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I attach a final draft of the Budget speech, reflecting the changes

the Chancellor made over the weekend,

received by Friday 14 March.

in resp?§§§§>to comments

- % I would be grateful if Mr Kelly would update ¢t giig?
Section B for changes in exchange rates since the Plaz

in the light of today's closing prices; and if Mr Mo
consider (with PE) whether any changes need to be made he

references to petrol prices

in Section J. Any other comm

S

should reach this office as soon as possible, and no later “than

lunchtime today.
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<§i§;&. Introduction

background to this year's Budget 1is the dramatic and

u ented fall in the world oil price.
But gségéyernment's objectives remain unchanged: the conquest of
inflation and the creation of an enterprise culture.

And the Government's policies are unchanged, too: policies of sound

money and free kets.
Not least, begggi5 hese are the only routes to more jobs, and jobs

that last.
So my Budget today\wi arry forward the themes of my two previous
Budgets, and sow some for the future.

In the course of my spegch shall begin by reviewing the general
economic background to the Budget, and go on té deal with the
specific issue of oil.

I shall next discuss monetary policy and the fiscal prospect, both
this year and next.

I ghall-ithan~iturn . touthe ques€%§f§>of direct "help for .the

unemployed.

o
Finally, I shall propose some changeéii22> taxation designed to

assist 1in achieving the economic objéétives I have already
outlined.
As usual, a number of press releases, filling out the details of my

proposals, will be available from the Vote Office n as I have

sat down. (Ng>v
@
6%\
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The Economic Background

t with the economic background.
Th toength and durability of the current economic upswing
cont1 o confound the commentators.
We can now look back to very nearly five years of growth at around
3 per cent a year.
Even more impor t, 1985 was the third successive year in which we

secured the e combination of steady growth and low inflation

- the first time Qijsyas been achieved since the 'sixties.

In 1985 " ag aizwho put grew by a further 3% per cent, the
highest rate of growt%g§§§§he European Community, and higher than

A

Within that total non-oil exports grew by 7 per cent, to reach yet

the United States, too.

another all-time record.
Despite a marked slowdown in the owth of world trade from the
heady pace of 1984, the current t of the balance of payments

was in surplus for the sixth year i cession - this time by some

£3 billion. >
Inflation ended the year at around 53 p nt and falling.

Employment continued to rise, though st?ﬁl not fast enough to
reduce the distressingly high number of people out of work.

I shall have more to say about unemployment later.

Manufacturing industry, the subject of so mggg;b l-informed
comment, had another successful year, with its outp Y. 3 ‘per

cent, its: - 'productivity . up® by. almest -4 per - cent, »a h

investment and its exports up by 6 per cent.
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At the heart o rkable turn-around in

oductivity.
e six years prior to 1979, Britain's annual rate of growth of

turing productivity, at less than 1 per cent, was the lowest

of e Group of Five major industrial nations.
In

= six years since 1979, our annual rate of growth of
manufacturing productivity, at 3} per cent, has been second only to

that of Japan.

Looking ahead pect 1986 to be a further year of steady growth
with low infla

Indeed, with out forecast to rise by 3 per cent, and inflation
to fall to 3% per cgi§§§ﬂ986 is set to register our best overall
performance in terms ut and inflation for a generation.

The pattern of growth shdu ow a satisfactory balance, too, with

exports and investment expected to grow rather faster than consumer

spending - as indeed they have during the sustained upswing as a

whole. Q
But the uncertainties inherent in‘gil these forecasts, good though

O

their track record has been, are reinforced by constant reminders

that we live in an uncertain and turbuﬁ?ﬁizifrld.
One particularly difficult aspect of thi <>s the febrile nature of

the world currency markets.
There has been some improvement here.
The Plaza Agreement between the Group of Five Fji e Ministers

last September has undoubtedly led to a more sustatl attern of

exchange rates worldwide. géifi
Since that meeting, the dollar has fallen by some ( cent

against the other major currencies as a whole, with

moving up by (7) per cent, the Deutschemark by (25) per c
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@the Yen by (32) pel 5 D—GET S ONL in line with what those

us who were party to the agreement had hoped to see.

process will be assisted further if the paséage of the

-Rudman amendment succeeds in securing its objective of a
mush- ed reduction in the United States budget deficit.
Meanw e; the Plaza Agreement has already succeeded in reducing,

at least for the time being, the dangerous protectionist pressures
that were building up in the United States.

Provided we a<§§§%$ over-ambitious, I believe that the Plaza accord
is something w efully build on.

5
But the most dra c)filevelopment on the world economic scene, and

one of considerable<§§g§5tance to this country, has of course been

<§§§§f oil.

the collapse in the p

@
%
D
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gﬁékg at the time that it was a remarkable tribute to the

underlying strength of the British economy that it had been able to
withstand so long and damaging a strike in such good shape.

We now have tzggiif a challenge of a very different kind.

Over the past onths the price of oil has almost halved, and
with it our pro tye North Sea oil tax revenues and earnings
from oil exports.

o

In real terms, the pri now back to what it was before the first
o1l shoCk in-1973. <§§§§§

Not surprisingly, perhaps; this initially caused a fair amount of
turmoil in the financial markets with sterling under pressure.

I decided that it was right to respond with an immediate one per
cent rise in short term interest <§§§; in early January, and this
helped to prevent the downward movemn of the exchange rate from

developing an unhealthy momentum of i own,

o
But equally I thought it right to resis pressure, which for a

time was very strong indeed, to raise inter®st rates still further.

Ote ¢

(V% ot @
0

Meanwhile, let me repeat that there is no gquestion whate g<§§§nd
never has been any question, of the UK cutting back <§§§' §§l
production in an attempt to secure a higher oil price.
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: @ In the first place ccess of the North Sea
s been based on the fact that it is the freest 0il province in the
d, in which decisions on levels of output are a matter for the
ies and not for the Government.
And (1 e second place, we are not only, or even principally, a
major{oil “producer; we are also a major world producer and trader

of other goods and services, and a major oil consumer.

There is no overall UK national interest in keeping o0il prices

high. @
Iam of course<g§%§§ that a Report, recently published in another

place, and whichVvg acted a certain amount of publicity at the

&

time, predicted tha
*as . the oil @Sy diminish the country will experience
adverse effects whic 1l worsen with time"
- effects of a most alarming nature.
Had the authors of that Report dreamed at the time that half the oil
revenues were about to disappear within a matter of months, their
conclusions would no doubt have b even more apocalyptic.

O
As the House knows, I have always ieved their analysis, which

was widely shared by Rt hon and hdh<§Z§2Fers opposite, to be

profoundly mistaken.
o

But certainly it is going to be put to the test sooner than anyone

expected.

The United Kingdom is 1likely to remain an oil ducer, of a
gradually diminishing volume of oil, for the nextzqggiB rs or so.
If we can survive unscathed the loss of half our Sea oil

revenues in less than 25 weeks, then the prospective %3 f sthe

other half over the remainder of the next 25 years should éé%yse

us undue concern. <;2>§
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s we do lose from the

is to say, the really big gains will be made by the major
-producing countries such as Germany and Japan, where growth
boosted and inflation, already 1low, is 1likely to fall
virtua@i%sko zero.
But the oil price fall will be beneficial for the industrialised
world as a whole, and even for the United Kingdom what we gain on
the swings sh?§§§?>over time, more than offset what we lose on the

roundabouts.

In particular, i ept that the levels of economic activity and
inflation will if a be slightly better than they would have
been without the oil

And what of the balance

Thanks to the abolition of exchange control in 1979, we have been
able to use a good part of our earnings from North Sea oil since
then to build up a massive stock of overseas assets.

Our net overseas assets have in fégé;:}sen more than sevenfold from
£12 billion at the end of 1979 to a?> t £90 billion at the end of

last year. S

This is a far bigger total than that pogiizzed by any other major
nation, with the perhaps inevitable exception of Japan.

The earnings from those assets will be of increasing value to our
balance of payments in the years ahead.

So, too, should the improvement in our manufacturigg§ss> balance.
For while the British economy may not gain a great dea (i:jﬁjll as a

result of the o0il price collapse, there will be

rable
differences within the economy. <§§§§>

i \
Nu ‘N\Q_U\_X\Mr q\gv\/v—l_m Ok/uuz\ L DN,
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he major potential beneficlary yill be the internationally traded
industrg\in_ganerif} and manufacturing in particular,

is already enjoying both cheaper energy and a lower exchange

ainst most of its major competitors, at a time when
inflation\ is falling.
This provides British industry with an outstanding opportunity both
to increase its exports and to reduce import penetration in the
home market.
But it will o able to seize that opportunity if it meets two
conditions.
Firgt, dt€ must kedéi?i} er control of its labour costs.
Second, it must spe of its much healthier level of profits
on investing for the \fu in Research and Development and in
training.
Both the opportunity, and the responsibility to see that it is not

thrown away, rest fairly and squarely on the shoulders of British

management. <§§;i>
Meanwhile, despite the massive f 4 im oil prices, I expect the

1
current account of the balance of pgiiznts to remain in sizeable

R
surplus this year, by some £3% billion. <::> '-—\\j

As I have indicated, there will ke pluse§>and minuse;\sﬁthin the
economy. = 4
If industry is the m&{2\Eiiﬁfii—fii‘TEEE:E;;:?T)at least today, is

the Chancellor of the Exchequer.
I can live with that.

But it does mean that North Sea oil revenues, which
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@ Indeed, on the ass

h Sea oil price of for
he rest of this year $15 a barrel, which is close to the average
@ the past month of around $16 a barrel, oil revenues in 1986-87
virtually halved at some £6 billion.
Thi%iéSé obvious implications for the Budget.
But thfE%ﬁortant fact is that, just as we successfully weathered a

year 1long coal strike, so we have been able to take the

unprecedented collapse in the oil price in our stride.

We have been<§§§§f to do so, first, because of the underlying
{ o

strength of <§§§§§omy in terms of growth, inflation and the
external account.

And, second, by vir the reputation we have earned over seven

years for sound and p financial management.

D
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Monetary Policy

framework within which that sound and prudent financial

nt has been pursued, and will continue to be pursued, is

2g;>5ment's Medium Term Financial Strategy.

At the heart of the MTFS lies the objective of steadily reducing
the growth of total spending power in the economy, as measured by
GDP in cash terms, at a pace that will gradually squeeze inflation

ile at the same time leaving adequate room for

sustained growt

That we have done.

Over the past six yea3§§§§§§§ate of growth of money GDP has been

halved.

And this has brought about a combination of low inflation and

We shall continue to maintain s dy downward pressure on

inflation.
O
That means above all controlling th (:;) wthic'of: ‘money- 4in..the

o

steady growth.

economy.

Last year I set target ranges of 3 to 7 per cent EOE narrow money,

MO, and 5 to 9 per cent for broad money, £M3,

During 1985-86 the targeted measure of narrow ﬁ§§§§§> as grown
towards the bottom end of its range. <§i§b

The target range for next year will be 2-6 per "¢ {Fbas
foreshadowed in last year's MTFS. C;§>>

1
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@@or broad money it € autumn that the range

set too low.

ghout the 1980s - and in sharp contrast to the 1970s - broad
as grown far faster than money GDP.
Exp gggég has demonstrated that this has not posed a threat to
inflation.
This rapid growth largely reflects the increased attractions of
holding interest bearing deposits, at a time both of low inflation

and high real rest rates, and of innovation and liberalisation

in the financia em.

Accordingly, I am ééEi)Sg next year's target range for broad money

well above that indi in last year's MTFS, at 11-15 per cent.

Given the experience past six years, I believe this is not
only a more realistic r ,¥ but one which is wholly consistent

with the further decline in inflation I intend to achieve.

Short term interest rates are the ntial instrument of monetary
policy. :

o
Changes in interest rates have a rea§§§§ily quick and direct effect

on narrow money, as they do on the exc?ate.

Their effect on broad money is more comp <§ and much more delayed.

As explained in the Red Book, there is thus an important difference
in the operational significance of the targets for narrow and broad

money.

Needless to say, I shall continue to monitor the evi

financial indicators, of which the most important is t

rate.
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I will say no more | atibutDfiofelt drkS Polibhl ¥odhy.

<§i§;ﬂicept to repeat what I said at the Mansion House last Autumn: that

le financial liberalisation and innovation have inevitably made

<§§;§>ocess of monetary management more complicated, there has been

whatever in the essence of policy.

no
The Go ent continues to attach the highest priority to sound

3
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Public Sector Borrowing

ust always be supported by an appropriate fiscal policy.
-~ .
, in plain English, keeping public &ector)borrowing low.

The outturn for the public sector borrowing requirement in 1984-85,

which had to bear the bulk of the cost of resisting the coal strike,

was £10 billi § just over 3 per cent of GDP.

In my Budget last I planned to reduce it substantially in
1985-86, to £7 billidn),Zgr 2 per cent of GDP.

In the event, despit loss of £2 billion of North Sea o0il
revenue, this year's PSB ooks like turning out at a little under
£7 billion, given that the total for the first eleven months comes
to under £3 billion.

This successful outcome, which sents the most substantial

reduction in the PSBR as a propo </)/iir/r)of GDP since 1981-82, 1is

attributable to two factors.

First, public expenditure has been keﬁ?<§§§§} firm control.

Not only is the outturn likely to be withimy the planning total, but
spending in 1985-86 is expected to be below the previous year's
level in real terms, even after allowing for the effects of the

coal strike. Q!§§>

And the second factor behind the successful PS turn. Tor

1985-86 is that the £2 billion shortfall in oil revenééESﬁas been

offset by the increased buoyancy of non-oil revenues, r

healthy economy and an increasingly profitable corporate s

1
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@ Last year's MTFS nﬁLJaQeGEJ ILE!B%{TEQN%G-W of £74% billion, or
O per cent of GDP.

e would argue that, in the light of the £2% billion increase in
j ed privatisation proceeds, I ought to aim well below that.

Other uld claim that, since the sharp drop envisaged in oil

reven more than double the rise in privatisation proceeds, a

higher figure would be appropriate.

As last year, my judgement is that the wisest course is to stick

broadly to ou-announced figure.
But given the ™4y ainties over the o0il price, I have decided,

within that fra to err on the side of caution, and provide

for a PSBR of £7 bi ;@ or 1% per cent of GDP.
Needless to say, this not enable me to reduce taxation by
anything like the £3% b1l é£;k§foreshadowed in last year's MTFS.

Indeed, given the assumed loss on\mpre tﬂén\\es brllion OF sorl

revenues in 1986-87, compared with what was envisaged a year ago, I

would have expected to have had to-increase taxes in this year's
Budget. :

However, not only have the tax revé> s this year from the 95 per
cent of the economy that is not oil pxd o be notably buoyant,
but there is every sign that this wi ontinue into 1986-87,
assisted by a rather higher rate of eégnomic growth than was
foreseen in last year's MTFS.

This continued vigour of the non-North Sea economy, ich is likely
to add more than £3 billion to expected non-North (<§\¢revenues,
coupled with public spending which remains under fir Gifﬁﬁol, has

transformed what might have been a bleak prospect.

As a result, I am able this year to accommodate a relativeéé§?§§§st
A

net reduction in the burden of taxation, of a shade

£1 billion.
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<§;%%%i> Help for the unemployed

{gg;iésnow to the continuing problem of high unemployment.

4 - is<§;%§3blem that can be solved - and there is no secret about

how.

The solution to the problem of unemployment - and it is the only
solution - re s progress on two key fronts.

The first is a g§§g§§ned improvement in the performance of business
and industry, an ug)of the economy as a whole.

That is what every ‘éﬁ of the Government's economic policy has
been designed to ass1 d it is already achieving impressive
results.

The second is a level of pay which enables workers to be priced into
jobs instead of pricing them out of jobs, and which in particular

ensures that British industry can ld its own against our major
industrial competitors.

A

©

It is here that Britain's weakness lid@(ézib

For the plain fact is that labour cos <>per URit of - output+iln
British business and industry continue to rise faster than is
consistent with low unemployment and faster than our principal
competitors overseas. Q!;i)
Productivity is, indeed, rising quite rapidly. <§§§§>

But pay is rising faster still.

It is this - and not our alleged dependence on

constitutes the Achilles heel of the British economy.
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And in a free ecohoUDGETcHdSBIOMKY frankly and commendably

<::;ﬁ knowledged - it is the responsibility of employers and management

control industry's cost structure in general and its wage costs
q§;§§>ticular.

I <§§é§hew and improved climate of industrial relations, and with

inflati alling and set to fall further, there can be no excuse

e

for failure to discharge that responsibility.

-~

I have, howez§§§§>considered whether there 1is anything further
Government can

assist this over the longer term.

The problem we f zij?ifhis country is not just the level of pay in

but also the rigidity of the pay system.

relation to produc

If the only element <b{fii\\ggcibilit:y is in the numbers of people
ies

employed, then redundan iféggg inevitably more likely to occur.
One way out of this might be to move to a system in which a

significant proportion of an employee's remuneration depends

emam—— ————

Aiédirectly on the company's profita?i}kfy per person employed.
f w.e

This would not only give the rce a more direct personal
interest in their company's succes® s existing employee share
schemes do. O

It would also mean that, when business i ck, companies would be

™.
keener to take them

of company~p*ef+tab¢liﬁ%£1
N\ N

This would clearly be in industry's own intefggix\ nd most
emphatically in the best interests of the unemployed.
It should therefore occur without any prompting from gover;:{§$g

But there is considerable inertia to overcome. §>

2
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<§i§;§? it might make ‘semse—to—offer—some—temporary measure of tax

ief to the employees concerned to help get profit sharing
ments of the right kind off the ground, and to secure the
i that would undoubtedly accrue if they really caught on.

S
Inevi , the design of such a relief, and the precise definition
WY Irdarm  LTL  OnsbMU Cane .
of quatifying agreements, would be matters of some complexity. °

The Government therefore propose to discuss with employers and

others to see if a workable scheme can be defined which offers the

S%Zgﬁxﬂb prospect of a while and broadly-based take up.

@i&lﬁa If these prelim{g§é§>discussions are sufficiently encouraging, we

“Anujknm would prepare a coéggibative document setting out a detailed scheme

I

d)Vk«L<X? for wider considerab@éiib
: >
o @
Meanwhile, there is more n do of an immediate nature to help
the unemployed.

In my Budget last year I announced the Government's intention to

launch a new two-year Youth Traini cheme, leading to recognised
vocational qualifications.

o
The new and expanded YTS will duly c§§?>into operation next month.
It will be a giant step towards our 065 e of ensuring that no

youngster under the age of 18 need be un oyed.

I also announced in last year's Budget a substantial expansion of
the Community Programme to help the long-term u yed - those
who have been out of work for over a year, or, in e of those
between 18 and 24, for more than six months.

The Community Programme, which offers work for up t ar on

projects of benefit to the community, is currently providi /%§§Pst

200,000 places. <§;>§
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I have agreed with| mBRENGHoh.L H8d @bhleYFrliend the Secretary of

ate for Employment to provide the funds to raise the eventual

get for this year to 255,000 places - very nearly double the

q@é%?} that existed a year ago.
At same time, the average wage 1limit for the Community

ill be raised to £67 a week from next month.

Last November my Rt. Hon. and Noble Friend announced two pilot
schemes to proyide further help for the long-term unemployed.
These new initj s, which began in January, are a counselling
scheme open to a ong-term unemployed in the pilot areas, and
a Jobstart allowa <3 £20 a week for six months for those
long-term unemployed e a job at less than £80 a week.

The pilot schemes are\)al dy proving effective, and I have
accordingly decided to provide the funds to develop them into a
single programme covering the entire country.

This means that every single one of the long-term unemployed
throughout the land will be cal qégkor an interview and offered

help in finding a job. <O

o
I shall also be providing the resourcggz;L launch a brand new

scheme - the New Workers Scheme - to help 18-20 year olds to find a

job.

This will provide for a payment of £15 a week for year to any
employer taking on an 18 or 19 year old at up to £ ek or a 20
year old at up to £65 a week.

The New Workers Scheme should provide a worthwhile ik

employers to create jobs for young people.

4
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Finally, I have aqrdd&) DdGE Bt AnCiBl ¥n1prgement of the proven

and highly successful Enterprise Allowance Scheme, which makes

yments of £40 a week for up to a year to assist unemployed men and
en to set up in business on their own account.
F 11 be provided that will enable the annual rate of entry to
the rise Allowance Scheme to be increased from its present
figure of 65,000 to 100,000 by April 1987, and to provide more

training for those involved.

At the same tim propose to improve the tax treatment of payments
made under th me.

The total public e ure cost of the measures I have outlined,
together with consequ spending in Northern Ireland, comes to
£195 million in 1986-8 225?390 million in 1987-88.
These gross costs will, "however be partly offset by savings on
social security benefits, leaving a net public expenditure cost of
£100 million in 1986-87 and £165 million in 1987-88.

This will be financed from the Re gﬁ@é, and there will therefore be

no overall addition to planned pubk%iiégending.

©

o

@
%
D
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Qii;g» Business and Enterprise

I turn to the taxation of business and enterprise.

Wh e measures I have just announced help the unemployed
direct in the long run what reaily matters is the creation of a
climate in which business and industry flourish.

For it is companies, not Governments,which create jobs.

The reformed g&gib of business taxation which I introduced in my
a

1984 Budget has gziéé the end of its transitional phase and comes

fully into force n
From then on the Uni ingdom will have, at 35 per cent, the

lowest rate of Corporat Zjé%§>0f any major industrial nation.

This year I have only two further amendments to make.

First, I propose to ensure a full measure of depreciation for tax
purposes for short life agricultu.q3§b ildings and works, by'giving
the taxpayer the option of making balanting adjustments on the sale
or destruction of such buildings. S

Second, I propose to reform the minesQ§;§>oil wells allowances
broadly along the lines of the proposals §%blished in:dlast July's

consultative document.

The overall net benefit of this to the 1ndustri?i§§§§cerned will

amount to £45 million in 1987-88.
Otherwise I propose only minor technical changes to

North Sea o0il; but I am continuing

1
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necessary to ensur are not frustrated by

e fiscal regime.

to set the 1987-88 car and fuel benefit scale charges for
th h company cars.
At th ame time the motor industry has represented to me that the
discrepancy between the engine size break points in these scales
and the break points in the new European Community directive on car
exhaust em157§§§§> is potentially damaging to its international

competitivenes

to change our break points

At the same time, ast year, I propose to increase the
(restructured) car benefl le charges by 10 per cent.

This will still leave the scale charges well short of the true
value of the benefit.

The fuel scale will also be restrpugtured, but there will be no
general increase in the charges;as from April 1987 the same
scale will also be used to assess<> VAT due on petrol used by
registered traders and their employee@9<§;;D

This will be simpler and more equitable an the present system,
and will also bring in an extra £40 milligi of revenue in 1987-88.

I propose to increase the VAT threshold to £20,500, in line with

the maximum permitted under existing European Commu y law.

I :‘also " propogse "to correct 'an anomaly: in thigg/\\ ilon oL

international entertainers and sportsmen. <5
When British entertainers or sportsmen work overseas, th <§§§é§gn
a

2N

tax authorities normally levy a withholding tax on their e

2
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But at the present x on the earnings of

eign entertainers and sportsmen when they work in the United
om.
T ve that, in future, we should fall into line with most of the
res e world.
Accor gly, I propose to withhold tax at the basic rate on the
earnings of overseas entertainers and sportsmen in the UK. This

should yield £75 million in 1987-88.

A Kkey element£é§§§§pe Government's strategy for Jjobs 1is the
{gigésinesses.

As the House knows have been reviewing the future of the

encouragement of

Business Expansion Sch hich is due to come to an end in April
1987. <§2>§

I have been assisted in this review by. the independent report
commissioned by the Inland Revenue from the consultants Peat,
Marwick, which is being published ip7\full today.

I am placing a copy in the Librarthe House.

o

It is quite clear - and this is conf1€7§i§2?y the evidence in the
Peat Marwick report - that the Business nsion Scheme, which my
predecessor introduced in 1983 as an fﬁprovement on the 1981

Business Start-up Scheme, has been an outstanding success.

It has fully achieved its aim of attracting new eqéigfbcapital into

unquoted companies.
The amount subscribed has been running at well over («éifﬁjllion a
t

year, and steadily rising; and a high proportion of

gone
into new and small businesses. <§§§§§
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Roughly half the CBIHQQETiIHthVQNLXiS d sums of 1less than

0,000 each.

refore have no hesitation in proposing to extend the life of
th ness Expansion Scheme, which is due to expire next year,
indefi ly.
But at the same time, despite the exclusions of farmland and
property development in my two previous Budgets, I am concerned
that too much money is being diverted from the high risk areas

for which the was always intended into areas where the risk

is very much les
Accordingly, I proggg%géffom now on, to exclude from the scheme all
companies holding mor giggs half their net assets in the form of
land and buildings.

I also propose to exclude companies whose main purpose is to invest

in objects, such as fine wines, whose value may be expected to rise

over time.
At the same time, I have one new<%§§;bsion to announce.

I have decided to bring within t cope of the BES c¢ompanies
engaged in the chartering of UK-register hips.

This will provide new opportunities f£ nvestment in shipping
engaged in the coastal, short sea and offé%ore trades.

I propose to take power to make further changes in the ambit of the
scheme by Order.

Finally, having taken steps to target the Business cheme

ion S
more carefully, I propose to improve it.
@

BES shares issued after today will be entirely fre

Gains Tax on their first sale.
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nd as a further m=a§1ut_pgiEl;reH$Ir%Y d new businesses, the

.Tan Guarantee Scheme, under which the Government guarantees 70 per

t of qualifying bank loans, will also be extended, in this case

<§§;§> urther three years.
Th will be glad to learn that the premium will be halved from
n

5 per to 2% per cent.

My last proposal in this section concerns Capital Transfer Tax,
which ever si ts introduction by the Labour Government in 1974
has been a th the side of those owning and running family
businesses, and has had a damaging effect on risk-taking
and enterprise witli particularly important sector of the
economy.

In addition to statuto gjgghgexation of the threshold and rate

bands, I propose this year to reform the tax radically.

In essence, the Capital Transfer TPax is two taxes, as its two
separate scales imply: an inherit‘ Iax and a lifetime gifts tax.
We have had an inheritance tax inQ

e shape or form ever since

Sir William Harcourt reintroduced the (zzzz>0uty in 1894.
a

But the lifetime gifts tax which the L Government introduced

in 1974, in the teeth of united Conservgtive opposition, is an
unwelcome and unwarranted impost.

By deterring lifetime giving, it has had the effec f locking in
assets, particularly the ownership of family busgéggi

4

the detriment of the businesses concerned.

Accordingly, I propose to abolish entirely the tax on

gifts to individuals.
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and the regime for trusts, which is needed

The cost of abolishing the tax on 1lifetime giving will be

£35 million in 1986-87 and £55 million in 1987-88.

In recognitio@!%ﬁb he radically changed nature of the tax I have

decided to rena the Inheritance Tax.

My two previous B abolished three unnecessary taxes.

The National Insurante charge, the Investment Income Surcharge,
and Development Land T

The abolition of the tax
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Qiiiﬁﬁ. Savings and Investment

turn to the taxation of savings and investment.

I 984 Budget I introduced a major reform of the taxation of
savin nd investment designed to improve the direction and

quality of both.

Today I propose to carry this reform further forward.

The Social S I Bill now before Parliament proposes important
and far-reachi anges in pension provision, notably by
encouraging the gg;;z%;%; personal pensions.

Those changes - t <g§§§sp the Government attach the highest
importance - have be warmly welcomed, both for the greater
freedom they will give tO existing pension scheme members and for
the new scope they will offer to the millions of working people who
are not in an occupational pension scheme.

In the light of these changes, I (52% d later this year to publish

detailed proposals designed to giw ersonal pensions the same

annuities.

favourable tax treatment as is cur ziii>enjoyed by retirement

Publication of these proposals will enabf% there to be the widest

possible consultation prior to legislation in next year's Finance

Bild,
Meanwhile, I can assure the House that, as I made ast year, I
have no plans to change that favourable tax treatm tQiji)

But I do need to deal with the growing problem of é%\
: QS;Q

governing pension fund surpluses.
\—‘

X
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The dramatic impr BUDGET LIST. ONLY L1imate compared with a
<§i§%ﬁfecade ago, most notably as a result of the sharp fall in

flation, has seen a number of pension funds become heavily

nded.
Thi&s sents a double problem, both aspects of which the Inland
Reve S at present having to deal with through the exercise of
its discretionary powers.
In the first place, excessive surpluses, even if they arise
unintentiona Nxepresent the misuse of a tax privilege which was
intended to the provision of pensions, and for no other
purpose.
So the Inland Reve uires from time to time that surpluses be
diminished.
But at the same time th <§5§é§ue feels obliged to turn down many of
the increasing number of requests from companies which, often for

good reasons, wish to take refunds from their pension funds into

the company itself. <>
The absence of clear rules on holuses should and may be dealt

with, and the consequent reliance0 at has to be placed on the

exercise by the Inland Revenue of xb&iii;cretion, have created

considerable uncertainty and have cessarily constrained

10
trustees' freedom of action.

I therefore propose to replace these dlscretlo arrangements
with clear and objective statutory provisions. (“S>v
In future, the amount of any surplus in a fund wil termined
for tax purposes in accordance with published guideli ed on
a secure funding method and prudent actuarial assump

advised by the Government Actuary.

2
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Qii;>Where a surplus 1S 5 per cent or less of total liabilities no

tion will need to be taken.
e it is higher than that action will be required to eliminate
cess.

18~ 1E\be entirely a matter for the trustees and employers to
deci whether the reduction is to be achieved by increasing
benefits, or reducing contributions, or making a refund to the
company.
If, and only hey choose to make a refund, the employer will be

liable to tax a te of 40 per cent of the amount refunded, so as

broadly to recove{ii;g tax relief previously given.

The effect of thes arrangements is likely to be a yield of
£20 million in 1986-87<a §§120 million in 1987-88.

Next, Stamp Duty.

I have no change to propose in the stamp duty on houses and other

property, which I reduced to 1 p nt, with a higher threshold,
in my 1984 Budget.

But there is a formidable case thisc§%§f>for a further reduction in
the rate of stamp duty on share trans§%<fz>

The City of London is the pre-eminent finipcial centre of Europe.
The massive £6 billion it contributes to our invisible earnings is
but one measure of the resulting benefit to the British economy .
But competition in financial services nowadays ii3§§§>continental,

but global.

The City revolution now under way, due to culminate<§;;:\tl

of fixed commissions - the so-called Big Bang - on 27 u—@

@n

essential if London is to compete successfully against Ne

Tokyo.
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<§ii;$nd if London canfiot win a major share of the global securities

rket, its present world pre-eminence in other financial services
be threatened.
ful competition depends on a number of factors, but one of
th st\important is the level of dealing costs.
The aﬁgg?%ion of fixed commissions will certainly help.
But with no tax at all on share transactions in New York, and

roughly % per cent in Tokyo, under the existing tax regime London

widle st beQﬁ%@berable.

I therefore propoqgigg>reduce Stamp Duty on share transactions from
1 per cent to % per s from the date of the Big Bang.
But I believe it is r1I at the full cost of this should be met
from within the financial or-ittselE.

1

Accordingly, I propose to bring into tax at the new 2 per cent rate

a range of financial transactions which are at present entirely

free of Stamp Duty. @
These include transactions in loan ock, other than short bonds and

o
gilt edged securities, transactions wound within a single Stock

Exchange account, letters of allotmené% purchase by a company
of its own shares, and takeovers and mergkgs.

There will also be a special rate of 5 per cent on the conversion of
UK shares into ADRs and other forms of depositary receipt.

Some of these changes, including the new ADR c r Will take

effect immediately: others will be delayed until Bang.

This further halving of the stamp duty on equities sh nable

London to compete successfully in the worldwide securitie <§§§§9t.

+
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he UK.
st as we have made Britain a nation of home owners, it is the

erm ambition of this Government to make the British people a

n f share-owners, too; to create a people's capitalism, in
NN —

whic and more men and women have a direct personal stake in

British business and industry.

Both through the rapid growth of employee share schemes, and

through the o ndingly successful privatisation programme, much

Progress has de.

But not enough. <§;:b
Nor, I fear, will achieve our goal so long as the tax system

continues to discrim§ e\\so heavily in favour of institutional
investment rather than §£§2é>share ownership.

Accordingly I propose to introduce a radical new scheme to

encourage direct investment in UK equities.
Starting next January, any adult e able to invest up to £200 a
o

month, or £2400 a year, in shares.
These will be held in a special acqw<fj> which I am calling a
Personal Equity Plan. <i::>
So long as the investment is kept in the pli% for a relatively short

minimum period, of between one and two years, all reinvested

dividends, and all capital gains on disposals, §§§§>be entirely

free of tax. (<g\¢
The longer the investment is kept in the plan, tgggj?§- the tax
relief will build up and the greater will be the benef

the

And there will be no need to provide any 1nformation to

Revenue.
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Although the scheme will be open to everyone, it is specially

signed to encourage smaller savers, and particularly those who

ever previously have invested in equities in their lives.
\Y
<éig?&)lans will be simple and flexible to operate.
An 2;;&3? is legally able to deal in securities will be eligible

to register as a plan manager.

But the investor himself will own the shares - and the rights that

go with them, including voting rights.
And it will the investor to choose whether to make the
investment decié&i himself or to give the plan manager authority

to. act:on his beh

The cost of the scheﬁg§§§§§ be around £25 million in 1987-88, but

will build up in later yédrs as more plans are taken out.

This is a substantial, innovative and exciting new scheme.

I am confident that, over timewill bring about a dramatic
extension of share ownership in Britai

Although wholly different in structure from the Loi Monory in

o
France, I expect it to be every bit as<§§§§>ssful in achieving its

objective. O

I am sure the whole House will welcome this far-reaching package of

measures to reform the taxation of savings and i ent.

S
Q
D,
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iturn to the tax treatment of charities and charitable giving.
In qié%gl every facet of the nation's affairs it becomes
increasingly clear that private action is more effective than State
action.
This is parti
organisation
social welfare,
the arts and the
This Government has
both through the tax

I believe the time has come to take a further step forward.

The first question is whether any further fiscal relief should be

given to the charities themselves hrough relief from VAT, or to
the act of giving. @

o

In the 1light of representations fregm Charities VAT Reform
Group, I am prepared this year, excepti ly, to make a number of
specific concessions on the VAT front. P

I propose to relieve charities from VAT on their non-classified
press advertising; on medicinal products where the re engaged 1in
the treatment or care of people or animals, or in 1l research;
on lifts and distress alarm systems for the

refrigeration and video equipment for use in medical

purchased by charities from donated funds; on recording

for talking books and newspapers used by charities for th

1
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@ and on welfare v T.QNLY, to transport the deaf,
<§i§;ﬁflind or mentally handicapped.

G§§§ﬁn general I am convinced that the right way to help charities

is§§§S§ by relieving the charities themselves from VAT, but by

enco g the act of charitable giving.

I say this for two principal reasons.

First, it is clearly better that the amount of tax relief is

related to ?2§§%Fount of support a charity is able to attract,

rather than <§§§§3 value of goods and services it happens to
purchase.

And, second, where of VAT relief is worth precisely that, a £
of tax relief on givij likely to generate more than a £ of
income going to charit <;2>>

My principal proposals therefore relate directly to the act of

giving to charity.

First, I propose to abolish alto§€é§§> the upper limit on relief at

the higher rates of income tax on itable covenants.

At the same time I propose to act tgkiiiﬁ the abuse of the tax

system by ensuring that tax relief goes to money which is used

o
for charitable purposes.

Next, companies.
It is widely believed that corporate giving to y would be
more generous than it is at present if tax relief di sz:gepend on

O

Accordingly, I propose to allow companies (other t ose

the company entering into a four-year covenant.

companies) to enjoy tax relief on one-off gifts to charity <;é%§?

2
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maximum of 3 per cent of the company's annual dividend payment to

of course, continue to be no limit on the amount a

iRy can covenant to charity.

ManyCéé§§ities have made clear to me their fear that to introduce a
similar relief for one-off donations by individuals would weaken
them by reducing the stability they enjoy as a result of the

binding forcégg?bcovenants.

Instead, ther I propose to encourage individual giving to
charity by a diéggig t means, that of tax relief for payroll
giving. <i£i>

From April 1987 it wi pen to any employer to set up a scheme
under which employees ca a charitable donations of up to £100 a

year deducted from their pay, and get tax relief on them.

All in all, the proposals I hav%§§§§§unced today add up to a very

substantial package of assista to, charities and charitable

A

©
giving.

Their cost to the exchequer will depeﬁa ef:y w generously companies
and employees respond to this initiative.<>

But my best estimate is that it could amount to as much as
£70 million in 1987-88.

This will be partly paid for by the measures to abuse, which
may save some £20 million a year.

I would hope, too, that the additional charitable

concessions stimulate will be at least twice the a

extra tax relief given.
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if. Personal Taxes: Taxes on spending
<é§§$k turn to the taxation of spending.

So f§§£§§>the indirect taxes are concerned, the overriding question

this year is how far I should recover from the 0il consumer the tax
revenues I have lost from the oil producer, as a result of the
massive fall A e ol price.

Since Novemb price of petrol at the pump has fallen by
roughly 12 penc gallon.

If the oil compani passed on the full amount of the fall in
the o0il price to date<§§§§§price of petrol at the pump could easily
have been a further 12 §£;g§a gallon lower still.

There is clearly scope, therefore, for a sizeable increase in

petrol tax this year.

I have concluded, however, that e present time, while I must

certainly maintain the real valueO the revenue I get from the

motorist, I will not increase it. <>Q§;2>
But I do believe it makes sense to look 1.0, the light of. the

o
radically changed circumstances, at the relative weight of petrol

tax and Vehicle Excise Duty.

Accordingly, I propose to increase the duty on pet by an amount
which, including VAT, would - if it were wholly on to the
consumer - raise the price at the pump by sevenpen Qififpenny a

gallon.

This is twopence more than is needed to Keep pace with LS égégn,

and that enables me to keep VED at last year's level of £ §;§§§

1
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anchanged in real terms.
reover, given the very substantial increase in the o0il companies'

s, there is clearly no need for the pump price of petrol to go

ought to fall further.
In the same way, I propose to increase the duty on derv by an amount
which - if it were wholly passed on to the consumer, which, to
repeat, it s certainly not be - would raise the price at the
pump by sixpe fpenny, including VAT.
This will enable avoid any increase this year in the Vehicle

Excise Duty on lor

So far as the other oi Cg;iées are concerned, I have one or two

changes to make.

Not to the duty on heavy fuel oil, which will remain unchanged as it

has done since 1980.
r*b %PQ But I propose to increase the ve odest duty on gas o0il, by a

Q\(LUV\ O
5 ‘penny-halfpenny a gallon.
Nty

And I propose to abolish altogethér duties on aviation

kerosene, or Avtur - which at present is ed for domestic flights
O

only - and on lubricating oils.

All these changes in duty will take effect from 6 o'clock this

evening. Q!g;b

S

Finally, so far as oil products are concerned, I am tQuUS to do

what I reasonably can to assist the introduction -free
petrol. <§§§§§

2
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I have therefore y differential in its
avour to offset its higher production costs.

fficials will be discussing with the o0il companies how this can

e achieved in time for next year's Budget.

Next{fégggcco.

In the light of the representations I have received on health
grounds, I have decided to increase the duty on cigarettes by
appreciably (iﬁ?bthan is needed to keep pace with inflation.

I therefore p an increase in the duty on cigarettes and
hand-rolling toldcc by the equivalent, including VAT, of
approximately elev e on a packet of 20 cigarettes.

This will take effect<§§é§> idnight on Thursday.

As last year, I propose egéigcrease at all on the duties on cigars
and pipe tobacco, which are more heavily taxed here than in most

comparable countries.

Finally, drink.

As the House will recall, I was obl?&%éjin 1984 to increase the duty
on beer by slightly more than I would zﬁ:) ished as a consequence
of the judgement against the UK in the opean Court of Justice.
I now propose no increase at all in the duty on beer.

Nor do I propose any increase in the duties on cider, table wine,
sparkling wine, fortified wine or spirits.

This last decision will, I hope, be particu elcome in

Scotland.

2
Next, VAT. gi% 1

I propose to stop the abuse of 1long stay relief f

accommodation, and make certain other minor changes.

3
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Qii;}BUt I have no proposals For mMajor changes in Value Added Tax this

ar.
changes I have announced in the excise duties will, all told,
(Qégig? extra £795 million in 1986-87, the same amount as I would

ha sed had I simply increased all the excise duties in line
with inflation.
The overall impact effect on the RPI, if all the increases were

fully passed on, would be one half of one per cent.

This has alr been taken into account in the forecast I have

given the Housgii%?@% per cent inflation by the end of the year.

O
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<§i§;> . Income Tax

ly, I turn to income tax.
dget speech last year I undertook to issue a Green Paper on

the of personal taxation.
As the House is aware, I am publishing the Green Paper today.
It discusses a range of options which will in due course be opened
up by the com risation of PAYE, from the relationship between
income tax a oyees' national insurance contributions to the
closer integrat the tax and benefit systems.
In particular, it outlines a possible reform of the
Present system of pe allowances.
The responses to my essor's 1980 Green Paper revealed
widespread dissatisfaction with the existing arrangements, but -
inevitably - no clear consensus as to what should replace them.
Married women increasingly resent the fact that a wife's income is
treated for tax purposes as tha <C§>'er husband, depriving her of
the independence and privacy she h&s right to expect.
There is growing complaint, too, of theé.w in which, in a number of
respects, the present system penalises Qii}iage itself.

And it cannot be right that the tax systeﬁashould come down hardest

on a married couple just at the time when the wife stops work to

The alternative system set out in the Green Paper, independent

taxation with allowances transferable between husba wife,

would remedy all these defects. <;:
O%

start a family.
Yet that is what happens today. <§§%§§S§
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@i To be acceptable, MQE. THMi_' I to be accompanied by a

:-ubstantial increase in the basic tax threshold.

e Government is committed to reducing the burden of income tax,

e proposal in the Green Paper suggests one way of doing that

w ould achieve a number of other worthwhile objectives -
incl the ability to take more people out of the unemployment
and poverty traps for a given amount of tax relief than is possible

under the present tax system.

Given the tij ble of computerisation, none of this could in
practice be i ted until the 1990s.
But we need to lanning for the 1990s today.

The Government wi efore carefully consider the responses to

today's Green Paper taking any decision on how to proceed.

A

Meanwhile, I have to set the tax rates and thresholds for the

coming year.

But first I have two minor proposa : to announce, both of which I

hope the House will welcome.

First pensions paid by the Germa nd Austrian Governments to
victims of Nazi persecution are freeqo X in both Germany and
Austria.

In this country, however, the tax relief on such pensions is set at
50 per cent.

In future, I propose that pensions paid to viotims of Nazi
persecution should be free of tax altogether. <§§§$
Second, the House will be aware that, as from neggiggéfy social
security benefit upratings will be moved to April, to ] de with
the tax year. &
ﬁ %}3
2
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However, to bridge tEQJJQSEEJEJJéKTtQL“H6¥ém er 1985 and April 1987

pratings my Rt Hon friend the Secretary of State for Social

vices proposes to have a special transitional uprating in July,
etails of which he has recently announced.
<)wﬁA}P B hon Members will know from their postbags, it could be
J(VS{YIS confusi for many old-age pensioners and widows to undergo a
mf“f special mid-year tax recoding oh account of the July uprating.
I have therefore decided that, for pensioners and widows, the
benefit increzigfxfayable in July will be exempt from income tax in

1986-87.

The cost of thisgiészYe £15 million.

Since we first took fier\ in 1979, we have cut the basic rate of
income tax from 33 per 22§§8 30 per cent and sharply reduced the
penal higher rates we inherited from Labour.

We have increased the main tax thresholds by some 22 per cent more
than inflation - and the greater part of that 22 per cent has been
achieved during the present Parl . ‘

Iti=is a‘'good record, but it is not enough.

The burden of income tax is still toogr

Nothing could be further from the truth ézzz>the claim that we have
a choice between cutting tax and cutting J%employment.

The two go hand in hand.

It is no accident that the two most successful e omies in the

world, both overall and specifically in terms of ation, the

United States and Japan, have the 1lowest level RS a

proportion of GDP.
Reductions in taxation motivate new businesses and mRpxove

incentives at work. §>
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They are a princip i culture, on which our

ture prosperity and employment opportunities depend.

éég;b se for higher tax thresholds is well understood.

In\<m wo previous Budgets I have raised the married man's
allow evto its highest level in real terms since the war, and
higher as a proportion of average earnings than in either Germany
or the United States.

But we shoul overlook the need for reductions in the basic
rate of tax, t

The basic rate i

95 per cent of all e pdfsﬁs and 90 per cent of all self-employed

v
and unincorporated busi C§;§>

Clearly, given the massive fall in oil revenues, this is not a year

for substantial reductions in tax of any kind.
But provided the economy continuesAto grow as it has been, and
provided we continue to mai firm - control “‘of public

expenditure, the scope should be thg<§??n the years ahead.

©®)
Meanwhile, I propose for 1986-87 to rai 11 the main thresholds

o
and allowances by the statutory indexation figure of 5.7 per cent,

rounded up.

The single person's allowance will therefore rise b 300 £25.330

and the married man's allowance by £200 to £3,655. (NS>¢
60\t

Similarly, the single age allowance will rise by £1
the married age allowance by £250 to £4,505. <>
The age allowance income limit becomes £9,400. Ci;:>
I propose to raise all the higher rate thresholds by<<§;22§lx

£1,000.

,850 and

4
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the top - 60 per cent - rate.

This is ftully in ation for the first -
<§i%§§§;r cent - higher rate, but less than half statutory indexation

Gi§§§§E§§>need for caution in the light of current circumstances, I
do n have scope this year for a reduction in the basic rate of

income tax, beyond one penny in the pound.

But this reduction from 30 per cent to 29 per cent still represents
the first cu he basic rate of income tax since my predecessor
took it down per cent to 30 per cent in 1979.

So long as this epnment remains in office, it will not be the
last.

There will, of courseggégSQ consequential reduction in the rate of
Advance Corporation Tax.<§£§§>

And I also propose a corresponding cut in the small companies' rate

of Corporation Tax from 30 per cent to 29 per cent.

The combined effect of the vario‘éncome tax changes I have just

o
announced is to concentrate the nefit, modest as I readily

concede it to be, not on the rich bthe great majority of
ordinary taxpayers. o

As a result of the adjustments I have made to the higher rate
thresholds, the gain for those at the top of the income scale is
more or less confined to what they would have recei under simple
indexation alone. («S>V

By contrast, the married man on average earnings will>besome £2.60
a week better off, an improvement of £1.45 a week

indexation alone. <§§§§§
The income tax changes I have announced today will take

under PAYE on the first pay day after 17 May.

5
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They will cost £9: FYa i =87 and above the cost of
(ié%%i§§atutory indexation.

years ago, when my predecessor cut the basic rate of income

33 per cent to 30 per cent, he added:

"Our long-term aim should surely be to reduce the basic rate

of income tax to no more than 25 per cent."
I share that a

@
%
P
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&
@ Conclusion

is Budget, Mr Deputy Speaker, I have reaffirmed the prudent

pPo '€%§§§that have brought us three successive years of steady

grow with low inflation, and the prospect of a fourth ahead of

us.

I have described how we can take in our stride the dramatic

collapse in il price, and benefit from its consequences.

In collaborati h my rt hon and Noble Friend the Secretary of
XKJH&U“JXState for Employmegnt have announced a further substantial range

of measures to hel nemployed.

I have proposed a rad d far-reaching new scheme for tax-free

investment in equities, thkat we may truly become a share-owning

democ}acy, and abolished a fourth tax.

I have announced the most substantial package of assistance to

charitable giving ever, and CUt<§§§§BaSiC rate of income tax.

Building as it does on the achi enks of the recent past, this
o
Budget is a safeguard for the pre t and a springboard for the

future. ‘0<:::>

I commend it to the House. >

@
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