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@ CONFIDENTIAL

PRIME MINISTER

This minute t my proposals for the Budget this year.

2. I have decided give priority to a major reform of
emp}oyees' nation g}/grance Eahtributions, and to measures
which will further eﬁéﬁgﬁége wider share ownership. I am not
therefore proposing \gﬁit r reductions in the basic rate of

income tax this year, o ncreases in allowances over and

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

__—\
excise duties. I can finance these and the other measures I
am about to describe while continuing to repay debt on a very
substantial scale. I shall sen a separate note shortly

about the MTFS, including my p osals for monetary targets
i———
and the precise level of the PSDR

<3<i::>
National insurance contributions

o

3. My main reason for giving priority to the reform of
e ——
national insurance contributions is to deal with the

so-called "steps", those points on the earni cale at
which people can find themselves worse off if th

because they lose more in national insurance co
than they gain in extra pay. The NIC reform is also(fhe) best
way to lighten the load on the lower paid

everyone on just under half average earnings or more wi
a week more of their own money.
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nder the present system, anyone earning less than
£4 ;g§§§ek pays no NICs at all. Anyone earning between £43
and 5 pays 5 per cent on the whole of his or her earnings,
including the first £43. Anyone earning between £75 a week
and £115 a week pays 7 per cent, again on the whole of their

earnings. Anyone earning between £115 a week and the upper
earnings liq@iﬁi} £325 pays 9 per cent on all their earnings.

S. There are\t three steps, at £43, £75 and £115. At
each of these paint an extra pound of earnings can trigger

d of NICs.

more than an extra
6. I propose inste§§ =  from 2 October (1 October is a

Sunday), employees who ICs will do so at only 2 per cent

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

S——
on their earnings up to £43. On their earnings above his
T e

limit.

7. This will increase by £3 a@ he take home pay of

O

those earning £115 a week or more. at is about 40 per cent
of male average earnings. With inde i of the personal
allowances for income tax, the combin rden of income tax
and NICs for someone on half average ea will fall by
over 2 per cent of gross pay. 2 T

8. The reform will greatly reduce marginal rates at the
present steps. It will abolish altogether the s

and £115, and reduce the last remaining step a

86 pence. I have thought it right to retain this

equivalent of the old national insurance stamp beca

the entry ticket to contributory benefits

the contributory principle.
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here may need to be a consequential reduction in the
volun NIC rate which those not in employment can make,

if ey so wish, to maintain their national insurance
records. This detail is yet to be finally decided. There
e s

will be no change for employers or the self-employed. (The
steps are nothing like such a problem for employers as for
employees; to extend the changes to employers would

roughly doub cost.)

10. The reform primary legislation, which will be
introduced at the séZES*of the Current Social Security
Bill. It will cost lion in 1989-90 and £2.8 billion in
1990-91. I have di these_gzggsgals with John Moore,
who greatly welcomes t : They will meet the concerns
expressed by colleagues and others that the Budget should
reduce the burden on the lower paid.

Income tax ‘s

11. I do not propose to change the’basie or higher rate of

income tax. I shall increase the persldnal/allowances and the

basic rate 1limit by the amount reqe}red for statutory
indexation, which is 6.8 per cent rounded up. The main
e ———————————

personal allowances will thus be maintained at a level 26 per

cent higher in real terms than when we came to office.

The elderly

12. I think it right to do something for the elderly

13. First, I propose to redeem our 1979 election pled§§§§§é:

abolishing the pensioners' earnings rule from 2 October.

people wish to defer taking their pensions, they will
continue to be free to do so, and to earn a higher pension

when they retire; BOGhItSEARE®e entiNBTaTatBir GOPIED
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The public expenditure cost will be about

in 1989-90, and about £370 million in 1990-91

be met from the Reserve. The net cost will be

erably less, because we shall get back additional

revenue EESE_Eﬁe increased pensions in payment, and from

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

14. ose to extend the higher age allowance

which current ies to those aged 80 and over to take in
all those aged 7 g~ . This will take an additional
15,000 pensioners ¢ tax. Single pensioners in the 75-80

age band will have dé/ reduction of £1.73 a week, and

married couples £2.55. C;;>§

18 Third, I propose to reduce the rate at which the age
allowances are withdrawn. This has given rise to complaints

because, after last year's abolition of the top rates of
income tax, the withdrawal rate xceeds the higher rate

of tax. It will come down from rly. 42 per cent to 37% per
cent.

o
16. Finally, the Finance Bill will ((indjude the new tax

relief for pensioners' health insurance e;emiums announced in

the Health White Paper; it will come into effect in
April 1990.

———————

Company car scales Qé§§%§§

17. I plan a further increase in the scales for téégib
benefit from company cars, which continues to be unde
oo i sl

I have decided they should be increased by a thi f

significant increase but less than is generally expeégé

The great majority of company car drivers will be better ogf;>§
from the Budget as a whole; and in the second half of the

year, when the effects of the NIC reform come in,

significantly so., BUDGET SECRET NOT TO BE COPIED
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18 I propose to simplify the taxation of income under

Schedule E, to remove a major complication which stemmed from

thedays when there were many different higher rates, and

which main fects directors. In future, they will be

taxed when t ~receive income, instead of when they are

deemed, after %zfééicated adjustments, to have earned it.
ho

_——

et ot e
This will have a b-term cost, but in the long-term will

save a significa mber of Revenue staff and produce a

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

save for two areas.
<P

20. First, I shall reduce t ax on unleaded petrol by
getting on for 4 pence a gallon. That uld make unleaded
nearly 10 pence a gallon or a litinES)er 2 pence a litre
cheaper at the pumps than four star -"gne of the largest

e

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

Excise duties

increase the tax on two and three star petrol by roughly

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

be at least as high as that for four star. should

accelerate the phasing out of _two star, whi is\\already
underway, and free storage space and pumps f eaded
a

petrol. I have told Nicholas Ridley about this propps and
he welcomes it.

21 Second I propose a number of changes to the Veh e

Excise Duties, which I have agreed with Paul Channon.
———————
present, a bus or coach has to have 66 seats before it pays

———

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

£ BUDGET SECRET NOT TO BE COPIED
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his group of vehicles. I also propose to increase the
n non-articulated lorries, to put them on a more equal
foeti ith the tax paid by articulated lorries. And I

propose to simplify VED, cutting the number of main rates by
S ——————
about a third.

Value added(%éii)
)
22. As usual, s‘opose to raise the VAT registration
threshold as mu can under EC law, namely from £22,100
to £23,600. 6‘) " il e ob
éio

23. The only change <§££§$ coverage of VAT I have to
—
propose this year has ready been announced - the measures

to 1mplement the ECJ judgement of last June requiring us to

end the zero-rating of non-domestic construé%ion; of supplies
of electricity and gas to non-domestic consumers, and of
water and sewerage services industry; of protective
clothing and headgear supplied employers; and of news
services (but not newspapers, ch continue to be zero
rated). As you know, I have de ided~ to give generous
transitional arrangements for non—domé@ﬁ}& construction, and
have agreed to defer wuntil July 1990\\§5é standard rating

required for fuel, power, water and sewerage to enable these
industries to cope more easily with the administrative
changes involved. The loss of these zero rates derives from
the 6th EC VAT Directive agreed by our predeceizﬁgi)in 1977,

Charities

24 . The effects of the ECJ judgement on charities S@

sensitive issue and I have done all I can to soften the b 7
as the charities themselves have acknowledged. All fuel a

BUDGET SECRET NOT TO BE COPIED
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their tivities. But some charities may still have to pay

supplies and construction for their non-business
ies will remain zero-rated, as will water for all

ext VAT. I have therefore decided to introduce some

——

additional reliefs.

—

25. I propose to extend exemption from VAT to fund-raising
e ———
events by @ &} ties (and certain other fund-raising
T )
organisatio&éyj uding political parties and trade unions);

and to extend fggi%;}ng to all advertisements placed by

———

charities, and erilising equipment used by medical
Y - —TT——

charities. And I to exempt from special car tax
vehicles purchased b ility for leasing to the disabled.

f % L = L

26. I also propose change in the rules on covenanted
membership subscriptions so that it is clear beyond doubt

that charities such as the National Trust can offer members

——

free or cheap entry to their properties without loss of tax
relief. This will remove a long<§§§ ding anxiety.

27 I continue to believe tﬁ> the best way to help

charities is to encourage charitabl (g&vgng. I therefore
Ghi

propose to double the annual amount h can be given tax

free to charities under the payroll giciﬁérscheme from £240
to £480 a year.

Capital gains tax <§g§b

28. I shall keep the annual exemption from CG

,000
this year. Married couples will then in effect((ha a
£10,000 exemption when independent taxation comes g%ﬁ%%}t

=
year.

29 I propose to restrict the deferral of CGT on gift

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

BUDGET SECRET NOT TO BE COPIED
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gifts. Now that CTT has gone, the continued CGT
for gifts has become a popular form of tax

az~i§2§§§. I therefore propose to restrict the exemption,
ut shall keep it for gifts of business, farm and heritage

: o ] S mva—
assets, gifts to charities, and of course gifts between
=it Bt

g
husband and wife. Gifts or sales of ordinary personal

-

belongings are already exempt from CGT if they are worth less
than £3,000 ropose to double this to £6,000.

turning income i ital through deep discounted bonds .

0>
Company taxation <§§§i§>>

31. I propose to reduce the burden of corporation tax on
o I Pl sty i

g
many companies, not by changing the main rate of 35 per cent,

30. Finally<§§§%§i§g; propose to block off a device for

-~

which is still one of the lowest jn the world, but by making
the benefit of the 25 per cent gﬁ%éiL

companies rate available
to more companies. Ever since\the rporation tax reform I

introduced in 1984, the small comp es' rate has applied to
companies with an annual profit o cless~than £100,000. The
benefit is only gradually withdrawn, 2 companies only

pay the full 35 per cent rate if they have an annual profit
of £500,000 or more. I propose to increase both the £100,000
and the £500,000 1limits by 50 per cent, reducing the CT

burden for more than half the companies which do not already
benefit from the small—Ebmpanies rate. <gg§b

32. I intend to simplify the tax rules for close ies.
th

At present, 20 pages of complex legislatliion
apportionment rules - are in force to ensure that%éafiiér
not used for tax avoidance. After last year's reforms

rules are no longer necessary, and I shall abolish t

e
e

Special provisions will be required to prevent the use Qf§>§
close investment companies for avoidance purposes, but these

will be pretty straightforward.

BUDGET SECRET NOT TO BE COPIED
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;g§§§§§hare ownership
<>

3. 3r I propose a number of measures to encourage the further

widening of share ownership.

Personal equ “plans
\/

the overall amount can be invested in a Personal Equity

34. I propose@@lise from £3,000 to £4,800 the limit on
‘«

Plan each vyear. that, I propose to raise the amount

which can be invested\j ﬁ%&p trusts or investment trusts
from £750 to £2,400 S;/éar I shall drop the rule that no

B
more than a quarter of a PEP may be invested on unit or

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

the wrath of the Commission ov is, but I see no point in

anticipating it.) TQ%{/

—

S—_—

35, So far, investors in priva itens and other new
issues have not been able to tak dvantage of the tax
reliefs which PEPs provide, because of rule that only
cash may be invested in a PEP. I propose to change this so

that all shares obtained from a new equity issue can be
placed directly in a PEP. This should not only encourage
wider use of PEPs but also contribute cess

future privatisations, in particular Water and

36. Finally, I propose to make a__number of

simplifications to the rules, to make PEPs more

better directed to the needs of small and new investo
cheaper to administer. §>

BUDGET SECRET NOT TO BE COPIED
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e share schemes
A%

M)
37 CjiE}—employee share schemes have been a major success,
growing in number from 30 in 1979 to some 1500 at present.
We need to ensure that the limits governing such schemes do
not hamper this growth. I therefore propose to increase the
aEEBEl limiquﬁﬁ he valqg_of shares which can be given to an
employee in x free; to increase the monthly limit for
all-employee s you-go share schemes; and to double the
maximum discoun market value at which options may bBe

granted, from 10 Eé§§aéﬁt to 20 per cent.

Employee share ownershigfé?gﬂs (ESOPS)

38. I have been impressed by the enthusiasm for Employee
Share Ownership Plans in the representations I have received
about the Budget, both from som ur own backbenchers and
from outsiders. These schemes olve putting shares into a

trust for later transfer to emplo . They are a relatively

new development in the UK, but cou <>h a useful potential

for increasing employee share owne + especially in
unquoted companies. They are at presgnt being hindered by
uncertainties about the deductibility for corporation tax of

employers' contributions to ESOPs. I propose to clarify the

legislation to put this beyond doubt.
T —

Profit related pay

39, Profit related pay schemes have been
more slowly than I would like. In the light
propose to abolish the restriction that PRP
least 5 per cent of total pay; to raise the limit on t

BUDGET SECRET NOT TO BE COPIED
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nt which can attract relief from £3,000 to £4,000 a year;

relax the rules which prevent he:dquarters staff from

u c§2§}§e profits oJf the whole company or group in
cal ating their PRP.

Life assurance

————
assurance and-pemrsions. You will recall that last June I
authorised the faqs to issue a consultative document on
(®
)

sl

tax is uneven betweehn CQm anies, and the overall yield lower
than it should be \by any reasonable yardstick. There has
been a full response fram the industry and others, and the

the taxation of ~_assurance. This drew attention to

defects

Financial Secretary and the Revenue have had consultations
with the main representative bodies, including in particular
the Association of British Insurers.

41, I have concluded that it@r' ht to make a number of

changes within the existing tax ré> e, which is special to
life assurance, but not to <gs the more radical
——————

alternatives canvassed in the consulthti docuégzgj_-sMore

radical reform could arguably place an necessary burden on
the industry when it is adjusting to the changes flowing from

the Financial Services Act, and when it is preparing for the
increased competition it may face in the 1990s in the

European Community. <§§§b

42. I propose, first, to separate for tax p the
pension business of the 1life offices from 1life nce

proper. This will stop the 1life offices from g
E;;glons expenses against ligg_gysiness profits. The A <§§§§§
itself acknowledged that it is anomalous to allow thi
present. This single measure is the source of the net yielk§;>$
of the life assurance package: the other measures are broadly
neutral over a run of years, with a modest reduction in yield

to start with. BUDGET SECRET NOT TO BE COPIED
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4 propose to spread over seven years the c2ductibility
of X ses associated with séTTIHE—'new life eassurance
Wpoli es, which the present regime allows to be dedicted all
athéigé; to reduce the tax on life assurance policyholders'

funds from 35 per cent on income and 30 per cent or capital
gains to a sig;le rate of 25 per cent; and to abolish Life
Assurance 'Eﬁg—special stamp duty paic on Life
Assurance Pol The changes will come into effect on
1 January 1990; O give the life offices time tc ad)ust,

the spreading of fgass will be phased in over four years

(@\) s
Unit trusts <§§§E§>>

44, I also propose to reduce the rate of tax on unit trusts
to 25 per cent. This will remove a tax disadvantage which
UK unit trusts Eace. The change will apply to auvthorised
trusts recognised in the Co as "Undertakings for

Collective Investment in Transfe e Securities", for whom
the EC UCITS directive comes into g> ct later this year.

©

Pensions

45. For pensions, I propose first to make an important
—————
deregulatory change. At present the tax reliefs for

contributions to occupational pensions, for the itself,
and for the lump sum, are tied to schemes which i

the relevant Inland Revenue rules and limits.

wants to pay pensions beyond the Inland Revenue

whole of the tax relief is lost.

aII:S;-nothing rule. Employers will be free to pay
o —— e ——
pension benefits, but from non-tax privileged funds.

BUDGET SECRET NOT TO BE COPIED
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t the same time, I propose to put a limit on tho tax

re '€;§k§ich occupational pensions can receive. This will be
related to final salary of £60,000, indexed to prices. Even

if it were applied immediately, onI;' some 50,000 employees
-.\—-
would be affected; but I propose that the measure should only

apply to new/,gptrants to existing schemes, and to new

schemes. U
g o <§§)

47. I opQgse to improve the tax regime for personal
pensions, by ingh S i the proportions of salary which
people of s can invest tax-free in a personal

pension. aRsions measures, this will be the one

with the largest imm .Aggégéypact, and will encourage further
growth in personal pension provision. There will be a cash

limit on the total contributions which can be made tax-free.

48. Public service pension schemes including the Civil
Service pension scheme will hav e amended to comply with
these new rules before the impl ntation date of 1 June. I
have told colleagues most dire Yy involved about my
proposals. After the _Budget, I L -want to consider with

them the implications of the new ruld&f/ﬁ%r public service
) T
pensions.

o

Other measures

49. I propose, at Paul Channon's request, to i
Finance Bill provision for the sale to the

"cherished" car registration numbers.

50, I propose to exempt from taxation as a benefit-i-s :
the security equipment which a few employers now have

provide at the home of key employees at risk from terrori
or other attacks.

o
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also propose, as you know, to include in the Bill
pr ;%§§85 to restore criminal sanctions aguinst Revenue or
e ———
Customs officials who reveal information about the private
——————————

affairs of individual taxpayers.

—

52, I intend to issue consultative documents on the tax

ribieirll '
treatment o s and losses on foreign currency borrowing,

and of intergst \swaps between companies and on proposals to
simplify the ‘admini i of the tax scheme for
sub-contractors ¥\ construction industry.

535 Finally,
reached on i . The representations on the

consultative document Revenue published last summer have
convinced me that the world wide income approach would be
damaging and unworkable. I intend to have it made clear

during the Budget debates that we do not intend to continue

with this proposal. <§§§b
o(
Cost

54. I attach a table which summarises tt revenue effects of

@
L

7 March 1989 ;i
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Table 1.1 The Budget measures!

£ million yleld(+)/cost(—)
1989-90 1990-91

Changes from Changes from Changes from
a non-indexed an indexed an indexed

A ( & base base base

" 9B
National fsurance @) ;&A
reform employee conmbuno@ — 2805
Income %ax <>
personal allowances and basic rate llmlt

car benefit scales 1ncreased \
new Basis c€ ossasgwaank G,-" SN( E \

/

A
A

Excise duties
petrol, derv etc

duty on unleaded petrol reduced, duty increased
for 2 and 3 star petrol

vehicle excise duty
tobacco

alcohol

Value Added Tax

non-domestic construction etc

Life assurance businesses’ tax regime reformed

4
Corporation Fax

small companies’ rate threshold increased @% =35

Other tax changes

Q F

Pensioners’ earnings limit abolished? — L j\\ Lk
Total — 250 e ‘375 &L 27X 390

375
! These measures and the basis of the costings shown, are described in detail % Public expenditure cost of £125 million in 19 mmllwn in

in Chapter 4. 1990-91 will be met from the Reserve. See Chapl
* = Nﬂu\\:i\;n\( - a2 W7
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The background to this year's Budget is the

unprecedented strength of the British economy, coupled

with the continuing need to combat inflation, at a time

e —

when, throughout the world, it is unmistakably edging up

again.

/65% shall begin with an account of the performance
0

\\economy in 1988 and the prospects for 1989, set
in fﬁé//’\jext of the past ten years. I shall then deal

with \ policy and the public sector finances.
1% XA

Finally, 153Q3}$ propose a number of measures to carry

forward thé\prqégég of tax reform.

<

3% As usual, the Financial Statement and Budget
Report, together with a number of Press Releases filling

out the details of m&&é}gkosals, will be available from
p SO -

the Vote Office as sooniéé.I have sat down.
N
C>4/~\|
Qr“i/

O

ECONOMIC PERFORMANCE AND PROSPECTS

4. The Government's first ten years ﬁi office have

seen a transformation both in the wayQiﬁ/whlch economic

BUDGET SECRET NOT TO BE COPIED
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achieved. %é

o For the first time, financial policy has been set

firmly and explicitly in a medium-term context. We have

been guided by the basic philosophy that the Government
should set a sound medium-term financial framework and
leave the private sector free to operate with confidence
it.
NP
W

<z§§§fovernment came to office with two central

obijec \ to defeat inflation and to breathe new
] o \@ ’

life intog?/ﬁgxibund economy - and a clear idea of how
ke
to achievéﬁﬁ28§g>objectives. Inflation is a disease of

money; and monetary policy is its cure. The role of

fiscal policy is to bring the public accounts into

balance and keep them//Qhere, and thus complete the

process of re—estaﬁ{@%géng sound money. And strong

= >
sustainable growth ié%///hieved, not through any

\ N\
artificial stimulus, bdﬁ; \allowing markets to work

again and restoring the entérgg se culture, by removing

—

o
unnecessary restrictions and controls and rolling back
the frontiers of the State, by reforming trade union law

and promoting all forms of capital nership, and by

A

reforming and reducing taxation. 20\
N\ \
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s
the inflationary fires that had raged in the '70s, and

7.

wrought so much economic and social havoc. And we
succeeded. Between 1974 and 1979 inflation had averaged

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

averaged 5 per cent. (‘quﬁ JJ4 dmujT\J::§7Lw¢(u€{/
M A- v ne 7{,’}. - and Rt
o S XV VI S S

Once business and industry recognised the

8.
fun ental changes that were taking place, they
re

to the new economic climate with vigour and

conf széb As a result, we have experienced the

longes ﬁgé?? of strong and steady growth this century.

$
\/

Output i . United Kingdom has grown faster than in

<< y
all the otﬁé@ T;i&/European nations during the '80s - a
marked contrast to the previous two decades, when we
were bottom of the league. And this growth has been
based on a dramatic. and sustained improvement in
productivity. For (g?}:bconomy as a whole our
A
productivity growth héé/jbéen second only to that of

Japan among all the major tiens during the '80s. In
g /%98 g

manufacturing it has exceedéé!e& n Japan's.

e epme S
9. In Britain today we have more people in work than
ever before in our history; they are §e%ter motivated

than ever before, and their liviggiygt@ndards have
2 \

i >
improved beyond recognition. G
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10. But it is not just our economic performance that

has been transformed: so have our prospects for the
future. For over the past seven years, igy?stment has
grown more than twice as fast as consumption, creating
the increased capacity necessary to meet future demand.
Total business investment is now a higher proportion of
national income than ever before. And its quality has
immeasurably, too; as has the quality of
management. We have seen a dramatic and long

C;\'mprovement in company profits. And a

remarkggig{ﬁgowth in the total number of businesses, now

' 9,
at the rag%;p%§gore than a thousand a week.
\

A

N\
\ N
S \
o

e

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

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

.25 A year ago, in<%§§§> aftermath of the worldwide
o~

stock market crash, it lo <gd/as_if there would be some
7N\
/7

)
slowing down from the raﬂ$d/arowth of 1987. 1In fact

A

that was not to be. ©

13, As the House knows, the state of the national

income statistics leaves much to be déégé%gx‘ But it now

\/,/// (‘,»- s
A\

appears that we had in 1988 a second sué§§§$¥§§ year of

g
(«’ ))
N\ ,\‘\
\
,
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growth gu[jdz-pqﬂsfemlwth unemployment falling by

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

peak.

15. But total spending also grew by getting on for
cent, mainly because of the boom in industrial
:E;zéqunt, in itself a welcome event, but also because
of \cpyttnped strong growth in consumer spending. This
inanced to an unprecedented degree by

‘'whelmingly mortgage borrowing.

16.
to renewed inflationary pressure. To some extent this
was diverted into a sharp rise in imports, and hence in

P
the deficit on the c account of the balance of

payments. The publ@g%é/ figures put this at
5141/2 billion in 1988, E;j;ugh given the £15 billion
positive balancing item - nékher name for errors and
omissions - the true figure ‘Q almost certainly less
than this. But whatever the true figure, it is

———

undoubtedly large, and a sharp increase/gp the deficit
T —

recorded in 1987 after seven suegggéiye years of

surplus.

———————
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financed. Moreover, unlike previous current account

deficits we have known in this country, it reflects not

excessive Government borrowing, but rather an upsurge of

private investment unmatched by private savings. {;his

is something that will in due course correct itself.!]z

/\/\/\/\/ T et

House knows, however, there has also been

in recorded inflation. Excluding the

(2 per cent last year, much the same as the

(;i@ T the previous five years. But this

A

N
underlyiﬁéﬁ;ﬁ%§é increased significantly through the
F s )
< >
year, and ﬁégiéﬁa§ds at 51/2 per cent.
N

19, Moreover the pick up in inflation appears to be a
O\ e,

worldwide trend. Taking the seven major industrial

///\\_
nations as a whole~¢§§9 lation 1is now at its highest
<
b
level for some three ;é§§ ‘.

s,
&
< //‘://?
20. In the UK, as in a num%é;/ f other countries, it
became clear that it was nece€ssary to tighten monetary

policy sharply. That meant raising short-term interest

rates, which I duly did, starting last June.

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




Ve

s
BUDGET SECRET NOT TO BE COPIED
21, 3 BBDG‘E‘T LFS‘FﬁNL*ee ly conscious of the

difficulties many borrowers, particularly home owners,

and now experiencing. But however unwelcome high

interest rates are, they are infinitely preferable to

the damage that would be done by high inflation.

22 There are now increasing signs that the determined
action I have taken is having the desired effect. The
housing boom that played such a large part in the events
year has subsided. Monetary growth has slowed
And retail sales, too, seem to have
the past four months, presaging a

in the personal savings ratio.

2

#1518 The out{bok for 1989 is for inflation to rise a

—

little further over the next few months, from 71/2 per

cent including mortgage interest payments to about 8 per

——
=

rd
cent, before fallin ’é@in the second half of the
year to 5 /2 per cent gp tﬁé fourth quarter and perhaps

4 /2 per cent in the secéﬁg qug\ter of 1990.

24, Some slow down in real gPowth is inevitable as we

get inflation back onto a downward path - indeed, it has

almost certainly already begun to happen Overall

growth is forecast to fall from /%g;lAA /2 per cent
,(\\
recorded last year to 2 /2 per cent igls/ﬁyear, with

(¢
N
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is forecast to slow down even more markedly. But within

this, investment, which is holding up well, is once
again forecast to grow faster than consumption. The
current account deficit 1is forecast to remain at the

same level as last year.

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

so-called landing will be is not in the hands of

G gg;gbigt alone. The Government's task is to reduce

1nf$q§Qp acting, through monetary policy, to bring

down t e—gggwth of national income in money terms. The

extent %éé?é&Q? over the short term, this is reflected

in a reduc ig\lnflatlon, and the extent to which it
D A

is reflectedcfln slower output growth, is largely up to

AN A AN
business and industry.

26 The better that i ‘stry succeeds. in controlling
\ cuM/

its pay and other cost less painful the necessary
st

adjustment will be, not

prospects. >&i/)

in terms of employment

27% But over the medium-term, it is clear from our

experience over the past ten years that the policy we

are pursuing will bring lnflatlon<ig§gn, and steady

growth will resume. The best ch?gXbutlon the
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Goverm%néUEf&Eli;athSfcbIEEV is to carry Porwar t&xe

process of supply side reform, to help make the economy

work Dbetter. That is the objective of the specific
measures to which I shall turn in the second part of my

speech.

Monetary policy

28. __As I said at the outset, monetary policy plays and
md%éSQE ays play, the central role in the battle against
inflati It 1is at the very heart of the medium-term

financ é;; ategy, the tenth edition of which I am
y
publishing )
£ ; :
29, I have (@escribed the monetary tightening that has
taken place over the past nine months. This has already

led to a sharp deceleration in the rate of growth of the

//,\
target aggregate, nargq&iﬁyney, or MO.
el r
S 7
30 For 1989-90, the é&%get range for MO will be
1-5 per cent, as envisaged i@;&ﬁ;t year' MTFS. Although

-

it will start the year above the top of that range, its

very low growth over the past six months - under 3 per

———

cent at an annualised rate - suggests that it will
— L Ve,
fairly soon come back within the ranq%xgiég in the past
NN

two years, there is no target for the g%?%Qﬁ of broad
e

e~

@
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orB uG yu n‘tdl\v”:v. g¢ontinue to take it into

account in assessing monetary conditions.

money,

335 The exchange rate is of particular importance in
the conduct of monetary policy. A clear commitment not
commodate increases in domestic costs by exchange

rate depreciation remains a key safeguard against

/
inflation.k This has been demonstrated both by the level

interest rates and by our readiness to use the
' . Q) oy st PJihvf "‘I .

reserves we have accumulaté}. In this context,

continue to work with our G7 partners to

?{(& 4

exchange rate stability that has been a

r Alor I A

bornl/ dreensldln.

N, .
32. Short-térm interest rates remain

the essential

instrument of monetary policy. I ' repeat what I have

stated clearly on a number of previous occasions:

ot
interest rates will sp§k<$§ high as is needed for as

——

T
long as is needed. ‘}Qg tiere will be no letting up in

our determination to get<§; Fgg\of inflation.
SN

©)

Public Sector finances o

33 I now turn to fiscal policy.
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borrowing requirement was over 5 per cent of GDP -

—

equivalent to £25 billion in today's terms.
e,

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

the public debt.

N\
3 ﬁg?) ccordingly, 1last year I budgeted for a further
ubig§§;

P ector Debt Repayment, or PSDR, of some

£3 bl!ilog) In the event, it looks like turning out

almost fg§$J mes as large, at £14 billion, or 3 per

‘/\\\ s e
cent of Gﬁ?Ql\QEven if there had been no privatisation

Z
proceeds at aii/\fhe public finances would still be in

surplus, to the tune of some £7 billion. Government

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

tlme since the Flrst/yggid War.
N\~

\_/ :
O //;

3 Nothing 1like thf; has ever been achieved in the
past 40 years. And no othég//ﬁﬁjor country enjoys a
comparable budget surplus. ‘gt has not been easy, even
though we have been assisted this year by the

exceptional buoyancy of the economy, which both boosted

tax receipts and reduced public expen@ﬂéﬁ%g well Dbelow
7 ok

the planned level.
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38. Moreover, the substantial net repayment of public

debt over the past two years has permanently reduced the

burden of debt servicing, both now and for future

generations. For the coming year, for example, the debt
repayments of the last two years mean that net debt

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

year. This saving is being put to good use, allowing
——

extra spending on departmental programmes within our

o public expenditure constraints.

Ny~
39. @géjo ramatic improvement in the United Kingdom's
/\

public fiﬁ) has also provided a welcome opportunity

S
to devote\§§ r attention to the structure of the debt

that remains.(?ﬁé will continue to seek both to minimise
the cost of servicing the Government's domestic debt and

to improve its quality by relying less on the more

liquid borrowing inst{§§§§Fs.

LA
40. We have also been\§§le to restructure part of the

<> / ;\
Government's foreign currqﬁéz)> debt, launching an
- - - - ,_,,,_.Q_

/
innovative and cost-effective programme of Treasury

Bills denominated and payable in ecu. The first series

of six monthly tenders for these bills has proved very

successful, and this is i ion to
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41. Meanwhile, I am today adding one more entry to the

long list of financial controls which we have swept away
during our term of office. The last surviving relic of
the post-War apparatus for the direction of capital by

the State is the Control of Borrowing Order, which since

1946 has involved first the Treasury and then the Bank
of England in giving consents for equity and bond issues
in the capital markets. As from today it will no longer

b ssary for companies who wish to make capital

Kggii ues to obtain the Bank of England's consent to

(é) ~\of such issues; and we will, as soon as

0551ble‘ <> e the Order ltself and repeal the 1946
p Al e L2309

Act from w§§§§>r§\stems

AN
g

42, The sterling capital market has in recent times
been going through a period of considerable adjustment,

as the Government hascggépged from being a large issuer

to a large purchaser o}?§t§gbwn debt. The abolition of

the Control of Borrﬁylng Order will remove an
O/
unnecessary and bureaucratld\reé;rlctlon on issuers of

capital as they move into the gpace formerly occupied by

the Government when it was a borrower.

43. This new freedom will be enhancéyj\g& a further,
/\

important, set of deregulatory measures&f%@ the sterling
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notices issued by the Bank of England. These measures

will open up the market for sterling paper of less than
5 years' maturity by extending the range of institutions
which can make such issues; and they will create a

unified regime for all these issues.

44. Taken together the changes I have described
constitute a major liberalisation of the arrangements

égjggbndon s capital markets. They will give greater

flek\ ty to issuers and wider choice to investors.
\>/-\O

S AN
45. Iﬁ“%%%%b year's Budget Speech, I set out the

principle \&}> \palanced budget as the proper objective

of fiscal pol(éy, in these terms:

"A balanced budget is a valuable discipline for

the medium tgﬁ?gghlt represents security for the
\V
present and an fhggépment for the future. Having

achieved it, I 1Intend to stick to it. 1In other
O/

words, henceforth a zé%é/éﬁBR will be the norm.

This provides a clear and simple rule, with a good

historical pedigree."

46. It is a rule that ensures that, @gﬂgatlonal income

continues to rise, the ratio of pub11c<§§§tzto national

@X

14
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interest. 1T ensures, too, that the State makes no

claim either on the savings of the private sector or on

flows of finance from overseas. To go further than

this, and seek to achieve the maximum possible repayment
of public debt, would not be consistent with the
Government's policy, as it would mean deferring for a

very long time the benefits of a reduction in the burden

o

of taxation.

@T

I reaffirm the principle of the balanced

I
wever, given the substantial surplus we now

\\‘(\7
have, thé/b of prudence and caution must be to return
7

to balanc \ R overnight, but gradually,(pver a period

/

A% e
of year%. Thqé/gé' can expect to have a number of

further years of debt repayment ahead of us.

48. Moreover, given t %yarticular uncertainties there
NS
are at the present timéégi/b;lieve it would be right to
o

budget for 1989-90 for a rplus similar to that secured

S~
in the year now ending; in oéég;bwords, a further public

sector debt repayment, or \éSDR, of some £14 billion.
This means that, in the space of three years, we shall
have repaid roughly a sixth of the public debt that has

accumulated over two centuries. But ¥K§§iﬁo means that
o -

it will not be possible in this year's<§g§§ét to reduce
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TAXPAYER CONFIDENTIALITY

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

have one other change of a specific nature to announce.

(k\As the House knows, the new official secrets
lé&igi/kion currently passing through Parliament is very
muchi@@i%ijer in scope than the present Official Secrets
Act. >p§x5lcular, it does not cover information in

the posse{s&dh\wf either the Inland Revenue or Customs &

\ A t—
Exc15e conhergﬁﬁq the private affairs of specific

v

taxpayers.

3. I am sure that ;be whole House will agree that it
is essential for taprng)confldentlallty to be properly

R e
protected. I therefore opose to introduce provisions
e e

in this year's Finance B&@J ~tQ ensure that it will

continue to be a crlmlnaiu/é%fence for officials or

e

former officials of either of<%he Revenue Departments to

e

reveal information about the private affairs of a

specific taxpayer.
e T T

rotection

is in no sense a reflection on the probity tegrity
o )

of the members of those two Departments. Indge Qﬁ after
\o
nearly six years as Chancellor and more than el jears
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as a Treasury Minister, I would 1like to take this
opportunity to pay public tribute to the outstanding
service I have consistently received from the officials

of both Departments.

BUS §S TAXATION
ijb”\
A\
5. ‘\%ZZFBW turn to taxation. As I have done on a
Y

number revious occasions, I propose to divide this

-
AN

\/

)
N/
into thrq%§7§§gad sections: the taxation of business,

SNAOD .
the taxat16§>o§j§gylngs, and the taxation of personal

’ T ——
. S o
income and spending.

7. Ever since the coﬁ?giﬁ%ion tax reform I introduced
A\
in 1984, the rate of \§9r’ﬁ‘ation tax for small
£y
companies, defined for this se as those with annual

profits of less than ElOO,OOO,Chas been set at the basic

rate of income tax, currently 25 per cent. Large

companies, defined as those with profits_Qi £1/2 million

or more, pay the main rate of corporé&ﬁé%&

—

Qb
cent, one of the lowest rates of tax on<é§§baﬂy profits

in the world. Between £100,000 and £1Y\ m¥Ilion the

/

%ax of 35 per

. N
average rate of tax gradually rises froQ?) e - -

35 per cent. S\\
AN

/
/

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

sub§ta?t1ally, by 50 per cent.

small companies' rate will apply to

companggg <£§$ profits of under £150,000, and the 35 per

cent rat@//\> only be reached at profits of
£ /4 m11116§§ jﬁQFe changes will reduce the corporation
tax burden %or more than half of all those companies

that do not already enjoy the benefit of the small

companies rate. A
e\
< @)
10. I propose to <i,n/rease the VAT threshold to

£23,600, the maximum per$¥§§gd;gnder European Community
A \ \

law.

| I also have to set the scales for the private use
of company cars. This remains far and qyay the most
widespread benefit in kind. When\ ;/@bubled the car
scales in last year's Budget, I made it cigar\that this

still left this benefit significantly undertaxéd§

3
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D

: i Accordingly, I propose to increase the car scales
by one third for 1989-90. The yield from this will be
£160 million in 1989-90 and £200 million in 1990-91.

There will be no change in the fuel scales.

13, Over the years I have received a number of

(
répf/;%QE?tlons from business complaining about the

long#@ ing tax treatment of foreign exchange gains

and (\\ I recognise that as business becomes more
—————ﬂ\

global th£§/4ggbject becomes increasingly important.

'\ < NN

However, t/ﬁg\ to say that I find it one of the most

intractable I have encountered. Certainly, there can be
no gquestion of any change in the present system until a
number of crucial andA\complex issues have been
satisfactorily resolﬁéggz) I have therefore authorised
the Inland Revenue t;k\ lish today a consultative

document which explores i?qse\lssues and examines the
))

scope for reform.

\’/

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

simplifications to propose, both of figzz\follow from

the income tax reforms I introduced l;gé

15. One of the many undesirable featuresQé%,%?; income
tax system with several higher rates was tqét nce a
taxpayer's marginal rate could well be very dlf rent in
o
4
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different years, the question of which year income
related to made a great deal of difference. This was
true of Schedule E where the strict rule is that income

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

basis.

R
1&3§5R> the vast majority of employees, this basis of
asse At for Schedule E poses no problem. But for

about lﬁiye million people, mainly directors, who do

not recelwgéagi their income in the year to which it

relates, i§§ cggﬁss complications and often needless

P

assessments and correspondence long after the tax year
is over. It is also open to manipulation.

: L I therefore \\§§%bse that income tax under

Schedule E should in fu e be assessed on a receipts
—————— S —

j basis, with the sxmple\ég ncxsle that you pay the tax

when you receive the 1nééég’ This will have a
transitional cost of £80°million in 1989-90 and
£60 million in 1990-91, but in the long term it will
yield both extra revenue and a signtf ant saving in

both taxpayer's time and Inland Reven

18. The reduction in the top rate of

40 per cent in last year's Budget also en l;?iﬁge to

make a major simplification of the tax treatme§ﬁ> Eﬁ@he
// O

5
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vast bulk of the incorporated sector of small
businesses: those known as close companies - generally

speaking, unquoted companies that are controlled by five

or fewer people.

he rules for the so-called apportionment of close

income are notoriously complex, taking up

o
some\éy pages of impenetrable legislation. These

rules /4<5 longer needed and I propose to abolish
them. Ixégliém\ that family businesses in particular
will welcomegth;§\§ubstantlal simplification.

&
20. I do, however, have to guara against the avoidance
of tax on investment inS9Qg by channelling it through a
closely controlled in/ﬁ I ) - Any such company

which does not distribut®e ?ost of its profits and other

investment income will \Eb fq;e be taxed at 40 per

cent, equivalent to the hlghé&-fdte of income tax.

TAXES ON SAVING

21.

\\
(( )
\\_ﬁ VA

\\\
22. The sharp decline in the ratio of personal <g\aylng

ﬂ / \

to personal income, over the past two y&ars Qn

\/

6.
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particular has led to even more discussion than usual of

the merits of providing greater tax incentives for

personal saving.

23 Certainly it is desirable that, over the
medjum-term, we generate as a nation a level of saving
()
V}é&egt to finance a high level of investment. But
<N
whaﬁfg ve;s for that is not personal savings alone, but
corpor&ég'gﬁvings too, which are running at historically
U\
high levelézf%hd public sector savings, which have been

boosted by thé>@ﬁve to budget surplus.
'/ ./\\

24. Moreover, the personal saving ratio is measured in
net terms, that is to say as gross saving net of

\

borrowing, and it has/féﬁéﬁn not because of a decline in
gross saving but as acpésﬁlt of the sharp increase in
personal borrowing. And e appropriate remedy for that

is to raise the cost %/_b¢}row1ng, and with it the

return on saving, as we have ddhe.

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

(Q

enterprise and improve economic p \¥9 nce in the

medium term. It is wholly inappropriate 3§>an\answer to

short term or cyclical phenomena. So fo Qﬁh Q?xatlon

of savings, the Government's policy is clear.(&)t7i§ to

SON

//\>

7
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strengthen and deepen popular capitalism in Britain, by

encouraging in particular wider share ownership.

260, I have a number of specific tax measures to

announce today to that end.

sonal equity plans, or PEPs, were first
iﬁ my 1986 Budget, and started up in January

<§§4?;he House knows, those who invest in these
CANNY)
plans pay nd- ther tax at all, either on the dividends

<\ < /\\\ ‘\) 5
they receive 9%5 on any capital gains they may make -

S AN

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

the Inland Revenue at all.

A\
/

//( \
28. Personal equitj{ééihns got off to a good start,

with over a quarter of a{miiiion investors, many who had

never owned shares \§§f9§\, subscribing almost
i A
£1/2 billion between them in\\1987.

\'/\

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

slowed down, not least as a result - of the changed
climate in the equity market whié&&iﬁ%@}lowed the

< (\X\‘Q
October 1987 Stock Exchange crash. AT

\ > </ \4\)
\ A
O AN

§'<>

30 So the time has come to improve and simpl

r/@ {&PEPS

\\ b
and give them a new boost. <§;& 3\\
6(9”\

8
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N

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

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

e ————

to £4,800.

e ———

32. (“\Fecond within that, T propose to raise

&£§ lally the amount that can be invested in unit

truéﬁ§ investment trusts. For many small savers,

these grpv an excellent introduction to shareholding.

At presenghﬁﬁgklnvestors may only place £540 a year, or

—

a quarter Sf)thékr PEP, in unit or investment trusts. I

S—

propose to more than treble this amount, to £2,400 a
year; and I propose to allow the whole of a PEP to be

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

To qualify for tax ré%i§§) the unit or investment trusts
will be required to C}nyest wholly or mainly in

—_—

UK equities.
T —— e ———

) )
L S Third, at present, odfy cash may be paid into a
PEP. 1 propose that investors should also be permitted
to place directly into a PEP shafes obtained by
subscribing to new equity 1§Sué§ including

privatisation issues.

34. Finally, I propose to make a number o£ L@p@rtant
simplifications to the PEP rules so as to mgke

\ /

9

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

scheme more flexible, better directed to the needs of

small and new investors, and cheaper to administer.

355 I am confident that the changes that I have
announced today will enable personal equity plans to
playipp important part in stimulating the spread of

(’?
€ Q of British equities in the years ahead.
U
wg%sg\ have a number of improvements to announce
speCLflcaLii//d951gned to encourage employee share
RN
ownership. \) >\

g N\
//i, //\\)
<

37 It 1is a striking fact that the number of approved
employee share schemes h9§ risen from a mere 30 in 1979
to almost 1,600 tod{gy{)lnvolv1ng some 1 /4 million
employees. At present ﬁ@p;ahnual limits onwzhe value of
shares which can be \«gkven under all-employee
profit-sharing schemes are E{ zyo or 10 per cent of
salary up to a ceiling of £§7000. I propose to raise

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

38. Second, I propose to increase tﬁ%ygghthly limit on

(/\\
contributions to all-employee save- asa%gﬁcgarn share

option schemes from £100 to £150, and at tgéﬂ,g%hg time
N\\),,
to double the maximum discount from markeg)

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

cent.

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

concerned that current tax law may be inhibiting the

—

dev ment of employee share ownershlp plans, otherwise

ESOPs. These are distinguished from ordinary

appr ii; mployee share schemes by the fact that they

use a \Yarlety of finance, acquire more shares and

tend to&légé/ te on a longer timescale. I propose to
make it clé&; that companies' contributions to ESOPs
qualify for Cé;rporation tax relief, provided they meet
certain requirements designed to ensure that the
employees acquire direct ownership of the shares within
a reasonable time. B\\§§é that this will encourage more

British companies, part&gularly in the unquoted sector,

to consider setting up E§§§s ~

40. Those firms with employeg’share ownership schemes

have no doubt that giving the workforce a direct

personal interest in their profltabll?tz> and success

improves the company's performance K\ 'game benefits

J/(

flow from profit related pay.

11
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41. This was one of the reasons why in my 1987 Budget,
I introduced a tax relief to encourage its development.

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

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

to akolish the restriction that, to qualify for the tax
ré&é, rospective profit-related pay must equal at
leas > per cent of total pay. Second, I propose to

raise L&g %%?ft on the annual amount of profit—related

&/ ———
pay which;g§ig§§tract relief from £3,000 to £4,000.

x\ 4

43, Third, I propose to enable employers to set up

.

schemes for headquarters and other central wunits using

r—— ——

the profits of the %gple company or group for their

—

profit calculations. \§§;§Eourth to help share schemes

and ESOPs as well as 5fit related pay, I propose to
change the so-called mate 3:\terest rules which may
at present unnecessarily e ’ dé employees from schemes
where they can already benefitcfrom a trust set up for

employees.

{)
44 . Taken together, the package \Q§}ge§sures I have

announced to encourage wider share ownefshipfin general,

and employee share ownership 1n partlcular&\ngQ\help to
/‘\\!v

J
ensure that the idea of a share -owning democr ~“Hecomes
y(\,\\/\ \\\ \\: :

V)

AN
~ A

&
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ever more entrenched as a part of the British way of

life.

45, Last June, the 1Inland Revenue issued with my
authority a major consultative document on the taxation

'\\ assurance.
\)/ \\
< —

x regime for life assurance é sui generis.
The pre

(stte kates back to the First World War and

has develoggd?pyer the years in a piecemeal way, leading
to a staté\of,a§£a1rs in which the incidence of tax is
//’

extremely uneven, with some successful 1life offices

paying no tax at all.

47. There is clearlxéaggowerful case for reform, with
a view to securing a taﬁ%;é&ime which is more equitable
both within the lndustrygan —as between life assurance
and most other forms of savi (_;/

<

48. ; I have considered very carefully the

representations the industry has mad gg— and taken full

account both of the changes to the re of 1life

\
assurance proposed by the Securltles\fg Investment
Board under the Financial Services Act and éég/?%ospects

2\,
for increased competition within the Europeancﬁ\

AN
after 1992. In the 1light of these factors, \\I'
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decided not to proceed with the more radical reforms
canvassed in the consultative document. But I do have a
number of important changes to propose, based for the

most part on the general tax reform principle of seeking

lower rates on a broader base.
- g o= Sy

4; gib t, many 1life offices run a pension business

alon&@ heir main life assurance business, and they

;g%% uired to keep the two businesses entirely
separate ﬁgé//\x purposes. This enables them to set the
unrellevedxg& ;;%5 of the pensions business against the
income and galns of their 1life business, thus giving
their life profits unduly favourable tax treatment. The
life offices themselvgﬁ have  accepted that this

treatment is anomalous \5?3 I propose to end it.
o 2
<
50. This change, alg%g _ﬁiﬁh some minor related

changes, will come into forc 1 January 1990, and
will yield some £150 million In 1990-91. The remainder
of the changes I have to propose constitute a broadly

balanced package which, because of e transitional
\

provisions, will reduce the taxation of. ;§§§ assurance
in 1990-91 by some £100 million. b\y
A "

D
51. I propose that the expenses incurregy life

A\
\

offices in attracting new business should cont;X@e ﬁb&?e
/
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fully deductible for tax purposes from the income and
gains of life funds, but should in future be spread over
a period of seven years. To give the industry time to

adjust, this change will be phased in gradually over the

next four years, starting on 1 January, 1990.

5&\{5% ere certain other, more technical matters

raléég he consultative document which will require

furtheggglég\cuSSLOn with the industry, and any

le 1slat1 e es on these issues will have to wait
g \vg

for next y$§x gi%&nance Bills

s
e

\

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

1 January 1990 to abolggh Life Assurance Policy Duty

And I also propose, fg??{bhe same date, that the rate of

tax payable on the poli® oIder s share of income and

gains of life offices, whi%p at\present stands at 35 per
/

))
cent on unfranked 1nvestmenﬁ\xncome and 30 per cent on

realised capital gains, should be reduced to the basic

rate of income tax.

—

ﬂ\

54, The net effect of all thesa\»¢£&nges to the
taxation of life assurance will be a co$t bf‘{?O million

in 1989-90 and a yield of €45 million in f990-91, rising

somewhat in subsequent years.

15
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D5, But above all it will provide a more efficient and

equitable tax regime for this most important industry.

56 . Later this year, UK unit trusts will be able to
compete freely in Europe and will face competition from
analogous Community investment schemes here. At

Ny

othenQ;QEQQS face a tax disadvantage. They pay

rusts investing in gilt-edged securities or

corpor o@i\tax at 35 per cent on their income but can
_//\

pass on a<?ﬁf of only the basic rate to their
/\\ e —

investor. Sb {/pgppose that from 1 January 1990, as for

s

life assurance companies, the corporation tax rate on

unit trusts that come within the new European Community

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

Their investors WLIi\)}ﬁén get full credit for all the

e ey

et e e e

tax the trusts pay. C?gﬁ/
\
AV
57. I now turn to pensions\—/
<

58. The tax treatment accorded to pension schemes is

quite rightly particularly favourable; d the extent of

this privilege has to be c1rcumscr1be4i land Revenue

rules. So pension schemes only qualify gzi:Sax relief

if they meet certain condltlons, nota

pension paid may not exceed two- thlrds of flnél

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

all relief.

—

595 This has the perverse result that tax law
effectively constrains the overall pension an employer
employee. This is neither desirable nor

Accordingly, I propose to make it possible

€rs to provide whatever pensions package they

believe\n pggﬁary to recruit and reward their employees.

e
/

F <Q>7ﬂ\

60. Howeveﬁ} w {&e it is clearly right that employers
should be free to provide whatever pension they see fit,
it would not be right to make the present generous tax

—_"ﬁ

treatment available w1§h no upper limit at all I

therefore propose to s§§§;,llmlt on the pensions which

may be paid from tax® gproved occupational schemes,

based on final salary of ¢ jf year.

=g

61. I have deliberately set ﬁﬁe ceiling at a level
which will leave the vast majority of employees
unaffected, and it will be subject to an 1 uprating in
line with inflation. It will still % Slble for a
tax-approved occupational scheme to pay a

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

commuted for a tax-free lump sum. <f>(\
. >
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62. The new ceiling will apply only to pension schemes
set up, on or after today, or to new members joining
existing schemes after 1 June. And, as I have already
said, there will now be complete freedom to provide
benefits above the Inland Revenue limits, though without
the x relief.
QR
A

63. \Q> lntroductlon of this ceiling on tax relief
also e me to simplify and improve the rules for
the major <§Spen51on scheme members, in particular to

ease the co s under which people can take early

Vg

. Q/
retirement.

64. I also propose to Smellfy very substantially the

rules concerning addfggggal voluntary contributions to

pension schemes, or ﬁV@s In particular, the present
requirements for free p@ing AVCs place a heavy
administrative burden on eﬁp}gyérs These requirements
will be greatly reduced. ?hdeed, in many cases

employers will not need to be involved at all.

65. Furthermore, if AVC lnvestments<§é;}drm very well,
ok

occupational pensions may at present havévfo,be reduced

to keep total benefits within the permltgbg iimlts I

propose that in future any surplus AVC funds4 J;
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This will remove the penalty on good investment

performance.

66. The most important development in the pensions
field in recent years has undoubtedly been the
intreduction and success of personal pensions. Since

Ju y)ﬁgsg year, a million people have already taken

/\\

adva €9e=qf the new flexibility and opportunities these
offer. & Ve two proposals today to make personal

pen510ns s mpre attractive.

(\\\/

., / \\

>

67. First, <f/ propose to make it easier for people in
personal pension schemes to manage their own

investments.
/? \\\
</\J)
68. Second, I propos%//<% increase substantially the

annual limits, as a pe(g(ptﬁj earnings, on

contributions to personal ions for those over the

age of 35. This will be of paf{icular value to those

running their own business, who are often unable to make

contributions until later on in their working life. It

will also improve the position of pé@égigi pensions in
\)

relation to occupational schemes. The ndyé/%tm' s will

géﬁgbégrnlngs
cel

for

be subject to an overall cash ceiling bas

of £60,000, corresponding to the new

\
o\

A\ \
R

\Z;?ﬁs
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69. These changes build on, and complete, the pension
: measures I introduced in my 1987 Budget. They represeﬁt
a significant deregulation which will allow more
flexibility, while setting for the first time a

3sonable cash limit on the tax relief available to any

§§%§§§%> . They should give a boost, in particular, to

Qfﬁffugh personal pensions and through AVCs

69a. Coug@‘ \Wlth the changes I made in 1987, this is
b, qu.b/ ‘
as far as fsylsg\to go in amending thelfax treatment of

penSLOns [lewp ©Phm e Areeld bw/,L,t._V/é_,
mehraa

Cani

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

be overlooked that<<§§;}ar -reaching reform which I

announced in last yearﬁg/é%dget to come into effect in

\

April 1990, is relevant i sghts>context.
S ————————————— //’ ’_\.\
)

/‘\
T, I refer to Independent Taxation. For there can be

little doubt that one of the greatest disincentives to

saving in the present tax system is the;ﬁreatment of the

savings of married women. At pres \g;fe s income
—————————————— e ———

from savings has to be __disclosed to gg;* and

e

taxed at his marginal rate. Independen
\.

change all that. 1In particular, those marrléa vomen who

have little or no earnings will in future have\theiY\ own

personal allowance to set against their savings <gncome.

Independent Taxation may well do much to encourage the

growth| of PEMSEREIl BEGR EA this csbXEylO BE COPIED
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TAXES ON SPENDING

s I now turn to taxes on personal income and

spending.

73. /\As he House knows Her Majesty's Government are

og§£ged\§o implement the European Court's judgement that

'/Ql our zero rates of VAT on supplies to

———

9§@bly on non-residential construction, but
(/\

also on &gg?§\and power and on water, are not lawful.

This derlvéésfrgm\\the Court's interpretation of the

Community's éixth VAT directive to which the UK agreed
in 1977. The necessary changes will be introduced in

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

been published.

>

74 . In implementing tthigdggﬁent I have sought to do

)
as much as possible to &nimise the burden. From

1 April VAT will be payabléﬁ in respect of all
non-residential construction unless carried out under a

agreements entered into before the coun;; ruling. And

from 1 August landlords will have \tthOPtlon to tax

——— /v,\\ \\~\

rents, which means that in most cases no\gxtra~VAT will
T ———

be paid at all. \Q\
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15 These measures will reduce the burden of VAT on
construction so far as the private sector is concerned

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

1992-93. Without them the yield from VAT on

construction in the private sector would have risen to

£450-million. There will also be a yield of
£ %Q}égilion from construction carried out for the

publ%s}zsjftor, and the public sector programmes

conceéﬂgg ve already been protected by compensatory

)
adjustmengéiéﬁere necessary.
76, L\VAT w1f% not be payable until July 1990 on water

Lok ™

for industr or on fuel and power - then only on

business users above a _specified threshold. Private

P}
households will remaz/3§§to rated.

N A
() / /

77w I have been paréﬁg concerned about the
impact of the European {%an ruling on charities.

Unfortunately charities' bui#siness activities cannot
lawfully be shielded from the effects of the ruling but

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

water, fuel and power for all chari@iégoa non-business
. \
activities, for churches and for ‘gé;&/«re51dent1al
accommodation such as old people's ho és 'gtudents
hostels and hospices. ) ;
£ é/@\

/
N\ M g\

//§”>

\/
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78. I have considered whether there is anything
further I can sensibly do to assist charities with their
VAT bills in these special circumstances. I propose to
relieve charities from VAT on fund raising events, on

sterilising equipment for medical use, and on classified

adzzrﬁising.
/>
A
B
79. Q> 55150 propose to relieve from car'ta%/cars leased
theidis

&/

to bled. This 1is equivalent to an overall

saving of / £400 on each vehicle leased to a

\o!

\\/\ ¥
disabled pekson.\
g T

80. I also propose to allow the present rules on tax

relief for membership i39§criptions paid by covenant to
\

heritage and conser¢ati charities. If the member is

given the right of full<%§§£fy to view the charity's
<

property, that benefit ¥%z§/%§ ignored in determining

whether relief is due. This “Will be of particular

; 4 3 O :
benefit to organisations such as the National Trust.

81. But in general, I continue to elieve that the

best way of helping charitable causes QQQ} h the tax

T D>
system is by directly encouraging the aé%?ﬁ/ ?aritable
giving. The Payroll Giving Scheme, which QEB)QQSOduced

N\
in my 1986 Budget, has been growing stead2%§§§

\Some
\_\)\

3,400 schemes have now been set up, and over Q}G@O

eyt ————— e 4
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employees are already participating, quite a few of them
giving the full £240 annual limit for tax relief. I now

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

———

82. But for the Payroll Giving Scheme to achieve its

fjii;sfotential, it is clearly necessary for the

ch themselves, and others involved, to mount a

mation and marketing campaign to promote it.

ularly glad that my Rt.Hon. Friend, the

N
Viscount éigy, has agreed to become Chairman of the

new Payrol }gleg Association, which will co-ordinate

efforts in thlS field.

83. I now turn to the exc15e duties.

Q
P

84. The damage to the\enyfionment in general, and to
child health in partlcular?:frem\lead in the atmosphere,
and the contribution of ordlﬁary/leaded petrol to this
problem, is increasingly wideiy known. The government
is committed to phasing out leaded petrol altogether,
and in successive Budgets I have soughi,ﬁp assist this.

I first introduced a tax dlfferentrégg/(_ favour of
unleaded petrol in 1987, and lncreaéﬁgilt last year.

But although sales are undoubtedly rlsigg ‘*hnleaded

AT
petrol still accounts for only some 5 per ceqt“¢£‘total

petrol sales, even though two-thirds of the cars ‘%ow on

P /' \
<
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the road could use it, either without any adjustment or

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

85. One of the problems is ignorance of the facts.
Many motorists do not realise that their cars can
alr?ady use unleaded petrol. Many others are unaware
h&&)) est the conversion cost wusually is. Others
wro ?V-mmaglne that their car's performance would
suffer\ty . they to use unleaded fuel. Many are under
the falsé:y\ {\SSLOD that, if they do switch to unleaded
petrol, ngr/§a;s will no longer be able to use leaded

petrol. &

86 . It is clearly essentlal that these myths are

rapidly dispelled. <QM§gﬁwhlle, I propose to take the
opportunity of this Bud@gkétb increase still further the
tax differential in favouk»ofAunleaded petrol, by nearly
O 7NN
(

fourpence a gallon. If thi i ction is fully passed

on to the customer - and I lodk to the 0il companies to
see that it is - it means that the price of unleaded
petrol at the pump will generally ge\gettlng on for

tenpence a gallon, or just over é&gééég\ a litre,

cheaper than four star leaded petrol. gff\Zsrw\ill be one

of the most substantial differentials betw Qﬁg price
\/\-\)

of leaded and unleaded petrol within t <>\E%§opean

<5\o\%
Community. Q} />\\
/

LTy
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ﬁ,

87. But I do not intend to stop there. 1I also propose
to raise the tax on two and three star petrol, so that
the pump price of these grades will be at least as high

as that of four star. This should encourage garages to

I

pﬁgZi\out two star petrol, which is already down to

er cent of the total market, thus enabling them

to s torage capacity to unleaded petrol - quite
P

apart e incentive to the remaining two-star users

to sw1tch <<:§§%eaded fuel.

88. I am cdhfldent that the duty changes I have

announced, which will take effect from six o'clock this
—‘\—————“

evening, will help to lead to a marked increased in the
pre———— /

use of unleaded petroIk?&é} the next twelve months.

0/“

89. They will of course Q&sgfigad to a loss of revenue
///\\)

of some £40 million in 1989-&\.4/ I propose to recoup

this from Vehicle Excise Duty.ﬁQA the present time a bus

——

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

I propose to
A%

in Vehicle Excise Duty as a family ca
rectify this anomaly by increasing the! %i;

eres of this

group of vehicles so that they cover th 4&i§§ék costs.

I also propose to increase the rates ~for the

heaviest non-articulated lorries, to put them</ more

equal footing with articulated lorries. These\§§ q§§$s
2 ’
v
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will also simplify the system, greatly reducing the

number of separate rates of Vehicle Excise Duty.

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

NG
R

*

TaxA/\éigeg INCOME
@)

o AN
//Q\/>
31 . Nor /do/\g propose any change this year to either

the ba51c dxsklgher rate of income tax.

e S

<
\/

95 Since I aligned the rates of income and capital
gains tax in last year‘s Budget, it follows that I also
propose no change tthCge )r in the capital gains tax

rates. However, I dQ> have a few changes to capital

\<

gains tax to propose. \i«

93. With the advent of fﬁdependent taxation from
April 1990, married women will acquire their own

capital gains tax threshold, so that a married couple

A L))
will enjoy two such exemptions. 1In th@)ié@ht of this, I

propose to maintain the capital gains téﬁ?ftﬁreshold at

£5,000 for 1989-90.

— L iy
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94. Second, I propose to abolish the general holdover

D e S —

relief for gifts.

95. This was introduced by my predecessor in 1980,
when there was still capital transfer tax on lifetime
gifts, in order to avoid a form of double taxation. But

th on lifetime giving has since been abolished, and

<</\
the kgiiifgis increasingly used as a simple form of tax

avoida /7?2\
\/’)»\))/A
%
e /\ N\
AN

96. But ﬁbiﬁé§§the general holdover relief will go, I

7

N I . :
propose to retain it for gifts of business, farm and
heritage assets. I also propose to extend the existing

relief for all gifts to/;parities to gifts of 1land to

A\ ), 4

housing associations{éﬁ}ﬂhd of course gifts between
kL >

husband and wife will cd%%ﬁnﬁe to be exempt.

\C\
o

C—2/{\

97 . In the case of gifts ogtgégsonal belongings, these
benefit from chattels reliegé under which any items
worth less than £3,000 on disposal are entirely exempt

WS ————

from capital gains tax. I propose to doifgg the chattels

( gl)
exemption limit to £6,000. Q;il//\
e - N /\ \\

(

AR
\\

>/
98. Lastly, on capital gains tax, I propééé

the tax treatment of certain bonds so as to

28

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED

A

indexation to create losses and the conversion of income

into capital gains.

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

the main income tax thresholds and allowances by the

sta?gpgry indexation factor of 6.8 per cent, rounded up.

————

Téuv, single person's allowance will rise by £180 to

£2, ;§§<;i§§ the married man's

£280

—

£1,400 to

The basic

AN
100. The sinﬁie age allowance

——

allowance will rise by

rate limit will rise by

rise by £220 to

—

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

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

£3540 for a single Xgé)m, and by £360 to £5565 for a

married couple.

figs
SV
@)

101. I have a number of meas: 4 to help the elderly.

A

In 1987 I introduced a new higher age allowance, for

those aged 80 and over.

all those

aged 75 and over.

addltlonal 15,000 elderly single

couples out of tax altogether.

I now propose to extend this to

111 take an
%zg;xﬂand married

Three uafﬁ\rs of all

those aged 75 and over will not be liable to—i e

at all.
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102. The income 1limit for the age allowance will rise

by £800 to £11,400, again in 1line with indexation.
s
However, I propose to reduce the rate at which the age

allowance is withdrawn above this income 1limit. g

propose that in future it should be withdrawn at

rjgzgif £l of allowance for each £2 of income above
8}

1imd ,/ instead of the present rate of £2 in every

Thlé\:é?ﬂﬁithat the marginal tax rate for those in

w1thdrgggl ~kand will be reduced to well below 40
\

cent, thuqi ing a large number of representations
have receivgg\bfﬁx the past year.
N
C
103. The Finance Bill will also include the provisions
to establish the new taxﬁfelief for the over-60s' health
/"/(‘/ /\\
lnsurance premlums, /(ﬁ&éh I announced to the House in
———— e — )y~

al A
January, and which will<};§k€ effect from April next

year, at a cost of £40 million-in 1990-91.
- ’/","/ N oy

104. I have one further éﬁange to make to help
pensioners. Under the earnings rule, any pensioner who
decides to continue to work after reachkng\the statutory
retirement age has his or her pension Qotkéd\at a rate
of 50 per cent on every £1 earned betwé;n %?S~and £79 a
week, rising to 100 per cent for every Ef~ea£5@d over
£79 a week. This rule applies until he ar she has

(/1\

reached give years beyond the State pension age\: ”

v/
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105. The Manifesto on which we were first elected in
1979 acknowledged that it was wrong to discourage people
who wished to work beyond retirement age in this way,

and pledged that we would abolish the earnings rule.

)

10} “ at is precisely what we shall do.

\

My RQ\Bgn;jrlend the Secretary of State for Social
SerVLCés ;gd I have agreed that the pensioners' earnings
rule shouk@féé \abolished from the beginning of October,
the eari&éét/ \practlcable date. The necessary
legislation W?ll be included in the Social Security Bill
currently before the House.
‘ B

107. The cost tc& {Fybllc expenditure will be
€125 million in 1989- 90§gﬂﬁ{ch will be entirely met from

the Reserve. But the ne; ost of this measure will be

significantly reduced by th \Lnébme tax payable on the

N\
\$

increased pensions.

108. Those who wish to defer taking tFe;r pension will
remain entirely free to do so, and w1i§)9 tlnue to earn

a higher pension in return.

109. I am sure the whole House will welcom%%;ﬁgs long

)<\
overdue reform.

>N
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110. If I were to adopt the so-called "duck test" now
A\ in vogue across the Atlantic, the pensioners' earnings
rule would probably qualify as a tax, and I would now be
able to claim to have abolished a sixth tax. But sound
tax rinciples coupled with my innate modesty and

Agetlcence prevent me from doing so.

v
I have ofie further measure to propose.

112. It has long been a feature of the National
Insurance system that;@pﬁ@g people earn more than the
lower earnings limit, wh&gh/{n 1989-90 will be £43, they
have to pay National Insufgnqg.eontrlbutlons at the same
rate on the whole of thégr<ggrn1ngs up to the upper
earnings limit. There are c&rrently three different

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

and the standard rate of 9 per cent,

113. The two reduced rates, which I int for both

employers and employees in my 1985 Budget Qéyt{ﬁ?e cost

of employing the young and unskilled, amgﬁ§2?s§hom
(¢

</N\
v

unemployment was then high and rising,
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burden of national insurance contributions on the low
paid. But the highly desirable reduction in the steep
step at the lower earnings limit was at the expense of

two small steps further up the earnings scale. This

inevitably means that, at certain points on the income

sca people can still be worse off if they earn more.

4 tra earnings take them from a lower rate band to
d

a h one, and they therefore lose more in National

Insura C tributions than the ain in extra pa
<3 Y g pay.

In aéggemén with my Rt Hon Friend the Secretary
of State for Soc1al Security, I now propose to build on
my 1985 reform. For everyone who pays employee National
Insurance contrlbutlonsk I propose to reduce to only
2 per cent the rate of<§§htr1butlons on earnings up to
B s 5
and including the lowgr’ earnlngs limit. On earnings

S\

above that limit, there ;}iﬂ be\q single rate of 9 per

{/ Q
cent, up to the upper earnlﬂgg/ imit, which has already
been set for 1989-90 at £325 a ‘week.

115. This will abolish altogether the eteps which at

present exist at earnings, for 1989- 9%‘Vb §75 and £115

//\

a week. The step which has always ex1séé§)atfxpe lower
earnings limit, where people first e ‘\\

AN
National Insurance system, is the entry tlcke& ﬁd‘ the

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

proposals will more than halve this step, to only

86 pence a week in 1989-90.

116. There will be no change in the contributions

payﬁbig by employers.
) g \ fﬁi53 reform will significantly reduce the burden

@A

of employggs, National Insurance contributions across

the board,,// the lowest paid, that burden is now
\\\\

heavier than\;he burden of income tax. This is the most
A
effective medghr I can take to 1lighten it. For

everyone on just under half average earnings or more, it
will leave them £3 a week more of their own money.
<\
< )fj
118. The new system w1l®/zaKe effect from the beginning
of October, the earliest p@vgtxqable date. The cost
will be €1 billion in 198§jg§) and £2.8 billion in

1990-91. The necessary legislafion will be included in

the Social Security Bill currently before the House.

119. The total additional cost of a{ﬁ)ﬁ;g‘measures in

~~" ¢
A\

this Budget, on an indexed basis, is undér E?“b;lllon in

NS AN
OR
(\

[ PERORATION ] N

2

1989-90 and £3 /2 billion in 1990-91. (
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CONCLUSION

Mr Deputy Speaker, in this Budget I have reaffirmed the
Government's commitment to the defeat of inflation
“‘through the maintenance of prudent monetary and fiscal
policies. I have budgeted for a debt repayment of

£14 billion - the largest ever. I have announced a

magifgo reform and reduction in employees national

1n§u£ﬁpg§\contr1butlons- and I have fulfilled our pledge

B \»/\

to abbl&kﬁ‘}he earnings rule for pensioners.

1({" /\\\ )\

I commend €h£§“§udget to the House.

\\\
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