the same time, I propose to

increase the tax on two and three star petrol by roughly

s

4 pence a gallon, so that the pump price of these grades will

be at least as high as that for four star. fHWF should
accelerate the phasing out of twg grar, thﬂh*t&«ﬂ]f?ﬂd?
undervay, and free storage space and pumps féT ‘uhieaqu

petrol. I have told Nicholas Ridley about this prmpnsaL, and
he welcomes it. SN

) "-:'E-"'
.-",_-.-_'__.-"' -~

21. =econd I propose a number of changes to the ?Eh¢c}éin
Excise Duties, which 1 have agreed with Paul Channon. ht*ﬂ'
b S ey

prasent, a bus or coach has to have 66 seats before it pays

as much tax as a family car. 1 propose to increase the rates

BUDGET SECRET NOT TO BE COPIED
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z;,;i .
'faﬂ ;hls group of vehicles. 1T also propose to increase the
rztég von non-articulated lorries, to put them on a more equal
Enﬁtlnq with the tax paid by articulated lorries. And I

praﬁﬁﬂa to simplify VED, cutting the number of main rates by
about a third.

Value add&driﬁkﬁf_

2. As usual \\I propcse to raise the VAT registration
threshold as=s muEh ah ; can under EC law, namely from E£22,100

to £23, Eﬂ':] L T e

y I- :_.-'.

(GRS
3. The only change ‘to ‘the coverage of vaT I have to
propose this year has® akreudy been announced - the measures

to Implément the ECJ Judgement of last June requiri ng us to

end the zerc-rating of non-domestic construction; of supplies
of electricity and gas to ﬂﬂﬂ-dGMEEtiE consumers, and of
water and sewerage services to 1ndustry, of protective
clothing and headgear supplied s, Emplﬂyers; and of news
services (but not newspapars, whtch continue to be zero
rated). As you know, I have dﬁiiaﬁinﬁtﬂ give genercus
transitional arrangements for nnn—dnmastﬁﬂ construction, and
have agreed to defer until July 1990 fhe standard rating
required for fuel, power, water and sewérage to enable these

industries to cope more easily with the administrative

changes dinvolved. The loss of these zero rates derives from

the 6th EC VAT Directive agreed by our pr&deces?ﬁfé]in 1977,
E_]tﬁﬂ

Charities

24, The effects of the ECJI judgement on cl‘mrltlas "}'a‘?:‘ﬁx
sensitive issue and I have done all I can to soften the bfhw,'?m
as the charities themselves have acknowledged. All fuel aq_d."' "W
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lp?ﬂg; supplies and construction for their non-business
rwit @8 will remaln zero-rated, as will water for all
tﬁnir ﬂct;vities. But some charities may still have to pay

extra UAT. I have therefore decided to introduce soms
additienal reliefs. 3

25, I propogse to extend exemption from VAT to fund-raising
events by ﬁhﬁﬁlties {and certain other fund- ralsing
ﬂrqanLaatlunéf iﬂhludlng political parties and trade unions);
and to extend a@gﬂ-fgtxng to all advertisements placed by
charities, and kg azterLlising equipmﬂnt used by medical
_._Ih.._l.— e e,

charities. And I gragdﬂg to exempt from special car tax
vehicles purchnsed bI Hmthbxl4ty for leasing to the ﬂlaabléﬁ'

b Al e
— .
i 1 A%
" - -,

26. I alsoc propose ﬁd"aéiﬂnga in the rules on covenanted
membership subscriptions suFEE;E_IE' is clear beyond doubt
that charities such as the National Trust can offer membnra
free or cheap entry to their prnpa;tles without loss of tax
relief. This will remove a lung«ﬂthnd1ng anxiety.

AT

27. I continue to believe tﬁiﬁf'thﬁ best way to help
charities is to encourage :haritab}%ﬂjqiying. I therefore
propose to double the annual amount|whigh can be given tax
frae to charities under the payroll giviﬁg scheme from g£240
to E480 a vear. .

Capital gains tax -ﬁfff

28, I shall keep the annual exemption from EGT &h-ES Q00
-"'—'—-—-
this year. Married couples will then In EtfectL h&ua a

£10,000 exemption when independent taxation cumes Ih n}xt
year. :

-'-.'-.\.. L,
AN
LN -' & s L1

29 I propose to restrict the deferral of CGT on giftq}”ﬁf

This was originally introduced by Geoffrey Howa to prevent a
double tax charge when Capital Transfer Tax was levied on

BUDGET SECRET NOT TO BE COPIED
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Qliietlme gifts. Now that CTT has gone, the continuad CGT
&ghmpﬁnan for gifts has become a popular form of tax
a#ﬁadaﬂﬂa I therefore propose ta restrict the exemptinﬁ:
hEEf$7Ehall keep it for gifts of business, fEEE_ﬂ“d heritage
assets, gifts to charities, and uf_-Enufggﬁaifts h;;;EEH

—_—

—

huahand and wife. Gifts or sales of ordinary personal

balnnqinqa are glready exempt from CGT if they are worth less
than £3, ﬂﬂﬂfn TﬂErapuhe to double this to £6,000.

o —

T

30. Einnlly Un ﬂE ; I propose to block off a device for
turning income lqtn_bﬂpital through deep discounted bnndu,

Company taxation

¥
F

3l. I propose to reduce the burden of corporation tax on

many companies, not by changing the main rate of 35 per cent,
which is still one of the lowest jin the world, but by making
the benefit of the 25 per cent ﬂﬁfﬂi companies rate available
— i
to more companies. Ever since- Ehe sorporation tax reform I
introduced in 1984, the small cumpaniﬂs rate has applied to
companies with an annual profit DE La&ﬁ than £100,000. The

benefit is only gradually withdrawn, .' tﬁjt companies only

pay the full 35 per cent rate if uhﬂy-thE an annual profit

——

of £500,000 or more. I propose to increase both the £100,000

and the E500,000 limits by 50 per cent, reducing the CT

barden for more than half the companies which do not already

— i

benefit from the small companias rate, LYY
AL o
)

-'" -L"-L

_-_.

32. I intend to simplify the tax rules for clnse«ﬂhﬂpﬁnles

At present, 20 pages of complex legisl i.‘ltl,LLDn ‘#.the
apportiomment rules - are in force to ensure that tﬁi$_ﬂrﬂ
not used for tax aveoidance. After last year's rafarmsﬁ,fﬁng
rules are no longer necessary, and I shall abolish thqﬁ
Special provisions will be required to prevent the use gf *

close investment companies for avoidance purposes, but these

e ——

will be pretty straightforward.
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Eiﬁéi_ébgrg ownership

33. 1 propose a number of measures to encourage the further

widening of sharg_g?nergﬂjp.

o !
[ I-' 1Y {l |
| !
1 o

Parsonal aqdbﬁf”ﬁrggg

i o —
%, s -
L I

34. I prnpnsel ;a~r¢15E from 53 000 to £4,800 the limit on
the overall amount: MHLEh can be invested in a Parscnal Bgquity
Plan eaach year. Wighin that, I propose to raise the amount
which can be invested' dn pnit trusts or investment trusts
from E£750 to E£2,400 a-year. I shall drop the rule that no
more than a quarter of a PEF may bae I{nvested on unit or

investment trusts, but reguire instead that such trusts be
invested mainly in UK equities. (We may in time have to face

the wrath of the Commission nvﬁﬁbfﬁ@s, but I see no point in

g -
]

anticipating it.)

s

35. So far, investors in prluat@aaerns and other new
issues have not been able to tahﬁ_ iﬂuantage af the tax
reliefs which PEPs provide, because of 'Iya rule that only
cash may be invested in a PEP. I prnpﬁse te change this so

that all shares obtained from a new equity 4iegsue can be
placed directly in a PEP. This should not nnLg ENCourage
wider use of PEPs but also contribute to thes | EhFcess of
future privatisations, in particular Water and égtrithy

:..-"'
36. Pinally, I propose to make a numbar of nmpuﬂ:an*

simplifications to the rules, to make PEPs more ?Eﬁ%-
better directed to the needs of small and new 1nvEEtuIE %mi

cheaper to administer, “{} <
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Eplﬁhee share schemes
T
% - .
37. < All-employee share schemes have been a major success,
e —y
growing in number from 30 in 1979 to some 1500 at present.

We need to ensure that the limits governing such schames do

%
5
',

not hamper this growth. I therefore propose to increasze the
annua| llmquuﬁ-nhE value of shares which can be given to an
Emplnyee lnDﬂHﬂvtﬁI free; to increase the monthly limit for
al]wemﬁfaiii_iﬁﬁﬁwﬁﬁvyﬁu-gu share schemes; and to double the
ma x imum dlscnun{ _tvom market value at HhiEEﬁEE;IEE;_HE_‘EE
granted, from 10 pgrx:ﬂQEﬁFD 20 per cent. S

o
b
.'\-..'h

Employee share uvnﬂrshiﬂfﬁldhs (ESOPS)

38 I have been impressed by the enthusiasm for Employea
Share Ownership Plane in the rcprasentatLuns I have recaived
about the Budget, both from some- Df«uur own backbenchers and
trom outsiders. These schemes fnvnlta putting shares into a
trust for later transfer to Q_Plnfaéh Thay are a relatively
new development in the UK, but coulbd have a useful potential
for increasing employee share ﬂﬂﬁgﬁéhhgr especially in
unguoted companies. They are at p:ekgﬁt being hindered by
uncertainties about the deductibility fﬂf:cnrpnratlan tax of
employers' contributions to ESOPs. I propose tao clarify the

legislation to put this beyond doubt,
e

Profit related pay

39, Profit related pay schemes have been 5Dread1hgq hut
more slowly than I would like. In the light of E“PEI1E"¢¢;EI:
propogse to abolish the restriction that PRP must Equaf?_&tf}

least 35 per cent of total pay; to raise the limit on LhéJ"

——
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A apqynt which can attract relief from £3,000 to E4,.000 a year;
.Li::'n::i.~ tu relax the rules which prevent EE_EEGE;EEEE staff from
usdng Ehe profits .f the whole company or group in
calcuiatlng their PRP.

Life assurance

40. I prﬁpn#q to make reforms in the tax treatment of life
e = S —
asgsurance andﬁpﬂaq;una You will recall that last June I
authorised thh HFEEHﬂuE to issue a consultative document on
the taxation ui__hm;urante. This drew attention to
dafects in the th'rﬂh}me, which mean that the incidence of
tax is uneven bEtHGEﬁHﬁﬁh@anlEE, and the overall yield lower
than it should be ‘hy nhy reasonable yardstick. There has

been a full response fram the industry and others, and the

Financial Secretary and the Revenue have had consultations
with the main representative bodies, including in particular
the Association of British InsurErsf

N

A
& N

41, I have concluded that iEEiH'riqht to make a number of

changas within the existing tax req;m&, which is special to

life assurance, but not to QQ£HuE the more radical
————

alternatives canvassed in the cunaultp&;u@ document. “More

radical reform could arguably place an” EEnecassary burden on

the industry when it is adjusting to thewﬁhanges flowing from

the Financial Services Act, and when it i preparing for the
inereased competition it may face in the 19908 in the

European Communlity. f H'ﬁ

42, I propose, first, to separatma for tax ﬁurﬁhsas
pension business of the life offices from life aﬁsughnca

PIrOoper. This will stop the life offices from ?ﬁttlpg
e e —

——

pensions expenses against life business profits. The ﬁB;fﬁ \
itself acknowledged that it is anomalous to allow thls &t'?h
present. This single measure is the source of the net yieh&
of the life assurance package: the other measures are broadly

neutral over a run of years, with a modest reduction in yield

to start with. BUDGET SECRET NOT TO BE COPIED
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4? 2 ;_E_, propose to spread over seven years the drductibility
of uaxphnseu assoclated with aselling new life essurance
pul;&ras; which the present regime allows to be dedicted all
ﬂt_EﬁEé: Lo reduce the tax on life assurance policyholders:®

funds from 35 per cent on income and 30 per cent or capital
gains to a single rate of 25 per cent; and to abolish Life
ABSurance Pﬁlxty Duty, 'Eggqspacial stamp duty paic on Life
hssuranm‘ln Eq!.\ The changes will come into effect an
1 January 1990; “but, to give the life offices time tc adjust,
the spreading of bﬁ?ﬁﬂ!ﬁﬂ will be phased in over four years.

= — e et
..-\.I

=

| =
) e

i RPN

L b T T

N
Unit trusts :

44 . I also propose to reduce the rate of tax on unit trusts
to 25 per cent. This will remove a tax disadvantzge which
UK unit trusts face. The change will apply to avthorised
trusts recognised in the Cammﬁﬂffy as "Undertakings for
Collective Investment in T:ansfaf&ﬁié_5@curities", for whom
the EC UCITS directive comes into &%ﬁéﬁt later this year.

Pensions

45. For pensions, I propose first to make an important
deragulatory change. At present the tax reliefs for
contributions +to occupational pensions, for the. funﬁlltseli

and for the lump sum, are tied to schemes which ﬂﬁﬁgi} with
the relevant Inland Revenue rules and limits. If Eﬂxﬁﬂfipyer

wants to pay pensions beyond the Inland Revenue leJha, Jthe
whole of the tax relief is lost., I prnpuse to enﬂ nﬂﬁs

all-or-nothing rule. Employers will be free pay lazg
-—-——--—'_'_.-_-_‘—‘ l.\. i
pension benefits, but from non-tax privileged funds. Wy
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&ﬁ-’ “%t the same time, I propuse to put a limit on ths tax
ralmaﬁ,?blch occupational pensions can recelve. This will be
reldted to final salary of £60,000, indexed to prices. Even

_‘_

if it were applied lmmedlately; only some 50,000 enployees
would be affected; but 1 propose that the measure should only
apply to new -entrants to existing schemes, and to new

(! _I:r
schemes, lr:ygﬂ

e H- Y F .-'\-\.'-l

AN

47. I also t%ﬁaﬁﬁiﬂ to improve the tax regime for personal
pensions, by lntrgaaiﬂg the proportions of salary which
pecple of 35 and~ u#ﬂr can invest tax-free in a personal
pension. Of all the#ﬁ&na&unb measures, this will be the one
with the largest 1mm&d1ate 1mpact and will encourage further
growth in personal pEnhinn Prav;aiﬂn There will be a cash
limit on the total contributions which can be made tax-free,

48. Public s8service pension ﬂchmFs including the Civil
Service pension scheme will have_ EﬂﬂhF amended to comply with
these new rules before the 1mplamentailnn date of 1 June. I
have told colleagues most dLré{%ly involved about my
proposals, After the _Budget, 1 will want to consider with
them the implicutiuns of the new rufﬁﬁ EEE__pubiic service

pensions. =% -

Other measures

o e
TRE

49. I propose, at Paul Channon's request, to iwgldde in the
Finance Bill provision for the sale to the'fgép¥ip of

“cherished" car registration numbers. ((

—

i T

50. [ propose to exempt from taxation as a bEnafit—infﬁihq.
the security equipment which a few employers now havéa Enaﬂ
provide at the home of key employees at risk from terrnriqi“’
or other attacks.
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51, C\1 also proposae, as you know, to include in the Bill
provisiéns to restors criminal sanctions aguinst Revenue or

Custofis officials who reveal information about ~ the private

affairs of individual Laxpayﬂrs,

22. I intend to issue consultative documents on the tax
treatment of gﬁLnB and losses on foreign curzency borrowing,
and of 1ntﬂrﬂi¥ggwaps between companies and on proposals to
simplify the Qﬁﬁiﬁ}gtratlan of the tax scheme for
sub-contractors Lh th&xcﬂnstructinn industry.

53. Pinally, I Ehﬁhlﬂ let you know the conclusion I have
reached on residences. _1 The representatlions on the

conBultative document thé Revenue published last summer have

convinced me that the world wide income approach would be
damaging and unworkable. I intend to have it made clear

durlng the Budget debates that we do not intend to continue
with this proposal. N

S ®

— e

Cost

24, I attach a table which Eﬂmmﬂriﬂﬂsmfnﬁ.rEvEnuE effects of the

Budget measures.

N.L.
7
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The Budget measures'

A million
1HHS— )
Changes from

1 non-indexed
bass

Mational Msurance L
meboss emnployee conrributiohs) =fa~eed
]

e

|n-;,.|,:-m1. '?*ax sy |
personal allawances and basie cage fimat L[]dl_"l].td

car berefit scales increased X
P Baakdl wf lo g faned ol E.- T -’-'-I.-l.ll-l\.-.-;l.i. E

Excise duties
petrol, derv etc

duty on unleaded petrol reduced, dury increased
for 2 and 3 star petrol

vehicle excise duty
ti r|_'|.1.| e ]

alcohal

Value Added Tax

non-domesic C Histruction &tc

Life assurance bussnestes’ tax regime reformed
- .“.
orporation 4ay

small companies' rate threshald increased
{dhieT t3x 0 |'|:||||_;|_“.

Pensioners' EATTIAN 23 brmit abolished?

B |

L'h.ll:lgﬁ. from
an ndexed
I VS

Changes from
an mdexed
base

.2y

_..,5

Toeal

275 fons yﬂn

angs hoarn, e deacribed de derag
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The background to this year's Budget is

unprecedented strength of the British economy, coupled

—

with the continuing need to combat inflation, at a time

when, throughout the world, it is unmistakably edging up

again.

2. (1 shall begin with an account of the performance

uf-fihel economy in 1988 and the prospects for 1989, set

in cﬁﬁ;ﬁhHFExt of the past ten years. I shall then deal

with mﬁnaﬁéry policy and the public secter finances.
Finally, I/shall propose a number of measures to carry

forward thE'prnﬁegp of tax reform.

3 A8 wusual, the Financial Statement and Budget
Report, together with a number of Press Releases filling
out the details of my-ﬁfﬁpnsals, will be available from

the Vote Office as amnn'¢§'f have sat down.

ECONCMIC PERFORMANCE AND PROSPECTS

4. The Government's first ten years -im office have

geen a transformatien both in the way in“®hich economic
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policy| iB dddlmEded ) S hdCiiN it¥e results that have been

achieved. Ty
(&2

= For the first time, financial policy has been set

firmly and explicitly in a medium-term context. We have

been guided by the basic philosophy that the Government
should set a sound medium-term financial framework and
leave the private sector free to operate with confidence

5. ' The Government came tc office with twe central

objecties ~, to defeat inflation, and to breathe new

life into(s mokibund economy - and a clear idea of how

to anhiﬂve-{ﬁgqe objectives. Inflation is a disease of

=

money; and monetary policy is its cure. The role of

fiscal policy is to bring the public accounts into
balance and keep them _there, and thus complete the
process of re—es:abiishlng sound money. And strong
sustainable growth iéj:anhieved, not through any

artificial stimulus, but: by allowing markets to work

——

again and restoring the entérprise culture, by removing

unnecessary restrictions and controls and rolling back
the frontiers of the State, by reforming trade union law

and promoting all forme of capital ownership, and by

reforming and reducing taxation.
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Ta DPrB!jﬂEEﬂﬂLﬁﬁiﬁ Ainfgdrif EJES]L pas to stamp out

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

wrought so much economic and social havec. And we
succaeded. Between 1974 and 1979 inflation had averaged
more than 15 per cent. Owver the past six years it has

v, averaged 5 per cent. ( Fl.z.:, ,,_.rq.-:l.-|' M-Wdhu_lm im..._r,-
=S e nmJ-_?L*L v ol Ll
[ .t-n..l,r-'?.-::l _J-\_-‘:-"- .s""-ll_.
B. Once business and industry racognised the

fundamental changes that were taking place, they
reé"papdé-r,i te the new economic climate with vigour and
r:canfL;;_l,ff_fﬁé‘.iﬂ'l. As a result, we have experienced the
lL‘:TLgEEEI .pge:t‘_liad of strong and steady growth this century.
Dutput 'i.il'l‘__::-_--'i::;‘ﬁﬂ‘ United Kingdom has grown faster than in

all the -::l:hé.-';'r'n_.:';.in European nations during the '80s - a

marked contrdst to the previcus two decades; when we
ware bottom of the league. And this growth has bean
bazad an a dramatie and sustained improvemsant in
productivity. For tha 'Bconomy — as a whele our
productivity growth ]'lEI.-E_- __.be-ErJ gecond only to that of
Japan among all the major 'ﬂa].i-u:m;i during the 'B80s. In
man'dfaCL£111q it _h_as_.e:-u:EE::;:::}d_.uf.:-r;u Japan's,

8 In Britain today we have more people in work than

aver bafore in our history; they are better motivated

than ever before, and their 1iuin.'g'=:::s;::aﬂrlard5 have

improved beyond recognition.
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10. But it is not just our economic performance that

has been transformed: 80 have our prospects for the
future. For over the past seven years, investment has
grown more than twice as fast as consumption, creating
the Increased capacity necessary to meet futura demand.
Total business Investment is now a higher proportion of
national income than ever before. And its guality has
imp;qged immeasurably, too; as has the quality of
Etitiéh:manaqemcnt. We have seen a dramatic and long
nvefﬁ;e h.impruuement in  company profits. And a

Iﬂmﬂfkﬁhlﬂsgrﬂﬁth in the total number of businessesa, now

at the rﬁLEjn;;mmrﬂ than a thousand a week.

11. Provided” we stand firm in our resoclve to get on
top of inflation, the prospects before us are excellent.

And at least on this side of tha House, we do.

12, A year ago, in(the aftermath of the worldwide
stock market crash, it looked as if there would be some
slowing down from the rapid-drowth of 1987, 1In fact

that was not to be.

13. hs the House knows, the state of the national
income statistics leaves much to be de;ﬂ;éﬂ; Eut it now

appears that we had in 1988 a second sucdessive year of
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growth ﬁuddET’T’!SFEFNI!“'FL“ unemployment falling by

over half a million to well below the European average.

Manufacturing output grew particularly rapidly, by
more than 7 per cent, to a level well above the previcus

paak.

13. But total spending also grew by getting on for

T B8 cent, mainly because of the boom in industrial
|
|

inveErment, in itself a welcome avent, but alsn because
st

of .cugtinued strong growth in consumer spending. This

=

last was “financed to an unprecedented dagree by

burr&wiﬁq,_ﬁﬁérvheiminqu mortgage borrowing.

16. 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 cu:rﬁ#@ dccount of the balance of
payments. The puﬁii%hed figures put this at
€14'/, billion in 1988, although given the £15 billion
positive balancing item —{\anuﬁher name for errecrs and
omissions - the true figure fd4 almost certainly laess
than this. But whatever the true figure, it is

e ——

undoubtedly large, and a sharp increase on the deficilt
e

recorded in 1987 after seven auﬁﬁéEiive years of

surplus.

—
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17. E{utnk’?bvé%Tafr:& C@ﬁlﬁ;e+ it En rE:_

financed. Morecver, unlike previous current account

deficits we have known in this country, it reflects not
excessive Government borrowing, but rather an upsurge of
private investment unmatched by private savings. [}his

is something that will in due course correct itself._J

i'"‘._“‘\\‘_-_'_,-r'_

18. As the House knows, however, there has also been
(g T

some_pick up in recorded inflation. Excluding the

dlsnnztang Effeﬂt of mortgage interest payments, the RFI

rosa hy i_fz per cent last year, much the same as the

averagq_ﬂ wver the previous five years. But this

und@rlfiﬁgﬁEba;e increased significantly through the

year, and ﬁﬁw-sﬁﬁnds at SLfE per cent.

19, Moreover the pick up in inflaticon appears to be a
L BT

worldwide trend. Taking the seven major industrial

natioens as a whoele, ipflation is now at its highest

levael for soma three yﬁéray

20, In the UK, as in a nﬁmﬁ&r,df other countries, it
became clear that it was nece€ssary to tighten monetary
policy sharply. That meant raising short-term interaest
rates, which I duly did, starting last June.

X! 0y
[ Avdd
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21. 1 Btﬁ:}GtEiT LFg"FﬂNLﬁ‘EE'-"]'Y consciocous of the

difficulties many borrowers, pafﬁicularly home owners,

and now experiencing. But however unwelcome high

interest rates are, they are infinitely preferable to

the damage that would be deone by high inflation.

22. 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
mfflhétgyear has subsided. Monetary growth has slowed
du#ﬁs:iﬁy;gciably. And retall sales, too, seem to have
leveJiEd dfﬁ=Uver the past four months, presaging a

gradual fecp¥ery in the personal savings ratio.

a . T

2. The outlock for 1989 is for inflation to rise a

—

little further over the next few months, from Tlfz per

cent including mertgage interest payments to about 8 per
——

=]

cent, before falling/Pdck in the second half of the

y=ar to ﬁlfz pET cent'in the fourth guarter and perhaps

4lf2 per cent in the secord guarter of 1990.

b

24 . Scme slow down in real gwowth 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 frem zihé? 41f2 per cent

recorded last year to EI

jE per cent thié.Lyear, with
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is forecast to slow down even more markedly. But 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.

25, But tha guestion of just how "soft" or "hard" the
so-called landing will be is not in the hands of
Gﬁféinmgnt alone. The Government's task is to reduce
iﬂfiééh@ﬁ by acting, through monetary policy, to bring
down the quch of national income in money terms. Thia

axtant tm'vhich over the short term, this is reflactad

in a ruducLiun iy inflation, and the extent to which it

E;
ﬁ; raflectedC-in "slower output growth, is largely up to

.-""_L.-"\_.-F"u_.—q‘_,_,.__,.,-q_,.—.._,.rr'\-—-‘
business and industry

fﬂi#ﬁHerH,,Fﬁuf—u_f+_f;=,

26. The better that ipdfstry succeeds. in controlling
_ N Ll st
J W M b‘ its ay and other costs, thHe leas inful th (=] r
K . pay I ts, th painfu 2 necessary
« oA < S e
ngfﬁﬂd- adjustment will be, not lIeast in terms of enployment

prospects,

27. But over the medium-term, it is clear from our
experience over the past ten years that the policy we
are pursuing will bring inilaLiunu'ﬂﬂ@n. and steady

growth will resume. The best cﬁnﬁxL@utiﬂn the

BUDGET SECRET | NOT TO BE COPIED
BUDGET LIST ONLY




J
GomarmrIL\ né i%%[é Ea‘[f%l':itrﬁrgﬁ—%p is HD::Ta Jr? E:IEH Erg F::JhFéD

process of supply side reform, to help make the economy

work better. That 1is the objective of tha specific

measures to which I shall turn in the second part of my

spaeth.

Monetary policy

28. _As I said at the outset, monetary policy plays and
mugt ‘\always play, the central role in the battle against
inflefipn., It is at the very heart of the medium-term

- v i’ | s
financial strategy, the tenth edition of which I am

publishifg ‘todey.

29, I haved@escribed the monetary tightening that has
taken place over the past nine months. This has already
led to a sharp deceleration in the rate of growth of the

target aggregate, narpqw,ﬁﬁney, or MO.

30 . For 1989-30, the t‘a;qet range for MO will be
1-5 per cent, as envisaged il iaét year' MTFS. Although
it will start the year above the top of that range, its
very lew growth over the past six months - -lnfi.?._-,_-_‘i_PEr

cent at an annualised rate - suggests that it will

[ =

C— S -

fairly soon come back within the ranqé;.{hs in the past
twa years, there is no target for the érbﬁﬁh of Dbroad

[ £
L \
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money, ﬂ13 ﬁt{angtﬁﬁ ontinue to take it into

account in aasessing monetary coanditions.

i1. The exchange rate is of particular isportance in
the conduct of monetary policy, A clear commitment not
to accommodate increases in domestic costs by exchange

rate depreciation remains a key safeguard against

Lnflatinn.{ This has been demonstrated both by the lavel

of lntETEEt rates and by our IEddlnﬁfE to use the
T o R = WY EREE

ma;ﬁive reservﬂs wa have ahcumulatéj In this cunteiil'

wWe ﬂ%ll.upﬂnthue to work with our G7 partners to

maintain tHE*}F::-lchdﬂqE rate stability that has been a
AR

[eature |.'_".-f" -‘m!;'.'hi.!__-m:_.::as{. two years. { "l s Aty T e
.-"’f_\"'-.._ﬂ-v' = .J:..._::J ¥ R s At
W NS Gy, et W T bt

32. Short-térm interest rates remain the essential
instrument of monetary policy. I " repeat what I have
stated clearly on a number of previous occasionss

interest rates will stdy 4% high as is nesfed for as

long as is needed. Fof there will be no lstting up in

14

our determination to get op top of inflatiorn.

Public Sector finances

33, I now turn to fiscal policy.
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borrowing regquirement was over 5 per cent of GDP -

e ——

equivalent to £25 billion in today's terms.

e
| —

35. This we steadily reduced over the years as a
deliberate act of poliecy, until, by 1987-88, the PSBER

nad been eliminated altogether and we started to repay

the public debt.

JE;'rjAccurdinqu, last year I budgeted for a further

Publ{a “Sector Debt Repayment, or PSDR, of some

B

£3 hiiilm¢1- In the event, it loocks like turning out

_—

almost fiva times as large, at €14 billion, or 3 per
T L e

cent of GDP.) TEven if there had been no privatisation

proceeds at all, the public finances would still be in

purplus, to tha tuna of some E7 billion., GCovernment

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

time since the First Wdrld War.

P

‘o

37. Nothing like thféf:has ever besn achieved in the
past 40 years. And no DLhE? mﬁjﬂ: cCountry eanjoys a
comparable budget Eur§iu5.. it has net been easy, even
though we have been assisted this year by the
axceptional buoyancy of the economy, which both boosted

tax receipts and reduced public expenﬂfﬁwﬁg well below
Pl — e

the planned level.jf

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




s

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

ig.

aebt over the past two years has permanently reduced the

burden of debt servicing, both now and for future

SR

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 Ellf4 billion a
L]

year. This saving is being put to good use, allowing
iy

extra spending on departmental programmes within our

overall public expenditure constraints.

e

3%, The:;ﬂramatic improvement in the United Kingdom's

public finapces has also provided a welcome opportunity

to deu&LE'fﬁﬁra attention to the structure of the dabt
that remdins.;Wﬂﬁ:Qlil 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 instryménts.

40. We have aleoc been dble to restructure part of the
Government's foreign curfancy | dabt, Llaunching an
s 1%

innovative and cost-effective programme of Treasury

Bills denominated and payable in ecu. The first series

of six monthly tenders for these bhills has proved very
successful, and this is an innovdtien we plan to

continue, at around the current level.
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41. 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 ecapital by

the State is the Control of Borrowing Order, which since

1346 has involved first the Treasury and then the Bank
of England in giving consents for equity and bond issues
in the capital markets, As from today it will no longer
b&j}ﬁi@gaaarg for cempanies who wish to make capital
markég'jﬁgues to obtain the Bank of England's consent to
the ﬁimjng:.uf such issues; and we will, as socon as

pcssible]'ﬁi?qt? the Order itself and repeal the 1946

—

Act from Uﬁi%EEE;ISLEmE.
42, The sterling capital market has in recent times
been going through a periocd of considerable adjustment,
45 the Governmant hag:&ﬁanged from being a large issuer
to a large purchaser ﬁfziﬁsjuwn dabt. The abolition of
the Control of Harﬁﬁy;ng Order will remove an
unnecassary and hureaucrntiﬂirﬁﬂtzchlun on l1ssuers of
capital as they move into thé épace formerly occupied by

the Government when it was a borrower,

43. This new freedom will be enhancéd \by a further,

important, set of deregulatory meaﬁures_fﬂ; the sterling
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notices 1ssued 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.

44. 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.

5. In 1;;E year's Budget Speech, 1 s8set out the

principle ‘bf’ ¥ balanced budget as the proper objective

of fiscal poldey, in these terms:

"A balanced budget is a wvaluable discipline for
the medium ter@Ji“It represents security for the
present and an iﬁ#;#;ment for the future. Having
achieved it, I iq;en;_tn Btick to it. In cother
words, henceforth a i{faifEER will be the norm.
This provides a clear aﬂd.simple rule, with a good
historical pedigree.*

46. It iz a rule that ensures that, ae npational income

continues to rise, the ratio of puhLlc?débt_tﬂ naticnal

14
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interest, it ensures, ©Too;, that the State makes no

claim either on the savings of the private sector or on

—

flowa of finance from overseas. 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, as it would mean deferring for a

very long time the benefits of a reduction in the burden

e

of taxation.
S -.. "'H._ Y —

qT_T.fEEJ-F reaffirm the principle of the balanced

budgpt,'_ HﬂwEVEI, given the subetantial surplus we now

i

have, Tnb path Dt prudence and caution mast ba te return

to balancé: nnﬁ ﬂuurnlqht, but gradually, Lgvar a period

of year%. Thys weé can expect to have & number of

e —

further years of debt repayment ahead of us.

48. Moreover, given.tbﬂiparticular uncertainties there
are at the present timﬁ,'I Pelieve it would be right to
budget for 1389-90 for a'éqrplus Eimilar to that secured
in the year now ending; in :ﬁhér:wards, a further public
A
gactor debt repaymant, ﬂr. EEDR; of some £l14 billion.
This means that, in the space of three years, we shall
have repaid roughly a4 sixth of the public debt that has
accumulated over two centuries., But ;thﬁlﬁa means that

it will not be possible in this year's Buodget to reduce
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TAXPAYER CONFIDENTIALTTY

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

have one other change of a specific nature to announce.

2 .;:ﬁs the House knows, the new official secrets
leﬁiﬁi;ﬁiun currently passing through Parliament is wvery
much nﬁirﬂw&r in scope than the present Official Secrets
Act. Iﬂ:ﬁ&n;icular, it does not cover information in

the puasesaluﬂ«ﬂf either the 1n¢anﬂ Revenue or Customs &

—

ExLlﬁe cﬂntnrning the private affairs of specific

Laxpayers.

3. I am sure that the whole House will agree that it
is essential for taxﬁhyﬁr.nnnfjdentiality to be properly
- 7T ——

protected. I therefore gropose to introduce provisions

———

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

continue to be a crimina}l -offence for officials or
- -

former officials qf eithar ﬂf:EhE Revenue Departments to

—

reveal information about the private affairse of a

_—

spacific taxpayer.

J——— -

-

4. I would only add that the need f&f:;hiﬁ-prﬂte:tiun

ie in no sense a reflection on the prubitf'ggd3integrity
of the members of those two Departmants. In&eéﬁg. after

nearly six years as Chancellor and more than eiqht ﬁears
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a8 A Treasury Minister, I would like to take this
opportunity to pay publie tribute to the cutstanding
service I have consistently received from the officials

of both Departments.

BUSIHESS TAXATION

o o “I-mow turn  to taxation. A 1 have done on a

number ‘of previous occasions, I propose to divide this

into three/~bipad sections; the taxatlon of business,

the taxatioh nfxsi?inqs, and the taxation of personal

— e ——

income and spending.

First, taxes on hqsinEEE.
7 Ever since the cnf?ﬂ;dti:n tax reform I introduced
in 1984, the rate of fﬁ?:pﬂtﬂtiﬂn tax for small
companies, defined for thls:éu;ﬁﬁse as thosze with annual
profits of less than £100,000, has been set at the basic
rate of Iincome tax, currently 25 per cent. Large
companlies, defined as those with prufl:g_;f E];E million
or more, pay the main rate of cgrpﬂraéiﬁﬁ:tﬂu of 35 per

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

in the world. Between £100,000 and Elkibditdinn the

average rate of tax gradually rises from’'/ =75 to

35 per cent,

2
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8. 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

propose to increase the small companies' rate band

subgtantially, by 50 per cent.

- JF ~Thi®., the small companies' zrate will apply to

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

cent rate "will only be reached at profits of
E]£4 millioh} ~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.

10. I propose to '1n¢réaae the VAT threshold to

£23,600, the maximpum permitteq under European Community

law.

5 T I also have to set the scales for the private use
of company cars. This remains far and away the most
widespread benafit in kind. when=-1 &éubl&d the car
scales in last year's Budget, I made it-ciﬁﬁf that this

still lefr this benefit significantly undesbaxed.

3
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131. Accordingly, I propose to increase the car scalas
by one third for 1%89-90. The yield from this will be
€160 million in 1989-30 and E£200 million in 1990-91.

There will be no change in the fuel scales,

13, /—~Over the years I have received a number of

reprpﬁﬁqLatiﬂns from business complaining about the

longsatafiding tax treatment of foreign exchange galns

 —

and 1ldéses.) I recognise that as business becomes more
__~CaapE

global thi&fzéthECt becomes increasingly important.
However, I Hauéi to say that I find it one of the most
intractable I.have encountered. Certainly, there can be
no gquestion of any change in the present system until a
number o©f crucial and ~CDmplEx 188Ues have bean

satisfactorily resolvedy’' I have therefore authorised

e

the Inland Revenue to“- publish today a consultative

document which explores “thoge issues and examines the

EL— —

scopa for reform.

e ———

14. Finally, on business taxation, I have two major
simplifications to propose, both of which follow from

the income tax reforms I introduced last |Budget.

i. ' |
15. One of the many undesirable features of An. income
tax system with several higher rates was Ehatﬁ;incm a

of

taxpayer's marginal rate could well be very diffﬁfﬂﬁt:in

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 relatea, on an accruals

basis.

1&1_:??g; the vast majority of employees, this basis of

AN

asseﬁémﬂﬁtlfur Schedule E pcses no problem. But for

about 'hﬁlf._a million people, mainly directors, who do

S s — B ——

not EECLLHE Ak thelr income in thp year to which it

e e =

relates, ihk ?guﬁes complicatione and often neadless
asspssments and correspondence long after the tax year
is over. It is alsoc open to manipulation.

iy I therefore :ff?pﬁse that income tax under
schedule E should in fuﬂhra be assessed on IE__;EtE
_EEEEEL with the ELmPlE ﬂr*ncip e that you pay the tax
when you recelve the 1ncnme This will have a
transiticnal cost  of £E80"million in 1989-8%0 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 Revenus 'sbatf.

. = A i
18. The reduction in the top rate of lnuamé..tax to
40 per cent 1in last year's Budget alsc enab?ﬁa;me to

make a major simplification of the tax trﬁatmpnt Df the

5
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vast bulk of tha incorporated sector of small

businesses: those known as close companies = generally
“» Speaking, unguoted companies that are controlled by five

or fewer people.

13. ~=The rules for the so-called apportionment of close

cuﬁgghii;' income are notoricusly _complex, taking up

same'#ﬁéﬂﬁy pages of impenetrable legislation. Thesa

o
rules are? ¢ longer needed and I propose to abolish

them. I bgl¥ews that family businesses in particular

will welcome'this ‘substantial simplification.

20. I do, however, have to guard against the avcidance
of tax on investment incqme by channelling it through a
closely controlled 1n?astmﬁnt c&mpdny Any such company

which deoes not distribute most of its profits and athar

lnvEELmunL income will therefore be taxed at 40 per

cent; anlvalent £t the hlqhnr fdte of incnmg taAX.

—

TAXES ON SAVING
21 I now turn to the taxation of Eaviﬁq,

- e 38 The sharp decline in the ratio of perscnal . saving

to personal income, over the past two years 'in

8,
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particular has led to even more discussion than usual of

the merits of providing greater tax incentives for

persocnal saving.

23. Certainly it is desirable that, over the
mFdLum-term, we generate as a nation a level of saving
auIﬂiclent to finance a high level of investment. But
what-mattars for that is not personal savings alone, but
cnrpcrate Eavlngs too, which are running at historically
high levﬁla -ahd public sector savings, which have been

boosted by 1h§'mpwe to budget surplus.

24, Moreover, the personal saving ratio is measured in
net terms, that is to say as gross saving net of
borrowing, and it haauf£1ian not because of a decline in
gross saving but as 1irgﬂulL of the sharp Increase in
personal borrowing. And'thg appropriate remedy for that
is to raise the cost of p&frﬂwlnq, and with it the

return on saving, as we have done.

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

enterprise and improve economic perfdrmance 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. f{# is to

7
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strengthen and deepen popular capitalism in Britain, by

encouraging in particular wider share ownership.

26, I have a number of specific tax measures teo

announce today to that end.

27&;3'éc;5unal equity plans, or PEPs, were first
unneﬁhzﬂ&'in my 1986 Budget, and started up in January
1987. \ #Si the House knows, those who invest in these
plans pa% ﬁﬁ;iﬁgther tax at all, either on the dividends
they :eceiéé uf on any capital gains they may make -
indeed, there'{s ﬁn nead for them to get involved with

thea Inland Revenue at all.

28. Personal equity-"plans got off to a good start,
with over a quarter of £ pidlion investors, many who had
never owred shares befora, subscribing almost

Elf; Billion between them inflﬂﬂ?.

29. Since then, however, the take-up of new PEPs has
slowed down, not least as a result-of the changed
climate in the eguity market whidﬁ_:;fp;lnwed the

October 1987 Stock Exchange crash.

30. So the time has come to improve and simpliff FEFs

and give them a new boost.

H
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31. First, 1 propose to ralse the annual limit on the

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

to E4.3ﬁq;_

32. —Becond, within that, I propose to rajise

sﬂhé;iﬁpially the amount that can be invested in unit

trusts grinvestment trusts. For many small savers,

- —

these prowide 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., |

e ="

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

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

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

To qualify for tax reliwf, the unit or investment trusts
will be required to Ciavést wholly or mainly in

UK eguities,
T

33 . Third, at present, only cash may be paid into a
PEF. 1 propose that investors should also be permitted
to place directly into a PEP shares obtained by
subscribing to new equity LAQ?E## including

privatisation issues.

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

simplifications to the PEP rules so as to make''the

9
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scheme more flexible, bettar directed to the needs of

small and new investors, and cheaper to administer.

35. I am confident that the changes that I have
announced today will enable personal egquity plans to
play an important part in stimulating the spread of

ﬂwnﬂﬁﬁﬁiﬁ of British equlties in the years ahead.

36. I-~alf®é. have a number of improvements to announce
specifically " designed to encourage employee share

SWNersnip.

¢ g A It is a striking fact that the number of approved
employee share schemes has risen from a mere 30 In 1979
3,

!

to almost lLEEE_Eanf}' involving some 1 4 million

employees, At present the annual limits on the value of
shares which can be “. given under all-employoa
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 E2,000 and £6,000 respectively.

38. Second, I propose to increase thé_mofthly limit on
contributions to all-employee saua-aﬁﬁyogééarn share

option schemes from E100 to £150, and at thé-zéﬁme time

to double the maximum discount from markaﬂ'ﬁﬁlue 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. Priends have been
concerned that current tax law may be inhibiting the
ﬂevelanent af emE}Dyee shar? ownership plans, otherwise
kﬂ&ﬁﬁ?ﬁ{aEsgfg, These are distinguished from ordinary
apprﬁ?&ﬂi.gmplﬂfﬂe share schemes by the fact that they
use a ﬁideﬁ,yuriety of finance, acquire more shares and
tend La ﬁﬁﬁkgte on a longer timescale. I propose to
make it clexr 'L.}:';at companies' contributions to ES0Ps
qualify for Enrpcration tax relief, provided they meet
certain reguirements designed to ensure that tha
employees acquire direct ownership of the shares within
& reasonable time. P:Qdé& that this will encourage more
British companies, parﬁicularly in the unquoted sector,

to consider setting up ESOPs .

40, Those firms with employed share ownership schemes
have no doubt that giving the workforce a direct
personal interest in their prﬁfitahil+ii and success
improves the company's pe:furmanca..:fjé}ﬁamﬂ benefits

flow from profit related pay.

11
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41. This was cne 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.

42. First, as I have previously announced, I propose
to -akolish the restriction that, to qualify for the tax

relféf,xpr&sp&ctiue profit-related pay must egual at

e Tl

least ?Sﬂﬁgr cent of total pay. Second, I propose to

raise tha dimit on the annual amount of profit-related

pay whicﬁ @éh;ﬁ;tract relief from £3,000 to £4,000.

43, Third, ‘T propose to enable employers to set up

schemes for headquarters and other central units using

]
= e ——
="

the profits of the whole company or group for their

e oy T

profit calculations. (&nh@ fourth, to help share schemes

and ESOPs as well ni?grpflt related pay, I propocse to

change the so-called matef4;; interest rules which may

at present unnecessarily exclude employees from schemes
where they can already benefit“from a trust set up for

emploveas,

44. Taken together, the package -ni_méﬁaurﬂs I have
announced to encourage wider share ﬂwuafﬁﬂgg;;n general,

and employee share ownership in particuiarj.aiib_help to

ensure that the idea of a share-owning demncracifpgpumes

12
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aver more entrenched as a part of the British way of

life.

45. Last June, the Inland Revenue issued with my

authority a major consultative document on the taxation

of life assurance.

—

46. “The-tax regime for life assuranneéa—sui generis.

The Preaﬁnﬁ;ﬂstgngutes back to the First World war ard
has deuelnpééﬂﬁger the years in a piecemeal way, leading
to a state\of .qi.fairs in which the incidence of tax is
extraemely unevéﬁ, with some successful 1life offices

paying no tax at all.

47. There is clearly Alpnuerful case for reform, with
a view to securing a tai’'regime which is more equitable
both within the industry-and-as between life assurance

and most other forms of savings:/

48. . I have considered very carefully the
representations the industry has made,—and taken full
account both of the changes to the re&ﬁ}qfﬁun cf life
assurance proposed by the Eacuritiﬂa-;§h&'1nvestmenL
Board under the Financial Services Act and fhgfp;pspacts

for Iincreased competition within the Eurcpean}ﬂﬁﬁmunity

atter 133d. 1In the light of these factors, LY g8 Eave

13
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decided not te proceed with the more radical reforms
canvassed in the consultative document. But I do have a
number of important changes to propose, hased for the

mosSt part on the general tax reform principle of seeking

lower rates on a broader base.

a

4§1r'}?i;st; many life offices run a pension business
alﬂﬂﬁ?iﬁé:;heir main life assurance business, and they
are ngfh #éﬁuired to keep the two businesses entirely
separate Eéé}tﬁﬁ purposes. This enables them to set the
unrelieved Eﬂpeﬁsﬂg of the pensions business against the
income and gaiﬁﬂ of their life business, thus giving
their life profits unduly favourable tax treatment. The
1ife offices themselves have accepted that this
treatment is anamalmdsyéﬁﬁ I propose to end it.

5Q. This change, aiaﬁqf With some minor related
changes, will come into force—on 1 January 1590, and
will vyield some £150 million in 1990-91. The remainder
of the changes I have to propose constitute a broadly
balanced package which, because of ;h? transitional
provisions, will reduce the taxation éfgfiife assurance

in 19%90-91 by some E100 million.

51 1 propose that the expensas jncurr&d:-bﬁ_life

officee in attracting new business should continhe to. be

14
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fully deductible for tax purposes frem 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.

Eﬁ;_t;ﬁhgre are certain other, more technical matters

raieed “{H the consultative document which will require

further— digcussion with the industry, and any

legislative' €hanges on these issues will have to wait

for next year's Pinance Bill,

53. But 1 can say here and now that I propose, as from

1 January 1330, to abolish Life Assurance Policy Duty.

o R

And I also propose, ffdﬁ;the same date, that the rate of
tax payable on the pa;ibyhﬁlaer's share of income and
gaine of life offices, whith at present stands at 35 per
cent on unfranked investment'inpome and 30 per cent on

realised capital gains, should be reduced to the bazsic

rata of income tax.

—

54. The net effect of all these chﬁnqes te the
taxation of life assurance will be a cosh 8F %20 million
in 1389-90 and a yield of £45 million in f&HU—El, rising

somewhat In subseguent years.
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55 . But above all it will provide a more efficient and

equitable tax regime for this most important industry.

56. Later this year, UK unit trusts will be able to
compete freely in Europe and will face competition from

anajogous Community investment schemas here. ATt

Pféﬂﬁﬁpé_ trusts investing in gilt-edged securities or

ﬂtheﬁ“.bbﬂés face a tax disadvantage. They pay

corporation-tax at 35 per cent on their income but can

———

pass on a _ﬁf?ﬂiL of only the basic rate to their

investor. 3p I .propose that from 1 January 1990, as for

life assurance companies, the corporation tax rate on

unit trusts that come within the new Eurcpean Community

rules will be egual to the basic rate of incoma tax.
Their investors will{\then get full credit for all the

tax the trusts pay.

i iy I now turn to pensions'.—"

58. The tax treatment accorded to pension schemes is

quite rightly particularly favourable: and the extent of

this privilege has to be clrcumscrihadibﬁjlnland Revenue

-

rules. 50 pension schemes only qualifg for-tax relief

if they meet certain conditions, notably ~“that the

el

pension paid may not exceed two-thirds of finnL;;alaryq

o
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and if they fall foul of any of these rules, they lose
all relief, I
59. This has the perverse result that tax law
effectively constrains the overall pension an employer
can -~pay his employee, This is neither desirable nor
neééﬁﬁﬁﬁy, Accordingly, I propose to make it possible
for éﬁﬁiﬁ}ﬂrs to provide w%}tﬂ?ﬂr pensions package they

believe'.necédeary to recruit and reward their employees.

— -

50. 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

o

treatment available with no upper limit at all. I
therefore propose to sai:ﬁ limit on the pensions which
may be pald from taxbgpﬁrnued cccupational schemes,

based on final salary of Eﬁﬁﬂpuﬂ a year.

el. I have deliberately set ﬁhﬂ ceiling at a level
which will leave the vast majority of employees
unaffected, and it will be subject to annugl uprating in
line with inflation. It will s;ill:héﬁﬁﬁssihle for a

tax-approved occupational scheme to pay ﬁipansipn of as

much as €40,000 a vyear, of which up to fiﬂ.dﬂqémay be

it commuted for a tax-free lump sum.

ol
__,,LL”::.-E["’J

o

— —
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62. The new ceiling will apply only to penglion schemes
sat up, on or after today, or to new members jeining
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.

I T T |
.ll..

63. h_Thﬂ” introduction of this ceiling on tax relief

. |
also ernableg.me to simplify and improve the rules for
the majarif};ﬂf pension echeme members, in particular to
ease the conditions under which people can take early

retirement.

64. 1 also propose to simplify very substantially the
rules concerning additional voluntary contributions to
pension schemes, or IEWFE. In particular, the present
requirements for free stapding AVCE place a heavy
administrative burden on aﬁwlpfers, These regquirements
will be greatly reduced. fndend, in many CASas

employers will not need to be involved at all.

65. Furthermore, if AVC investMEnt5=§érI;:m vary well,
occupational pensions may at present hav{.tb;ba reduced
to keep total benefits within the permi:%gd Timits. 1
propose that in future any surplus AVC funds sheuld be

returned to employees, subject to a special taXx.charge.

1B
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This will remove the penalty on good investment

performance.

bb. The most important development in the pensiona
field in recent years has undoubtedly been the
intreduction and success of personal pensions. Since
Juiyl?éﬂ; year, a million pesople have already taken
advantageof the new flexibility and opportunities these
offer. {Hﬁare two proposals today to make personal

pensions srili. more attractive.

67. First, "1 propose to make it easier for people in
personal pansion schemes to manage their OWIl

investments.

68 . Second, I propose ko increase substantially the
annual limits, as a péﬁ;gntgge of earnings, on
contributions to persconal Ipﬁgﬁiuna for those over the
age of 35. This will be of particular wvalue teo 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 péfﬁﬁﬁql pansions in
relation to cccupaticnal schemes. The néw.fiimits will

be subject to an overall cash ceiling baﬂéd-pﬁ;ﬂarnings

of E£60,000, corresponding to the new ceixiﬁg. for

occupational pensions, and similarly indexed.

15
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69. These changes build on, and complete, the pension
measureg 1 introduced in my 1987 Budget. They represent
a gignificant deregulation which will allow more
flexibility, while setting for the first tima a
reasspnable cash limit on the tax relief available to any

fﬁdiﬁi&qal. They sheuld give a boost, in particular, to

aavfhg?fﬁrpuqh personal pensions and through AvCs.

68a. Euuplad Hith the changes I made in 1987, this is

b
ag far as r Hlﬂh tu go in amending thei?ax treatment of

_— gl

pensions. ' [lenyp Ppim e Amedt Laa,.rﬁj,uuﬁ;f._.
Mb"l‘m

70. Finally, on the taxation of saving, it should not
be overlooked that<{ & -'far-reaching reform which I
announced in last yaaria Budget, to come into effect in

April 1890, is relevant iw. th15 context.

—

T, I refer to Independent Taxation. For there can he

e

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 presegnt) # wife's income
from savings has to be disclosed to hgr}-husband and
taxed at his marginal rate. Independent Taiﬁtiﬁn will

B

change all that. In particular, those marrlad ﬁnmsn who

nave little or no earnings will in future haxE EFELr own

personal allowance to set against their savings 1nccmé.

Independent Taxation may well do much to encourage the

growth| of Bkl SEGR ET this cMOXEyTO BE COPIED
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TAXES ON SPENDING

72. I now turn to taxes on personal income and

spending.

13, ~=—As the House knows Her Majesty's Government are
Gﬁif@ﬁﬁltn implement the Burcpean Court's judgement that
certaln-—af our zero rates of VAT on supplies to

—

businesd; notably on non-residential construction, but

aleo on Eﬁ%l .and power and on water, are not lawful.
This d@riveé?frﬁﬁ tha Court's interpretation of the
Community's Sixth VAT directive to which the UK agreed
in 1%77. The necessary changes will be introduced in

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

been published.

74. In implementing the ‘fudgement I have sought te do

as much as possible to finimise the burden. From
O Wind

—

1 April VAT will be payable in respect of all

non-residential construction unless carried out under a

agreements entered intc before the court. ruling. And
i e , i

from 1 August landlords will have ,ﬁhq option to tax

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

be paid at all.

21
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T5. These measures will reduce the burden of VAT on
construction so far as the private sactor is concerned

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

1992-93. Without them tha vield from VAT [l
construction 1in the private sector would have ri=en to

E450-million. There will also be a yield of
= —

ERED) million from construction carried out for the

publich gactor, and the publie sector Programmes
cancﬂrﬁqq_ihave already been protected by compensatory

adjustmentd -where necessary.

g amﬂyb i s Gl Gl R

76. { VAT will not be payable until July 1990 on water

e

pouk

for industry or on fuel and power - then only on

business users above a specified tareshnld. Private
households will remaih ?ﬁrn rated.

77. I have been par%ﬁculg:ly concerned about the
impact of the European EDQ%L?E ruling on charities.
Unfortunately charities' business activities cannot
lawfully be shielded from the effects of the ruling but
I have baen able to retain zera-raLes_EﬁF constructlion,
water, fuel and power for all “h“ri%iéékg non-business
activities, for churches and for &bsg-.rﬁﬁidentiﬂl
accommodation such as old people's hﬁﬁgsﬁf;students'

hostels and hospices.

¥
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8. 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,

?9-- :FQi1ED Propose to relieve from car_:a%;cars leased

to thedisabled, This is eguivalent to an overall
saving of ~BBot €400 on each vehicle leased to 1

disabled pekson.:"

BO. I also propose to allow the present rules on tax
relief for membership subscriptions paid by covenant to
heritage and :mnserual}&n charities. If the member is
given the right of fuli:ﬂuﬂffy to wview the charity's
property, that bkenefit xﬁill be ignored in determining
whether relief is dus. This _#i]l be of particular

baenefit to organisations such &5 the National Trust,

A1. But in general, I continue to balieve that the
best way of helping charitable causes ?thréﬁgh the tax
system is by directly encouraging the Sciiﬁficha:itable
giving. The Payroll Giving Schema, which li -iﬁ;rﬂdUﬂEd
in my 1988 Budget, has been growing steﬁ&%yf;. Some
3,400 schemes have now been sat up, and Duef _iDﬁngﬂ
it T e
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employees are already participating, quite a few of them
giving the full E240 annual limit for tax relief. 1 now

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

B2. But for the Payroll Giving Scheme to achieve its
Iul;}_Fntential, it is clearly necessary for the
:Hé{ﬂéiﬁg themselves, and others involved, to mount a
majéﬁkiﬁfér@atinn and marketing campaign to promote it.
I am Ipartiqularly glad that my Rt.Hon. Friend, the
viacnuntzﬁﬁffelaw, has agreed to become Chairman of the
new Fayrﬂlf' Ei%ing Associatlon, which will co-ordinate

efforts in this field.

Bl. I now turn to the excise duties.

e ——————y

Bd. The damage to the ‘@pgironment in general, and to

child health in parti:ulafl_ﬁrum lead in the atmosphere,
and the contribution of nrdiﬁg;f.leadad petrol to this
problem, is increasingly wideiy xnown. The government
is committed to phasing out leaded petrsl altogether,
and in successive Budgets I have sought Lo agsist this.
I firat introduced a tax diffErEﬁtiﬁl.lin favour of
unleaded petrol in 1987, and increaéeﬁ:it last year.

But although sales are undoubtedly rising, ““unleaded

petrol still accounts for only some 5 per cent gf total
petrol sales, even though two-thirds of the cark) ‘now on

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

@lse 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
alrpady use unleaded petrol. Many others are unaware
h%ﬂ'ihﬂdest the conversion cost usually 4is. Others
wr&ﬁ@lf :imagin@ that their car's performance would
suffer wé?g_ they to use unleaded fuel. Many are under
the false iﬁgtgaaimn that, if they do switch to unleaded
petrol, Lhéi; Ears will no longer be able to use leaded

petrol.

86. It is clearly essential that these myths are
rapidly dispelled. ..ﬂé;ﬁuhiie, I propose to take the
opportunity of this Budggg'tﬂ increase still further the
tax differential in f&vau:;ﬂg.gn}eaded petrol, by nearly

fourpence a gallen. If thié.r?dﬁcLiﬂn is fully passed

i

on te the customer - and I look to the oil companies to
gee 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 ﬁ;ﬂ{éhca a litre,
cheaper than four star leaded petrol. “Thlﬁfwill be one

of the most substantial differentials hEthEq the price

E

of leaded and unleaded petrol within tha'jﬁﬁrnpean

Community.
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87. But I do not intend to stop there. I alsa pPropose
tc raise the tax on two and three star petrol, so that
the pump price of these grades will be at least as high

ag that of four star. This should encourage garages to

phase.out two star petrol, which is already down to

mﬁduf”ﬁ pFr cent of the total market, thus enabling them

to sutrch-iLDraga capacity te unleaded petrol - gquite
apart fr@m the incentive to the remaining two-star users

Lo EHltEh tuiunleaded fuel,

88. I am cofifident that the duty changes 1 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. dver the next twelve months.

83. They will of cau:ssmi;;p-lead to a loss of revenue
of some E40 million in igaﬁ—éﬁd_{ I propose to recoup
this from Vehicle Excise Duty. YA 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.. 1 propose to
rectify this anomaly by increasing thﬂ.ﬁakﬁrares of this
group of vehicles so that they cover th?ir traLt costs.
1 also propose to increase the rates of duty the

heaviest non-articulated lorries, to put them un ‘A more

equal footing with articulated lerries. These ' ¢hang9£

ib
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will also simplify the system, greatly reducing the

number of ssparate rates of Vehicle Excise Duty.

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

the rates of excise duty.

TAXATION OF INCOME

91l. Nor &hI-J propose any change this year to either

the basic or HiﬁhEr rate of income tax.

82. Since I aligned the rates of income and capital
gains tax in last year's Budget, it follows that I also
propose ne change thig-yesr in the capital gains tax
ratas. However, I dg -Have a few changes to capital

gains tax to propose.

93. With the advent of iﬁdependenL taxation from
April 1530, married women will acquire theilr own
capital gains tax threshold, so that a married couple
will eajoy two such exemptiocns. In tﬂé i;ght of this, I
propose to maintain the capital gains tai. threshold at

E5,000 for 1989-30.

gy — =
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94 . Second, I propose to abolish the general holdover

relief for gifts.

95, This was introduced by my predecessor in 1980,
when there was still capital transfer tax on lifetime
gifte, in order to avoid a form of double taxation. But
Lﬁé_nﬁ#iqn lifetime giving has since been abolished, and
the fﬂ@iﬁf:is increasingly used as a simple form of tax

avﬂldaneg.t”

96. But thiﬂ?_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 dEEuciatiﬂns.-_'.:ﬁﬁd of course gifts between
husband and wife will cdé;inde to be exempt.

97. In the case of gifte D%ipﬁfEﬂnal balongings, 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 double the chattels
r I- .- .l
exemption limit to £§,000. \

98. Lastly, on capital gains tax, I prﬁp&éi.ﬁﬂ: change

the tax treatment of certain bonds so as to sipplify the

tax rules and prevent a loss of yield by the' 'ube:.of
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indexation to create losses and the conversion of incoma

into capital gains.

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

the main income tax thresholds and allowances by the

——

stathitory indexation factor of 6.8 per cent, rounded up.
"—'—“'_'_'I"_‘—-—

This thﬂ single perscn's allowance will rise by E180 to

e —

E2, TBE ﬂnﬁ the married man's allowance will rise by

E2B0 ter. E# 375, The basic rate limit will rise by

—— -ﬁ—f

El, qﬂﬂ Lu £3E Tﬂﬂ
___,_....._..l.-..

100. The single age allowance will rise by €220 to

—

£3,400, and the married age allowance by E350 to £5.385.

m— e =

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

E3540 for a single‘gewson, and by £360 to £5565 for a

married couple.

101. 1 have a number of measiyres to help the elderly.
In 1387 I introduced a new higher age allowance, for
those aged B0 and over. I now propose to extend this to

all those aqnd 75 and over. Thia w¢‘1 take an

ﬂddiLLDnEl 15,000 eldcrly single ppqgiﬁ und married
couples out of tax altegether. Three’ ngrtgrs of all
those aged 75 and over will not be liable tg iﬂﬂﬂme tax

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.
Howaver, I ;;Gpmae 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
rata_gf El of allowance for each £2 of income above
limiﬁ;lﬂinstﬂad af the preseant rate of £2 in every
This ﬁeﬂﬁé-that the marginal tax rate for those in

| !
withdrawal " hand will ba reduced to waell below 40

cent, thﬂE!ﬁEE;ing a large number of representations I

have received over the past year,

103. The Finance Bill will also include the provisions

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

——,

insurance premiums, (whi¢h I announced to the House in
January, and which will< tdke effect from April next

year, at a cost of £40 mii{iun-in 1290-91.

104. 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 dq:kﬁﬂ At A rate
of 50 per cent on every £1 earned h?[wéﬁn.ETE and E79 a
week, rising to 100 per cent for every El'sarhdead over
£E79 a week. This rule applies until he of ghe has

reached give years beyond the State pension age.n),
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105. The Manifesto on which we were first elected in
1373 acknowledged that it was wrong to discourage people
who wished to work beyond retirement age in this wWay ,

and pledged that we would abolish the sarnings rule.

186)) “That  is  precisely what we shall do.
My Rt.Hom-Friend the Secretary of State fer Social
Egrvi:és_ﬁﬂd I have agreed that the pensioners' earnings
rule 5haula”h?'ahnlished from the beginning of October,
the EaIIiEEtT practicable date, The necassary
legislation will be included in the Sccial Security Bill
currently before the House.

107. The cost to ¢ pﬁhli: expenditure will be
E125 million in LEEQ—ED,“yhi:h will be entirely met from
the Resarve, But the ﬂEL_FEﬂt of this measure will be
significantly reduced by Lhéfinéﬁme tax payable on the

increased pensions.

108. Theose who wish to defer taking their pension will

remain entirely free to do so, and will;ﬁﬂﬁtinuc to earn

A higher pension in retuzn.

109. I am sure the whole House will wuluﬂma"tﬁia long

ovardua reform.

31

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




| BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

A

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

Cis =ty

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 abolighed a sixth tax. But scund
tag Principles coupled with my Ainnate modesty and

natural reticence prevent me from doing so.

NATIONAL INSURANCE CONTRIBUTIONS

111. I have ofie further measure to propose.

112. It has long been a feature of the Natiocnal
Insurance system that ®pde pecple earn more than the
lower earnings limit, which in 1989-90 will be £43, they
have to pay National InEUf&aCEupnntrihutiuns at the same
rate on the whole of Lh&ir-gﬁrnings up tc 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,

113. The two reduced rates, which I intf&dﬁcgﬂ for both
| -

employers and employees in my 1985 Budget ,"eut-the cost

of employing the young and unskilled, amuﬁgv.:whgm

unemployment was then high and ¢ising, and:cdtfthe
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burden of national insurance contributions on the low
paid. But the highly desirable reduction in the steap
step at the lower earnings limit was at the expense of
two small steps further up the 2arnings scale. This
inevitably means that, at certain points on the income
scalg{ people can still be worse off if they earn more.
Thg;};gﬁcra 2arnings take them from a lower rate band to

a ﬁigh&f__ﬂne, and they therefore lose more in Mational

Insurance £ontributions than they gain in extra pay .

114. 1In agrgement with my Rt Hon Priend the Secretary
of State for "Social Security, I now propase to build on
my 1385 reform. For everyocne who pays employee National
Insurance contributions, 1 propose to reduce to only

———

2 per cent the rate ofctantributions on earnings up to

i

and  including the lower ~earnings limit. oOn earnings

above that limit, there wii{ be-a single rate of 9§ per

cent, wup te the upper eacniﬁgﬁ:iimit, which has dalready

been set for 1989-90 at £32%5 a'ﬁeek,

115. This will abolish altogether the atgps which at

present exist at earnings, for 1989-9¢, df_E?ﬁ and £115

a week. The step which has always existéd #tf the lower
|

earnings limit, where people first come “ihto the

National Insurance system, is the entry ticket/ f¢. the

full array of contributory benefits. As guch,ﬁit Ls.an

33

~ BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE COPIED

BUDGET LIST ONLY | / "
bt S (LA
(T A

essential feature of the contributory principle.
proposals will more than halve this step,

. BB pence a week in 1989-90.

116. There will be no change in the contributions

payable by employers.

117. .Tﬁiﬁ reform will significantly reduce the burden
of emplayaﬁéﬂ National Insurance contributions across
the bmardiv For tha lowest paid, that burden is now
heavier thaﬁ_thethurdcn of income tax. This is the most
effective meafure 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 .

118. The new system wild Fake @ffect from the baginning
of October, the earliest Practicable date. The cost
will be £1 billion in 1988-90 and £2.8 billion in
1390-31. The necessary legislation will be included in

the Social Security Bill currently before the House.

113. The total additicnal cost of aLi;;hé measures in

this Budget, on an indexed basis, is undér_ﬁﬁfbilliun in
1989-90 and 'EEI],.”;, billion in 1990-91,

[ PERORATIO N ]
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CONCLUS ION

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
ma}mr" reform and reduction in employees national
insuﬁﬁﬁﬁe_cnntrihutinns; and I have fulfilled ocur pledge

to abdliéﬁ the earnings rule for pensioners.

1 commend £his Budget to the House.
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BUDGET CONFIDENTIAL

10 DOWNING STREET
LONDON SWIA 2AA

From the Privare Secretan

b March 1989

TAX RELIEF FOR RELOCATION

Thank you for your letter of 3 March setting out more of
the details on these proposals. As I mentioned to you when we
spoke early this morning, the Prime Minister continues to have
major reservations about the proposal to remove the concession
giving tax relief from emplovers' cvontributions to employass®
additienal ongoing housing costs where an employee is
compulsorily moved by his employer to a more expensive area.
You told me later this morning that the Chancellor had now
decided to drop the idea for this year's Budget,

Alex Allan, Esg.,
H.M. Treasury.




BUDGET CONFIDENTIAL

FRIME MINISTER

TALX FRELIEF FOR BRELOCATION

When you saw the Chancellor yesterday you urged him to

reconsider his proposal to remove tax relief from employers'

LgnLr1buL;¢ns lﬂ employses' additional hnu::nq costs whers an

ﬁmplnyne has been cnﬁpufﬁEFTT¥_mﬂﬁFﬁ by his Fmpkny:r to a more

expenslve Aren.

The Treasury letter at Flag A sets out the position more
fully. Your mailn concern was on the potential adverse affect
on public sector employess; but it now emerges that, beacausa
the present :eiieE is uniy avallable when a perscn i1s moved by
his existing emplanf. there will be no change in the position
faced by teacﬁ;ra and policemen. Civil servants,; and possibly
a few health élthnritf employees, are the only public sector

groups affected.

You will also see from the sacond Traasury letter (Flag B)

that the Chancellor suggests that preaﬂiﬂq ahead with the

= ===

Lhanqg O H94a1nq costs would anable him to include in Ehe

Huﬂqar a furcther measure of htﬂ“flt LU Lurduratu buﬂLﬂEﬂ&CS,

——

in particular to [armers,; while keeplnq within the averall

envelope agreed for 1990-91, | ~ gy | o dd r’“ npied
M erdl ol oked ot ql-—"h' S F'f'-‘l--t-? =

Are you content to let the Chancellor proceed with the housing
costs proposal on the basis now described?
or \f ——

Do you still wish to gquestion this? (e ;L{_ Qﬂf“”‘“*Fkﬁf-

. i :
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3 March 1589

P R C Gray Esq
Frivate Secretary to
Frime Minister

10 Downing Street
LONDON

EW1l

:EﬁfaJ thijj

TAX RELIEF FOR RELOCATION

The Chancellor and Prime Minister discussed the Budget proposals
on reloccation expenses yesterday. In the light of that

discussion, the Chancellor has asked me to write to you to set ocut
gome more of the details.

There are at present two extra statutory concessions in this area:
the first gives tax rellel Tfor movals expenss® paid by an
employer; +this applies to both new recruits and to existing
employees. The second gives tax rellef for employers®
contributions to employees' additional on-going housing costs (eg
mortgage payments, rent etc) where an employee 18 Compulsorily
moved by his employer to a more expensive housing area; this
concasgsion is available only to exlsting employees.

The Budget proposals are that the first of these reliefs, for

footing.

And that the second relief, on additional housing costs, Should be

abolished. The effects of the housing cost relief is to reduce

< the market pressures on employers to relocate to lower cost areas,

—and to exacerbate (rather than alleviate) existing house price

Jdifferentials. Removing the concession will produce an eventual

f;yield of around g*gﬁ-méééé%p a_year, though anyone who has moved

(er has entered int [ ment to move) befora Budget day will
continue to receive the relief.




L' T
iﬁll . .I'Il|!—'!' '-’:,-\.-J e 7 =
"__-. !I.'_.'.-l 'l .,n_."‘-‘-""l L
- S gk £
3 78~ - ":-".'-“-"—'-n bk g iy vy Sodmeny
Most public sector employees, othar than those in the Civil
~ | Service, do not benefit from the present relief. Teachers,
few 99 \flremen, policemen etc are employed by individual local
j_Lywﬁ}ﬁﬁauthﬂrities. The relief is therefore not available when they move
o~ from one authority to another, since they are joining a new
tfﬂﬁbfm employer. The same applies to NHS employers employed by district
or regional health authorities - though in the case of regional
PJA#, health authority employees it is conceivable that a few employees
jcould benefit if they were to be compulsorily trensferred to a
|higher housing cost area within the region's borders.

PIPPTRY o S

We shall be considering the implications for the Civil Service
|with departments after the Budget. We shall neec to consider,
|among other things, whether payments should be grossed up to
reflect the changed tax treatment and whether any additions to
running costs would be justified.

The relief does not, as I have mentioned, apply to new employees.
S0 abolishing the relief will not affect the tax treatment of
housing cost allowances or octher inducements to people to take up
employment ("Golden Hellos" etc), which will all remein taxable.
The Chancellor hopes that, in the light of these poirts, the Prime
Minister is content for these proposals to proceed.

Yous

A € 5 ALLAN
Principal Private Secretary
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3 March 1989

Paul Gray Esag

10 Downing Stract
LONDON

EWl

Dow fad,

TAX RELIEF FOR RELOCATION

The Chancellor has asked ma to make one additional pcint relevant
to the decision on removing the relief on additional housing
costs. This is that the revenue yield from this measure in 1990-
91 (about €30 million) would enable him to include an additional
Budget proposal with an equivalent revenue cost, which would be of
particular benefit to small businesses, while keepirg the size of
the Budget package for 1990-91 below$#3% billion. Tte additional
proposal would be to allow unincorporated busiresses to set
trading losses against realised capital gains in computing CGT
liabilities. At present, incorporated businesses cen do this but
unincorporated businesses cannot. This measure would be of

particular benefit to farmers,.
J-'-_-———""_

A C 5 ALLAN
Principal Private Sacretary




FRIME MINISTER

Ce.

Mr. Lennox—-Bowyd

BUDGET EVENING PARTY

The Chancellor very much hopes you will

be able, as usual, to look in at his Budget
evening party in No.ll on 14 March. Mark

Lennox=-Boyd and I are also invited.

Content for me to confirm that you will

be attending?

3 March, 1989.




10 DOWNIMNG STREET
LONDON SWIA &S
From the Privte Seeretary

QE’AT Meimvi sl r[

Q w b &N

————

TLA. o = A A

1-7-!'-1"3- L,_._r'n.,- h-": I'\:Eﬂ:'— el

L—_l;.,,.,._ | S = { |:__ —-.-J--'h-_-:r' ._fgl: -
t‘_-...:ll [ H_H.P‘I_.L,-III.'_'-'| L-'l [ -..-.F{.v—ll.'.i._-i e .I— I-

& e~ bl A,

(e | DR s >




pso.jt/Sargent/2.28.2

H M Treasury
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Diract Dinling O1-Z70 % 3600

Sir Peter Middieton GCB
Permanent Sacratary

Covering RESTRICTED

A Turnbull Esg
10 Downing Street
LONDOM

EWl 28 February 1989

BUDGET SECTURITY

This is just to confirm that you and Paul Gray have been added to
the Budget 1list. I enclose a copy of the Budget Security
Instructions. As you know, Budget papers should be seen only by
the Prime Minister, Paul and yourself.

5 D H SARGENT
Private Secretary
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HE TREASURY

BUDGET SECURITY

THESE INSTRUCTIONS SHOULD BE READ IN CONJUNCTION
WITH THE GENERAL SECURITY NOTES.
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BUDGET SECURITY INSTRUCTIONS

INDEX

Relations with the Press and other
Qutside Contacts

Use of Budget prefix

Lavel of Budget classification

Communication of Budget classified
information

Preparation and handling of BUDGET
SEURET: BURGET LIST ORLY and BUDGET
TUP SECRET: BUDGET LIST ONLY

documents

Preparation and handling of
SECRET documente

Preparation and handling of
CORFIDENTIAL documents

Removal of Budget Classified documents
Irom the Office

Checklist for distribuetion of BUDGET
documents

Dffice Automation

General points

Paragraph
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BUDGET SECURITY

References to the pre-Budget period should be taken to mean the
period between the beginning of January to Budget Day itself.

Relations with the Press amnd other Outside Contacts

) Thie first subsection applies to all Treasury staff in the
pre-Budget period, including officials who are not involved in
work connected with the Budget.

r 4 Formal contacts with journalists in the pre-Budget period may
be undertaken only with the prior authority of the Permanent
Secretary or, in his absence, either the Grade 3 (FF) or one of
the Second Permanent Secretaries. If permission for such contact

is granted, & report should be submitted immediately after it

takes place to the head of IDT, copied to the Permanent Secretary
and the Budget Security Officer, whatever the subject matter of
the discussion.

3. Telephone calls from journalists are to be referred in the
first instance to IDT, and no return or octher calls to journalists
may be made without prior IDT approval. If any conversation takes
place directly with a journalist in the pre-Budget period a report
iz to be sent to IDT copied to the Budget Security Officer,
whatever tha subject matter of the conversation.

& . If any other contacts take place with Journalists in the pre-
Budget period,; no matter how informal, a report of the fact is to
be made to IDT copied to the Budget Security Officer, together
with a very brief account of any discussion of ocfficial matters.

L Contacts with banks, brokers and others whio providea
commentariaes on economic and Financial affalre, contributors io
specialist and academic  publicaticns, brokers’ circulars,
newsletters and other similar publications which are to take place
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outside the office, may only be undertaken with prior authority of
tha Deputy or Permanent GSecretary responsible for the relevant
work area,

General

6. Spacial security arrangements apply to certain information
connected with the Budget, as described in paragraph B. The
arrangements apply in addition te the normal departmental security
procedures and are intended to provide additional protection for
information about Budget decisions. It is the responsibility of

every person involved in Budget work to be familiar with, and
operate, these instructions. BOG will ensure that those most
heavily involved understand the procedures.

75 The recipient of a Budget classified document is, at all
times, personally responeible for its security. This applies even
if custody of the document is entrusted to another member of his
or her staff (where this is permitted).

Use of Budget prefix

8. The Budget prefix should be used in the pericd between tChe
beginning of January and the Budget Day itself, but only for
documents which contain information concarning Hinisterial
decisions ont

ja) the Budget judgment and in particular the PSBR:

by all taxation matters connected with the Budget; and

{ec) any sccial security or cother public expenditure changes
to be announced in tha Budget.

The Budget classification should be applied also tc documents in
which no decisions are recorded, where the papers are particularly
sansitive - for example, where the very fact that a matter is
being discussed is sensitive, where there is a serious danger of
forestalling or where a document might reveal the approach to the
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Budget likely to be adopted by MHinisters. The Budget prefix
ghould not be usged on other papers which do not reveal Ministerial
dacisions.

4. A Budget classification is not, in general, required for
papers containing:

(a) Ministerial decisions relating to economic forecasts,
monetary policy, exchange rate policy and other items
not directly related to tax or public expenditure

decisions, even where these are in the context of a
Budget;

arguments for and against a particular course of action,
recommendations from officials to Ministers or other
Ministers to the Chancellor unless tha papers are
particularly sensitive (see above); orc

(e} Llist of eptionsg in which no daclision is recorded.

It should be borne in mind that a submission to a Minister onm a
Budget matter, suggesting a range of options, may properly not
have a Budget classification; but & note from a Ministerial Office
recording a decision on it should ba given a Budget
clazszification.

10. Care and common-sense are needed in using the Budget prefix.
is to

be consulted.

Level of Budget classification

11. "BUDGET SECRET - BUDGET LIST ONLY" is a special securit
clasgification to be used for certain Budget documents, i.e. f

o
those papers which reveal the contents or probable contents of the

whole, or a very substantial or particularly sensitive part,
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tha Budget. The Chancellor may also decide that papers dealing
with particular subjects be given this classification. Examples
of papers which are to be given this classification includa:

papers, dincluding records of meetings, which give an
overall picture of Budget strateqy;

complete drafts of the Budget speech (and the most
gansitive extracts such as complete drafts of the tax
sections);

full drafts of the Budget BErief, or particularly
sanzitive parts of it:

full draft of the FSBR (and early drafts of the sections
dealing with Budget proposals); and

the Budget Resoclutions, as a whole.

Papers dealing with an individual tax would not normally reguire
BUDGET SECRET - BUDGET LIST CONLY cleassification, unless this is
reguired by the Chancellor.

12. BUDGET TOP SECRET should be used only where the material
would fall clearly within the definition of TOP SECRET even if it
ware not to be included in the Budget (see paragraph 18 for
further guidance on  thia). BUDGET EECRET is the correct
clagsification for all other papers on the main Budgetary items
{i.e. the main tax rates and sccial security benefits and other
major changes in tax legislation or public expenditure]. Strict
rules are laid down for access to, and handling of, documents with
thie classification. BUDGET CONFIDENTIAL should be used for
papers recording decisions on other Budget matters, including all
othar decisions on tax items. The classification of a document is

not necessarily the appropriate classification for a minute

commenting on or replying to it, even if the criginal document Is
classified BUDGET SECRET: BUDGET LIST OMLY. For example, a minute
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containing comments on a document should bear the classification
appropriate to its contents and should only bear the same
classification as the original document where it is appropriate.

Communications of Budget classified information

1. Documents for which the "BUDGET LIST ONLY" classification is
appropriate may be shown only to personE who are on the
circulation list approved by the Permanent Secretary. Under no
circumstances are they to be ecirculated or shown, or the contents
communicated in any other way, to a person not on those lists. A
copy of the Budget list will be made available, as appropriate, tc
each person who is on the list. If it is considered essential to
show a BUDGET LIST ONLY document to a person not on the Budget
list, the prior approval of the Permanent Secretary must be
obtained in writing. Any requests for names to be added to the
Budget list shou.d bDe addressed in the first instance to the
Budget Security Officer. This applies right up to the Budget Day.

la. The «circulation of all Budget clagsified documents is to be
restricted to the absolute minimum consistent with operational

reguirements. Before writing Budget claseified material all
originators must ask themselves:

{a) Is the document necessary at all? (A private face-to-
face conversation is more secure than a written note).

If the document 1ig necessary, nead it be circulatad?
[(Only copy a document to those people whoe need to be

aware of its contents).

Nead the document guote precise details of decisions
&.3. proposed tax rata?

Does the document regquire a Budget clagsification?
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(e} Do all recipients need a copy of the whole document? 1If
a part of the document would suffice, send only that

part. It is essential that persons do not see parts of

documents containing classified material which they have
no operational need to see.

15. BUDGET LIST ONLY documents may not be shown to anybody who is
not on the Budget list (except for the normal arrangements whereby
the Queen, Prime Minister, certain staff at Number 10 and the
Governor of the Bank of England are teld the contents of the
Budget). Other BUDGET classified information may be communicated
to staff 1in the Chancellor's Departments (and the Office of the
Parliamentary Counsel), only if they need to know about it for the
efficient performance of thelir duties.

16. PBudget classified information must not be communicated to
anyone ocutside the Chancellor's Departments and the office of the
Parliamentary Counsel without prior authority having been obtained
from the Budget Security O0Officer. There are three general
axceptions to this rule. First, FP group have authority to
communicate to speciflied Department of Transport officials, Budget
decisions on VED and the duties on hydrocarbon oils. Second, the
head of FFP has authority to communicate to specified officials in
the Department of Social Security certain information about Budget
changes in personal taxation. Third, as is appropriate for public
expenditure matters, ST group will discuss any social security
changes to be announced in the Budget with DS§S officials. In all
these instances the Divisions concerned must ensure that these
Departments are aware of the need for particular care in handling
the infcrmaticn. Similarly, 1f a Treasury Minister writes to a
Minister in another Department on a Budget classified matter, his
Private GSecretary should ensure that the other Private Office are
aware of the significance of the Budget classification, and in
particular of the need to ensure that the letter is shown or
copied only to those who need to see itC.




Preparation and handling of BUDGET SECRET: BUDGET LIST ONLY
documentcs

17. In additien to the normal security instructions regarding
handling of SECRET documents, the following special instructions
apply tc the handling of BUDGET SECRET: BUDGET LIST ONLY
documents:

{a} The document must be typed on plain paper. Tha security
clasgification is not to be typed. Documents may be
typed by a Personal Secretary only 1f she is on the
BUDGET LIST. The typist's initials should appear on
each page of the document. The originator is
responsible for the security of the typed master, which
must be given a number in the segquential series used for

-E'I:F"LE'E '

Capies of the typed master must be made cnto the special
paper bearing printed ‘BUDGET SECRET: BUDGET LIST ONLY'
markings on one side of the paper only. Each copy of
the document must be sequentially numbered, e.g. copy
No 3 of 5 copies. A full record of copy numbers and
recipiente must be kept in the sSender's BBCLUILILY
register.

The documents must always be enclesed in the special
distinguishing folder marked “BUDGET SECRET: BUDGET LIST
ONLY* for transmission. They must always be trangEmitted
in double envelopes even if sent within the building.
The inner envelope must bear the special “BUDGET SECRET:
BUDGET LIST ONLY" label completed with the relevant
details mentioned in paragraph (d) belcw. If more than
one document is sent in one envelope, the relerence

number (see (d) below) of each document must be shown on

the label. A receipt must always be obtained for all
copies of "BUDGET SECRET: BUDGET LIST ONLY" documents.
It is the responsibility of the criglnater te ensure
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that a receipt is returned for each copy which has been
sent out. These receipts must ba retained until after
Budget day.

Titles of BUDGET SECRET: BUDGET LIST OHLY documents ara
not to be shown on receipt forms (which are
unclassified) or on BUDGET ESECRET! BUDGET LIST OHLY
labels. Instead the ‘referance no' or ‘titla® =saction
of the receipt form or label should show: the sender’s
initials; the serial number of the entry in the sender's

security register and the copy no. e.g. MCS5/28/3,

If they are being sent to other departments, thea
documents must be sent by messenger or by the special
van service which operates between the Treasury, the
Fevenue Departments and Parliamentary Counsel's Office.
If these are not available, the documents should be sent
by special signature service of the IDS. In svery case
receipts must be obtained for the documents. In no
circumstances may the documents be sent by post or
transmitted on facsimile egquipment except for the secure
facsimile link between the Treasury, {Room 14/2),
HM Customs and Excizse; Inlang Revenue, Department ol
Trangport, DVLC and the Bank of Englamnd | 328
paragraph 22 for transfers via Officepower).

Each recipient is responsible for ensuring that every
BUDGET SECRET: BUDGET LIST ONLY document is entered in
the appropriate security ragister. He must do this
himself if no-one 2lse is available or authorised to dao
it = this applies particularly at Grade 7 lavel. A
document may be entered in the security register by the
Persconal Secretary or allocated Clerk from the
information shown on the label, without opening the

inner anvelops. If this is done, the number of the

security register entry is to be written on the label.
The recipient of the document is to ensure that the
security register number is shown and should copy it
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onte the document itself. In some areas, Personal
Secretaries or Clerks may themselves be included on the
Budgetr 1list authorised to handle BUDGET SECRET: BUDGET
LIST ONLY material. In such cases only may they open
the inner envelopes, in which case the security register
number may be written on the document iteself. BUDGET
SECRET: BUDGET LIST ONLY documents may not be filed
until after Budget Day except where the Clerk concerned
is on the Budget List.

Each copy of a BUDGET SECRET: BUDGET LIST ONLY document
iz personal to its recipient. It may not be shown to
any person not on the Budget list in any circumstances.
It may be shown (but not copled) to a person who is8 on

the Budget list only if there is a real operaticnal need
for him to see it. The fact that a perscn is on the
Budget 1list does not mean that he must gsee all BUDGET
LIST ONLY documants. It is the recipient's
razgponsibility to ensure that the document is not seen
by any person who is not authorised to have &ccess to

1t. It can be kept in the recipient's own security
cupboard only if all persons who are entitled to know
the combination number have been specifically authorised
to handle BUDGET SECRET: BUDGET LIST ONLY documents.
Otherwisze it will be necessary to store such documents
in a separate document box or security cupboard whose
combination number is known only to the recipient [and
any authorised handler of such material). Officials who
reguire additional security furniture for this purpose
should requisition it as soon as possible from the
Assistant Budget Security Officer in EODG2 (Ext 4B859).

It is essential that BUDGET SECRET: BUDGET LIST ONLY
documents are not left unattended by the person who is
responsible for their custody - he must lock them away
whanever he leaves his room.




RESTRICTED

BUDGET SECRET: BUDGET LIST ONLY documents may o©on no
account be photocopied except by the originator (or his
Personal Secretary, on his authority, if she ia on the
Budget 1list). If a person not on the original list of
copy addressees is subseguently teo be given a copy of
gsuch a document, it must be provided by the originator
and the name of tha recipient properly recorded. He may
retain a small stock of additional numbered copies of
the document for this purpoee (which are toc be treated
as accountable documents]. If ha needs to take an
additional copy of the document, it must be numbered in
the original series. The above rules as to handling and
control of the documant apply to additional copies.

BUDGET SECRET: BUDGET LIST OMLY documents may be taken
out of the coffice to meetings only if this is absolutely
unavoidable. They may be taken home only 1if the

Fermanent Secratary has given his prior approval, either
for a particular occasion or generally for a particular
individual. Permission will normally be given only if
the person concerned has a sacurit container at his
home. Any documents taken out of the office must be
carried in a locked briefcase, box or pouch and kept
securely at all times. A record of these documents must
be kept in the office security register and checked on
return.

Whare a person only needs to see a part of a BUDGET
SECRET: BUDGET LIST ONLY document, he should be asent a
copy only of the relevant extract. The copy extract
should be given & number in the same series as the full
copies. It should be given the security classification,
appropriate to the sensitivity of the matter contained
in it = the security classification at the top of the

front page should be amended in manuscript if necessary.
The recipient of the extract should treat it in
accordance with the security classification shown on the

document .
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If a BUDGET SECRET: BUDGET LIST ONLY document 18 to be
destroyed before the Budget, it is to be sent to the
Budget Security Officer in double envelopes, the inner
anvaelope bearing the appropriate label, and marked for
destruction. The Budget Security Officer will carry out
the destruction in accordance with the standing
instructions.

18. If a Budget sensitive document meets the criteria for
classification as TOP BSECRET (as defined in annex 1 of the
Treasury Security Instructions) it should be classified "BUDGET
TOF SECRET: BUDGET LIST OCNLY". The distinguishing folder and
address labels for "BUDGET SECRET: BUDGET LIST ONLY" documents are
to be used amended accordingly in manuscript. The instructions of
paragraph 17 are to be followed, except where the normal security
instructions for TOP SECRET documents impose more stringent
requirements, in which cese those should ba obeyed.

Preparation and handling of BUDGET SECRET documents

19. The normal rules for the contrel and transmission of SECRET
documents must be applied, except &8 modified below:

ja) Titles of BUDGET SECRET documents are not to be shown on
receipt forms (which are unclassified) or on BUDGET
SECRET labels. Instead the 'reference no' or ’'title’
section of the receipt or label should show: tChe
sender's initials; the serial number of the entry in the
sander's security register and the copy number e.g MCS/
28/3.

BUDGET SECRET documents must always be tranemitted in
double envelcpes, even if sent only within the building
and the inner envelope must bear a BUDGET SECRET label
completed in accordance with paragraph (a) above. Any
person not entitled to see PBUDGET SECRET papers and
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above, and who is likely to have access to envelopes
bearing this classification, must be instructed not to
opan them.

BUDGET SECRET documents sent outside the building must
be accompanied by receipts.

If they are being sent to other Departments, the
documents must be sent by messenger or by the special
van service which operates Dbetween the Treasury, the
Revenue Departments and Parliamentary Counsel‘s Dffice.
I1f these are not available, the documents may ba sant by

special signature service of the ID5. In every case
receipts muset be obtained for the documents. In no

circumstances may the documents be sent by post or

tranemitted on facsimile egquipment except for the secure
facsimile link betwesn the Treasury (Room 14/2),
HM Customs and Excise, Inland Revenue, Department of
Transport, DVLC and tha Bank of England |see
paragraph 22 for transfers wvia Cfificepower).

Each recipient is responsible for ensuring that every
document classified BUDGET SECRET and above is anterad
in the appropriate security register. He must do this
himself if no-one else is available or authorised to dc
it = this applies particularly at Grade 7 level. Staff
who are not authorised to handle BUDGET SECRET documents
may record them in the security register, provided that
they have been received in double envelopes, using the
information shown on the label which should be in
accordance with paragraph (a) above. If this is done,
the inner envelope must be passaed to the recipient
unopenad, the number of the security register entry
being shown on the label. If this procedure is followed
it does not detract from the recipient's responsibility
that receipt of the document has been recorded, s8sc he
should ensure that the security register number is shown
on the label and copy it to the document itself.
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BUDGET SECRET documents are not to be filed or otherwise
handled by Divisional Clerks until after the Budget.
They my be placed on divieional folders, but only by
clerks entitled to see these papers. 5uch folders must
bear the appropriate classification on the outside and
must be kept &0 that unauthorised perscons cannot have
access to them. Officials who reguire a combination
lock document box or security cupboard for BUDGET SECRET
material should requisition it as soon as possible from
tha Assistant Budget Security Officer in EOG2
(Ext 4853).

All copies of documents of BUDGET SECRET classification
or higher must be sequentially numbered, e.g. copy no 10
of 25 copies. A full record of copy numbers and
recipients must be kept in the sender's security
regiater.

The recipient of a BUDGET SECRET document may authorise
its copying to a person who is entitled to see it,
provided that the person authorising the copying is of
Grade 7 level or above. Care must De taken Lo énsure
that this does not enable persons to see papers dealing
with proposals other than those with which they are
directly concerned.

BUDGET SECRET documents may be taken out of the office
to meetings only if this 1s absolutely unavcidable,
They may be taken home only if a Grade 5 or above has

given his prior approval. Permission should be given
only if the authorising officer is content that there is
no alternative and that the document({s) will be secure,
i.e. transported in a locked briefcase, box or pouch and

kept at home in a security container. A record of those
documants must be kept in the office security register
and checked on return.
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BUDGET SECRET waste must be destroyed by shredding;
arrangements for this may be made with EQG
(extension 4B59). Recipients must keep a proper record
of any such documents they destroy. Production of such
a4 record is necessary to meset the regquirements of the
spot checks described in paragraph 24.

20. The mnormal rules for the control and tranamission of
confidenctial documents must be applied, except as modified below:

{a) BUDGET CORFIDENTIAL documents may be sent within the
building in a single sealed envelope. Documents being
gent outside the building should always be transmitted
in double envelopes with the inner envelope marked
"‘BUDGET CONFIDENTIAL®.

BUDGET COHFIDENTIAL documents ghould ba sent by
maessanger, the IDS or tha special wvan service which
operates between the Treasury, the Revenue Departments
and Parliamentary Counsel's Office. In ng circumstances

may the documents be sent by post or transmitted on
facsimile equipment except for the secure facsimile link
between the Treasury (Room 14/2), HM Customs and Exclse,
Inland Revenue, Department of Transport, DVLC and the
Bank of England (see paragraph 22 for transiers via
Officepower) .

Copies of BUDGET CONFIDENTIAL documents need not bDbe
sequentially numbered, nor need they be recorded in
gecurity registers.

The recipient of a BUDGET CONFIDENTIAL document may

authorise its copying to a person who has a strice
operational need to see it, provided that the person
authorising the copying is at Grade 7 level or above
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Care must be taken to ensure that this does not enable

persons to see papers dealing with proposals other than
thoase which they are directly concerned.

BUDGET CONWNFIDENTIAL documents may be takem out of the
office to meatings only if this is absoclutely

unavoidable. They may be taken home only if a Grade 7
or above had given prior approval. Papers taken from
the office should be carried in a locked briefcase, box
or pouch and kept securely at all times.

BUDGET CONFIDENTIAL documents are not to be filed or
otherwise handled by Divisicnal Clerks until aifter the
Budget. Thay may be placed on divisicnal folders,; but
only by Clerks entitled te see these papers. Such
folders must bear the appropriate classification on the
cutside and must be kept §0 that anauthorised persons
cannot have access to them. Officials who reguire a
combination lock document box or security cupboard for
EUDGET CONFIDENTIAL material should reguisition it as
soon as posgible from the Assistant Budget Security
Officer in EDGZ (Ext 4B5%).

BUGGET CONFIDENTIAL waAste must be dastroyed by
shredding; arrangements for this may be made with EOGC
(Extension 4859).

Checklist for distribution of BUDGET documents

1. The following table acts as a guide for those distributing
Budget classified documents:
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BUDGET SECRET: BUDGET SECRET BUDGET
BUDGET LIST ONLY CONFIDENTIAL
Internal External Internal jExternal Internal ,Extermnal

BLO Folder f f

Double f r'.— o ,,){ .{"

envelopes
Single ‘./
envalopas

BLO labsl
on inner
envelope

BE labhasl
on inner
envelope

Receipts

Sequentially
numbered

Qffice Automation

27. Users of Officepower must exercise great care to ensure that
anauthorised perscns do not obtain access to files containing
Budget classified material . In particular, the following rules

must ba absarved:

{a) All persons on the Budget list who use the Dfficepower
gystem must ensure that their user ID is protected by
the password and key decoder system, and not by
pasaword alone. Queries on the adequacy of individual
systems should be addressed to EOGS (Mr Cobb x5347).

Fasswords should be changed regularly (at least
monthly) and should not be writtem down or told to
colleagues. Avoid obvious words such as "Password®,
"HMT", or "BUDGET" etc which might be easily guessed.




HED TR LU TR

Terminals should not be left unattended whilst they
re logged into the system. Log=-out if you leave the
rOom.

Computer key tokens for the decoder system should be
treated with the same respect as the combination
number of a security cabinet; they must not be laft
lying around or placed in a desk drawer. When not in
use, key tokens should be kept in a combination lock
document box or security cupboard; these can be
regquisitioned from the Assistant Budget Security
Officer in EOGZ (Ext 4859). If a key token protecting
Budget information is lost or mislaid this should be
reported immediataly to EDG5 (Mr Cobb Ext 5437) and to
the Budget Security Officer (Ext 49d42).

Exercise care when printing Budget classified
material. Printers should be either in the same room
as the user, in the room of another user who 1B
cleared to see the material, or in a locked room. IE
the existing positioning of printers causes
difficulties EOGS (Ext 5437) should be consulted.

Great care must be exercised before any Budget
classified material is sent electronically wvia the
Officepower system (see paragraphs 17(e), 19(d) and
20(b) for transfers by facsimile). Electronic
transfers should be used only where there is a real
operational need; and the following guidelines must
always be observed:

(1) ring tha potential recipient to taell them the
information is to be sent shortly. If they are
not available, do not leave a message on the
Officepower system but call back later. Do not

commence sending procedures until personal

cantact has beean made;}




both ‘'delivery’ and ‘'view' acknovledgements must
be used, and the acknowledgements received by
the sender must be printed and retained. The
Assistant Budget Security Officer may ask to
inspect thaese prints as part of his examination
of the security of classified papers;

any dinstances where the system appears to have

‘broken-down®' &.g. if information has been sent
but has not been received, are to be report to
the Budget Security Officer [(Ext 4922) and EOGS
(Ext 5347) immediately.

23 Systems support staff must not allow an Officepower user
access to the fileg of an individual on tha Budget 1list without
consulting the Budget Security Officer first (Ext 49%22). If he :is
not available; the Assistant Budget Security Officer (Ext 4859%)
should be consulted. If neither the Budget Securlty Officer nor
his assistant are available, the Deputy or Permanent Secretary
responsible for the relevant work area should be consulted, and a
written report made to the Budgetr Security Officer In all
instances, access to the files of an individual en the Budget list
may only be given if there is a clear operational need, and a
record of the authorisation 'muzt be kept by both the systems
support astaff and Budget Security Officer.

General Foints

24, To ensure that the required procedures are being adhered to,
Budget classified documents will be subject to a series of spot
checks. There will be random checkse of individual copies of
classified documents sent to named individuals. There will also
be more systematic searches of complete circulation lists of
particularly sensitive Budget classified papers. These checks
will be carried pout by FP and EOG.
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25. Budget classified papers must not be typed in typing pocls.
Particular ecare should be taken about the custody of carbons,
photocopies, dictating machine tapes, word-processing discs,
shorthand notes etc containing classified information.

26. Care should be taken not to include Budget classified papers
{or related papers) in divisional 'flcats’'.

27. The disposal of any document classified BUDGET SECRET or
above is to be recorded in the security register. When arranging
for the disposal of classified documents, cfficials are to take
care that they do not enable any unautherised person to see its
contents.

28. If BUDGET classified papers do not state the post-Budget
classification, recipients should alter the classification as
appropriate after Budget day. The 'BUDGET' prefix should always
be deleted after Budget day, as it no longer has any significance.
Papers which refer only to decisions which were announced in the
Budget may be declassified. Fapers containing advice or

background to such decisions should generally be classified
CONFIDENTIAL. Papers containing references to courses of action
which were not pursued, which were classified BUDGET SECRET should
remain SECRET.

Queries

29, Any guestions about the Budget Security instructions should
be addressed to the Budget Security Officer, who is the Grade 7 in
FP Division (Indirect taxation branch) (extension 4922).
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fl"l'f-‘thlt“_-' Chambers, Parliament Street, SWIP 3AG
O1-270 3000

22 February 1989

Richard Gozney Esg
PS/Secretary of State

Foreign and Commonwealth Qffice
Downing Street

LONDON

SW1A 2AL

f(rf-f E i ﬂ .w;r{

BUDGET DAY PRESS NOTICES

A8 you will be aware, the Chancellor will be giving his Budget

Statement on Tuesday 14 March. In handling press notices, we
propose to follow the arrangements of previous years under which
all press notices, including those issued by Departments other
than the Chancellor's, are collated by the Treasury and issued
both the to the press and the House.

tour Department and others will no doubt already be considering
what press notices you wish to issue on Budget Day. I would be
grateful to know your intentions by close on Monday 6 March and
the subject matter of any notices which you will be producing. It
would also be helpful if you could let Steven Flanagan here
(270-5666) have by then a contact point (name and telephone
number, together with a proxy) for any subsequent engquiry on each.
All press notices should, of course, be cleared in draft with the

appropriate public expenditure divisions in the Treasury as early
as possible.

As you will appreciate, the Treasury will be photocopying and
collating a large volume over the weekend before the Budget. As a
consequence, I am afraid that we must ask for copies of press
notices to be sent to us by no later than midday on Friday 10
March and preferably beforehand. We will require 1995 copies in
all. These should be psent te Mr M C Ralph in our Committee
Section (Rm 30/G, Treasury Chambers) split within the package
into three sets numbering 1150, 670 and 175 copies respectively.

If you are issuing more than one press notice, it would esase our
handling problems considerably if they could be packaged
separately.
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I am sending a copy of this letter t© the Private Secretaries to
all other Cabinet Ministers, Paul Gpay (No.10), Trevor Woolley
(Cabinet Office) and all Cchiaf Press Officers.

[dive ETH

J M G TAYLOR
Private Secretary
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17 February 1989

Paul Gray Esg
10 Downing Street
LONDON SW1

P

() .'f.;
_JDE.’ﬂ-: r-:"LLLL*’

I attach an aide memoire on the Budget. You will have received a
copy of the Budget Security Instructions and I should stress that
the aide memoire should not be shown to anyone other than the

Prime Minister and yourself.

Principal Private Secretary
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AIDE MEMOTRE ON BUDGET

Incoma tax and HICs

For the purposes of the figuring in the attached table, it has
been assumed that personal allowances and the basic rate limit are

indexed; that there is no changE in the basif rate; and that there

e —

are no changes ta NICa. A NICeg reform is 8till uander
consideration. i P

Excise duties

- ¥ No change in any of the main excise duties. The duty on
unleaded petrol reduced to produce a pump price differential of 2p

a litre (approximately 9p a gallon) with 4 star leaded petrol; a
surcharge on 2 star leaded petrol to bring it up to the same price

%E,E_EF“I' Increased VED for coaches and rigid heavy goods
vehicles (agreed with DTp).

VAT

da Implement the changes resulting from the European Court of
Justice decision, as already announced; the bulk of tha
additional vyield comes from the publiec sector (the impact of this

—— ——

on public expenditure was taken into account in the Autumn
Statement). No other changes in VAT coverage.

Company cars

4. Car sealgs {which determine amount of taxable benefit from

L

company cars) to be increased by 20 per cent.

B = —— — o

—




Corporation tax -

5. Thresholds for the small companies' rate increased by 50 per
cent; rate itself assumed to remain at 25p.

[ ——
—m

Stamp duty on shares

b. Abolish stamp duty on share transactions, probably from
1l April lH%E: Announcement and legislation needed now to enable
the Stock Exchange's new paperless transactions system (' TAURUS')
to be planned and implemented on this basis.

_—

Life assurance

T Maintain the existing structure of taxation. Reduce the tax

————

rates on policyholder's income and gains te 25 per cent { from

. —
35 per cent and 30 per cent respectively). Ring-fence life

offices’ pensin__hUEinEEE, g0 that expenses there cannot be set
off against inéﬁﬁg__aﬁ lite business. Abu{}sh life assurancae
premium duty. (Life offices will also gain ;E;;EEEIEE_EIIEIun a
year from the abolition of stamp duty on shares: this is included
in the costings of that me&éura}. Allow selling expenses to be

deducted from taxable income and gains only over seven years,

instead of being offset in full against income and gains in the
first year; phase this change over four years.

e

—

—

Init trusts

8. Reduce the Corporation Tax rate on unfranked income
(principally dividends on gilts) from 35 per cent to 25 per cent

pa—

from January 195940. —




5

@
A T

vt 0 1A el Lt ol Jee~ b At

Pansions -_—
- A
9. For final salary schdmes, place a limit on tax privileged

pensions, Deragulate, ?t that the Revenue no longer lay down how

much pension someone can

e paid, but only how much tax-priviléaaa

pension. Pensions wil be payable from tax privileged funds on
garnings of up to EBD,000 a yvear. This translates into limits of

40,000 a vyear on the total pension and £90,000 on the tax-free
Iump sum. These limits will apply only to new pension scheme

membere, and will be Indexed to prices. Employers wlll be free to

T—

pay additional amounts without tax prlvileg&.

10. For perscnal pensions, increase the percentage of earnings
L

which may be contributed with tax relief, subject to a cash TimLt .
el .-—l—_._____.

FEPa

11. The limit on the total annual invastmant to be raised from
£3,000 to £4,800; and within that the limits on investments In

unit and Iinvestment trusts from £750 to £2,400. Rules g:eaziy

simplified.

e

—

Employee share schemes and ESOPs

12. Varioug increases in the limits for employea share schemes.
And to enable the development of ES0Ps, Corporation Tax relief on

company contributions.

CGT

13. Abolition of the tax deferral on gifts {(but not to charities,
or on business assets, or between husband and wives). This was
introduced in [1980] to avoid the double charge to CGT and CTT on

—m

lifetime gifts, but the CTT charge has since been abolished. The




exemption limit for CGT to be frozen, pending the effective
—m,

T

doubling (for married couples) when independent taxation comes in
next year.

Pensioners®' Earnings Rule

14. Pensioners' earnings rule to be abolished. Gross public
expenditure cost of about £% billion to be met from the reserve.
e ——

Retain the option to defer pensions in return for higher pension

lﬂter,wf

Deregulation/Simplification

15. A number of measures of deregulation and simplification:
additional VAT bad debt relief; gimplification of VAT

_—

registration rules; changing Schedule E to be charged on a

receipts basis; a radical simplification the rules on close
e
ifivestment companies: unincorporated businesses to be allowed to

get capital gains against trading losses; the Control of Borrowing
Crder to be abolished.

Other proposals
16. Other proposals include:

(i) converting the higher age allowance for the over=8l0s to

one that covers all those over 753 and reducing the

marginal withdrawal rate for age allowances to below

40 per cent; ;
ﬂi"'{—’t ' Y

increasing the PRP limits Lo £4000, and other
gimplifications to the PRP rules;




______;"‘l"rlt LFLp.-_r.
Caa g

_‘__.r"
(1L45} increasing the Payroll Giving limit from £240 to é;ﬂn;

{ iv) implementing the tax relief for private health insurance
for the elderly.
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TAHLE 1.1  THE BUDGET MEASURES:
&

yield (+)/cost (=)
1990-91

Changes from
an indexed
hase

Income Tax
personal a].l.mpﬁ and basic
rate limit indedad |
car benefit scales .EJ‘h;l;eq,ﬂaj,

Schadule E put on receipts
basis

Excige duties
petrol, derv etc
duty on unleaded petrol
:Himz # EUI[:IEI'F ﬁth:l
to 2 star petrol
vehicle excise duty
tabacco

aleahal

Value hided Tax
non=- domestic construction eto
bad debt ralief, raform
of registratibn rules etc
S S g
Stamp duty on shares abolished

Life assurance businesses'
tax regime reformed

Reforms to pensions, personal
equity plans, share schemes
and unit trusts

Corporation Tax
small companies' rate
threshold increased

Petroleum oo fax
incremental {meestment
raliaf introduced - 1) 10 20

- 65 - 30 + 40

= e —— o e

=1315 ;{mqu i -188%)

I L =m0

'.

These measures, and the basis of the costings ziJh'.ML, are described ||:‘1~:|:|ﬂ!.ail
in chaptar 4, : 4,

r 147
A~ J ; Tk 6
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15 February 1988

Paul Gray
10 Downing Street
LONDON SW1

MD 2o PCIAJ j

I understand that, at their bilateral teday, the Chancellcr and
the Prime Minister agreed that the No.1l0 Press Office should,
after tomorrow's Cabinet discussion on the economy, follow the

line:

*The Cabinet today held their wusual pre-Budget aconomic
discussion. They reaffirmed the Government's aconomic
strategy and the central objective of bringing down
inflation, and agreed that economic policy should remain
prudent and cautious.”

If the Prime Minister is content, perhaps you could pass on this

form of words to Barnard Ingham.
Yow,
g, 1

A C 5 ALLAN




FERSONAL

PRIME MINISTER

CABINET DISCUSS1ION OF BUDGET PROSPECTS

fou discussed the handling of this item with the Chancellor

Ehis afterncon. 3

You may like to open the discussion by stressing that public
expenditure decisions for 1989/90 are over and

——jalready implemented in the Autumn Statement and Public

< Expenditure White Paper. The purpose of this discussion is to

focus on the tax and debt repayment decimiona for the Budgst.

————— e

e

You can then invite the Chanceller te introduce his papar.

Order of Subseguent Interventions

As agreed this afterncon, you will invite Mr. Younger to apaak

next . I have alerted his office to this.
T R

You will want to invite at least one further supporter to

speak - ? Mr. Ridley or Mr. MacGregor.

— -

Thereafter you will want to inter-leave the contributions as
discussed with the Chancellor. 1 suggest you ensure that
after sach person in the left-hand list below you have at
least one from the right-hand list, with either Mr. King ar
Mr. Parkinson speaking after Mr. Walker.

he Rt. Hon. Peter Walker ot The Rt. Hon. Tom King
The Rt. Hon. Douglas Hurd ~f&hu Rt. Hon. Ceacil Parkinson
- “The Rt. Hon. Kenneth Baker ~The Rt. Hon. Norman Fowler
E?;‘i: {;E?E Rt. Hon. Paul l.'_'hann:::r,--‘llIIr Uﬁ;ﬂe Rt. Hon. The Lord Young of
ELIL- : - Graffham
The Hon. Kenneth Clarke /" The Rt. Hon. Malcolm Rifkind
bﬁThe Hon. John Moore v The Rt. Hon. John Wakeham
The Rt. Hon. John Major

v
s The Rt. Hon. The Lord Belstead
: =)

s
J Tl

The Rt. Hon. Lord Mackay of

1EJ Clashfern




FERSOHAL
— 2 =

¥You may then like to end the contributions with Sir Geoffrey

Howe and finally to invite the Chancellor to make a brief

cesponse.

You also need to agree on the form of words that Bernard will
use to brief the press., The formula you discussed with the

Chancallor was:

"The Cabinet today held their usual pre-Budget economic
discussion. They reaffirmed the Government's economic
strategy and the central objective of bringing down
inflation, and agreed that economic policy should remain

prudent and cauntious.®

ff]iitf,_

PAUL GRAY

15 February 19839




CONFIDENTIAL
y f_g;ﬂﬂ‘

PRIME MINISTER

BILATERAL WITH THE CHANCELLOR: 15 FEBRUARY

-

I have discussed the following agenda items with the
Chanceller's office: in

(1) handling of the pre-Budget economic discussion in

—

Cabinet this Thursday. You may like to take tha

Chancellor's mind on a possible order for the
proceedings, and the line that Bernard might take
aftarwards in briefing the press:

the Budget. The Chancellor is not yet ready to come

back on the key points you discussed on Sunday. You

might liherEE"ésk him for a prograss report on some

of the structural changes he mentioned at your

Dorneywood session. S 2.5, If_,F_.,: PSP G ..-.-.—.a-f
A e FE#A—u"ﬂI

You might then schedule a fuller discussion of the

Budget for next week's bilateral on 22 February. You
might ask him in advance of that meeting to set down

his proposals in writingj

=

you might like to report the outcome of your talk

with Norman Powler earlier today. (The Chancellor

was present for the first item but not the rest.):

o — = _— ey
e

the Chancellor does not want to discuss tax

approximation; he is waiting for the Foreign

Secretary's reactions. But you may want to raise

this vourself.

-

o

L

Preq.

(PAUL GRAY)
14 February 1989




chex.ps/aa/36 CONFIDENTI

peasiiry ||-||-,!||-|-- |'.-'|',-||l:; i

Ol-270 3000

PRIME MINISTER

PAYROLL GIVING

I said I would send you some information on the build-up of the
Payroll Giving Schema. I attach two graphs, dHE_Ehﬂwinq the

— : P intl
uumu{at1fﬁ number of schemes set up by employers - now totalling
over J,400 - and one showing the number of individuals who are

givingrfa_hhhrity by this method - now totalling over 100,000.

[N.L.]
16 February 1989




CUMULATIVE NUMBER OF SCHEMES
Period:— April 1987 — January 1989

—




CUMULATIVE NUMBER OF EMPLOYEES GIVING
Period: - September 1987 - December 1388
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SECRET AND PERSONAL

PRIME MINISTER

BILATERAL WITH TEE CHANCELLOR: 12 JANUARY

As arranged, the Chancellor will be looking in to see you at
B8.00 to 8.30 p.m. on Sunday evenlng. Apdrew will be on hand
to de-brie&f After the meeting.

The main item of business is to carry forward the discussion
of the Budget that you had at Dorneywood last month. My
sarlier note, prepared before Dorneywood is at Flag A. A ne

[ ==t

note alerting you to what Lhe Chancellor may now say, is at

Flag B. The Treasury forecast, which you saw earlier in the
]

—
—-

weak, is at Flag C.

But thare are one or two other ltems which, if time permits,

you may want Lo discuss:

Chancellor's draft paper for next Thursday's

Rre=-Budget Cabinet discussion (Flag D). Are you
content with it?

Andrew and I have marked some gueries on it.
I'-E_,,.r.. -’EJ...{L«].-' ﬂﬂ.-lﬂ-_-'-—.LHr.JLM

The complex of sensitive issues currencly under

consideration in the Employment field. Following
your talk this morning with Robin Butler I have

arranged for Mr Fowler to have a bilateral with vou

By

next Tuesday morning to take stock of the position

S— —

on five sensitive areas - Dock Labour Schema,\ﬂages
Councils,| trade union ]aw,lJub Centres and Skill

:entres.{ Mr Fowler will be letting you have a note

on Monday on his overall plan for handling these
-_|_-_

points but you might want to mention all these to

the Chanceller on Sunday and take his mind on the

— —m

handling.

SECRET AND PERSONAL




SECRET AND PERSONAL
_1_

¥You have had three letters recently from people in
Lloyd's — Stephen Merrett, Murray Lawrepnce and

SE——— - - -4 gE.) = —iam

Francis Dashwood = all complaining about the Inland

Revenue's Erdatment of Lloyd's members, in

particular in relation to the treatment of reserves.

e SN T e

{The latest letter from Francls Dashwood is in the

signature folder.) None of these letters are

suitable for passing on to the Treasury and Inland
Revenoue, but if you agree I thought I would send a
short letter to the ﬂhancu]lurlzﬂ?E{LFe saying that

vou have had a number of representations on all this

recently and asking for a note about it. But you

may also want to mention it to the Chancellor

voursell .

—

ﬂ)fu’, L.

Faul Gray

February 1983
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CONFIDENTIAL

ANNEX 3: PUBLIC FIMANCES AND THE TAX BURDEN

Taxalion, Expenditure and Borrowing

Since the Government firset took office, total taxes and NICs have

risen by 4 percentage points of GDP, though the ratio has fallen

from its peak in 1981-82. This has enabled us to make net
-‘-_I—' =

repayments of government debt in the last two years.

Tablae 1

Overall Taxation, Expenditure and Borrowing
(percentage of GDP at market pricesw¥)

Genaral

Government
Hon-Horth Sea Expenditure
Taxes plus NICs Total Taxes (excluding
(aB per cent of plus NICs pPrivatisation
non-North Sea GDP) proceeds )

1378=-79 4.2 33.9% 3.3
1979-80 35.1 35.1 43.5
1980-B1 36.2 36.2 46.1
1581-82 38. 3%2.3 46.6
1582-83 i8. 38.9 46.8
1283-B4 37 . 3B.5 45.9
1984-85 37 359.1 46.2
1985-B6 37, 38.5 44.5
1986-87 7. 3.1 43.7
1987-g8 37. 37.9 41.6

* w

AW AD O = b e L L D Lad

5 b L Ll L L LA s LR

[*Treasury estimates for 1%86-87 and 19B87-88]

Parsonal Taxation

2. Despite reductions in income tax, total personal taxes (direct
and indirect, including employees' NICs and domestic rates) in
1988-83 are over £30 billion higher in real terms (ie 1988-89

prices) than they were in 1978-79%9. For income tax and national
——-




CONFIDENTTIAL

insurance contributions the following table shows how the
proportion of gross pay they represent rose up to 1981-82:

rable 2

Income Tax and NICs as a per cent of Gross Earnings*

% average average 4 average
earnings earnings garnings

1978-79 16.0 ~ jl.4
1981-B2 20. 32.2
1982-83 20. 32.3
1983-84 20. 31.7
1984=-85 19. 31.5
1985-B6 18. 31.5
1986-87 18. 30.9
1987-88 19. 43.9
1988-89 (estimate) 18. a8.2
1989-90 (indexation) 18. 8.3

i

£ LA b= a0 A0 L b= B D

*Adult male earnings (all occcupations). Married couple, wife not
working: the couple are assumed to have no children, to avoid

distortion of the figures from the abolition of child tax
allowances.

3. These figures reflect the rise in the standard employees' NIC
rata from 6% per cent to 9 per cent. The lower rates introduced
fg the 1985 Finance Act do not affect the cases shown. So far as
incomes tJEEEH concerned, personal allowances have increased by

about 25 per caent in real terms since 1978-79%9, slightly less than

earninge. The basiec rate has been reduced from 33p te 2567_-_
ap— . —

4. Average earnings have of course increased by substantially

mora than prices since 1978-78. 50 a married man on average

Ezfnings has seen his real take-home pay rise by %%]per weaek. The

increase for a married man on half average earnings has been

ﬂilpEr week, and on twice average earnings E&Ipe: weak.
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4, As the table shows, indexation of allowances in the Budget,

with no reduction in the basic rate, would lead te a very sllght

rise in the proportion of incomes taken in tax and NICs. This is

because earnings are assumed to rise by more than the increase in

—_—

tax thresholds, which is indexed to changes in prices.

————————————

Business Taxation

5. Following the sharp rise in corporation tax receipts over the

past three years, as a result of the substantial recovery in
company profits, total taxes paid by businesses (outside the North
Sea) are now higher as a percentage of GDP than in 1978-79.

e —
Within this total, the major change has been a fall in employers’

ELQE (and NIS) as a “percentage of GDP, offset by increases in

corporation tax, business rates and ‘other’ taxes as the followling

table shows1

Tablae 3
Tax paid by Businesses £bn in 1988-89 prices
(figures in brackets are per cent of GDP)

Taxes on Employars ' 5
Corporation pelf NICs and Rates Other
Tax employment HIS
ilncomes

Total

1578-79 8.3 2.8 13.6 5.5 4.3
(0.7) (3.6) i 6 R 7 0 & R 3

1988-89

(estimate) 15.3 .7 13.0 E.1l 7.4 48.1

(3.4) (0.8) (2.7) (1.7  (1.B) @e.2)

lEIElHdEH Morth Sea, but includes ACT

E"-'ED, car tax, road fuel duty, duty on rebated oils, capital taxes
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The Cabinet today held lﬁﬁ fs?al+pre—audget economic
discussion. They reaffirmed the  economic strategy. They
#Jwﬂlcumeﬂ the satisfactory praspertz for the economy, -awd
LE? agreed that economic palicy should remain prudent and

cantious.

They noted that increases in publie expenditure
programmes for the coming year of £4% thoosand million had
already been decided, announced and would be debated next

wWEEK

The Cabinet stressed that the forthcoming Budget [s the
occasion to review taxation and borrowing.

¢ line agrete of
/8 /f/ ¥




PRIME MINISTER

MEETING WITH ALAM WALTERS: 18 JANUARY

We have arranged tomorrow's meeting so that you can talk to

Alan about the Budget in advance of your dinner with the

Chancellor at Dorneywood next Sunday.

You will remember that you agreed that Alan could not sea
Budget papers this year in advance of his return to the No.l0
pJE?Eil." (He will of course have Full access next year.)
Against this background, it would probably be best if you did
not talk to Alan about Budget matters again after tomorrow's

discussion prior to 14 March.
[ suggest tomorrow that you should take Alan's mind ons

the latest economic positien and the response to the
higher interest ratesg

the sort of overall fiscal stance the Budget should be

e

setii q;
any particular proposals that should be considared for
inclusion in the Budget;

any particular qguestioms that you should be putting te the

Chanceller in your discussion with him on Sunday.

S
ey

“£JTE

PAOL GRAY
17?7 January 1989

EL3DGI

SECRET
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HM TREASURY

OFFICE NOTICE

ON (GENERAL) (88) 124
2 December 1988

BUDGET SECURITY

] attach a note setting out this vyear's Budget gecurlty
instructions. They apply without exception to Ministers, advisers
and officials. Breaches of these instructions will be treated as
a serious matter.

- The special arrangements for Budget security are designed to
give additional protection to information about Budget decisions.
The instructions have been approved by the Chancellor of the
Exchegquer. This year's instructions follow the general lina of
last year's instructions. The Budget security arrangements have
generally worked well in the last four years, but that must not be
a reason for complacency. It is important that all concerned
continue to observe these instructions strictly.

3, All members of the department should recognise the
sensitivity of Budget material, and take every care to ensure that
ites integrity is preserved. Heads of Divisions and Private
Offices should ensure that staff who are likely to handle Budget
papers understand the instructions. The Assistant Budget Security
Officer in EOG2 will also help ensure that the staff most heavily
involved understand the procedures and have the equipment to carry
tham out.

i. All members of the department should note also that the
Budget Security instructions contain guidance on contacts with
journalists, in the period from the beginning of January to Budget
day, which apply whether or not you have any Iinvolvement with
Budget work. The term ®"journalist” should be interpreted widely
to include any contacts with banks, brokers, and others who
provide commentaries on economic and financial affairs for their
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clients, contributors Lo spacialist publications, brokers
circulars, newsletters etc; indeed, anyone who is in a position to
make easy contact with the media. Most staff will not have any
guch contacts. But if you do, you must observe these
instructions, to protect your own position and that of the
department against suspicion. In any contacts, you must take

particular care, as inferences can be drawn from the most casual
ramark or refusal to comment.

- There are two major changes to the instructions this year.

Last year the classification 'BUDGET GSECRET' was replaced with
'BUDGET SECRET: TASK FORCE LIST® to reflect security procedures
which operated outside the Budget period. This year the
classification will revert to 'BUDGET SECRET®'. BSecondly, there is
a4 new section in the instructions dealing with the implications of
Budget Security on office automation. Users of the Officepower
system are asked to take particular note of this section.

b . There are a number of other points in the Iinstructions to
which I would draw particular attention:

fa) The rule of handling Budget Secret: Budget List Only
documents set out in paragraph 17 must be adhered to
gstrictly. In particular, documents for which this

classification is appropriate must not be sent or shown
to anybody who is not on the authorised list of
recipients (the "Budget List") which has been approved
by me. Any alterations to the list reguire my prior
approval. BSpecial care should be taken over the custody
of typed originals of Budgekb Secret: Budget List Only
documents (Paragraph 17({a}).

A minute containing Budget classified material should
not D& written unless 1t 1§ strictly necessary and, i1t
it is; should not be circulated to those who do not have
a real operational need to see it. If a person only
needs to see part of a document, he should only be sent
that part, not the whole document [(Paragraph 14).




Each copy of every document clasgified Budget Secret or
above muet be individually numbered, in sequence
(Paragraphs 17(a), 19(g)).

Documente which are classified Budget Secret or above
must always ba sent in double envelopes, even if they
are beling sent within the Treasury. The inner envelope
should besar the appropriate address label with all
details fully completed (Paragraphs 17(c), 19(b}).

Budget classified papers may not be filed by allocated
Clerks (or Sector Registries) until after Budget Day,
unless specifically authorised. (Paragrapha 17(f),
19¢(£), 20(£f)).

Taking any Budget classified document out of the office
involves a risk and should not bea done unless absolutely
unavoidable. If a genuine need arises, prior approval
must ba obtained, and the documents transported in a

locked briefcase, box or pouch. 1If kept at home, the
documants must be placed in a security container.

Additional security furniture will be required by some
staff. It is essential that reguisitions be made as=s
soon as possible to the Assistant Budget Security Office
in EOGZ2 - extensions 4859 (Paragraphs 17(g), 19(f),
20(g)).

i 1 A copy of the Budget list ie being sent today to those
persons whose names are included on it.




The system of special spot checke on Budget classified
ocuments (Paragraph 24) will continue. These checks are carried
out on my authority. I ask all members of staff to co-operate so

that tha checks can be carried out with the minimumm of
disturbanca.

9. Further guidance on any aspect of the Budget security
instructions can be obtained from the Budget Security Officer,
Mr Michie the Grade 7 in FP ([Indirect taxation branch =
extension 4922), who will be assisted in the performance of his
duties during the Budget season by the Assistant Budget Security
Officer, Mr M Rees, EOGZ? (extension 4859) and Mr K BSedgwick, FP
(extension 5169).

10. Please file these instructions with other security papers in
your possession and destroy the previous version.

PETER MIDDLETON
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HM TREASURY

BUDGET SECURITY

THESE INSTRUCTIONS SHOULD BE READ IN CONJUNCTION
WITH THE GENERAL SECURITY NOTES.
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BUDGET SECURITY INSTRUCTIONS

INDEX
Paragraph

Relations with the Press and other
Outside Contacts

Use of Budget prefix
Laval of Budget classification

Communication of Budget classified
information

Preparation and handling of BUDGET
SECRET: BUDGET LIST ONLY and BUDGET
TOP SECRET: BUDGET LIST ONLY
documents

Preparation and handling of BUDGET
SECRET documents

Freparation and handling of BUDGET
CONFIDENTIAL documents

Removal of Budget Classified documents 17(3), 19(1)
from the Cffice 20(2)

Checklist for distribution of BUDGET 21
documents

Office hAutomation

enaral points
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BUDGET SECURITY

Refarences to the pre-Budget period should bae taken to mean the
period between the beginning of January to Budget Day itself.

Relations with the Press and other Outside Contacts

) This first subsection applies to all Treasury staff in the
pre-Budget period, including officials who are not involved in

work connected with the Budget.

2. Formal contacts with journalists in the pre-Budget period may
be undertaken only with the prior authority of the Permanent
Secretary or, in his absence, either tha Grade 3 (FP) or one of
the Second Permanent Secretaries. If permission for such contact
is granted, a report should be submitted immediately after £E
takes place to the head of IDT, copied to the Permanent Secretary
and the Budget Security Officer, whatever the subject matter of
the discussion.

3. Telephone calls from journalists are to be referred in the
first instance to IDT, and no return or other calls to journalists
may be made without prior IDT approval. If any conversation takes
place directly with a journalist in the pre-Budget period a report
is to be eent to IDT copied to the Budget Security Officer,
whatever the subject matter of the conversation.

4. 1f any othar contacts take place with journalists in the pre-
Budget peried, no matter how informal, & report of the fact is to
b# made to IDT copied to the Budget Security Officer, together
with a very brief account of any discussion of cfficial matters.

5. Contacts with banks, brokers and others who  provide
commentaries on economic and Financial affairs, contributors to
spacialist and academic publications, brokers' circulars,

newsletters and other similar publications which are to take place
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outside the office, may only be undertaken with prior authority of

the Deputy or Permanent Secretary responsible for the relevant
work area.

General

6. Special securlity arrangements apply to certain information
connected with tha Budget, as described in paragraph 8. The
arrangemente apply in additien to the normal departmental security
proceduras and ara intended to provide additional protection for
information about Budget decisions. It is the responsibility of
every person involved in Budget work to be familiar with, and
operate, these instructions. EOG will ensure that those most
heavily involved understand the procedures.

i The recipient of a Budget classified document is, at all
times, personally responeible for its security. This applies even
if custody of the document is entrusted to another member of his
or her staff (where this is permitted).

Use of Budget prefix

B. The Budget prefix should be used in the pericd betwean the
beginning of January and the Budget Day itself, but only for
documents which contaln information concerning Ministerial
decisions on:

(a) the Budget judgment and in particular the PSER;

(b) all taxation matters connected with the Budget; and

{c) any social security or other public expenditurs changes
to be announced in tha Budget.

The Budget classification should be applied alsoc to documents in
which no decisions are recorded, whers the papers are particularly
sensitive - for example, where the very fact that a matter is

being discussed 1e seneitive, where there is a serious danger of
foregtalling or where a document might reveal the approach to the
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gudger_ likely to be adopted by Ministers. The Budget prefix

should not be used on other papers which do not reveal Ministerial
decisions.

9. A Budget classificatien is not, in general, required for
papers containing:

(a) Ministerial decisions relating to economic forecasts,
monetary policy, exchange rate policy and other items
not directly related to tax or public expenditure
decigionse, even where these are in the context of a

Euﬁget;

arguments for and against a particular course of action,
recommendations from officials to Ministers or other
Ministers to the Chancellor unless the papers are
particularly sensitive (see above); or

(c) 1list of options in which no decision is recorded.

It should be borne in mind that a submigsion to a Minister on a
Budget matter, suggesting a range of optlons, may properly not
have a Budget classification, but a note from a Ministerial Office
recording a decision on it should be given a Budget
classification.

10. Care and common-sense are needed in using the Budget prefix.

In any cases of doubt the Treasury Budget Security Officer ie to
be consulted.

Level of Budget classification

il. “BUDGET SECRET - BUDGET LIST ONLY" is a special security
classification to be used for certain Budget documents, i.e. for
those papers which reveal the contents or probable contents of the
whole, or a very substantial or particularly sensitive part, of
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the Budget. The Chancellor may also decide that papers dealing
with particular subjects be given this classification. Examplea
of papers which are to be given this classification include:

papers, including records of meetings, which give an
overall picture of Budget strategy;

complete drafts of the Budget speech (and the most
sansitive extracts such as complete drafte of the tax
sections);

full drafts of the Budget Brief, or particularly
gensitive parts of it;

full draft of the FSBER (and early drafte of the sections
dealing with Budget proposals); and

the Budget Resclutions; as a whole.

Papers dealing with an individual tax would not normally reguire
EUDGET SECEET - BUDGET LIST DMLY classification, unless this is
required by the Chancellor.

12. BUDGET TOF SECRET should be used only where the material
would fall clearly within the definition of TOP SECRET even if it
ware not to be included in the Budget (see paragraph 1B for
further quidance on this). BUDGET GSECRET is thea correct
claggification for all other papers on the main Budgetary items
(i.2. the main tax rates and social security benefits and other
major changes in tax legislation or public expenditure). Strict
rules are laid down for access to, and handling of, documents with
this classification. BUDGET CONFIDENTIAL should be used for
papere recording decisions on other Budget matters, including all
other decisions on tax items. The classification of a document is

not necessarily the appropriate classification for a minute
commeanting on or replying to it, even if the original document i=s
classified BUDGET SECRET: BUDGET LIST ONLY. For example, a minuta
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containing comments on a document should bear the classification
appropriate to its contents and should only bear the same
classification as the original document where it is approprlate,

Communications of Budget classified information

13. Documents for which the *BUDGET LIST ONLY" classification is
appropriate may be shown only to persons who are on the
circulation list approved by the Permanent Secretary. Under no
circumstances are they to be circulated or shown, or the contents
communicated in any other way, to a person not on those lists. A
copy of the Budget list will be made available, as appropriate, to
each person who is on the list. If it is considered essential to
show a BUDGET LIST ONLY document to a person not on the Budget
list, the prior approval of the Permanent Secretary must be
cbtained in writing. Any requests for names to ba added to the
Budget list should be addressed in the first instance to the
Budget Security Officer. This applies right up to the Budget Day.

l14. The circulation of all Budget classified documents is to be
restricted to the absolute minimum consistent with operational
requirements. Before writing Budget classified material all
originators must ask themselves:

(a) Is the document necessary at all? (A private face-to-
face conversation ie more secure than a written notel .

{b) If the document is necessary, need it be circulated?
(Only copy a document to those people who need to be

aware of its contents).

Nead the document guote precise details of decisions
2,gJ. proposed tax rate?

Dogs the document require a Budget classification?




Do all recipiente need a copy of the whole document? If
a part of the document would suffice, send only that
part. It is essential that persons do not see parts of
documents containing classified material which they have
no gperational need to sea.

15. BUDGET LIST ONLY documents may not be shown to anybody who is
not on the Budget list (except for the normal arrangements whereby
the Queen, Prime Minister, certain staff at Number 10 and the
Governor of the Bank of England are told the contents of the
Budget). Other BUDGET classified information may be communicated
to staff in the Chancellor's Departments (and the Office of the

Parliamentary Counsel), only if they need to know about it for the
efficient performance of thaeir duties.

l6. Budget classified information must not be communicated to
anyoneé coutside the Chancellor's Departments and the office of the
Parliamentary Counsel without prior authority having been obtained
from the Budget Security Officer. There are three general
aexceptions to this rule. First, FP group have authority to

communicate to specified Department of Transport officials, Budget
decisions on VED and the duties on hydrocarbon cils. Second, the
head of FP has authority to communicate to specified cfficials in
the Department of Social Security certain information about Budget
changes in personal taxation. Third, as is appropriate for public
expenditure matters, ST group will discuss any social security
changes to be announced in the Budget with DSS officials. In all
these instances the Divisions concerned must ensure that these
Departments are aware of the need for particular care in handling
the information. Similarly, if a Treasury Minister writes to a
Minister in another Department on & Budget classified matter, his
Private Secretary should ensure that the other Private Office ara
aware of the significance of the Budget classification, and in
particular of the need to ensure that the letter is shown or
copied only to those who need to see it,
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Preparation and handling of BUDGET SECRET: BUDGET LIST ONLY
documents

17. In addition to the normal security instructions regarding
handling of SECRET documents, the following special instructions
apply to the handling of BUDGET SECHET: BUDGET LIST ONLY
documents :

(a) The document must be typed on plain paper. Thea security
classification is not to be typed. Documents may be
typed by a Personal Secretary only if she is on the
BUDGET LIST. The typist's initiale should appear on

each page of the document. The originator is
responsible for the security of the typed master, which

must be given a number in the seguential series used for

copies.

Copies of the typed master must be made onto the special
paper bearing printed °'BUDGET SECRET: BUDGET LIST ONLY'
markings on one side of the paper only. Each copy of
the document must be seguentially numbered, e.g. copy
No 3 of 5 copies. A full record of copy numbers and
reciplents must be kept in the sender's security
register.

The documents must always be enclosed in the special
distinguishing folder marked *BUDGET SECRET: BUDGET LIST
CHLY" for transmission. They must always be transmitted
in double envelopes even if sent within the building.
The inner envelope must bear the special "BUDGET SECRET:
BUDGET LIST OMLY" label completed with tha relevant
details mentioned in paragraph (d) below. If more than
one document is sent in one envelope; the reference
number (see (d) below) of each document must be& shown on
the label. A receipt must always be obtained for all
copies of "BUDGET SECRET: BUDGET LIST ONLY" documents.
It is the responsibility of tha originator to eansure
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that a receipt is returned for each copy which has been
sent out. These receipts must be retained until aftexr
Budget day.

Titles of BUDGET SECRET: BUDGET LIST ONLY documents are
not to be shown on receipt forms {which are
unclasseified) or on BUDGET SECRET: BUDGET LIST ONLY
labels. Instead the 'reference no' or ‘'title' section
cf the receipt form or label should show: the sender's
initials; the serial number of the entry in the sender's
security register and the copy no. e.g. MCS/28/3.

If they are being sent to other departments, the
documents must be sent by messenger or by the special
van service which operates between the Treasury, the
Revenue Departments and Parliamentary Counsel's Office.
If thesa are not available, the documents should be sent
by special signature service of the IDS. 1In every case
receipts must be obtained for the documents. In no
circumstances may the documents be sent by post or
transmitted on facsimile equipment except for the secure
facsimile 1link between the Treasury, (Room 14/2),

HM Customs and Excise, Inland Revenue, Department of
Transport, DVLC and the Bank of England { sEe

paragraph 22 for transfers via Officepower).

Each recipient 1is resaponsible for ensuring that every
BUDGET SECRET: BUDGET LIST ONLY document is entered in
the appropriate security register. He must do this
himself if no-one else is available or authorised te do
it - this applies particularly at Grade 7 level. A
document may be entered in the security register by the
Fersonal Secretary or allocated Clerk from the
information shown on Lhe label, without opening the
inner envelopa. If this is done, the number of the
security register entry is to be written on the label.
The recipient of the document is to ensure that the
security register number ie shown and should copy it




onto the document itself. In some areas, Parsonal
Secretaries or Clerks may themselves be included on the
Budget 1list authorised to handle BUDGET SECRET: BUDGET
LIST ONLY material. In such cases only may they open
the inner envelopes, in which case the security ragister
number may be written on the document itself. BUDGET
SECRET: BUDGET LIST ONMLY documents may not be filed
until after Budget Day except where the Clerk concerned
is on the Budget List.

Each copy of a BUDGET SECRET: BUDGET LIST ONLY document
is personal toc its recipient. It may not be shown to
any person not on the Budget list in any circumstances.
It may be shown (but not copied) to a perszon who is on
the Budget list only if there is a real operational nead
for him to see it. The fact that a person is on the
Budget 1list does not mean that he must see all BUDGET
LIST ONLY documents. It is the recipient's
responsibility to ensure that the document is not seen
by any person whe is not authorised to have access to
it. It can be kept in the recipient's own security
cupboard only if all persons who are entitled to know
the combination number have been specifically authorised
to handle BUDGET SECRET: BUDGET LIST ONLY documents.
Otherwise it will be necessary to store such documents
in a separate document box or security cupboard whose
combination number is known only to the recipient (and
any authorised handler of such material). Officials who
require additional security furniture for this purpose
should requisition it as soon as possible from the
Assistant Budget Security Officer in EDG2 (Ext 4B59).

It is essential that BUDGET SECRET: BUDGET LIST ONLY
documents are not left unattended by the person who is
responsible for their custody - he must lock them away
whenever he leaves his room,




If a BUDGET SECRET: BUDGET LIST ONLY document i8 to be
destroyed before the Budget, it is to be sent to the
Budget Security Officer in double envelcopes, the inner
envelope bearing the appropriate label, and marked for
destruction. The Budget Security Officer will carry out
the destruction in accordance with the standing
instructione.

18. If a Budget sensitive document meets the criteria for
classification as TOP SECRET (as defined in annex 1 of the
Treasury Security Instructions) it should be classified "BUDGET
TOP SECRET: BUDGET LIST OHLY". The distinguishing folder and
addrese labels for "BUDGET SECRET: BUDGET LIST ONLY' documents are
to be used amended accordingly in manuscript. The instructions of
paragraph 17 are to be followed, except where the normal security
instructions for TOP SECRET documents impose more stringent
requirements, in which case thoee should be cbeyed.

Preparation and handling of BUDGET SECRET documents

19. The normal rules for the control and transmission of SECRET
documents must be applied, except as modified below:

{a) Titles of BUDGET SECRET documents are not to be shown on
receipt forme (which are unclassified) or on BUDGET
SECRET labels. Instead the ‘reference no' or ‘'title’
section of the receipt or label should show: the
sender's initials; the serial number of the entry in the
sender's security register and the copy number e.g MCS/
28/3.

BUDGET SECRET documents must always be transmitted in
double envelopes, even if sent only within the building
and the inner envelope must bear a BUDGET SECRET label
completed In accordance with paragraph (a) above. Any
person not entitled to see BUDGET SECRET papers and
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If a BUDGET SECRET: BUDGET LIST ONLY document is to be
destroyed before the Budget, it is to be sent to the
Budget Security Officer in double envelopes, the inner
envelope bearing the appropriate label, and marked for
destruction. The Budget Security Officer will carry out
the destruction in accordance with the standing
instructions.

18. If a Budget sensitive document meets the criteria for
classification as TOP SECRET (aa defined in annex 1 of the
Treasury Security Instructions) it should be classified "BUDGET
TOP SECRET: BUDGET LIST ONLY". The distinguishing folder and
address labels for "BUDGET SECRET: BUDGET LIST ONLY" documents are
tc be used amended accordingly in manuscript. The instructions of
paragraph 17 are to be followed, except where the normal security
instructions for TOF SECRET documents impose more stringent
requirements, in which case those should ba obayed.

Preparation and handling of BUDGET SECRET documents

19. The normal rules for the control and transmiesion of SECRET
documents must be applied, except as modified below:

(a) Titles of BUDGET SECRET documents are not to be shown on
receipt forms (which are unclassified) or on BUDGET
SECRET labels. Instead the 'reference no' or ‘title’
section of the receipt or label should show: the

sender's initials; the serial number of the entry in the
sender's security register and the copy number a.g MCS/
28/3.

BUDGET SECRET documents must always be transmitted 1in
double envelopes, even if sent only within the building
and the inner envelope must bear a BUDGET SECRET label
completed in accordance with paragraph (a) above. Any
perscn not entitled to see BUDGET SECRET papers and




above, and who is likely to have access to envelopes
bearing thie classification, must be instructed not to
open them.

BUDGET SECRET documents sent outside the building must
be accompanied by receipts.

If they ara being sent te other Departments, the
documents must be sent by messenger or by the special
van service which operates between the Treasury, the
Revenue Departments and Parlliamentary Counsel's Office.
If these are not available, the documents may be sent by
special signature service of the IDS. In every case
receipts must be obtained for the documents. In _no
circumstances may the documents be sent by post or
transmitted on facsimile equipment except for the secure
facsimile link betwaen the Treasury (Room 14/2),
HM Customs and Excise, Inland Revenue, Departmeant of
Transport, DVLC and the Bank of England (see
paragraph 221 for transfers via Officepower).

Each recipient is responsible for ensuring that every
document classified 'BUDGET SECRET and above is entered
in the appropriate security register. He must do this
himself if no-one else is available or authorised to do
it - this applies particularly at Grade 7 level. Staff
who are not authorised to handle BUDGET SECRET documants
may record them in the security register, provided that
they have been received in double envelopes, using the
information shown on the label which should ba in
accordance with paragraph (a) above. If this is done,
the inner envelope must be passed to the recipient
unopened, the number of the security register entry
being shown on the label. If this procedure is followed

it does not detract from the recipient’'s responsibility
that receipt of the decument has been recorded, so he
should ensure that the security register number is shown
on the label and copy it to the document itself.




BUDGET SECRET documents are not to be filed or otherwise
handled by Divisional Clerks until after the Budget.
Thay my be placed on divisional folders, but only by
clarks entitled to see these papers. Such folders must
bear the appropriate classification on tha outside and
mugt be kept 8o that unauthorised persons cannot have
access to them. Officials who reguire a combination
lock document box or security cupboard for BUDGET SECRET
material should requisition it as soon as possible from
the Asgistant Budget sSecurity Officer in EOG2Z
(Ext 4859).

All copies of documents of BUDGET SECRET classification
or higher must be seguentially numbered, e.g. copy no 10
of 25 copies. A full record of ceopy numbars and
recipients must be kept in the sender's security
register.

The recipient of a BUDGET SECRET document may authorise
its copying to a person who is entitled to see it,
provided that the person authorising the copying 1is of
Grade 7 level or above. Care must be taken to ensure

that this does not enable persons to see papers dealing
with proposals other than those with which they are
directly concerned.

BUDGET SECRET documents may be taken out of the office
to meetings only if this is absolutely unavoidabls.
They may be taken home only if a Grade 5 or above has
given his prior approval. Permission should be given
only if the authorising officer 1ls content that there is
no alternative and that the document(s) will be secure,
j.e. transported in a locked briefcase, box or pouch and
kept at home in a security container. A record of those
documents must be kept in the office security register
and checked on return.
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BUDGET SECRET waste must be destroyed by shredding;
Arrangements for this may be made with EOG
(extension 4859, Fecipients must keep a proper record
of any such documents they destroy. FProduction of such
a4 record is necessary to meet the requirements of the
spot checks described in paragraph 24.

Preparation and handling of BUDGET CONFIDENTIAL documents

20. The normal rules for the contrel and transmission of
confidential documents must be applied, except as modified below:

(a) BUDGET CONFIDENTIAL documents may be sent within the
building in a eingle sealed envelopa. Documents beling
sent outside the building should always be transmitted
in double envelopas with the inner envelope marked
'"EURGET CONFIDENTIAL' .

BUDGET COMFIDENTIAL documents ghould be sent by
messanger, the IDS or the special wvan servica which
operates between the Treasury, the Revenue Departments
and Parliamentary Counsel's Office. In no circumstances
may the documents be sent by post or transmitted on
facsimile eguipment except for the secure facsimile link
between the Treasury (Room 14/2), HM Customs and Excise,
Inland Revenue, Department of Transport, DVLC and cthe
Bank of England (see paragraph 22 for transfers via
Dfficepower).

Copies of BUDGET CONFIDENTIAL documents need not be
sequentially numbered, nor need they Dbe recorded in
security registers.

The recipient of a BUDGET CONFIDENTIAL document may
autherise its copylng to a person who has a strict
operational need to see it, provided that the person
authorising the copying is at Grade 7 level or above




RESTRICTED

Care must De taken to ensure that this does not anable
parsocns to seé papers dealing with proposals other than
those which they are directly concerned.

BUDGET CONFIDENTIAL documents may be taken out of the
cifice to meaetings only if thies is absolutely
unavoidable. They may be taken home only if a Grade 7
cr above had given prior approval. Papers taken from

the office should be carried in a locked briefcase, box
or pouch and kept securely at all times.

BUDGET CONFIDENTIAL documents are not to be filed or
otherwise handled by Divisional Clerks until after the
Budget . They may be placed on divisional folders, but
only by Clerks entitled to see these papers. Such
folders must bear the appropriate classification on the
cutside and must be kept so that unauthorised persons
cannot have access to them. O0fficials who require a
combination leck document box or security cupboard for
BUDGET CONFIDENTIAL material should requisiticon it as
soon as possible from the Assistant Budget Security
Officer in EOGZ (Ext 4859).

BUDGET CONFIDENTIAL waste must be destroyed by
shredding; arrangements for this may be made with EOG
(Extension 4B859).

Checklist for distribution of BUDGET documents

£1.

The

following table acts as a guide for those distributing

Budget classified documents:
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BUDGET SECHET: BUDGET SECHET BUDGET
BUDGET LIST OHLY CONFIDENTIAL
Intaernal External Internal (External Internal  External

BLO Folder J v
Double o J v . o .f

envelopes

Single v/

envelopes

BLO label
on 1lnner
anvelopa

BS label
on innar
anvelope

Receipts

Sequentially
numbared

Office Mutomation

22. Users of Officepowar must exerclise great care to ensure that
unauthorised persons do not obtain access to files containing
Budget classified material. In particular, the following rules
must be observed:

{a) All persons on the Budget list who use the Officepower
system must ensure that their user ID ls protected by
the password and key decoder saystem, and not by
password alone. Queries on the adeguacy of individual
systems should be addressed to EOGS (Mr Cobb x5347).

Fasswords should be changed regularly (at least
monthly) and should not be written down or told to
colleagues. Avoid obvious words such as "Fassword”,
"HMT", or "BUDGET" etc which might be easlly guessed.




RESTRICTED

Terminals should not be left unattended whilst they
are logged into the system. Log-out if you leave the
room.

Computer key tokena for the decoder system should be
treated with the same respect as the combination
number of a security cabinet; they must not be left
lying around or placed in a desk drawer. When not in
usa, key tokene should be kept in a combination lock
decument box or security cupboard; these can be
requisiticned from the Assistant Budget Security
Officer in EOG2 [Ext 4859). If a key token protecting
Budget information is lost or mislald this should be
reported immediately to EOGS (Mr Cobb Ext 5437) and to
the Budget Security Officer (Ext 4922).

Exercise care when printing Budget classified
material. Printers should be gither in the same room
a8 the user, in tha room of another wusser who 1is
cleared to see the material, or in a locked room. If

the existing positioning of printers Causas
difficulties BEOGS (Ext 5437) should be consulted.

Great care must be exercised before any Budget
classified material is sent electronically wvia the
Officepower system (sSee paragraphs 17(e), 13(d) and
20({b) for transfers by facsimile). Electronic
transfers should be used only where there is a real
operational need; and the following guidelines must

always be observed:

(i) ring the potential recipient to tell them the
information is to be sent shortly. If they are
not available, do not leave a message on the
Officepower system but call back later. Do not
commance sending proceduras until personal
contact has been made:




both 'delivery' and 'view' acknowledgements must
be used, and tha acknowledgements received by
the sender must be printed and retained. The
Assistant Budget Security O0fficer may ask to
inspect these prints as part of his examination
of the security of classified papers;

any instances where the system appears to have
'broken-down' e.g. if information has been sent
but has not been received, are to be report to
the Budget Security Officer (Ext 4922) and EOGS
(Ext 5347) immediately.

23, Systems support staff must not allow an Officepower usar
access to the files of an individual on the Budget 1list without
consulting the Budget Security Officer first (Ext 4%22). If he is
not availlable, the Assistant Budget Security Officer (Ext 4859)
should be consulted. If neither the Budget Security Dfficer nor

his assistant are available, tha Deputy or Parmanent Secretary
responsible for the relevant work area should be consulted, and a
written report made to the Budget Security Officer. In all
instances, access to the files of an individual on the Budget list
may only be given if there is a clear operational need, and a
record of the authorisation must be kept by both the systems
support staff and Budget Security Officer.

Genaeral Points

24. To ensure that the reguired procedures are being adhered to,
Budget classified documents will be subject toc a series of spot
checks. There will be random checks of individual coples of
classified documents sent to named individuals. There will also
pe more systematic searches of complete circulation 1lists of
particularly sensitive Budget classified papers. These checks
will be carried out by FP and EOG.
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.. Budget classified papers must not be typed in typing pools.
Particular care should be taken about the custody of carbons,
photocopies, dictating machine tapes, word-processing diecs,
shorthand notes etc containing classified information.

26. Care should be taken not to include Budget classified papers
(or related papers) in divisional 'flcats’

27. The disposal of any document classified BUDGET SECRET or
above is to be recorded in the security register. When arranging
for the disposal of classified documents, officials are to take
care that they do not enable any unauthorised person to see its
contents.

28. If BUDGET classified papers do not state the post-Budget
classification, recipients should alter the classification as
appropriate after Budget day. The 'BUDGET' prefix should always
ba deleted after Budget day, as it nc longer has any significance.
Papers which refer only to decisions which were announced in the
Budget may ba declassified. Papers containing advice or
background to such decisions should generally be classified
CONFIDENTIAL. Papers containing references to courses of action
which were not pursued, which were classified BUDGET SECRET should
ramain SECRET.

Queries

29. Any questions about the Budget Security instructions should
bae addressed to the Budget Security Qfficer, who is the Grade 7 in
FP Division (Indirect taxation branch) (extension 4922).
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1989 BUDGET

I would like if T may to commant on your 1939 Budget and to
suggest measures you might like to consider for inclusion in
that Budget which I consider would contribute to a further
improvemesnt in the supply potential of the esconomy,

This vear the supply side response has been particularly
ancouraging with output, productivity and investment surging
ahead. Business confidence is high. But demand has been
growing at an even faster, unsustainable, rate resulting in
increased inflationary pressures and a rapid detericration in
the external balance. I agree that policy should be to
concentrate on reining back the growth of domestic demand to a
more sustainable level but, at the same time, we need to be
careful not to damage business confidence and supply
potential. There are already some signs that the increases in
interast rates are beginning to have their desired effect.

Of course, high interest rates and the associated
strengthening of sterling are not an ideal combination, either
for business or to improve the current account, although I
accept that it 13 the price that has to be pald to squeezs oub
the upsurge in inflation. But I would urge, in these
clroumstances, a8 very cautipus stance on the 1989 Budget even
to the exclusion of a further cut in income tax. A restrained
fiscal policy will yield a more balanced policy mix and holds
out the best hope of containing both interest and exchange
rates and restralning the growth of domestic demand whilst
sustaining business confidence and supply potential. I am
sure that such an approach i3 in the best long term interests
of business.
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‘In addition to commenting on personal savings, my suggestions

for the Budget are primarily cost-effective msasures designed
to improve the supply responsivenass of tha sconomy while
adding little or nothing to domestic demand.

In my view measuras to encourage an incraase in parsonal
gactor savings could have an important influence on industrial
performance. The sharp drop in the personal sector saving
ratio means that personal sector savings in relation to income
are at very low levels. Of course, given the state of the
national accounks 1t 18 vary difficult ko be at all cartain
about how Far the ratio has fallen, but it is certainly trus
that savings have been much lowar than expected and conversely
that consumption has bean much higher than expected. Thias has
bean a key factor in explaining the much faster than
anticipated growth in domestic demand which, in turn, has led
ko a build up of inflationary pressures and the sharp
deterioration in the current account. The necessary response
has been a tightening of monetary policy with higher interest
rates and atronger sterling. A higher level of peragnal
saving would produce a better and more sustainable
relationship between demand and output in the economy, thus
easing inflationary pressures and allewing a reduction in
interest rates.

It is impossible to be certain why the savings ratio has
slumped so far: lower inflation, improved consumer confidence,
rising employment, pensions, holidays and the increased wealth
(particularly stemming from the increased value of the housing
stock) are all important. Some of these factors are cyclical
and likely to be reversed as the economy slows and most
commentators expect the savings ratio to increase in the next
year or so. But any further measures to increase houseshold
savings would be welcoms and should allow the same level of
economic growth with a lower level of interast rates.

You have already announced your intention of introducing a new
National Savings lnstrument in the new year. But national
savings constitute only one small component of savings. T
nota that the Treasury have recently invited suggestions on
ways of making Personal Equity Plans more popular. A "Savers
Budget® would be a prudent use of a small part of the large
fiscal surplus likely nexXxt year. Thos consistent with my
latter of 1 December on taxation of personal savings and life
insurance I would strongly support more general tax
aencouragement of savings,
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‘TRAINING

I remain wery concerned about the low lewvel of vocational
training in this country by comparison with our main
competitors. A number of improvements have been made in
publicly funded training schemes, and Horman Fowler is
proposing improvements in the delivery mechanisms. But the
fiscal environment must have a strong influence on the amount
and quality of training undertaken in the private sector.
When training is financed by the employer, our tax treatment
is as favourable as that in most other countries. But there
is one improvement I should like to suggest, Where an
amployer pays for a training course for his employees, the
employes somatimes has to meet some incidental expenditure
himsalf, the latter cannot be set off against the employee's
tax liability.

An extrastatutory concession allows the employee to claim a
deduction where the course i=s a full time one of at least four
weaks' duration. But it would be helpful if this provision
wara given statutory force, and if ite scope could be widened
to cover all courses where the cost of the training itself is
met by the employer. This would be in line with the general

trend towards more varied and flexible training modes,
including open and distance learning.

I turn now to tralning fipmanced by the individual. I
gupparted last year a proposal by Eenneth Baker that
expanditure by members of professional institutions on
continuing professional development should be allowable
against tax; and myself proposed that an individual's
gexpenditure on his own management edacation should be
allowable, with a facility to carry forward unused relief to
sat of f against future incom&a. I still consider that these
two changes would give good value in stimulating additional
high qguality training. But they would still leave our tax
treatment of training financed by the individual less generous
than that in any other Buropean country. I know that
concessions in this area are not easy; because they are open
to abuse by people claiming relief for courses with no real
vocational function. This might be overcome by limiting
relief to courses taken in pursuit of approved qualifications;
or by limiting the amount any individual could claim by way of
tax relief for his expenditure on training.

COLLABORATIVE R&D

When I wrote £o you a yvear ago about the 1988 Budgek, 1
proposed the extension to consortia set up to undertake
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collaborative R&D the tax treatment enjoyed by trading
consortia - notably the ability to set off initial lossas
against profits achieved by consortium members on thelr other
business. This would be achieved, (subject to appropriate
safequards, already discussed between officials) by deeming
R&ED to be a trading activity for the purposes of consortium
ralief. My predecessors had also urged the marits of this
suggestion, and I remain convinced of its wvalue. It is not
primarily an incentive to firms to carry out more R&D.
Rathar, 1t removes a feature of the tax system which
digscriminates in favour of "in house® RL&D by big companies,
and against collaborative R&D. The change would therefore
support the new diraction my Department's innovation policy is

seeking to encourage. It would also have the following
advantages:

a) it would ancourage two or more companies to set up
joint subsidiaries to undertake RED which was too
risky, or too demanding in resources, for them
individually;

companies would be encouraged to "spin out" R&D
projects peripheral to their main activity into
geparate companies in which others could have an

equity stake. At present, such projects too often
remain "on the shelf";

financial ingtitutionzs would be snabled to invest
in an B&D company on the same basis as they can
invest in a trading company; and

there would be a convenient pew yvehigcle for
collaborative ressarch, not only between companies,
but between companies and education institutions,

The cost would depend on take up, but is most unlikely to be

gignificant. T hope that you will examine the case for the
proposal seriously.

COMPANY CARS

In your last Budget, vou increased sharply the car benefit
scales, and indicated that you intended to make further
increases in real terms. I accept the casa in loglec for
greater neutrality betwaen the taxation of company cars and
other forms of remuneration. But I am concerned about the
impact. The affect of higher benefit scales will be felt maost
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-sharply by middle management in the private sector, on
salaries somewhat below the threshold for higher rate tax.
This group has benefited rather modestly from our tax cuts,
and higher mortgage interest rates have hit them hard. I de
wonder if this is the right time to increase the tax burden on
their company cars, particularly if there are few if any cuts
in general taxation to soften the blow.

If and when you do increase car benafit ecales, I hope that
you will take the opportunity to intreduce Eull neutrality
into the tax on company cars, by anding the limitation on the
rate at which expenditure on so-called "expensive" cars is
written down, and discontinuing the rule that input VAT on a
company's purchases of cars cannot be offset against ocutput
VAT on the company's products and services. These
restrictions impose both a tax and a significant regulatory
burden on companies; and once the incentive for emplovers to
give remuneration in the form of a company car rather than
cash disappears, there will be no reason to treat cars
differently from other business assets for tax purposes,

UNLEADED PETROL

¥You will be urged to increase the tax differential in favour
of unleaded petrol, given the helghtened concern about the
environment and the very small number of retail ocutlets
selling unleaded petrol even now. Hitherto, this Dapartment
has not favoured using the tax system tog promota the use of
unleaded petrol, since the majority of models sold by the
Rover Group are difficult to convert to the use of unleaded
petrol. But despite this, I now believe that it would be

right to widen the tax differential in favour of unleaded
petrol.

COMPANY PURCHASE OF OWN SHARES

Last year, 1 suggested a relaxation in the tax

arrangements arrangements whare a company, with the approval
of its shareholders as required under the Companies Acts,
purchases its own shares. At present, such purchasas are
treated for tax purposes as distributions, with a very limited
exception confined to unguoted companies. I remain convineed
that a company ocught to be able, without tax penalty, to
organise repurchases of its own shares where it feels that the
market is wndervaluing them. 3Simply to abandon the presant
treatment of purchase of own shares as a distribution could
lead to avoidance if companies operated repeated small share
purchase programmes instead of paying dividends. This could
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be avoided if the only transactions exempted from Advance
Corporation Tax were those carried out on the market through
intermediaries. The requirement to obtain consent from the
shareholders for any programme of company share purchases
should remain, as should the law against wrongful manipulatien
of share prices.

STAMP DUTY ON SECURITIES TRANSACTIONS

You have reduced this duty successively from 2% te 0.3%. On
each occasion, the result was an increase in the yield thanks
ts the expansion of the volume of trading. But since the
October 1987 crash volume has fallen sharply. The
International Stock Exchange is still handicapped on its
competition with New York and Tokyo by being the only centre
of the three where securitles are subject to a transaction
tax, Other EC Governments are considering ways in which they
can increase the attractiveness of their own financial centres
in the run up to 1392. (The recent Lebegue report on the
French system of taxation of financial assets included a
recommandation that the French abolish thelr stamp duty on
stock exchange transactions.) T note that the Chairman of the
Stock Exchange in his representations to you on the 1389
budget drew particular attention to the implications of 1992
in expressing concern over the continoed imposition of stamp
duty. London will face increasing competition for its role as
the key financial centre in the Buropean time zone. It would
greatly help London to maintain and enhance her competitive
position if stamp duty on securities was finally removed, and
with it the 1.5% Stamp Duty Resarve Tax.

I have written to you separately about the Inland Reavenue
proposals for changes in the tax regime for individuoals who
are resident but not domicilad im the UK; about the tax
treatment of all forms of personal saving, in the context of
Inland Revenue proposals for a new tax regime for life
insurance companies; and I am currently considering together
with Kenneth Baker writing te you about the tax treatment of
gifts to educational institutions.

I also have a number of more detailed proposals, which are set
out in the memorandum enclosed with this letter.

I am copying this letter to the Prime Minister, to
Norman FPowler and Eenneth Baker, and to Sir Robin Butler.

s
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Annex includes;:
) two more detailed tax points; and
11} four derequlation points
I TAX POINTS

A CAPITAL GAINS AND LOSSES OF BUSINESSES

2 Private individuoals ara subject to separate Tncome Tax and
Capital Gains Tax. Capital lasses cannot be offset against
income, NOr can expenses be set off against capital gains. For
companieas, both trading profits and capital gains are subject to
corporation tax, at a common rate; and trading losses of the sama
year (but not earlier years) can be offset against that year's
capital gains. But capital lossas may never be set off against
trading profiks,

3 Thi= separation of prefits and gains is a long-standing
source of complaint from business who argue that the distinction
betwsen trading profits and capital gains is artificial in a
business context, and can lead to harmful decisions. For example,
A loss-making retailesr may go cut of business sconer than would be

necessary if he could sell some valuable property and offset his
losses against the resulting gain,

4 It is proposed that the limited degree of cross-offsetting
already permitted for companies should bBe extended to
unincorporated business, This would end a form of discrimination
against unincorporated businesses; and the cost would not be
heavy. There would be no need to draw new distinctions between
the business and personal affairs of an unincorporated trader if
the trading losses were allowable only against capital gains
eligible for CGT rollover relief,

B ENTREPRENEURS SCHEME

5 The rapid growth of the venture capital industry in recent
years has greatly improved the supply of equity finance for new
businesses., The British Venture Capital Assoclation {BVCA) now
believe that the main constraint on further growth is not finance
as such but the dearth of experienced managers willing to invelve
themselves in new companies with high growth potential.
Paradoxically, the tax changes in the last Budget have not helped.
The reduction in the higher rates of Income Tax, and the alignment
of Capital Gains Tax rates with Income Tax, have reduced the
attractions of the gains from successful participation in venture

capital; and increased those of the salaries available in secure
jobs in big companies,

[ At present, reliefs under the Business Expansion Scheme (BES)
are not available te investors who are directly involved in




‘mnaqinq the company. The reasons are deadweight, and the risk of
avoidance. The BVCA have put forward what is in effect a variant
of BES for the managers and employees of unguoted companies. The
initial investment would not be relieved of Income Tax (unlike
the BES proper), but any gains on the disposal of shares would be
exempt from Capital Gains Tax; the maximum gualifying investment
in any year would be €120,000 (against €40,000 for the BES), but
anyone claiming relief under this scheme would be debarred for ap
to three years from taking advantage of thea BES proper. Most of
the conditions for BES relief would also attach to the new schame;
but two would be relaxed. The rule against a change of ownership
of the company during the qualifying period would not apply:
naither would the condition that any subsidiaries must be at laast
90% owned by the company receiving the investment.

7 The DTI cannot assess the technical feasibility of the BVCA
propesal. But we urge that it be examined carefully: and that
Treasury Ministers should give serious consideration to thi=z, or
other possible, fiscal incentives to experienced managers to
participate in the launch of new unguoted companies.

LE DEREGULATION POINTS

C VAT THRESHOLD SCHEME

8 ERU have been discussing with Customs and Excise ways of
mitigating the effect on small traders of the way the VAT
threshold is cperated, At present traders have to register as
2oon as their turnover passes certain quarterly limits or if they

axXpect their turnover to exceed the threshold in the following

12 months. The Customs have proposed the abalition of the
quarterly turnover limits and the 12 months forward lock; traders
would register only when their turnover actually passed the
registration threshold., Under this proposal traders would be able
to benefit by having up to 12 or 13 months tax-frae trading if
they wished. Traders whe found it advantageous to register
straight away would still be able to do so. The cost of this has
been estimated at E€80-100m per annum, The DTI support the prompt
implementation of this proposal,

0 VAT REVIEWS

a) Bad Debt Relief

9 VAT is accounted for on the basis of invoice sales rather
than cash receipts lunless the business has a turnover under
£250,000 and can opt for cash accounting in which cage sae

iltem E]. Relief in respect of VAT on debts which turn out to be
bad is only available if the customer bescomes formally insolvent,
A form has to be signed and stamped by the Official Receiver
acknowledging the claim before any relief can be granted. In
contrast the Inland Revenue allows bad debt relief for income tax
and corporation tax by reference to standard Aaccountancy practice
for the type of business involved, The Inland Revenue's approach

e practical and realistic. The DTI guggest that Customs & Excise
ghould introduce a similar system.
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Qﬂ- Default Surchargs

10 Whare two VAT returns from the same trader have been received
late by Customs & Excise in a 12 month period he becomes liable to
the penalty regime. Any furthar late VAT return in the following
12 months triggers a default surcharge of 5% of the VAT payable on
that return. For any subseguent late return the surcharga
lncreases in steps of 5% up to a maximum of 30%, Thera has to be
4 System to deter habitual late payers. But the rate of the
surcharge particularly at the maximum level gives cause for
concern. As long as the "affence" is simply one of late payment,
without any evidence of intent to defraud, it would he

sulficient to set the level of the maximum surcharge sg that it is
approximately eguivalent to a commercial rate of interest.

11 At the lnitiative of EDU, both the above systems are
presantly being reviewed by Customs & Excise. DTI hope that any
proposals for change flowing from these reviews he included in the
1989 Finance Bill.

E VAT CASH ACCOUNTING

12 The 1987 Budget introduced a new scheme to simplify VAT for
small traders. Businesses with turnover of ap to E250,000 have
the option of accounting for VAT on the basis of cash receipts and
payments rather than invoiced sales and expenditure., This means

that small businesses need not have to pay VAT on unpald sales
LAVoloes,

13 The new scheme has not had as good a level of take up as had
baen hoped and Customs and Excise are to review it at tha end of
Ehis wyear,.

14 UTI hope that Lf the review identifies a need for legiglative
changes these will be included in the 1989 Budget .

F FREE STANDING ADDITIONAL VOLUNTARY CONTRIBUTIONS (FEAVCs )

15 Members of occupaticonal pension schemes may top up their
pension entitlement under the scheme by making FSAVCs, provided
that their pension provision as a whole does not exceed the
Revenue limits for tax relief.

16 The arrangements needed to polire these limits place a burden
both on the pensicon provider who must confirm that total
contributions do not exceed 15% of salarys; and the employer, who
must certify that total pension benefits do not exceed two thirds
of final salary. The Inland Revenue do not think it practicable
to transfer to the individual pensioner responsibility for
ensuring that the limits are not exceeded; but the Financial
Secretary has promised to review procedures to see if the burden
of compliance can be reduced. The DTI hope that this review can
be completed soon, and any resulting changes implemented as
quickly as possible.

Department of Trade and Industry
Hovembar 1988
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NATIOMAL INSURANCE CONTRIBUTIONS
RERATING 1989-90

Thank you for your letters of 28 and
il October. The Prime Minister was grateful
for the details of the outcome of the annual
raeview of naticonal insurance contributions.

L am copying this letter to Alex Allan
(HM Treasury), Andy McEKeon (Department of
Health) and Martin Donnelly (Northern Ireland
QEfice) .,

PAUL GRAY

Rod Clark, Esg.
Deépartment of Soclial Security




DEPARTMENT OF HEALTH AND SOCIAL SECTRITY
Richmond Howse, 79 Whitehall, London SW1A 2%
Telephoge Of 200 3000

From the Secretory of Srate for Social Servioer Sociirity

Paul Gravy Esg

Private Secretary

10 Downing Street

LONDOM

SW1A 4| October 1988

L Pl

NATIONAL INSURANCE CONTRIBUTIONS RERATING 1989-90

I regret that a line slipped out of my lefter of 28 Octcber, the
third sentence of which should have read:

"Ho change is proposed to the main NIC rates, but some flat
rates will go up in line with the normal rerating of
earnings limits."

1 apologise for any confuslon this may have caused.

A copy of this letter goes to Alex Allan (Treasury), Andy McKeon
(Health) and Martin Donnelly (Northern Ireland).
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ROD CLARE
Private Secretary




DEPARTMERNT OF HEALTH AND SOCIAL SECURITY
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Telephone (H-210 000

From the Secretary of Stare for Social Seewseswe Sooird v

CONFIDENTLAL

Paul Gray Esg
Private Secretary
10 Downing Street
LONDHCH
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NATIONAL INSURANCE CONTRIBUTIONS RERATING 1989-90

My Secretary of State has now conducted the annual review of
ANatiofal TnSurance contributions, and the proposals, which will
come into effect from April 1989, are summarised in the attached
table. The Chancellor will refer to the proposals in his oral
Autumn Statement, and a written PQ will be anewered on the same
day. No change is proposed to the main rerating of earnings
limits. With cone exception all the changes will be implemented
BY secondary legislation; the abelition of the Treasury
supplement to the National Insurance Fund will be effected by the
neft SEEE1I0ON"'s Social Security Bill., The supplement, which ils a
contribution from the Ta¥payer to the Mational Insurance Fund,
nas been steadily cut since 1981. The Fund, which pays for
contributory benefits, has substantial resources from
contributions, and the supplement is no longer required.

1 am copying this letter to Alex Allan (Treasurv), Andy McEeon
(Health) and Martlin Donnelly (Worthern Ireland).
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ROD CLARE
Private Secretary
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10 DOWNING STREET
LONDON SWIA 2AA

Frown the Private Secrefary 19 Octobar 1988

DATE OF THE 1989 BUDGET

The Prime Minister has seen your letter
to me dated 17 October, and is content for
the Chancellor to plan on the basis of the
1989 Budget being on 14 March.

FAUL GHAY

Alex ARllan, Esqg.
H.M. Treasury
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DATE OF THE 1989 BUDGET

The Chancellor and Prime Minister discussed the date of the 1589
Budget at a bilateral a few weeks ago. The Chancellor has now
considered the various possible dates and has concluded that
14 March is the date he should aim for. A later date would run
into problems with Easter and an earlier date would mean that
important economic data (such as the CS50's estimates of 15988 GDP
and current account) would not be available in time to be taken
account of in finalisin he FESBR forecast. As you know, we
normally announce the date in a suitable Parliamentary occasion
sepoon after the House resumes after the Christmas Recess.
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OVEESEAS PRESS REACTIONS TO THE BUDGET

The Prime Minister was most grateful for the antholog
Overseas comments on thea Budget (your letter of 31 Marchl,
which she commented was "marvellous”.

I am copying this letter to Simon Judge (Paymaster
General's oOffice).

Paul Gray

Alax Allan, Esqg.,
HM Treasury,










