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This<§§§§§%:sets out my proposals for the Budget this year.

2% My aim, as always, has been to devise a Budget which will

3
copy No . oF ||
REF NO: , . /3.

give us a solid financial framework, with a safety margin built
.

. - - .
intel Gt My specific objectives this year are to balance the

budget, reduce 4 - and carry forward the process
——

of “tax reform. : with conservative forecasts of revenues,

I can finance the

surplus for 1988-89

in 1987-88. I will DBg nding you a separate note shortly about
e |

the MTFS, including m osals for monetary targets and the

precise level of the PSB é;2>> TS I

Income tax

512 I propose to redeem our Manifesto pledge to reduce the
basic rate to 25p in the pound. Bdg\\I do not wish to give the
impression thaz—_ghis means that -1b ask is now completed. 1
therefore propose to announce a neﬁiggfgget for the basic rate

of income tax, of 20p in the £, to reached as and when it

is prudent to do so. %

4. I propose to increase the personal C?allowances, including

the age allowance for pensioners, and the upper lzmit for the

—

basic rate band, by twice the amount required for indexation - ie

roughly 7% per cent. The main personél allowanc will then

be 26 per cent higher in real terms than they we we came
-
into office. This increase 1in allowances meets concern

about those at the bottom of the income tax scal high was
expressed by a number of colleagues when we discussed get
prospect in Cabinet. <§§§§$
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I propose to tidy up the system by doing away with three

minor personal allowances - those for a housekeeper, a
or daughter's services, and a dependent relative. These
eft-over from the inter-war period, before Beveridge.

been frozen for years, and are tiny: the largest
is o z;;§§§th about 50p a week. Few peopléﬁ-claim them; and
e

-

any 1lo s will be sﬁgmped by gains from the main income tax

reductions.

6. To simplify the system still further, I propose to do away
with two other (ryles about dependent relatives. First, I propose
to abdlish the "eli"e'f"*ohnA ‘new mortgages taken out to buy
houses or flats £ depadndent relatives: the relatives themselves
—

e

will be able to claim/the relief instead. Second, I propose

to end the special emption for sales of assets held by

dependent relatives: re no different in principle from

any other assets. <§§>>

Tl The changes to the basic rate and the allowances will benefit

about 25 million people - far more than will be affected by
e T erwl vy

any other measures in the Budget. The married man on average

earnings will gain nearly £5 a week ‘

8% This is clearly the year to E%g?ﬁ? down the higher rates
as well. I propose to abolish all the<p'= er rates of tax above

the first higher rate of 40 per cent. s will give us one

; f the lowest top rates in the world, ag@ a simple tax system
B S e e
consisting of a basic rate of 25 per cent and a single higher

rate of 40 per cent (which will be reached at a taxable income

BESLACI00EN T o je el vlend s (o peset

Taken together, these measures will give
possible boost to the enterprise culture and so help
the economy further.

success.

to Labour's penal rates;
W ey

to strength since I cut corporation tax, so that they too

contributing a higher proportion of total tax revenues.

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY
ital Gains Tax

@ ith the basic rate down to 25 per cent, the flat rate

f)) 30 per cent on capital gains looks high for basic rate

tax With the top rate down to only 40 per cent, I believe

the r é;éﬁgurse is to align CGT with income tax. Capital gains

will th be charged at the ._s—a.me two ‘rxjatesp_;s- income - 25 per
cent and 40 per cent. This will gréétly reduce the excessive

incentive to invest for capital gain rather than income, and

the artificial conversion of income into capital gain.

11. Alignment come tax will put CGT on the same footing
as 1in the United s, though our effective top rate of tax
on capital gains w n fact be significantly lower than the

—r

T Ty
Americans', because t ve no provision for indexation.
SN

12. At the same time, opose to abolish altogether the
as been indexed since 1982, when

taxatlon of paper galns
it was —;;Eg;med by Geoffrey Howe. But indexation really came
too late. It indexes away the low inflation of recent vyears,
but does nothing about the ravages of the '70s. There are people

and companies who have held ass%iffgifnce the 1960s or 1970s,
i

p—

or even earlier, and cannot S them without paying

substantial tax on pre-1982 paper 9 S. I propose to put -a
complete end to the taxation of al gains made before 1982.
CGT will be charged only on real gain;-;gggiigfce then.

13. When Geoffrey Howe introduced indexatggn in 1982, he made
explicit rough-and-ready compensation for the problem of pre-1982

gains by exempting an extra £2,000 a year of gains from tax.

A Sl ] 3l
That compensation will no 1longer be Jjustified. therefore

propose to reduce the annual CGT exemption fro present
£6,600 to a round £5,000. The Americans, incide have
no such exemption at all. The further change de ibed

paragraph 23 below is also relevant in this context.

l4. I remain concerned with the impact CGT can have o h
small businessman selling up on retirement. People are

reluctant to build up capital if they feel they will face a
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<::érge tax bill at the end of it. At present, they can realise

:ﬂf:,ooo without paying tax. I propose to extend this retirement

ef, so that half of any gain between £125,000 and £500,000
completely free of tax.

15. For similar reasons, I propose to reduce and simplify
inheritance tax. I propose to raise the starting point from
£90,000 to £110,000, sweep away three rates altogether, and
set a single f1l te of 40 per cent. This means that we shall
have reduced iQ%£%§§§fce 7;5:‘2;;; seven rates to one in the

course of two budde&t

16. It also means the number of estates caught by
inheritance tax will b ced by a quarter, and that ordinary
people will be able t on ordinary homes without being
taxed. And with 50 per business relief, the effective
rate for family busfgggges passing from one generation to the
next will be only 20 per cent. That, too, will be one of the

lowest rates in the world.

17. I propose to abolish the 1ion bequests to political

parties which are free of inherifa tax. This will put

political parties back on a par with\\charities for inheritance

tax, as they originally were. ©

o

The personal tax system

18. These changes to income tax, capital gains tax and

inheritance tax will leave no rate in the perso%g¥?§ﬁax system
-\
above 40 per cent. \&g}
k__/

19. I propose to complement this reduction in rates w further
reforms. The first is to put the tax treatment of ge
on to a sound footing. <3§i§§

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

penalties on marriage

propose to end in this Budget the three main tax penalties

ge.

e

21. z%£§§>there is the fact that cohabiting couples can get
twice as” much mortgage interest relief as married couples. This
is widely resented and criticised, and quite rightly so. We
paved the way for a change in the 1986 Green Paper on the Reform
of Personal Taxatien. I propose to implement the proposal there,
which is to m e £30,000 limit on mortgage relief apply
per house, flat \r8sidence". This will not take effect until
August 1988, to g building societies and borrowers time
to adjust. Existi tgages, and those taken out before
August 1988, will not cted.

e
22. Second, there is th e that a cohabiting couple with

two children can claim twd” additional personal allowances - the
tax relief designed for sinaig—_;arents. I propose to limit
them to one from 1989.

S =l Lon
23. Third, there is the fact th ried couples are allowed

only one annual CGT exemption betw-;n 2 I propose to give
husbands and wives separate annual emptions with effect from

1990. — s
L

Independent taxation O

24. This last proposal is part of my wider proposals to introduce
independent taxation for husbands and wives in 1990 I propose
to give separate personal allowances to husban nd wives,
just as if they were single, but with a special ma

allowance on top, equivalent under the present sy

difference between the single and married allowance.

meet the growing demand (vigorously expressed at as

Party Conference) for privacy and independence for married
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No-one will lose, but a number will gain. My
Secretary has sent yours a draft press notice which

the proposals at greater length.

Maintenﬁﬁggshnd Covenants

25. I propose to reform and greatly simplify the taxation of
maintenance and covenants, other than covenants to charity,
which will not ouched. THZ‘EEX system is currently involved
in all sorts g§§§§;~\;actions between individuals which should
be nothing to do the Inland Revenue. In the normal case,
if one person give income to another (for example a husband
giving money to a r child), the Inland Revenue is not
involved. But if some ives the money by way of a covenant
or maintenance payment, ax the recipient and return the
money to the dohor in t relief. This is absurdly complex.

e e

It would be a great prize to simpzzfy T = e

26. Covenants are the easier case. Most (but not of course

all) of those affected by my prepesals are from parents to
. Q) —

students: they have grown in a qu nintended way as a result

of the decision to reduce the age ajority to 18. For the

future, I propose to stop both taxfﬁg_ students (or any other

A
covenant recipients) on thei_r_}jgceiptgiving tax relief

to the parents (or other covenanting do s), thus taking the

tax man out of the transaction altogethe;c.> I propose to make

a broadly compensating reduction in the parental contribution

to student grants at mandatory rates. Existing covenants will

——

be unaffected. There will be a modest yield fro is reform,

since high tax payers will lose the ability to ma X saving
T

via covenanting. Kenneth Baker is content.
B —— T
27. Maintenance payments are more difficult, and I
some adjustments in the details of my original proposals.
prrm———

—— . B A
of these payments are from divorced men to their ex-wiv
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i%iii%%ldren. It 1is, in principle, easy to stop taxing future

écipients, and I propose to do that. The pure 1logic would
0 Fo sto iving tax relief altogether to future donors; but

in practice, be wunduly harsh, and there is no

of the parental coﬁE;iBEEIBn to student grants by
ompensate them. I have therefore decided that, in
an supporting a separated or divorced wife should

future,

——

still be able to enjoy tax re%igf on the payments he makes,

——

but only up to the difference between the married allowance
(which he formerly had) and the single allowance (to which he
was reduced fo g the separatio;—:;?~5?50rce). For.,1988—89
this will be £1,

28. I would have(( liked to say that existing maintenance
agreements will be cted. But this coaia—\looi__ﬁarsh to
existing recipients of enance payments, all of whom would
prefer to switch to th system, and so be freed from tax
on their receipts. I hay§£§%§gzg?ore decided, in these cases,

to exempt up to £1490 of receipts from tax straightaway. There

will be other transitional arrangements to protect the interests

of existing donors.

29. The Lord Chancellor has been helpful to me in refining
these proposals. He 1is kindly afr ing for his Department

to get the necessary messages to the\Courts after the Budget.
And I am also having leaflets prepared plain the new rules
to those affected.

Charities

30. As I mentioned above, I propose to leave anged the
tax relief for covenants to charities. At the same I propose
to double the amount people can give to charitiésg, x free,

“ 2 1
under the payroll giving scheme.

Company cars éé%i§>

31. The big reductions in income tax rates will enable mgcj§k>

tackle a number of areas where the tax system provides reliefs
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are hard to Justify. The most significant in revenue

is the taxation of company cars. At present, we value

for tax purposes at only a quarter of what they are worth.
ié;i?ﬁy could not move to full valuation in one go. But I

<i§§3>double the car scales in 1988-89.
h—-————\——_‘
Abo

§25% €§§>95 per cent of those with company cars will still
benefit from the Budget overall, because they gain more on income

pro

tax rates and allowances than they lose on cars. I do not expect

these measures to have a large effect on the car industry.
David Young is co ;A ~N p~o4¢J(1 WL S e 3

33. As a minor Q%§é§§ification, I propose to %giémpt from tax
the benefit of free féif%prking provided by an empioyer.
Forestry ;;i

34. I shall, as agree ,nggbounce in the Budget our main
conclusions on forestry. We shall be ending a tax shelter which
has become more and more 1ludicrous and widely criticised, and

switching to an improved grant regime which should be much better
for the environment. I have not ysecured agreement on the
new grant regime (which is not ctly speaking a Budget
measure), but hope to do so soon. <2§f?

Home improvement relief ‘O<:::>

35. I propose to abolish the tax reliefCon home improvement
S ——

loans taken out after April. They have become a form of cheap

consumer credit. Few are used to finance extensions or loft
conversions. Most go on items such as double-g ing which
could reasonably be expected to be met out of s Some,
in practice, finance cars or holidays. It is virtual

to police what they are used for, and PAC criticis

mounting.
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Most of the loans affected are small - half are for less

£3,000. And, of course, no existing loans will be affected.
not, © therefore, expect a significant effect on the

co ion industry. Nicholas Ridley is content.
S ———

Life i;égﬁse premium relief

37. The tax relief for pre-1984 life assurance premium payments
is traditionally set at half the basic rate of tax. For
simplicity, we have not adjusted it every time we have reduced

the basic rate; I propose to reduce it this year to 12% per

cent. il
3 Giiib

Share ownership

38. I shall be repor n the Budget that share ownership
has increased slightly in\th ast year, despite the stock market
collapse. To encourage itCé%§§her, I propose to raise the limit
on Personal Equity Plans from £2,400 to £3,000, and to relax

g R e S
the restrictions on employee shares obtained outside the approved

employee share schemes.

Business expansion scheme ‘6

<,
39. I propose to extend the BES, fo Cf'-~ years, to companies

providing property for rent on an assurxé denancy basis. This

should help Nicholas Ridley give a kick:&tart to the private
renting initiative, which I strongly support.

40. At the same time, I propose to limit the amount which any
one company can raise through the BES, so as t urage the
flow of funds into smaller firms in general an t-ups in
particular.

Other taxes on business

41. ©So far as the main rate of corporation tax is coné§§§é§>

I intend to leave well alone. But I shall bring the s

companies' rate down to 25 per cent, in 1line with the basic
S—
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.

@@e of income tax.

I propose to abolish capital duty altogther. This, “is i a

ent tax on companies which raise neﬁwéépital, introduced
to meet EC obligations which have since been relaxed.
abolish the unit trust instrument duty of

all proparty put into a unit trust.

43. I propose to simplify the system further by ending the

special corporation tax deduction for entertaining overseas
——

customers, thus ting all business entertainment on the same

footing. The c nding VAT exemption on entertaining foreign
EP———

customers should O.

44. I propose to g;b e the VAT threshold to £22,100, the

[ . ’—“\ ———
maximum permitted under W.

45. On more technical matt I propose to remove an unintended
tax obstacle to building societies converting into companies;
to simplify the administrative arrangements for taxing members
of Lloyd's, and to sort out a problem for members of Lloyd's

when they leave syndicates.

Company residence and migration CkifQ

46. I propose to change the rules for ¢ nority of companies

which wish to change_*their country of dence. At present
the rules require the Treasu;}_ to give fggﬁgif,consent and are
backed up by criminal EEEEElons. 1"“5?6565e to substitute
objective tests. Companies will be free to migrate if they

wish, but will have to pay their accrued UK taxes Rrstc .. This

will avoid the loss of what could be very subst Q}' sums of

revenue, and is in line with the practice in most oth ntries.
Excise duties
47. Finally, I propose to raise the excise duties broa

line with inflation. But I propose no change in the ta

unleaded petrol: this means that the differential between leaded
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nd unleaded will double to just over 10p a gallon. I also

gr‘a pose no change in the tax on ),S.DEE%‘;S or pipe tobacco, or
. . . S ———— .
he main rates of vehicle excise duty: the cost of keeping

L —

v hanged will be financed by a slightly larger increase
= :a gallon) in the petrol tax. I propose to reduce the
CLON ©
N

some low alcohol drinks. And I propose to introduce

#BD charge on juggernauts which exact a considerable
toll on the road system. Table 1 sets out the proposals in
detail.

48. I have a s 1 change to announce on VAT, to apply the
tax to all ce rs‘,?. instead of just to some as now; this

tidies up an awkw rderline.
\o

Cost and RPI effect %

49. Table 2 shows the ue effects of the package (which
are still subject to mino ions). It will add about 0.4 per

cent to the RPI as conventionally measured - about 0.28 per

cent from indexing the excise duties (which is of course already

in the baseline) and the other 0.12 per cent from reducing the

basic rate of income tax (which increaSes the net cost of mortgage
payments) . ‘

o
50. I should be glad to know that you@ content.

©

N.L.
4 March 1988
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Table wine
Sparkling wine
Sherry

Spirits
Cigarettes
Cigars

Pipe tobacco
Petrol (leaded)
Petrol (unleaded)
Derv

VED (cars)
VED (other)
Gas oil

Fuel oil
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Table 1 Excise Duties

Duty increase
(per cent)
4.7
9.7
4.5
4.5
4.5
nil
<
Sleil
nil
5.5
nil
555
nil
nil
nil

nil

NOT TO BE COPIED

Price increase (pence)

Proposed

1.0
1.0
3.8
5.9
6.1
nil

3.4
1.9
nil

5.5
nil

4.7
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Diff. from Reval.

+0.
+0.
+0.
+1.
+1.
=20,
nil
nil
-2.7
+1.8
-3.6
+1.5
-£3.70
-(various)
-0.2
-0.1

@
L
I
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2 Revenue effects of Budget measures
z>

NS#Z £ million yield(+)/cost(-)
1988-89 1989-90

)

perso ances double indexed

basic rate li double indexed
basic rate reduced to 25p
higher rates above 40p abolished

car benefit scales doubled

home improvement lo elief abolished
covenants and main
Independent taxation

Capital gains tax

annual exemption reduced to<

gains charged at income tax ra &

tax rebased to 1982 %
Inheritance tax

flat rate of 40% above £110,000

Corporation tax
tax on capital gains rebased to 1982

small companies' rate reduced to 25p
Capital duty abolished
Excise duties

petrol and derv
vehicle excise duty
tobacco

alcohol

Other tax changes

Total

- =nil. * = negligible.

All figures net of cost/yield of indexation.
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