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BUDGET BROADCAST ¢
THE CHANCELLOR OF THE EXCHEQUER

RECORDED FROM TRANSMISSION: BBC-1 at 2130 DATE: Tuesday, 17th March, '87

THE RT.HON.NIGEL LAWSON,MP (Chancellor of the Exchequer): One of the
things that always surprises visitors to Britain is our strange

attitude to success. It's almost as if we thought it was bad manners
to admit we've done well in anything. Certainly it's true about the
British economy.

We find it hard to accept that whereas less than ten years ago we
were one of the weakest of the industrial nations, today we're one of
the strongest.

Anyone would think our recovery was something to be ashamed of; some
kind of dark secret. But like so many secrets these days it's finally
found its way into the newspapers. Just about every recent survey,
whether by British industry or by independent experts, finds that our
economy is sound and strong and that our prespects are better than
they've been for a generation.

Perhaps the clearest way to see Britain's transformation over these
past eight years after decades of relative failure is to look at the
economic growth in the leading European countries.

As you can see, during the sixties we were bottom of the league. Again,
during the seventies, we were still bottom. But in the eighties, we've
been right at the top of the league -- the fastest growing economy of
all our main European rivals. And if you look at our national output
over the years you can see just why.

After all the stops and starts of the seventies, when we seemed always
to be lurching from one crisis to the next, we've at last had six
successive years of steady growth, taking us far beyond anything we've
achieved before. And this has meant higher living standards for pretty
well everyone.

Over the past eight years, the take-home-pay of a man on average
earnings has gone up by almost twenty percent more than the cost of
living. Compare that with what happened when we last had a Labour
government. In those five years, the real take-home-pay of the man
on average earnings didn't go up at all -- in fact he was worse off
at the end of the Labour government than he was at the beginning.

But the key to getting the British economy right has been the battle
against inflation. There was that terrible peak under the Labour
government in 1975, and it was rising again when we took over in

1979. Since then, we've brought it down to around four percent. And
that combination of falling inflation with rising output is a blessing
that Britain hasn't enjoyed at least twenty years. But there's one
yardstick that's even more significant,at least as a pointer to the
future. The curse of Britain's manufacturing industry throughout the
sixties and seventies was low productivity. Our competitors were able
fb
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to produce more goods than we could with the same number of people.

During the sixties, we were bottom of the productivity league. And
during the seventies, we were still bottom. But now, in the eighties,
we're right at the top of the league. And if our productivity is
growing faster than our rivals then that's great news for the years
to come.

Of course the toughest problem for Britain and, indeed, for most other
industrial countries is unemployment. That's because so many more people
have been entering the job market. It isn't because new jobs aren't
being created; they are. Indeed, jobs are another of Britain's growth
areas. Since 1983 France has lost almost a-quarter-of-a-million jobs.
Italy has gained almost a-quarter-of-a-million jobs, and West Germany
has created half-a-million Jjobs. But here, in Britain, we now have a
million more jobs than we had in 1983 -- a net gain of a million jobs
more than in all the others put together. And unemployment is now

firmly on the way down.

So that's the background to today's Budget. It's not just the result
of one good year; it's the reward of eight years of steady policies
by the government coupled with the tremendous energy and enterprise
of the British people when they're allowed and encouraged to give of
their best. i

But there's a lot still to do, and today's measures will help us
further along the road. In my Budget today, I've once again been able
to cut income tax -- this time by t'pence in the pound which will
increase the take-home-pay.of a man on average earnings by more than
three pounds a week. And I've done so without putting any extra tax
at all on petrol, beer or tobacco.

In the years ahead, I want to get income tax lower still, because that's
the only way to provide real incentives and to stimulate enterprise.

And that in turn is the only practical route to an economy that can
afford the better public services we all want to see. And above all,

to more jobs.

A lot of the new jobs will be in small businesses, and that's why I've
also made a number of changes to help small businessmen and business-
women specially with VAT. And I've annoucned a brand new tax relief for
those whose pay is directly linked to the profit their company makes.
This could easily be worth the same as an extra penny off income tax
to the employees concerned. And it will give people a greater personal
interest in the success of the firms where they work. And it should
also mean that companies will lay fewer people off when profits fall
and take more people on when profits rise. And again, I've introduced
a tax relief for personal pensions which is a way of giving everyone
the opportunity to make their own pension arrangements independent of
their employers. And all these tax reductions come on top of the

the substantial extra spending on health, on education, and on other
priority services which I announced last November. All these measures
are things we wanted to do for a long time, but they're only possible
now because of the solid base and growing strength of Britain's
economy. And we have to advance sensibly because there's always the
unforeseen. If we hadn't had this firm base, then the coal strike in
1984 and 1985, or the collapse of our o0il revenues in 1986 could have
knocked us right off course. In fact we were strong enough to ride out
both those storms. And we're now enjoying the sort of success we
haven't known since the war. But we can't relax or let up. It's taken
fb
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eight long years to get ourselves into this enviable position. It would
be all too easy to chuck it away and return to the high spending, high
borrowing binges of the sixties and the seventies, and eight years of
hard fought gains would all be thrown away. But if we stick to the
steady sound policies of the past eight years, then we can all look
forward to a new era of security and prosperity and of pride in the
achievement of our country.

END OF BROADCAST.
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WAYS AND MEANS

WAYS AND MEANS

Budget Statement

Mr. Deputy Speaker (Mr. Harold Walker): Before I call
the Chancellor of the Exchequer, it may be for the
convenience of hon. Members if I remind them that at the
end of the Chancellor’s speech, as in past years, copies of
the Budget resolutions will not be handed around in the
Chamber but will be available to hon. Members in the
Vote Office.

3.34 pm

The Chancellor of the Exchequer (Mr. Nigel Lawson):
The setting for this year’s Budget is more favourable than
it has been for very many years. We are now entering our
seventh successive year of steady growth, and the fifth in
which this has been combined with low inflation. The
public finances are sound and strong, and unemployment
is falling. These are the fruits of the Government’s
determination, in bad times as well as good, to hold firmly
to our policies of sound money and free markets. Once
again, I reaffirm those policies.

I shall begin, as usual, by reviewing the economic
background to the Budget. I shall then turn to monetary
policy and to the fiscal outlook this year and next. Finally,
I shall propose some changes in taxation designed to
improve still further the prospects that lie before us. A
number of press releases, filling out the details of my
proposals, will be available from the Vote Office as soon
as I have sat down.

THE ECONOMIC BACKGROUND

I start with the economic background, Nineteen
Eighty-six was dominated by the sudden collapse of the oil
price. Our own economy was affected not only directly, as
a major oil producer and exporter, but also by the pause
in world growth as the world economy adjusted to what
has been described as the third oil shock. Despite this
dislocation, however, the economy has developed in most
respects as I foreshadowed a year ago.

In 1986 as a whole output grew by a further 21 per cent.,
or so, which compares well with the experience of other
industrialised countries. It is worth recalling that during
the 1960s, and again in the 1970s, Britain’s growth rate was
the lowest of all the major European economies. By
contrast, during the 1980s, our growth rate has been the
highest of all the major European economies.

This greatly improved growth performance has been
accompanied by falling inflation, which at 31 per cent. in
1986 reached the lowest figure for almost 20 years. Over
the lifetime of this Parliament, inflation has averaged less
than S per cent.

During the first half of last year, exports and hence
output were affected by the pause in world growth to
which I have already referred. But since the middle of the
year exports have grown strongly. Indeed, over the last
three months the volume of exports of manufactures was
6 per cent. higher than a year earlier — a better
performance than that of any other major economy. This
pattern was reflected in the rapid growth of manufacturing
output in the second half of last year.

This resurgence of economic growth, coupled with the
special measures we have taken, has brought about a
welcome fall in the number of people out of work. Since
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July unemployment has fallen by more than 100,000, the
largest six-monthly fall since 1973. Though the numbers
out of work are still far too high, both youth
unemployment and long-term unemployment are now
lower than they were a year ago.

I announced a number of specific employment
measures in my last Budget, and since then my right hon.
and noble Friend the Secretary of State for Employment
has further extended the restart programme for the long-
term unemployed. There will also be more places on the
enterprise allowance scheme, and the number of jobclubs

.is to be quadrupled. The new job training scheme will

eventually give a quarter of a million people, most of them
youngsters, vocational training leading to recognised
qualifications. With these and other measures, this
Government have developed their employment and
training programmes on a scale which no other country
can match. But the best hope of all for the unemployed is
in the continued vigour of the economy.

Since the early months of last year, there has been a
further surge in manufacturing productivity. This
continues the remarkable improvement in productivity
growth achieved by British industry throughout the 1980s.
During the 1960s, and again in the 1970s, growth in
manufacturing productivity in the United Kingdom was
the lowest of all the seven major industrial countries in the
world. During the 1980s, our annual rate of growth of
output per head in manufacturing has been the highest of
all the seven major industrial countries.

The recorded current account of the balance of
payments went into deficit in 1986 by around £1 billion.
This followed a cumulative current account surplus of
some £20 billion between 1979 and 1985. Some
deterioration in our current account was inevitable in the
face of a £4 billion loss of earnings on oil trade virtually
overnight. But the significance of this should not be
exaggerated. The exchange rate adjustment that followed
the fall in the oil price is already contributing to an
improved non-oil trade performance. And earnings from
the massive stock of net overseas assets we have acquired
since 1979 will provide a continuing support to the current
account in the years ahead. At well over £100 billion, our
net overseas assets are now greater than at any time since
the war, and second only to those of Japan.

Looking ahead, I expect 1987 to be another year of
balanced growth with low inflation. Total output is
forecast to rise by 3 per cent., with exports and investment
up by rather more than that. By then we will have
registered the longest period of steady growth, at a rate
approaching 3 per cent. a year, that the British economy
has known since the war. Manufacturing industry, in
particular, should do well in 1987. and with the non-oil
economy set to grow at 31 per cent., there is every prospect
of unemployment continuing to fall throughout the year.

In last year’s Budget speech I said that the outlook for
jobs depended on a sustained improvement in the
performance of business and industry. That sustained
improvement in economic performance is now well under
way.

Despite the strong growth in exports, it will inevitably
take time for the full effect of the exchange rate adjustment
to work through. The current account is thus likely to
remain in deficit this year, by some £21 billion, around half
of 1 per cent. of GDP.

As I foreshadowed in the autumn statement, inflation
may continue to edge up for a time, perhaps exceeding 4}
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Mr. Fairbairn: Does my right hon. Friend appreciate,
I could say it in Latin, but I shall not, that the permissive
society one generation on has turned out to be the criminal
society?

The Prime Minister: My hon. and learned Friend makes
his own point very effectively.

Q3. Mr. Winnick asked the Prime Minister if she will
list her official engagements for Tuesday 17 March.

The Prime Minister: I refer the hon. Gentleman to the
reply that I gave some moments ago.

Mr. Winnick : As the head of the security service, does
the Prime Minister not recognise that if some dissident
members of the security service in the 1970s tried to
destabilise a Government whom they did not like, it strikes
at the very heart of democracy? On reflection, therefore
does the Prime Minister not recognise, bearing in mind the
answers that were given yesterday by the Attorney-
General, that we cannot be satisfied with anything less
than a full judicial inquiry about what happened during
the time of a Labour Government?

The Prime Minister: The hon. Gentleman is concerned
with something that did not happen in my time and about
which the Prime Minister of the day made a clear
statement. [Interruption.]

17 MARCH 1987
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Mr. Speaker: Order. I ask the House to listen to the
Prime Minister.

The Prime Minister : The Labour Prime Minister of the
day made a clear statement about it. The hon. Gentleman
must take up that matter with that Prime Minister.

Mr. Bell: On a point of order, Mr. Speaker. Earlier, the
hon. Member for Poole (Mr. Ward) said that the Leader
of the Opposition had been converted to the cause of law
and order. I should like you to ask him to withdraw that
phrase.

Mr. Speaker: Order. I do not think that it was
unparliamentary, although it might have been rather
offensive.

Mr. Ward: Further to that point of order, Mr. Speaker.
I had not realised what a sensitive subject law and order
is with the Opposition. In view of the embarrassment, of
course I withdraw it.

NEW MEMBER
The following Member took and subscribed the Oath :

Matthew Owen John Taylor Esq., for Truro.
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per cent. by the summer, before falling back to 4 per cent.
by the end of the year. While short-term fluctuations are
inescapable, it remains the Government’s prime objective
to keep inflation on an underlying downward trend.

Given the continuation of present policies in this
country, the biggest risk to the excellent prospect I have
outlined is that of a downturn in the world economy as a
whole. There are still serious imbalances afflicting the
three major economies—the United States, on the one
hand, and Japan and Germany on the other—which, if
not handled properly, could lead to a simultaneous
downturn in all three. And this in turn could be
exaggerated by renewed turmoil in the foreign exchange
markets, whose tendency to overshoot is as notorious as
it is damaging.

It was to address these dangers that the Finance
Ministers and central bank governors of six major nations
met in Paris last month, and agreed among other things
to co-operate closely in fostering a period of exchange rate
stability. In my Budget speech last year, I said:

“Provided we are not over-ambitious, I believe that the
Plaza accord 1is something we can usefully build
on.”"—|Official Report, 18 March 1986; Vol. 94, c. 167.]
That is what we have now done, with Plaza II. But it would
be idle to deny that the wider risks still remain.

Short of a world downturn, which can and must be
avoided, British industry now has an outstanding
opportunity, with growing markets at home and overseas,
low inflation, rapidly growing productivity and greatly
improved profitability. Provided it can control its costs
and maintain its present competitive advantage, and
assuming the continuation of present policies, we can look
forward to many more years of strong growth combined
with low inflation.

Budget Statement

MONETARY POLICY

For their part, the Government will keep in place a
sound and prudent financial framework. That means, as
it has done since 1980, the medium-term financial strategy.
The central objective of the MTFS is gradually to reduce
the growth of money GDP over the medium term so as to
squeeze inflation out of the system and ultimately to
achieve price stability. This requires monetary discipline
buttressed by low public sector borrowing. The essential
instrument of monetary policy must remain short-term
interest rates. These will continue to be set in the light of
monetary conditions as indicated principally by the
growth of narrow and broad money and the behaviour of
the exchange rate.

For narrow money, MO, the target range for next year
will be 2 to 6 per cent. as foreshadowed in last year’s
MTES. For broad money, however, as the Governor of
the Bank of England cogently argued in his
Loughborough lecture last October, it is probably wiser in
current circumstances to eschew an explicit target
altogether. But broad money will continue to be taken into
account in assessing monetary conditions, as of course will
the exchange rate.

PUBLIC SECTOR BORROWING

I mentioned a moment ago the need to keep public
sector borrowing low.

The final outturn for the public sector borrowing
requirement last year, 1985-86, was just under £6 billion,
equivalent to 13 per cent. of GDP, the lowest level since
1970-71. In my Budget last year, faced with a massive loss
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of what now looks to be almost £7 billion of North sea oil
revenue, I none the less decided to hold the PSBR for this
year, 1986-87, to £7 billion, or 13 per cent. of GDP.

In the event, this year’s PSBR looks like turning out at
only £4 billion, or 1 per cent. of GDP— the second
successive year of significant undershoot. This successful
outcome is chiefly attributable to the remarkable
buoyancy of non-oil tax revenues in general and of the
corporation tax paid by an increasingly profitable business
sector in particular.

Looking ahead, there is still a degree of uncertainty
surrounding oil prices, and I have therefore stuck to the
assumption I made last year that the North sea oil price
will average $15 a barrel. But it is clear that the increased
flow of non-oil tax revenues, coupled with the prospective
further growth of the economy in excess of the growth of
public expenditure, puts the public finances in a very
strong position. I intend to keep it that way.

Last year’s MTFS indicated a PSBR for 1987-88 of £7
billion, or 12 per cent. of GDP; and, as the House will
recall, I gave an assurance at the time of the autumn
statement, when I announced a £43 billion increase in
planned public expenditure in 1987-88, that on no account
would I exceed that figure.

Indeed, I believe it is right to go below it. Since its
inception in 1980, the MTFS has indicated a steadily
declining path for the PSBR expressed as a percentage of
GDP. We have now reached what I judge to be its
appropriate destination —a PSBR of 1 per cent. of
GDP. My aim will be to keep it there over the years ahead.
This will maintain a degree of fiscal prudence that, until
this year, had been achieved on only two occasions since
1950.

Accordingly, I have decided to provide for a PSBR in
1987-88 of £4 billion.

Inevitably, this greatly diminishes the scope I have this
year for reducing the burden of taxation, which of course
remains a major objective of Government policy. But I am
sure it is right to err on the side of prudence and caution,
and to build a still firmer base for the future. That is the
principle on which both I and my predecessor have
consistently conducted economic policy these past eight
years, and I see no reason to depart from it now.

Meanwhile, I would make one further observation, of
a different nature. Economic arguments are seldom
concluded, one way or another. This is chiefly because it
is unusual for economic policies to be held in place long
enough to provide sufficient evidence. But the 1980s have
been different; and, as a result, one critically important
economic argument has now been concluded, finally and
decisively.

Throughout our period of office, our critics have
consistently maintained not only that a fiscal stimulus
would produce real economic growth, but that without an
expansionary fiscal policy sustained growth was imposs-
ible. They were wrong, and have been proved wrong. The
British economy is now embarking on its seventh
successive year of steady growth, at an average rate of
getting on for 3 per cent. a year. And during that time the
PSBR, even if privatisation proceeds are added back, has
been deliberately and steadily reduced from a shade under
6 per cent. of GDP to a little over 2 per cent. Indeed, had
I or my predecessor at any time heeded the advice of our
so-called expansionist critics, the British economy would
never have been in the unprecedentedly favourable
position it is in today.




Budget Statement

EXCHANGE CONTROL

Before I turn to my proposals for changes in taxation,
I have one other change of a specific nature to announce.
In 1979, a few months after the present Government had
first taken office, my predecessor announced the abolition
of exchange controls, which had been in continuous
operation ever since the outbreak of war in 1939. That
bold action has, over the past seven and a half years,
proved wholly beneficial to the British economy; and I am
glad to note that other European countries are now
moving in the same direction.

But the Exchange Control Act remains on the statute
book. The time has come to repeal it. The necessary
legislation will be contained in this year’s Finance Bill.

I note that, in what was clearly intended to be a major
speech in New York in September, the Deputy Leader of

the Labour party declared that

“The Labour Party has no intention of reintroducing
statutory exchange controls”.
I am confident, therefore, that the proposal I have just

made will be welcomed on all sides of the House.

BUSINESS AND ENTERPRISE

I now turn to taxation. First, taxes on business.

The fundamental reform of the corporation tax system
which I introduced in 1984 came fully into effect last April.
The new system has undoubtedly improved the quality of
business investment decisions in Britain, and is also
encouraging more overseas companies to set up here.

During the transition to the new system, companies
were given advance notice of the main rate of Corporation
Tax for the year ahead. This helped them in their forward
planning, and I intend as far as possible to continue the
practice of setting the rate in advance.

Accordingly, I can announce now that the main rate of
corporation tax in 1987-88 will be unchanged at 35 per
cent.—lower than in any other major industrial nation,
though the United States is now set to emulate us.

The low rate of corporation tax enables me to introduce
a further simplification into the system.

At present, while companies’ capital gains are liable to
corporation tax, the amount of such gains is first adjusted
by a certain fraction so that the effective rate of tax is the
same as that on capital gains made by individuals. This
dates back to the time when the two rates of tax were far
apart.

This is no longer the case. Indeed, the corporation tax
rate.for small companies is now below the capital gains tax
rate. I therefore propose that, from today, companies’
capital gains be charged at the appropriate corporation tax
rate, without adjustment, save for the indexation which
applies to all post-1982 gains.

Hitherto, companies have not been allowed to set
payments of advance corporation tax against their liability
to tax on capital gains. This means that, where companies
distribute capital gains as dividends, the gains are, in
effect, taxed twice—once in the hands of the company,
and once in the hands of the shareholder. I propose that,
under the new system, companies should be able to set
ACT payments against tax on capital gains.

Taken together, these changes should yield £60 million
in 1988-89.

I also have some further simplification and rationalisa-
tion of the corporation tax system to announce.

At present, some companies established before 1965 do
not have to pay their corporation tax until up to 21 months
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after the end of the period for which it is due, whereas
companies established since 1965 have to pay their tax
after nine months—and indeed some building societies
have to pay sooner still. This difference in treatment
cannot be justified. Moreover, it is open to an abuse which
could put the timing of a substantial proportion of the
total corporation tax yield at risk.

I therefore propose that all companies and building
societies should be treated the same way, with all liable to
pay tax nine months after the accounting period for which
it is due.

While business and industry as a whole are doing well,
the North sea oil sector has inevitably been hard hit by last
year’s oil price collapse. My right hon. Friend the
Secretary of State for Energy and I have followed closely
the effects on North sea producers and their suppliers. The
industry itself is generally confident about the longer-term
prospects; while, as for the tax system, not only is it
inherently price-sensitive, but the companies themselves
have repeatedly stressed their desire for stability.

However, in the light of the immediate problems, I
introduced legislation last autumn to bring forward the
repayment of over £300 million of advance petroleum
revenue tax. This has already helped many of the smaller
and medium-sized companies faced "with cash flow
difficulties.

I now propose two further petroleum revenue tax
reliefs. First, as from today, companies may elect to have
up to 10 per cent. of the costs of developing certain new
fields set against their petroleum revenue tax liabilities in
existing fields, until such time as the income of those new
fields exceeds the costs incurred. Second, there will be a
new relief against PRT for spending on research into
United Kingdom oil extraction that is not related to any
particular field.

I believe that these carefully targeted changes will give
a worthwhile measure of relief to.the North sea oil sector.

Last year I put the business expansion scheme on to a
permanent footing. However, the present rules still
produce too much end-year bunching of BES investments,
and hence may crowd out some projects and lead to bad
decisions on others. I propose, therefore, to permit
someone who invests in the first half of the year to claim
part of the relief against his previous year’s income. This
will make it easier for companies to raise BES finance
throughout the year.

I also propose to legislate now to pave the way ofr a
new method of collecting corporation tax, to be known as
pay and file. Under this system companies will estimate
their tax liabilities themselves, and pay on the normal due
date. Where it turns out that the initial payment was too
low, the company will pay interest to the Revenue; where
the initial payment was too high, the Revenue will pay
interest to the company. This new approach, which has
already been generally welcomed by the business
community, is part of a wider programme of streamlining
tax collection, and will not come into force until the early
1990s.

I have to set the 1988-89 car and fuel benefit scales for
those with company cars. The car scale charges still fall
well short of the true value of the benefit, and, as last year,
I propose to increase them by 10 per cent. There will be
no change in the fuel scales which, as already announced,
will also be used for VAT purposes from 6 April.
[Interruption. ]




Budget Statement

Training and retraining are vital to a flexible and
competitive =~ economy. At present training —
[Interruption.] If right hon. and hon. Members are not
interested in training, they show themselves to be a fraud,
which we know them to be.

Mr. Willie W. Hamilton (Fife, Central): On a point of
order, Mr. Deputy Speaker. The Chancellor’s
Parliamentary Private Secretary, obviously, has some
amended version of the speech which he has received from
a civil servant in the Box. Would you now suspend the
sitting until the Chancellor is properly equipped with the
new speech?

Mr. Deputy Speaker: Order. The hon. Gentleman
knows perhaps better than any other hon. Member that,
according to convention, the Chancellor is listened to
without interruption. The hon. Gentleman also knows
that what happens behind the Chair is not part of our
proceedings.

Mr. Lawson: Training and retraining are vital to a
flexible and competitive economy. At present, training
financed by an employer that is related to the employee’s
current job is allowable against tax for the employer and
imposes no tax burden on the employee. But an employer
who is willing to finance the retraining of workers for
future employment elsewhere may find that the cost of this
is not allowable against tax, and the employee may find
that he has received a taxable benefit. I propose to remove
both these obstacles. This should help more workers to
acquire new skills for new jobs.

The past few years have seen a remarkable and welcome
growth in the number of small businesses and the self-
employed. The Government have done a great deal to
lighten the burdens on this vitally important sector of the
economy. But I am well aware that problems remain, not
least in the field of VAT.

Accordingly, 1 asked Customs and Excise to issue a
consultative document last autumn canvassing a number
of changes. In the light of the responses to that document,
I have four proposals to make.

Perhaps the biggest problem faced by the small business
man today is the trade customer who is late in paying his
bills: so late sometimes that VAT becomes due before the
bill has been paid. I can do nothing about late payment;
but I can, I hope to something about the VAT problem.

My first and most important proposal, therefore, is
that, as from 1 October, businesses whose annual turnover
is under £} million, which covers more than half of all
traders registered for VAT, will be able to choose to
account for VAT on the basis of cash paid and received.
In other words, they will have no liability to pay VAT until
they themselves have received the money from their
customers. In addition to easing the cash flow problems
caused by late payers, this system will, of course, provide
automatic VAT relief on bad debts.

I have to warn the House, however, that I cannot
legally introduce this change without first obtaining a
derogation from the European Community’s sixth VAT
directive. I am applying for the necessary derogation
today. The House will note that the upper limit of £}
million is considerably greater than the £100,000 suggested
in the consultative document.

Second, I propose to give these businesses the option
of accounting for VAT on an annual basis. Instead of
making quarterly returns, they would make regular
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payments on account, and then file a single return at the
end of the year. This option, which offers considerable
streamlining, will be available next year.

Third, the period within which business must apply to
be registered for VAT will be extended from 10 to 30 days.

Fourth, there will be changes to the rules for the special
VAT schemes for retailers, and more small and medium-
sized businesses will be able to make use of the simpler
schemes.

I believe that the changes I have outlined, and in
particular the option to move to cash accounting, will be
widely welcomed by the small business community. The
cost will be £115 million in 1987-88 and £60 million in
1988-89.

In addition, I propose to increase the VAT threshold
to £21,300, to keep it at the maximum permitted under
existing European Community law.

In the light of the responses to the consultative
document, I shall not be going ahead either with the
withdrawal of the so-called standard method by which
retailers calculate their gross takings for VAT, or with the
compulsory deregistration of traders below the VAT
threshold.

I have one further measure to help the small business
man, unrelated to VAT. I propose to increase the limit for
capital gains tax retirement relief by 25 per cent. from
£100,000 to £125,000.

In any ongoing programme of tax reduction and
reform, where much still remains to be done, an essential
element must always be the elimination of unintended or
unjustified tax breaks, which cause rates of tax generally
to be higher than they need to be. Accordingly, I have five
proposals to make today to that end.

The first concerns VAT, and has already been the
subject of extensive consultation. The House will be aware
that a business that provides a service that is exempt from
VAT cannot in turn deduct input tax on its purchases. But
where the activities of a business are in part liable to VAT
and in part exempt the existing rules are excessively
generous as to the amount of input tax that can be
deducted; and this generosity is being exploited on a
growing scale.

The rules must therefore be changed, and the changes,
which I proposed to the House last December, will come
into effect on 1 April.

There will be special arrangements to deal with the
problem of brewers’ tied houses.

I am also taking this opportunity to exclude a
significant number of small businesses from the scope of
this provision. The yield from this change will be some
£300 million in 1987-88 and £400 million in 1988-89.

Second, I propose to change the law so that companies
in multinational groups which enjoy dual residence will no
longer be able to secure tax relief twice on one and the
same interest payment. Genuine trading companies will
not be affected. This change, which will take effect on 1
April, follows the similar action recently taken by the
United States. It will yield £125 million in 1988-89.

Third, I propose to end the present excessively generous
treatment of tax credit relief for foreign withholding tax
paid on interest on bank loans. In future, banks will be
able to offset this tax credit only against tax on the profit
on the relevant loan, and not more widely. This will bring
our rules broadly into line with those in most other
countries.
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827 Budget Statement

[Mr. Lawson]

stage in last year’s Budget and propose to complete the
process this year. I also propose to increase the rates of
duty on trade licences and to rationalise the taxation of
recovery vehicles.

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

INCOME TAX

Finally, I turn to income tax.

There is now a worldwide consensus on the economic
desirability of tax reform and tax reduction, and in
particular the reduction of income tax. This was
demonstrated most recently by the various national policy
declarations that emerged from last month’s meeting of
Finance Ministers from the major industrial nations.

Lower rates of tax sharpen up incentives and stimulate
enterprise, which in turn is the only route to better
economic performance. And it is only by improving our
economic performance that we will be able to afford to
spend more on public services ; and only by improving our
economic performance that we will be able to create jobs
on the scale that we all want to see.

That is why, ever since we first took office in 1979, we
have consistently sought to reduce the burden of income
tax. We have cut the basic rate of tax from 33 per cent. to
29 per cent. and sharply reduced the punitive higher rates
we inherited from the Labour party. And we have
increased the main tax allowances by 22 per cent. more
than inflation, taking almost 1} million people out of
income tax altogether.

For 1987-88 I propose to raise all the main thresholds
and allowances by the statutory indexation factor of 3-7
per cent., rounded up. Thus the single person’s allowance
will rise by £90 to £2,425 and the married man’s allowance
by £140 to £3,795. The single age allowance will rise by
£110 to £2,960 and the married age allowance by £170 to
£4,675. The age allowance income limit becomes £9,800.
I propose to raise the first 40 per cent. higher rate
threshold by £700 to £17,900, in line with statutory
indexation; but the threshold for the 45 per cent. rate will
g0 up by only £200 to £20,400. The other higher rate
thresholds will remain unchanged.

I have two other changes in allowances to announce.

First, I propose to give an additional increase in the age
allowance for those aged 80 or over. For them, the increase
will be double the amount due under statutory indexation
so that, for the very elderly, the single age allowance will
rise by £220 to £3,070 and the married age allowance by
£340 to £4,845. Around 400,000 taxpayers will benefit
from this new measure, and up to 25,000 of them will be
taken out of income tax altogether.

Second, the blind person’s allowance has remained
unchanged since 1981, when it was increased by £180 to
its present level of £360. For 1987-88 I propose to increase
it by a further £180, to £540.

Finally, I turn to the basic rate of income tax. This is
the starting rate of income tax for everyone and the
marginal rate for the overwhelming majority of taxpayers.
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In my Budget speech last year I reaffirmed the aim set
out by my predecessor in 1979, to reduce the basic rate of
income tax to no more than 25 per cent. That remains my
firm objective.

However, given my decision to use the greater part of
the fiscal scope I now have to reduce the public sector
borrowing requirement, that goal cannot be achieved in
this Budget.

I can, however, take a further step towards it, as I did
last year. I am therefore reducing the basic rate of income
tax by 2p to 27 per cent. This reduction, which will benefit
every taxpayer in the land, will be worth more than £3 a
week to a man on average earnings.

There will, of course, be a consequential reduction in
the rate of advance corporation tax, and—as last year:

I also propose a corresponding cut in the small companies’
rate of corporation tax from 29 per cent. to 27 per cent.

Taken together with the income tax change, this will
mean a significant reduction in the tax burden on small
businesses, which are so important for future growth and
jobs.

The income tax changes I have just announced will take
effect under PAYE on the first pay day after 17 May. They
will cost a little more than £2 billion in 1987-88 over and
above the cost of statutory indexation.

The total cost of all the measures in this year’s Budget
again on an indexed basis, is a little over £21 billion.

CONCLUSION

In this Budget I have reaffirmed the prudent policies
which, despite a year-long coal strike followed by a
collapse in the oil price, have given us the strongest
economy we have known since the war.

After an autumn statement which substantially
increased public spending in priority areas, I have once
again cut the basic rate of income tax: a cut which the
Labour party is pledged to reverse, if it is given the chance
— which it will not be. And I have done this while
sharply reducing public borrowing—a combination that
has eluded successive Governments for decades.

This is a Budget built on success, and a Budget for
success. I commend it to the House.

PROVISIONAL COLLECTION OF TAXES

Motion made, and Question,

That, pursuant to section 5 of the Provisional Collection
of Taxes Act 1968, provisional statutory effect shall be given
to the following motions:

(a) Unleaded petrol (Motion No. 2); and

(b) Vehicles excise duty (farmers’ goods vehicles) (Motion

No. 3—/Mr. Lawson.]

put forthwith, pursuant to Standing Order No. 50 (Ways
and Means Motions), and agreed to.

Mr. Deputy Speaker (Mr. Harold Walker): I shall now
call the Chancellor of the Exchequer to move the motion
entitled “Amendment of the law™. It is on that motion that
the Budget debate will take place today and on succeeding
days. The remaining motions will not be put until the end
of the Budget debate next week, and they will then be
decided without debate.




