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TAXPAYER CONFIDENTIALI

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

have one other change of a specific nature to announce.

the House knows, the new official secrets

ion currently passing through Parliament is very

A

er in scope than the present Official Secrets

ypaxticular, it does not cover information in
a/\

the posse <pQ§f either the Inland Revenue or Customs &

Excise con&prqﬁ%g the private affairs of specific

o
taxpayers.

3% I am sure that t/g whole House will agree that it

is essential for tax '\Q)confldentlallty to be properly
prop

protected. I thereforé<§;fpose to introduce provisions

in this year's Finance ensure that it will
continue to crlmln fence for officials or
former officials of either of‘ﬁhe Revenue Departments to

reveal information about the private affairs of a

R

4. I would only add that the need fogi\ is- protection

specific taxpayer.

is in no sense a reflection on the probit E;Q/ ntegrity

> 4
V/
of the members of those two Departments. Indéégfﬂ\?fter
NN

nearly six years as Chancellor and more than eight ars

<:}/\,
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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 WF§S TAXATION

\\> w turn to taxation. As I have done on a

number&éﬁ vious occasions, I propose to divide this
\ //\\

into thrqé/ oad sections: the taxation of business,

/

the taxatlé§§of<§§v1ngs, and the taxation of personal
NS

income and spéndlng.

First, taxes on business.

A
D

1. Ever since the co(ppratlon tax reform I introduced
in 1984, the rate of iéoppopatlon tax for small
companies, defined for this %P;pgse as those with annual
profits of less than £100,000,%has been set at the basic
rate of income tax, currently 25 per cent. Large
companies, defined as those with proflts of ¢ /2 million

or more, pay the main rate of corporati K>tax of 35 per
pay £

cent, one of the lowest rates of tax on‘ﬁQﬁpany profits

in the world. Between £100,000 and giyiij %}on the

average rate of tax gradually rises frBﬁ

35 per cent.

2
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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

subitqntlally, by 50 per cent.

V/\<\

\\iﬁgs\ the small companies' rate will apply to

companggg/w/t? profits of under £150,000, and the 35 per
C AN _)
cent raté)/;w% only be reached at profits of

//\\ \/,

£ /4 mlllthA ﬁhife changes will reduce the corporation
tax burden Ebr more than half of all those companies
that do not already enjoy the benefit of the small

companies rate. i

\
10. i propose to $¢5§rease the VAT threshold to

£23,600, the maximum permb&ted—upder European Community
)

law. \( oo

" S

1

135 I also have to set the scales for the private use

of company cars. This remains far and way the most

widespread benefit in kind. Wwhen | \glééubled the car

scales in last year's Budget, I made it \sz that this

still left this benefit significantly und

3
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T2 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
5

tations from business complaining about the

lon&i% ing tax treatment of foreign exchange gains

/

and 1 9?5)) I recognise that as business becomes more

o
global té% ‘4§ybject becomes increasingly important.
A

\ \
However, I\ éggs to say that I find it one of the most
intractable I have encountered. Certainly, there can be
no question of any change in the present system until a

number of crucial and, complex issues have been

A
satisfactorily resole%F) I have therefore authorised

the Inland Revenue toc<§ﬁgiish today a consultative
\

document which explores“it issues and examines the
P QLRORE
)
_/

scope for reform.

O

14. Finally, on business taxation, I have two major
simplifications to propose, both of ich follow from

the income tax reforms I introduced 1&\1, get.
e\
)
155 One of the many undesirable feature$£é§é%§\ income
A
t pra)

tax system with several higher rates was ince a

taxpayer's marginal rate could well be very di /N§e§§>in
)
&

4
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different vyears, 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

the vast majority of employees, this basis of
for Schedule E poses no problem. But for
\§ million people, mainly directors, who do
not receiwéf“ their income in the year to which it
relates, i \%§§§$s complications and often needless

assessments and correspondence long after the tax year

is over. It is also open to manipulation.

X7 ) | therefore \ggggk that income tax under

Schedule E should in fuﬁ%ré»be assessed on a receipts

basis, with the Smel;\ﬁg%nc1Qle that you pay the tax
when you receive the 1nc&me;) This will have a
transitional cost of E80<ﬁillion in 1989-90 and
£60 million in 1990-91, but in the long term it will
yield both extra revenue and a SLgn;ficant saving in
both taxpayer's time and Inland Revenuéakmajf

(\ o

18. . . i néen v‘,,»-\\
/" \" )
40 per cent in last vyear's Budget also enabIesome to

make a major simplification of the tax treatmenﬁ\of tpe

/'/
./

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.

income are notoriously complex, taking up
A\
\§$i pages of impenetrable legislation. These
longer needed and I propose to abolish
them. Iv ng that family businesses in particular
//\
will welcomé tﬁ}s\substantlal simplification.
o
20. I do, however, have to guard against the avoidance
of tax on investment ln/gme by channelling it through a
//\

closely controlled 1n&§é\ nt company. Any such company

which does not dlstrlbu6g<?ést of its profits and other

investment income will thi%izre be taxed at 40 per
G

cent, equivalent to the high

te of income tax.
O

TAXES ON SAVING

N
21. I now turn to the taxation of savi /CA\
K@xjiﬁ\
&KJ )
225 The sharp decline in the ratio of person@f“(§§v1ng

\
to personal income, over the past two

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

med%gijterm, we generate as a nation a level of saving

s&%é'
5 7

7~

t to finance a high level of investment. But

s for that is not personal savings alone, but

Q /Q ings too, which are running at historically

high leveLQ 'éhg public sector savings, which have been
boosted by ﬁ@e ﬁﬁys to budget surplus.

24 . Moreover, the personal saving ratio is measured

net terms, that is to say as gross saving net

borrowing, and it hasg{ﬁﬁiﬁn not because of a decline

gross saving but as d\;esﬁlt of the sharp increase

personal borrowing. And ropriate remedy for that
of apé}

is to raise the cost rowing, and with it the

return on saving, as we have done.

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

enterprise and improve economic pé@ééi%g\ in the
o \

medium term. It is wholly 1nappropr1até§§§>aﬁ\answer to

\\) Qﬁi 2l
\\)\
<<><;;>§

short term or cyclical phenomena. So fo£&§p§;;ixatlon

of savings, the Government's policy is clear

7
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strengthen and deepen popular capitalism in Britain, by

encouraging in particular wider share ownership.

26. I have a number of specific tax measures to

announce today to that end.

2&\J> E%isonal equity plans, or PEPs, were first
anné§§$§d3§n my 1986 Budget, and started up in January
1987. \Xhe House knows, those who invest in these
plans pay<§55 rther tax at all, either on the dividends
they rece}g; 5$\ on any capital gains they may make -

indeed, therexls no need for them to get involved with

the Inland Revenue at all.

> N\
28. Personal equit%i\éﬁans got off to a good start,

with over a quarter of aym;Illon investors, many who had

never owned shares \P§£9£QJ subscribing almost

€ /2 billion between them 1ﬁ§£99%

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

climate in the equity market whl&p)\gkgllowed the
<A\ N
October 1987 Stock Exchange crash. \Q<>ﬂ:\

) { / ,, )

\S‘ ,/223\
NN)
30. So the time has come to improve and si &<}%:y PEPs
5 /\\ \ >
and give them a new boost \>Q>(\

\ g

N\
AN
2N\

8
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31 First, I propose to raise the annual limit on the
~~)\ overall amount that can be invested in a PEP from £3,000

to £4,800.

32 (?Qgecond within that, 1 4 propose to raise

WL : . :
subsb ally the amount that can be invested in unit
(/\\\

trus%§>§¢ixnvestment trusts. For many small savers,
these érgwxge\an excellent introduction to shareholding.
At present/ “1nvestors may only place £540 a year, or

(/\

a quarter of\fheik\PEP in unit or investment trusts. I
z o N
propose to moéé'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 investment trusts, up to this limit.
To qualify for tax reK;§§#)the unit or investment trusts
will be required to ‘Qpﬁbét wholly or mainly in
UK equities.

) .

\
(\(.;__/{)

O
33. Third, at present, only cash may be paid into a
PEP. I propose that investors should also be permitted
to place directly into a PEP shaﬁes\ obtained by

subscribing to new equity 1sg§és "\, including

privatisation issues.

34. FPinally, I

simplifications to the PEP rules so as to

9
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scheme more flexible, better directed to the needs of

small and new investors, and cheaper to administer.

35. I am confident that the changes that I have

announced today will enable personal equity plans to

p%g 6?? important part in stimulating the spread of
zg
o \J;igép of British equities in the years ahead.
//\ \>

T\
specificak@§<§§gsigned to encourage employee share
/\O‘Q\
.v) \\
///\.;.\
v

\gjp\>
36. ‘;aid% have a number of improvements to announce
K
ownership. \)

37 It 1is a striking fact that the number of approved

employee share schemes has risen from a mere 30 in 1979
5 \

to almost 1,600 tdééi%) involving some 13/4 million

employees. At present @hff%hnual limits on the value of

profit-sharing schemes are

shares which can Q:Vékzifqn under all-employee

7250 or 10 per cent of

salary up to a ceiling of é%,ooo. I propose to raise

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

38. Second, I propose to increase t wnthly limit on
>
contributions to all-employee save—aggy arn share

option schemes from £100 to £150, and at same time

/

<N
to double the maximum discount from mark /%3iue at

ONN

>

N

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 ownership plans, otherwise
kA%ZEig ESOPs. These are distinguished from ordinary

mployee share schemes by the fact that they
gr ariety of finance, acquire more shares and

Q//\\)
tend to ' te a longer timescale. I propose to

make it cleax th companies' contributions to ESOPs
£ //E\ P

qualify for ‘Corporation tax relief, provided they meet
certain requirements designed to ensure that the
employees acquire dlrect ownershlp of the shares within

a reasonable time. I\ngg)that this will encourage more
&
British companies, partlcnlarly in the unquoted sector,

to consider setting up ESS§

( ,."/ ,)
A / }/
@,

40. Those firms with employeé>share ownership schemes
have no doubt that giving the workforce a direct
personal interest in their profltablllty and success

. (
improves the company's performance.

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 (abpllsh the restriction that, to qualify for the tax

réé%g rospectlve profit-related pay must equal at
</“\
leasp ii r cent of total pay. Second, I propose to

raise it on the annual amount of profit-related

//\

pay which ¢an attract relief from £3,000 to £4,000.

N
‘{\v A

W A,

43. Third; 9 propose to enable employers to set up
schemes for headquarters and other central units using
the profits of the whole company or group for their
profit calculations. Qﬁé) ourth, to help share schemes
and ESOPs as well as<p</fit related pay, I propose to
change the so-called mate ial,;nterest rules which may
at present unnecessarily exé/ Q employees from schemes

where they can already benefit“from a trust set up for

employees.

7\ ((\\
44, Taken together, the package %ﬁgﬁ;asures I have

announced to encourage wider share ownef%ﬁ in general,
and employee share ownership in particular yé&h help to

ensure that the idea of a share-owning democ%kA

12
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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

of llfe assurance.

T/eigax regime for life assurance is sui generis.
\

The pr £i>élsystem dates back to the First World War and

has develo oyer the years in a piecemeal way, leading
to a stagg:/

;@ﬁfalrs in which the incidence of tax is
extremely uneve/ with some successful 1life offices
paying no tax at all.

A

47. There is clear{ggés owerful case for reform, with
a view to securing a ta%>;9g}me which is more equitable
both within the 1ndustry¢and as between life assurance
and most other forms of sav1é§§,

O
48. ’ I have considered very carefully the
representations the industry has made, and taken full
account both of the changes to the reé\<;gken of 1life
assurance proposed by the Securities a£ﬁ>lnvestment
Board under the Financial Services Act and(é
for increased competition within the Europeéﬁ

after 1992. 1In the 1light of these factors,

13
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decided not to proceed with the more radical reforms
canvassed in the consultative document. But I do have a
number of important changes to propose, based for the

most part on the general tax reform principle of seeking

lower rates on a broader base.

many life offices run a pension business

their main life assurance business, and they

qulred to keep the two businesses entirely

separate” éép/ﬁQf purposes. This enables them to set the

unrelleved\§§//§§ss of the pensions business against the
income and ga%ifis of thelr life business, thus giving
their life profits unduly favourable tax treatment. The

life offices themselves have accepted that this

7\
treatment is anomaloug{%ﬁﬁ I propose to end it.

”

&
50. This change, al g w1th some minor related
changes, will come into for&% éﬁ 1 January 1990, and
will yield some £150 mllllon<®n 1990-91. The remainder
of the changes I have to propose constitute a broadly

balanced package which, because of the transitional

provisions, will reduce the taxation ét\giﬁie assurance
\’//\

\
in 1990-91 by some £100 million. (;\\\

51, I propose that the expenses

14
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fully deductible for tax purposes from the income and
gains of life funds, but should in future be spread over
a period of seven years. To give the industry time to
adjust, this change will be phased in gradually over the

next four years, starting on 1 January, 1990.

Slsw)xiQere certain other, more technical matters
27\

ralééa\%ﬁLthe consultative document which will require
N/

furtheé é&gcussion with the industry, and any
\vv*(\
leglslativetgkagges on these issues will have to wait

for next ye/ﬂVé<$1nance Bill.
//\>

C/
53. But I can say here and now that I propose, as from
1 January 1990, to abolish Life Assurance Policy Duty.
And I also propose, f;gmfthe same date, that the rate of
tax payable on the pol}qygggder s share of income and
gains of life offices, whig? aE present stands at 35 per
cent on unfranked lnvestment(:ndﬁme and 30 per cent on

realised capital gains, should be reduced to the basic

rate of income tax.

54. The net effect of all thesd?g”\ ges to the
{\q;

taxation of life assurance will be a co \EZO million

in 1989-90 and a yield of £45 million in 1 é:\@ rising
NN~
somewhat in subsequent years. C’S;)

15
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555 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
analggous Community investment schemes here. At
trusts investing in gilt-edged securities or

ds face a tax disadvantage. They pay

\tax at 35 per cent on their income but can

only the basic rate to their

investor. \§§\I§g§?pose that from 1 January 1990, as for

'
life assurancé/égmpanies, the corporation tax rate on
unit trusts that come within the new European Community
rules will be equal to the basic rate of income tax.

-
\

O\
Their investors wil%ﬁ%}en get full credit for all the
) N

tax the trusts pay. i W%

57. I now turn to pensionéz;:>/
o

58. The tax treatment accorded to pension schemes is
quite rightly particularly favourable; and the extent of

this privilege has to be circumscribei&§§ikgland Revenue
A\

i \
rules. So pension schemes only qualiﬁ{iﬁgﬁ\?ax relief

if they meet certain conditions, notaéé%ju

hat the
/’B
pension paid may not exceed two-thirds of f§ﬁ> lary:
S
S Lo
i

16
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and if they fall foul of any of these rules, they 1lose

all relief.

995 This has the perverse result that tax law
effectively constrains the overall pension an employer
ay his employee. This is neither desirable nor
Accordingly, I propose to make it possible

ers to provide whatever pensions package they

sary to recruit and reward their employees.

Q).

N

60. Howeﬁ€5>‘ﬁ§§3e it is clearly right that employers
//\

should be freéjfo provide whatever pension they see fit,
it would not be righf to make the present generous tax
treatment available with no upper limit at all. I
therefore propose to géfgé)limit on the pensions which

may be paid from tax}gpﬁ%oved occupational schemes,

based on final salary of(gggagﬂg\a year.

\' /> )

S

61. I have deliberately set fhe ceiling at a level

which will leave the vast majority of employees
unaffected, and it will be subject to annual uprating in
line with inflation. It will still(\?p%\gﬁssible for a
tax-approved occupational scheme to pay1g§§é§§;?n of as

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

S \
AN )
<A

commuted for a tax-free lump sum.

17
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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 th relief.

introduction of this ceiling on tax relief
\y7=
also eﬁggiég‘me to simplify and improve the rules for

2O)

the ma]or%g pension scheme members, in particular to
\

ease the con&itf@gs under which people can take early
/'\\
retirement., <~

64. I also propose té/simplify very substantially the
rules concerning addi%%%ﬁ%} voluntary contributions to
pension schemes, or ?%954> In particular, the present
requirements for free Q}and;gg AVCs place a heavy
administrative burden on eﬁgfiy rs. These requirements
will be greatly reduced. Tndeed, in many cases

employers will not need to be involved at all.

65. Furthermore, if AVC investments<§é% very well,

18
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This will remove the penalty on good investment

performance.

66 . The most important development in the pensions
field in recent vyears has undoubtedly been the
introduction and success of personal pensions. Since
st year, a million people have already taken

of the new flexibility and opportunities these

offer. gtg viave two proposals today to make personal
\
pen510n§92§;Q more attractive.

ON

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

investments.

&

68. Second, I propb§§ ztb increase substantially the

annual 1limits, as a p centage of earnings, on

< N
contributions to personal(@?gﬂ%ions for those over the

-

age of 35. This will be of patticular 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 péEgighg pensions in
relation to occupational schemes. The < <>Q1m1ts will
be subject to an overall cash ceiling bas@;\&ﬁﬁearnlngs
of £60,000, corresponding to the new dé%i\ for
occupational pensions, and similarly indexed. <?<§\§\

Y &A
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69. These changes build on, and complete, the pension
measures I introduced in my 1987 Budget. They represent
a significant deregulation which will allow more
flexibility, while setting for the first time a
reasonable cash limit on the tax relief available to any

They should give a boost, in particular, to

ough personal pensions and through AVCs.

69a.

as far as r h@%o go in amending the tax treatment of
&/ /\)
pensions.

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

be overlooked that <a?A§?r-reaching reform which I
I~

announced in last yea}fs B@dget to come into effect in
April 1990, is relevant 1hvthls context.
S /N

O

71. I refer to Independent Tgxation. For there can be

little doubt that one of the greatest disincentives to

saving in the present tax system is the treatment of the

savings of married women. At presqa&(glwife‘s income

from savings has to be disclosed to K@?\\husband and
N\

taxed at his marginal rate. Independeng @ax@;gon will

change all that. 1In particular, those marrléd\kbmen who
¢

have little or no earnings will in future have(ﬁﬁéa%\own

personal allowance to set against their savings gﬁéohe

Independent Taxation may well do much to encourage the

growth -7 “ROFTO BE COPIED
BUDGET LISP ONLY
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TAXES ON SPENDING

12 I now turn to taxes on personal income and

spending.

As the House knows Her Majesty's Government are
o@dn to implement the European Court's judgement that
cer afh/aof our =zero rates of VAT on supplies to
busin é%;lAQtably on non-residential construction, but

(4/(\
also on’ ,@gﬁil and power and on water, are not lawful.
A \ \
This derlves ir@m the Court's interpretation of the
Community's S/Xth 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

/ o

D

\J) A
%

74. In implementing thggjudgement I have sought to do
R A

been published.

N ‘w\
as much as possible to (619@hise the burden. From
L o
1 April VAT will be payabXke in respect of all
non-residential construction unless carried out under a

agreements entered into before the court ruling. And

from 1 August landlords will havek(%ﬁ@ option to tax

rents, which means that in most cases n eg a
/\ \
)

A
0N

VAT will

be paid at all. (&3
//

2

N\
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ioxty 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

lion from construction carried out for the
pubfg€§; ctor, and the public sector programmes

\ /o
concerﬁég\l ve already been protected by compensatory

Q

adjustmeﬁ{ re necessary.
AN
\\> \> \\
//‘\ >
76. VAT wilXfot be payable until July 1990 on water

for industry or on fuel and power - then only on

business users above a specified threshold. Private
~
households will remaip/// rated.
AS
NFA e
L
v
(i - I have been paréﬁgularly concerned about the
e
impact of the European Cou tié) ruling on charities.
il

Rt

Unfortunately charities' business activities cannot
lawfully be shielded from the effects of the ruling but

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

~
water, fuel and power for all chariq%\gzi\non—business
AN

g

activities, for churches and for m\i Vresidential
/7

accommodation such as old people's hom@g

)

tudents'
: NN

hostels and hospices. >I</\
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78 i have considered whether there 1is 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

advgii;SLng

SO propose to relieve from car tax cars leased

to the_ abled. This 1is equivalent to an overall
)~
PN

saving of t £400 on each vehicle leased to a

disabled p;ksbng\

P\
N

80. I also propose to allow the present rules on tax
relief for membership subscriptions paid by covenant to
heritage and conse /€§§n charities. If the member is
given the right of ffzié enﬁry to view the charity's
property, that beneflt will be ignored in determining

whether relief is due. ﬁj j&lll be of particular

benefit to organisations such as the National Trust.

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

best way of helping charitable causes( ghkough the tax
\7‘/ / 4 \
system 1is by directly encouraging the act\bi charltable

A\ -
giving. The Payroll Giving Scheme, wh1ch<lI &Lntroduced
\‘;/»\

in my 1986 Budget, has been growing stéa&5%2 Some

3,400 schemes have now been set up, and ovégi JOOVOOO
D

A

> /. "’v\
( /'/
\/
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employees are already participating, quite a few of them
giving the full £240 annual limit for tax relief. I now

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

82. But for the Payroll Giving Scheme to achieve its

full potential, it is clearly necessary for the

Ké:§> S themselves, and others involved, to mount a

matlon and marketing campaign to promote it.
Q&cularly glad that my Rt.Hon. Friend, the
Viscount” ih aw, has agreed to become Chairman of the
new Payrorinxcl %ng Association, which will co-ordinate

efforts in thfg fleld

83. I now turn to the excise duties.

Q) Q\
84. The damage to theenvironment in general, and to
child health in particul§; from lead in the atmosphere,
and the contribution of ordlg(;xvleaded petrol to this
problem, is increasingly widedly known. The government
is committed to phasing out leaded petrol altogether,
and 1in successive Budgets I have sought to assist this.
I first introduced a tax dlfferentﬂléiiln favour of
unleaded petrol in 1987, and 1ncrea6§é: £
But although sales are undoubtedly rls

petrol still accounts for only some 5 per c

%\
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the road could use it, either without any adjustment or

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

85, One of the problems is ignorance of the facts.
Many motorists do not realise that their cars can
already use unleaded petrol. Many others are unaware
h est the conversion cost usually is. Others

Wro <\\V'magine that their car's performance would
@)

suffer( they to use unleaded fuel. Many are under
oA\

the falsé{} (\ssion that, if they do switch to unleaded

<
\

'f)q§<s will no longer be able to use leaded

\

AN
N

<

\’//
petrol, th

86 . It is clearly essential that these myths are
rapidly dispelled. . 3] i I propose to take the
opportunity of this g/ﬁb increase still further the

tax differential in favoéggof unleaded petrol, by nearly

O : //4\\\
fourpence a gallon. If thisQégdGction is fully passed

on to the customer - and I lodk to the oil companies to

see that it is - it means that the price of wunleaded
petrol at the pump will generally be getting on for
tenpence a gallon, or just over tio e a litre,
cheaper than four star leaded petrol. ’/igs

of the most substantial differentials betwééé»/

of leaded and wunleaded petrol within tﬁ%ﬁ;

Community.
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87. But I do not intend to stop there. I 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
phase out two star petrol, which is already down to
b.per cent of the total market, thus enabling them
to é%gé;h\itorage capacity to unleaded petrol - quite
AT {1 : : o
to sw1tcﬁ g leaded fuel.
DN
)
céﬁf:dent 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

use of unleaded petro{\ \¥ the next twelve months.
\/!

o

C e

89. They will of course lso ) lead to a loss of revenue
)\

of some £40 million in 1989 0‘/” I propose to recoup

this from Vehicle Excise Duty.C A the present time a bus

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

in Vehicle Excise Duty as a family car. 1 propose to

rectify this anomaly by increasing the\f \;ates of this

“A\
group of vehicles so that they cover theif\track costs.

I also propose to increase the rates of dﬁtyl);or the

heaviest non-articulated lorries, to put thém\énua more
K e\

equal footing with articulated lorries. Thesé\\ 5@ es

,,\‘
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will also simplify the system, greatly reducing the

number of separate rates of Vehicle Excise Duty.

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

the rates of excise duty.

Q)
(()///§
Tmﬁibh F INCOME
(.
*\/(\\

91. Nor‘3§g7\1 propose any change this year to either

.

the basic or higher rate of income tax.
\‘,- / /\\

/
<~

92 Since I aligned the rates of income and capital
gains tax in last year's Budget, it follows that I also
propose no change thl§ f in the capital gains tax
rates. However, éU/ a few changes to capital
gains tax to propose. \Q

@)

\\~ /

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

capital gains tax threshold, so that a marrled couple

will enjoy two such exemptions. 1In t&% gibht of this, I
\J,
propose to maintain the capital gains td@”‘m reshold at

D 7\

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

relief for gifts.

9S. 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

\/‘/))\ /\\
/sghg\\the general holdover relief will go, I

V

96. But
N\, :

propose to refain it for gifts of business, farm and
heritage assets. I also propose to extend the existing
relief for all gifts to charities to gifts of 1land to

2\
housing associations<<§ﬁ%pd of course gifts between
husband and wife will\ééé;iﬁhe to be exempt.

B

S /N

875 In the case of gifts 4§:gé}sonal belongings, these
benefit from chattels relie®, under which any items
worth less than £3,000 on disposal are entirely exempt

from capital gains tax. I propose to double the chattels

exemption limit to £6,000.

7

98. Lastly, on capital gains tax, I prop@ééigg\ change

the tax treatment of certain bonds so as to §2§ }{? the

tax rules and prevent a loss of yield by thégigg of
7

/ \\
N>
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indexation to create losses and the conversion of income

into capital gains.

99 To return to income tax, I propose to raise all
the main income tax thresholds and allowances by the
statutory indexation factor of 6.8 per cent, rounded up.
TH@S the single person's allowance will rise by £180 to
£2; /ifQEﬁd the married man's allowance will rise by

£280 to_ £4,375. The basic rate 1limit will rise by
2
£1,400 té/§§%L 00.
AL

100. The singlé age allowance will rise by £220 to
£3,400, and the married age allowance by £350 to £5,385.

The higher level of age allowance will rise by £230 to

£3540 for a single\\/ﬁgyn, and by £360 to £5565 for a
\\‘-/ T'

s o’ .
married couple. R

/ <
\}\/} /3 j’j\\

101. I have a number of meagg;gg to help the elderly.
In 1987 I introduced a new»?iigher age allowance, for
those aged 80 and over. I now propose to extend this to
all those aged 75 and over. This/ﬂwill take an
additional 15,000 elderly single Pe@éi%@;?nd married
couples out of tax altogether. Thre;<§&g}£grs of all
those aged 75 and over will not be liable\%é;igggme tax

\ )

at all.
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102. The income limit for the age allowance will rise
by £800 to £11,400, again in line with indexation.
However, 1 propose to reduce the rate at which the age
allowance is withdrawn above this income limit. I
propose that in future it should be withdrawn at the
rate of £1 of allowance for each £2 of income above the
l'ﬁﬁ%?) instead of the present rate of £2 in every £3.
TZZ??%@& s that the marginal tax rate for those in the
with&% al Aband will be reduced to well below 40 per
cent, thgégég ting a large number of representations I
)N\
have recef%éggb%gr the past year.

B N

X

Y (;’, AD
103. The Finance Bill will also include the provisions
to establish the new tax relief for the over-60s' health

insurance premiums, w(%gh I announced to the House in

CAND
January, and which wifi?ﬁf%}e effect from April next
O

year, at a cost of £40 m Kiion in 1990-91.
O /N
@
104. I have one further\\ghange to make to help
\
pensioners. Under the earnings rule, any pensioner who
decides to continue to work after reaching the statutory
retirement age has his or her pension(% d at a rate
\ \ N\
of 50 per cent on every £1 earned bet i?%ﬁ and £79 a
week, rising to 100 per cent for every \§
7\
£79 a week. This rule applies until ;}he has
2 i@
reached give years beyond the State pension ag VAQQC
N\
N\
N0
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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.
precisely what we shall do.

I have agreed that the pensioners' earnings
rule sthi&(E& abolished from the beginning of October,
the eaf%@éég\\ practicable date. The necessary
legislation wk%i/bé included in the Social Security Bill

currently before the House.

107. The cost to /<€§pllc expenditure will be

£125 million in 1989- ssngh}gh will be entirely met from
O

e
the Reserve. But the ﬁéﬁ cost of this measure will be

significantly reduced by tﬁé(gh\éme tax payable on the

—~

increased pensions. o

108. Those who wish to defer taking their pension will

remain entirely free to do so, and wi g&z/tlnue to earn

a higher pension in return.

109. I am sure the whole House will welcoge?ihns long

overdue reform. “<i§§§§>>

&
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110. If I were to adopt the so-called "duck test" now
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 principles coupled with my innate modesty and

reticence prevent me from doing so.

{@yumcz CONTRIBUTIONS

N\
L have ogg'inrther measure to propose.

112. It has long been a feature of the National
Insurance system that, g e people earn more than the

lower earnings limit, éﬁﬁth ln 1989-90 will be £43, they

<o
have to pay National Insu§§hce contributions at the same

rate on the whole of ﬁﬁﬁzriﬁarnlngs up to the upper
9 0 /)
earnings limit. There are turrently three different

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

and the standard rate of 9 per cent,

/)\)'(

K\\"’

113. The two reduced rates, which I 1ﬁ§?§§hﬁed for both
employers and employees in my 1985 Budgét( cug the cost

of employing the young and unskilled, am¢ng\ whom

unemployment was then high and rising, aQQXﬁggﬂthe

% >\
N\ 7 AN
NN

<
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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
scale, people can still be worse off if they earn more.

T §§>§xtra earnings take them from a lower rate band to

\ /
N
a higﬁg‘ one, and they therefore lose more in National
NN
D /7

Insuré%%?ji/gtributions than they gain in extra pay.
NaPAN

\ t with my Rt Hon Friend the Secretary

N

of State for<§6%}gl Security, I now propose to build on
my 1985 reform. For everyone who pays employee National
Insurance contributions, I propose to reduce to only
2 per cent the rate ogfgéﬁsributions on earnings up to

\
and including the ld@%&f/garnings limit. On earnings

above that limit, there ﬁ{i} be a single rate of 9 per

cent, up to the upper earﬂ?%?%iiﬁmit, which has already

/

been set for 1989-90 at £325 é?&eek.

115. This will abolish altogether the steps which at

J )
a week. The step which has always existQé&éf&the lower

\s )
earnings limit, where people first cdnfe Z} to the
SO

National Insurance system, is the entry tic {//g the
<&

@;ﬁ\gn

present exist at earnings, for 1989-9€§§; £75 and £115

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

116. There will be no change in the contributions

payable by employers.

reform will significantly reduce the burden
' National Insurance contributions across
el
the boéié§<> For the lowest paid, that burden is now
heavier th (ﬁﬁéépurden of income tax. This is the most
\\\ A ¢
effective 32 I can take to 1lighten it. For
V/

everyone on just under half average earnings or more, it

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

TN
118. The new system Q§i§> %ge effect from the beginning
of October, the earliestckg%;;ticable date. The cost
will be €1 billion in 1989<9D, and £2.8 billion in
1990-91. The necessary legis\égion will be included in

the Social Security Bill currently before the House.

this Budget, on an indexed basis, is u 42 billion in

119. The total additional cost of a \Ee measures in
oy

1989-90 and 531/2 billion in 1990-91.
[ PERORATION]
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