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BUDGET SPEECH

[Mr Spea e Government's economic policy has (two main

object1ves.<§i§b
0>

2 The first'{d o bring down inflation. Until that
happens, we will no able to reduce interest rates and

keep them down.

- The second is to i%§§§§ this country to take the

w>stern Europe, the single

opportunities of the 1990s.

/

O
market is nearly on us and e whole of Eastern Europe has
/

opened up in a most dramatic waY@i/;fb wish to see British
c

business take advantage of these ges.

o

4. These two objectives are closely related. Unless we

succeed in the first, we are unlikely to do.,s n the second.

5l So this Budget will take no risks with <§§§§%§}on. It
N
will maintain a strong fiscal surplus. Ciigb
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<§§%%§§§ It will, above all, be a budget for savers. It will
P

ide new incentives to save and to give. It “will b bring

he introduction of independent taxation for married women.

It will introduce important new measures for business. It
will keep up the pace of supply side reform. It will remove

an old ance from the tax system and make the social

security<§§§§ém fairer. And it will abolish two taxes.
7iz I will to the detailed measures later. First, I
wish to review iformance of the economy in 1989 and

preview the pros for 1990; I will then deal with

monetary policy and public sector finances.

8. As usual, the Red Book, gether with a number of Press
Releases filling out the de s of the Budget measures, will

be available from the Vote 0Of e as soon as I have sat down.

©
ECONOMIC PERFORMANCE AND PROSPECTS a

9. First, the economic background.

10. 1989 saw continued buoyant growth in w ade despite
some slow down in the growth of the m conomies
particularly in the United States. Howeve {B reased

inflation and fears of overheating in continental led

to increases in short-term interest rates in mos Cg§§9r
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Qég;%issonomies during the year and, more recently, a rise in

<§><%§§§-term interest rate particularly in Germany where

ncertainty about the effects of monetary union has been an

additional factor.

i i PR 1 ghtening of monetary policy is 1likely to bring
lower gr in 1990 than in 1989 and, in due course a fall

in inflatio%@ij&% are likely, therefore, also to see a slower

growth in w trade in the current year, although the
exciting deve S in Eastern Europe improve the

longer-term prospects«

12. 1In this country during the last year, business

confidence has been a good d stronger than many expected.
o m

New businesses have bered closures, by around

o
1,500 every week, a recor never Dbefore approached.

Employment has continued to ri@ unemployment to fall.

Almost 27 million of our fellow ci <>ens are in work today -
a larger number than ever before and 11/2 million more than
at the beginning of the '80s. Business investment has risen
by a further 9 per cent in the last year, t it to 15 per

cent of national output - the highest level

13. And companies have not just been investing I
machinery. Their spending on research and devel

also risen in real terms by almost 50 per cent

NOT TO BE COPIED

GET LIST ONLY




NOT TO BE COPIED

2
S

five years to 1988. They now spend over £500 million a year
their own money on R&D. Similarly in the 5 years up to
1989 the numbers of employees receiving training has

increased by over 70 per cent.

14. T re all favourable developments but recently they

have b ccompanied by the return of inflationary

——

pressures. h beyond any doubt, is the most urgent

problem, be foday .

155 To: - a degree(2£%§ is a problem common to all nations.

Throughout the Group of Seven leading economies of the
Western world inflation has risen significantly since its low
point in 1986 and 1987. Bug<3)r affliction has been sharper.

It has arisen from a co at:gn of reasons - some welcome

O

and some not. The record ri in business investment is
obviously welcome; but it hascﬁiizzfccompanied by a similar
growth in borrowing and in - <>sumer spending. Thus
investment has been rising but the savings to finance it have

not .

16. This has led to excessive growth in do demand, a

revival of inflationary pressures, and a &éf%?t account

deficit, a good deal of which itself represent

Cigéépressed
inflation. @
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7.\ As sooéj as these developments became clear, policy was - .,
' e ———

éé , and interest rates have now been in double figures
or 20 months. This tight monetary policy has been backed by
large Budget surpluses throughout the last three years. So

monetary and fiscal policy have acted together.

. g5 y5Y 18. Sq§§2§%§§> out inflation is a}yays a i{gﬂ bggin?ss and
e }'this occasié@ifi)-roving no exception. But there is now
clear eviden t demand is slowing down. High Street
sales are now o er cent up on a year ago. The housing
market has coole noticeably. New car and vehicle
registrations are down. Business spending is slowing and

: il =2 { { A
import growth has\?lmost come to a haisf - .

519. And as demand has fal ‘ ; back, output growth has fallen
also, to just'over éxg;:A:;;:Qi§%§;§9.

. :;
20. No one 1likes to see the <gonomy slow but it is

inevitable if we are to push inflation downwards. I now
expect the economy to grow by only 1 per cent this year,
compared with the above trend growth of 41/ cent in 19?5
and 1988.(:?513 single E}atistic shows the

— /

downward pressure on inflation.:]B
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21. I am confident that the period of low growth will be

rt-lived because of the permanent improvements in the

underlying economy in the 1980s. Investment has grown more

éﬁ;;;:> < than tzige as fast as consumption over the last eighF years.
e As this additional capacity is fully utilised inflationary

pressu ill lessen and more normal growth will resume. No

one need<g§§§>any doubt about that.
22. Last yeafi%igb saw a record level of foreign direct
i itain.
1

investment int These investments are particularly
welcome as they ar industrial sectors 1like cars and

electronic goods where a high proportion of the output is

——

usually exported. For example, I wonder how many people

realise thag Britain now r trade surplus in colour TVs.

23. This increased capacitgkggil enable British industry to
meet domestic demand and to resﬁﬁgiziy export opportunities.
Indeed, that is already beginn Cg to happen. The current
account deficit for 1989 as a whole was a 1little over the
€20 billion I forecast at the time of the Autumn Statement.
But the deficit in the last 3 months was s

than in the previous quarter and,

manufacturing deficit is now improving.
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Q;§§%§§f. The reason for this improvement is twofold. A year ago,

idly expanding domestic demand sucked in imports to meet a
market that domestic manufacturers could not supply.

Moreover, that same demand absorbed British goods that would

otherwise have been exported. This pattern is now reversing.

25 Equ§§é§§are now growing rapidly, regaining the share of

world markeééiibey lost in 1988. Last year, the volume of

exports of tures grew by 111/2 per cent - the highest

recorded rate qgi%%?iif 20 years.

26. It is encouraging - though not surprising - to see
British industry responding so well to export opportunities.
And it illustrates clearly the deficit is not caused by
poor industrial competits . The primary problem has
been excess demand and as th§> is reduced the current account
will improve. I expect the defie fall to £15 billion in
1990 and further thereafter.
% a Cp&ﬂf’—//(/‘("‘“‘"‘,
P >
27. But notwithstanding the prospect of 1lower growth we'
cannot afford to relax policy. The buoy f past demand
means that inflation has been far more stub han anyone
expected. A significant fall is still some mo
number of factors will ensure that the position

Cand

noficeably before it improves. This will be refle

Retail Price Index during the next few months.
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<§§i§> The largest single factor is the growth of some

—

4 billion in local authority spending next year. This is
mainly responsible for the expected growth of over 30 pet
cent in average community charges compared with domestic

| will add over 1 per cent to the RPI next month.
29. Similaéégibhe further rise in mortgage rates last month
will also i e the Retail Price Index. As a result, I
now expect that flation may still be a 1little over
7 per cent by t‘ rth quarter of this year, compared to

the 53/4 per cent I had previously forecast.

30. Beyond that - as thesgifiiyoff increases drop out of the

onetary tightening builds up, I
o
expect inflation to fall belo per cent during 1991.

O

31. To summarise, the economy -<>both consumption and

index and the effect o

investment - has been very resilient in recent years.

Adjustment so far has been gradual. But this is not

necessarily a good guide to the gradual .
’ ;
may become -

quite sharp. e

94 w2

32. I do not propose to pretend certainty where th be

none. I am only too well aware that iE,_EE——EQE_QgEEEEE
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uncertain background that I must set monetary and fiscal

—

<§§§i§?§jcy, to which I now turn.

MONETARY POLICY

33. I<§§§i)to deal with monetary policy and interest rates

first reasons: because they are of great concern in
the House 65255 the country and because as always they

provide the ké rogress on inflation.

34. I know that %ggisnterest rates are unpopular. But they
are most unpopular as they become most effective. They

discourage spending and borrowing. They act directly on the

things we have to influenc;ifiiye are to get inflation down.

O
35. Interest rates are alééijihe most flexible way of

responding to what can be a rapfaézzzbanging situation. They
e ; -

can be raised quickly when nec Y. And they can be

relaxed just as quickly when it is safe to do so.

36. In recent months I have looked carefuﬁgigﬁy see if there
is an effective alternative to interest rat <§§§§py people,
I know, favour direct controls on bank lending -

and consumer credit.

SECRET
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nd less effective even before exchange controls were
o

<§§§§§3§ished over ten years ago. Their main impact now would be

replace domestic borrowing with overseas borrowing. For
these days it would be a simple matter for any High Street

bank to arrange its lending through an overseas branch.

STt <<§§§§>for this reason that governments of all

persuasions(ié?%bughout the Western world are abolishing
credit contrgls d are relying on interest rates to control
money and thus .4Ar§\'on. The same is true of those in
Eastern Europe who<5£§§keeking to join the Western system.

38. But as financial markets have become more open to
/ -
competition their behaviouzé;i?; changed enormously. They

have become harder to «r and that has made monetary |

e

~
H\IOV&/%‘ P e
A f-»“#~Jconditions more difficult to ge as well. This is one of
_
the consequences of financial de ation which has brought

great benefits as well as some pro <>ms.

39. So, although monetary policy remains the key to
controlling inflation, it is not realistic ppose that we

can take decisions solely by reference to any one

particular measure of money a more
sophisticated world, l/’ aﬁggigégy into
account the other evidencé about monetary condition<<§§§§>may
be available . Cj§>>

lquiLW“w"W“i
lo UGL-
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C%gis Inflationary pressures will always be with us. Whether
/\/V\/\/\/W"
h

ey originate in international circumstance or domestic

. CQ&AA/(J: 5
behaviour, they are not easy to suppress. But faced with
such - pressures what we can do is to seek to bring the
te back onto a downward path. That is the

the Medium Term- Financial Strategy I am

publishing <§§;§. /

41. Progress o cing inflation is as essential for
social reasons as i for the economy. It is also a vital
pre-condition of our taking sterling into the exchange rate
mechanism of the European Monetary System. Our commitment to
do so was set out at Ma2§§§§> it remains firm, and the

conditions for entry remain changed.

42. In due course, joining thésﬁggiénge rate mechanism will

provide a new short term fram <grk for interest rate
decisions. But even then, no one should suppose it will

bring a dispensation from the need for - strong domestic

monetary control. Indeed, quite the rever Commitment to

the one will reinforce the commitment to th

43. In recent weeks I have re-examined the role o
targets. I have concluded that it is sensible to §

targef for narrow money, and that this is best me

SECRET
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familiar aggregate MO. Since this is essentially notes
a coin, it clearly is not a comprehensive measure of money
all its  uses. But it does have value as a proven
indicator of transactions and has been a reliable gquide for
many years. For next year I have set the target range at
l o5 ent. Although the growth of MO has fallen from
its ear eaks, it is likely to start the year above the
range and it /may)be some months before it falls within it.
O
44. I have als ined closely the case for reintroducing
a target for broa ey. I can understand why some favour
this. At times broad money has given a useful indication of
the build up of inflationary pressure. The difficulty is

that its message has alwaYi§§§§§ed in quality: its growth

out. to be spent, or money that
o /
is very definitely being save savings which é wish to

can represent money that i

encourage as will become appa?’ ter in my speech. So,
although we will monitor M4 carefu , and give it weight in
our decisions, I do not intend to set an target for the year

ahead.

must be to manage public debt in a way that suppo

etary

45. Finally I have reviewed whether thergggggéﬁ&d be any
changes in the Government's fugg;ng policy. &é;%%%;;tives

policy, without distorting financial markets. ave

concluded that in general policy should continue to be“g d

SECRET

BUDGE NOT TO BE COPIED
LIST ONLY




cm—

NOT TO BE COPIED

<§§§§f the funding rule followed in recent years, with the public
s

tor avoiding sustained under or overfunding. But in
ractice the rule cannot and should not be operated rigidly.
In particular, in recent years there has been an increase in
the size of the Treasury bill issue, largely as a result of a
change e financial position of 1local authorities. In
the cir nces, the Government will if necessary adjust

its funding| Obpepations, increasing gilt sales or reducing

gilt purcha take account of this.

/."l

46. To sum up, jntérest rate decisions will continue to be
made on the basis of the growth of monetary aggregates, and a

\L\Fange of other evidence most notably the exchange rat This
/2 matters because it provide important information about
NS
domestic monetary conditi - . quite apart from having an

3 o :
(Vsk\aif“ﬁf é—Lpireqé)effect on prices. But<g§21e is, as I have made clear,

—

L;:EZZE::” no single lodestar to guidé>§§;§7 monetary policy.C:;ife

would be simpler if there were but o just does not exist.

ludr”
! So judgement is unavoidabl%)

[ }.,u a(% {l\;/

| 47. (}nd for now the judgement must rem7i§§$yié) interest

WM
. rates must stay high for some time to come.<§§g§5 moment I

judge I can safely lower them, I will. But duce them
' prematurely only to increase them again would remely
i

| damaging. When I bring them down it will b se I

‘believe they are likely to stay down. C;é>§

NOT TO BE COPIED
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In Chapter 2 of this year's Red Book I have provided a
uc longer and more comprehensive account than usual of how
monetary policy, including funding policy, is to be operated

over the years ahead. I hope this will be helpful to the
House, in particular to members of the Treasury and Civil
Service Committee when they come to examine the Budget
documents 6i§§§ail.

FISCAL POLICYCié%£%§§§>>

49. Although monetary policy must play the main role in
tackling inflation, a tight fiscal policy is also essential.
It cannot do the work of mo S:ry policy, but it can and must

support it.
o

50. The dramatic improvement i6>§z§27tate of public finances
a

over the last 10 years under the rdships of my RHFs is
an achievement of which they can be rightly proud. For
decades successive Governments have spent more than they were
prepared to raise honestly from taxati d made up the

shortfall by borrowing. They left the bill Qg\ picked up
SECRET
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Over decades that bill mounted to very considerable

Cégxgls. Today, just paying the interest on the accumulated
eb

accounts for 10p on income tax.

Over the past 10 years we have reversed that trend; and

52
in the ast three we have re-paid around £25 billion,

reducing urden of government debt to levels we have not
seen since fo the first world war.

53. The reward is repayment will be felt by future

generations but tring also an immediate benefit. As a
result of the debt repayments we are saving over

£2,500 million a year in debt interest. That is sufficient

to meet the annual cost of’ : district general hospitals.

o
54. The very large Budget surﬁ%?i;s in 1988 and 1989 owed
much to cyclical factors. I current vyear,
indicated to the House some months "ago, we expect the surplus

s O
to fall back.[‘The position:is still uncertain, as it usually

is at this time of year, bga our best estimate is th the

debt repayment this year will be around £7 @n. 9.4
-~

55. This fall in the surplus owes less to the¢ S§lowdown in
growth than to a number of special factors.
fall in privatisation proceeds

achieved in 1988-89. There has

SECRET
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en particularly marked in their capital spending, as they
ave sought to forestall the new controls which will take
effect in April. As a result, we now expect the public
expenditure planning total this year to be overshot by
The overshoot arises solely because of

by local authorities; central government

ins well under control.

56. Another, .4‘f\hh more welcome, factor reducing the
surplus has been igher national insurance rebates that
have resulted from the huge success of personal pensions.
This extension of choice is a considerable tribute to my RHF,
Sutton Coldfield. Over 3lé§§§§flion people have now been

taken out personal pensi . As well as benefiting the

O
individuals concerned, in th long-term this will reduce

public spending. But it alébuces national insurance

receipts, by £21/2 billion this y-:C;

57. Next year, some of these factors will not be repeated

but we will see the effect of slower on the debt
repayment. 1In particular corporation tax r are likely
to be significantly lower, not least becau <§§f®he higher

investment of recent years which entitles b

Cigéifes to
higher allowances against tax. These allowan <§§§§31 be
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f§> worth over £9 billion to companies next year. These cyclical

{\) gactors will build further in subsequent years.

. It is against the medium-term fiscal prospect that I
have framed the Budget judgement; for fiscal policy is not a
flexib instrument which should be altered to meet
short-t tingencies. Fine tuning fiscal policy is not
only dis to the public sector, business, and to
taxpayers bu effects on the economy are both uncertain

and often des

59. Accordingly, I am budgeting next year for a further
Public Sector Debt repayment of £7 billion - the same as this

year. Looking further ahead,.I expect our fiscal position to
move towards the medium—tégé§;b

jective of a balanced budget,

an objective I reaffirm toda?

60. The overall effect of tgzi;zzget measures I announce
today will be to maintain a tight<3fiscal policy, modestly

increasing the yield from taxation approaching

after that.

by
£1/2 billion next year and just under £1 b%iifgn in the year

[wordcount = 3,363] complete
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I now come to the detailed measures in this year's Budget.

And I s egin with the taxation of business.

s Everyonéiiib this country benefits from the success of
British enterp(%ﬁéi)Tax reform cannot create success but it

can help itg;and<§§%§§§§?e it.
-

VAT

3. Within the tight fiscaéggéiftion I judge necessary, I am
s

able to make some changes th hould help small and medium

o
sized companies. 3 <if>

; ;;:
4. Cash flow is particularly impo C)ant to companies of this

size. To improve it, therefore, I have two measures that

should help.

Bl At present, traders pay Value Added all their
sales, even if their customers do not actually e bill.
They can only claim VAT relief for a bad debt whe ebtor

has been declared formally insolvent. As a re the

A
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<é%%§%§§ader - who has dealt in good faith - can be out of pocket,

some cases for years, and often for large sums.

6. This has long been resented by businesses and the time

come to deal with it. I therefore propose that from

has
April n ar all debts which are over 2 years old and

written <g§g§§ in the trader's accounts will qualify
automatical ?ifg@ relief from VAT. This will be worth some
£150 million tgfg%§§§:ss next year.

7. I also propos help smaller companies by simplifying
the rules for traders registering for VAT. At present
whether or not you have to register depends on quarterly and
annual turnover thresholds. only have to say this to

<i§§5 usinesses also have to peer

realise how difficult it

o
into the future to see if the limits might possibly be

éxceeded within the next y6?§;;Z>This complication is
unnecessary. So as from today, I 2 ose a simple rule for
VAT registration. This will be based on actual turnover in
the preceding 12 months and not wunknown turnover in the

distant future. It will bring certainty a simplicity in

place of uncertainty and complexity. Be businesses
will, in general, register later than they ise would
have, it will save them £35 million in <$ and

Wy i

£75 million tﬂ?rear after.
NOT TO BE COPIED
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I have two further VAT changes. First, I propose to
rease the VAT threshold to £25,400, a modest sum, but the

ximum permitted under European Community law.

9. The second change will affect companies which provide

accommoﬁg%?%p for their own Directors. As things stand, the
a

firm c¢ t the VAT they pay on this, for something that
is more a inge |benefit than a legitimate business cost.
Frankly t believe this generous treatment is
justified. I re propose that VAT paid on Directors'

accommodation shou longer be deductible. This will take

effect from [April 5 this year].

CORPORATION TAX
0

o
10. I also have some changes (éfg;rporation Tax. While the

main rate of corporation tax Qﬁii;meain at 35 per cent, I

have some changes to propose that reduce the burden of
o

tax for small companies.

11. At present companies with profits belo 150,000 pay a
reduced rate of Corporation Tax of 25 per<§§§§%§> For the
coming financial year, I propose to raise éii%ﬁiling by

a g in

one third, to £200,000. This amounts to

two years of the profits levels for the reduced

and
will be of special benefit to smaller growing compani %;2>$

NOT TO BE COPIED
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Q§§§> 2. For companies with profits above this limit, the average
e of tax gradually rises until they reach the upper

ofits limit of £3/4 million a year. I propose to widen

this intermediate band by raising the upper profits limit,
again by a third, to £1 million. This means that no single
company be liable for the full rate of Corporation Tax

until its ts reach £1 million a year. This represents
the

most vourable structure of tax rates for small
companies anyw in the EC.

TRAINING

13. I also have one specific tax change to help training.

14. One of the most welcomtures of the last few years

O
has been the massive amoun of money being invested in
training throughout the economy Indeed, the latest

estimates put this at some £20 bil a year.
o

15. All companies' expenditure on training is, of course,

tax allowable, and in addition the Gover is spending

£21/2 billion a year on training programmes. £2 billion

of this will in future be spent through TECs, m which

will be coming into operation over the next year. Ciiéb
BUDGET SECRET - BUDGET LIST ONLY
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I believe that TECs will do much to improve training in

country, and I have no doubt that we shall see the

b

6
nefits in years to come. They will give the private sector

a new opportunity to determine its own needs, contribute to

them, and receive generous cash and tax help to meet them.

1.7 - Phe nment has undertaken to match local business

donations toQéEé} pound for pound within certain limits. I

now propose courage business to put more money into

training by givi ngiE relief on business donations to TECs

for five years unti pril 1995. And I propose to extend the
same concession to local enterprise agencies until the same

date.

18. My next announcement has imﬁ?iiiz?ons for one in four of
the adult population. For that is C}e number of people -
nearly 11 million people - who own shares in the UK today, a

new record.

19. Over the next few months, the Stock E

taking crucial decisions on their pla
share-dealing system, affectionately known as TA
will cut costs and eliminate paper forms, and

modern computerised system for transferring

BUDGET SECRET - BUDGET LIST ONLY
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@éigéigflslons on the design of the new systems for TAURUS will

to be taken shortly. We need, therefore, to decide what

tamp duty regime to apply to paperless transactions.

approach 1992 we can expect even sharper

1nterna<é§§%) competition in financial services, much of it

from oth§§§i§§ropean centres. Competitive and practical

arguments po t in the same direction. I have therefore

decided to a stamp duty on securities late in 1991-92

to coincide as f <§§>possible with the introduction of

paperless dealing.

21. The assumption in the Red Book is that abolition will be
at the end of 1991, at a re ye cost of £120 million in
1991-92. This date will ject to confirmation later
when I have fuller informatxon out the progress of TAURUS.
However, although there is some £1 lity about the timing,
there is no doubt about the decisio C>° abolish stamp duty on
shares. I have made the announcement now to remove
uncertainty and make clear that there is no need to plan for

stamp duty within TAURUS. I should add, for avoidance of

doubt, that stamp duty on land and pr will be

unaffected by this measure. <§i§b

22. Both the abolition of the tax and the introdu f a

more modern dealing system will help to secure th <;é;§§

NOT TO BE COPIED
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Qé;;b osition as a financial centre in an increasingly competitive

<j bal market. Furthermore, by reducing transaction costs
e will permit higher returns for 11 million holders of
occupational pension schemes, the 31/2 million personal
pension holders as well as the many millions of people who
hold 1i agsurance policies or unit trusts. It will also be

of parti enefit to small shareholders.
LIFE ASSURANC

23. The Finance é§§>§111 also include a number of measures
on Life Assurance, announced by my HF the Financial Secretary
last December, which flow from the changes in the
1989 Finance Act. The =‘=; sures followed extensive
consultation with the in. They put the taxation of
life-assurance companies' unit{trust holdings on a sounder

footing and make a number of fte al improvements. They

will yield £50 million in 1990-91.
o

24, I also have a measure to announce which larify the

tax regime for banks. 6§j§>
ZQ

25. Tax relief is rightly available to banks a <§§§§g to
other lenders for bad and doubtful debts. But it ha <g§§3p
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<é§§b ise to two problems. First, in recent years the banks have
i

<ggé§?ased very substantially the amounts written off for

heir lending to Third World countries. That has been widely
welcomed, but sudden increases do have an adverse impact on

the public finances. Over time, the tax cost of the 1989

increaséii?@hld amount to going on for £1 billion.

26 Second,@é?ib ugh the principle is clear, it is less
clear how t ment it in practice. This is because the
relief available ds on the extent to which the debts are
estimated to be jifrecoverable - and that is often far from
clear-cut. This difficulty is magnified when the debts in

question are those of sovereign nations rather than

individuals or firms.

o
27. This is an unsatisfacto osition for the banks, for

the Inland Revenue, and for th@<§§§2ﬁyer. I have therefore

decided to resolve it, and remove uncertainties in the
present law. Banks will continue to be able to offset their
losses on sovereign loans fully against tax, but under a
clearer mechanism than previously; and the

on future increases in the cost of this tax
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tax relief which they are due. If the banks sell their
ébt to a third party and crystallise their losses, their tax
relief on them will be similarly phased. But where the debt
is sold back to the foreign state, to reduce its debt once

and for then tax relief on that loss will be available

in full a ediately.

produces a cash flow yield of around
)2, compared with what might be expected

is will unwind in later years.

TAXES ON SPENDING

30. I now turn to taxes onding. Given the need to keep

a tight fiscal position, my j0 ment is that, taken as a

whole, the excise duties mus®<§iizf broadly in line with

aint, however, I have
<o

inflation. Within that overall co

some modest adjustments to make.

31. First, Vehicle Excise Duty. I pro a number of

changes in VED to remove anomalies in axation of

different types of lorries. These changes wi -'3- further

reduce the number of different VED rates. Last

removed 80 different VED rates, and I propose to
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<§§§D urther 188 today. This will greatly simplify the systemn,

rd /

will by no means perfect it.

32. Vehicle Excise Duty on cars - the tax disc - will be
unchanged once again this year at £100. Nor will there by

any cha VED for buses, coaches, taxis and many lorries.

J3s =X w§§§i§i up the cost of this by increasing petrol and

DERV duties by r more than strict revalorisation would
Justify. These rise by 10 per cent. This will add 9p
to a gallon of DERV lmost 11 pence to a gallon of leaded

petrol.

34. For unleaded petrol thh increase will be smaller at
around 9 pence per gallon This will widen the tax
o
differential in favour of unle€aded still further, to almost

16 pence a gallon. The market s unleaded petrol has

Cgince the changes in the

last Budget. I hope and expect to see it increase even

increased fivefold, to 30 per cent;

further.

35. For alcohol, with one exception, I pro raise the

duties in line with inflation. This will put @
e

of table wine, but only tuppence on a pint of be . ;
however, have enjoyed a duty standstill since 198S5.
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<§§%§%§§opose therefore an increase of 10 per cent, which will

ease the price of a bottle of spirits by 54p.

36. I propose also a 10 per cent increase in duty for

cigarettes, which will put 10p on a packet of 20. The duty

on ciga 1 rise similarly and will add 5p to the cost of
a packet<§§%§§five small cigars. But I do not this year
propose any éégi%ase in duty on pipe tobacco. This at least
will be one ﬁ%g;gke which will command the support of the

Leader of the Op n.

37. I now turn to football
e

o
38. The tragedies at Bradfoﬁéi/;nd Hillsborough Football

grounds shocked us all. The Re by Lord Justice Taylor
made recommendations to improve com Cft and safety in our

football league grounds over the next ten years.

39. Implementing the programme of work .énvisaged in the
Taylor Report will place a significant burde

clubs, which many of them will find extremel

For many are in a very weak financial position,

handful are profitable. I recognise this pro

believe there is an acceptable way to overcome it.
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5\ riority is to ensure that vital improvements in safety and

ngfiort can be made. And the second is to avert what would
therwise be the closure of many of our grounds. If we help

football now, I believe football will be able to help itself

in future.

40. Let <§§é§$ay first that much of the expenditure required

to meet the(@é?i%r recommendations is eligible for capital
allowances oxﬁéggé full offset against tax. But there is

still some conf n this area, and I have asked the

Inland Revenue to de urgent guidance to clarify the tax

position.

41. But tax allowances ca2§§§§861p where there is no profit

to set costs against. I h therefore reviewed the rate of

o
Pool Betting Duty the tax ich 1is paid by the pools

companies on the stakes they re@ This currently stands
at 421/2 per cent. I propose to r-xéce it to 40 per cent on
the clear understanding that the full amount saved is passed
by the pools promoters to the Football Trust, and is used by
them to improve the safety and comfort of fz§§§%f English and

Scottish football league grounds.

42. I am confident that such an arrangemégéjs> n be

negotiated with the pools promoters and the <§§§§§all
authorities. Provided that we do so, the duty 1 e
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t period, we shall review the position again.

<é§%§%§gnged, in the first instance for 5 years. At the end of

43, This reduction will yield around £100 million for

football over five years. It will be added to the

£75 milli hich the Football Trust have said will be

available<§§§§& the next ten years. These sums represent very

clubs bring grounds up to the safety standards we all

want to see. @%

44, Millions of people watch football every year. With

significant é§§§>§ utions to ensuring that football league

better and safer grounds I hope they will continue to do so,

and that many more will jo%%§§§§r.
o
©
o

INCOME TAX
45. Next, I deal with income tax.

46. I have no change to announce to either the basic or the
higher rate of tax. They will remain 25p and 40p
respectively. I re-affirm our objective of i rate of

20p, but I can make no move towards it this yea <§i§b

@,
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Q;§§> 7. However, I do propose to uprate the main income tax
allowances by the statutory indexation factor of 7.7 per
ent, rounded up.

The personal allowance will rise by £220 to £3,005. The

couple's allowance will be set at £1,720, as will

49. The allowances for the elderly will be fully uprated in
line with inflation. For those aged 65 to 74, the personal
allowance goes up by £270 to ,670 and the married couples'
allowance by £160 to E2,14r those aged 75 and over, the
personal allowance goes up bfo 80 to £3,820 and the married

couples' allowance will be £2 The income limit for

these allowances also rises by 7. 0r cent to £12,300.

50. I also propose to raise the IHT threshold by £10,000 to

£128,000 in line with inflation. Q!;;b

51. I do not propose to increase the Capi
exemption from its present level of £5,000
However, the introduction of

married couples will benefit
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(iijb otalling £10,000 a year, rather than having to share one

<§> ween them as at present.

52. 1 ave to set the scales for the taxation of the
private f company cars. The tax treatment of this
benéfit rem s generous, though less so than previously, as
a result of C%géi)significant increases in these scales in
recent Budgets. efore propose an increase - but a
smaller one than <fgikprevious years, at 20 per cent. The
yield from this will be £160 million in 1990-91. There will

be no change in the fuel scales.

BLIND ALLOWANCE

o

53. In the tax system there ©j ne allowance - the tax
allowance for the blind - that although anomalous has 1long
been accepted as a proper recognition of the special
difficulties faced by blind people. The allowance is modest,
but welcome, at £540 a year. I propos make it less

modest and more welcome, and double it to £1, <\v
¥
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ORKPLACE NURSERIES

@%§>>Before I leave income tax, I have a supply side measure

to announce, which will help the 1labour market to work

better.

55. We hq%ii?@ways made it clear that it is not for the

Government ééié@courage or discourage women with children to

go out to wor @: is rightly a decision for the parents

to take, and <§;é§§'n which the Government should not
D

interfere.

56. But it is undeniable that an increasing number of

mothers do want to return ork. And many employers - in

private industry, and in public s ices such as health and
o

education - are keen to encourage them to do so.

o

57. However, at present, if an e oyer provides a nursery
for his staff in order to recruit and retain skilled people,
any employee who benefits and who earns more than £8,500 a
year is required to pay tax on the assesse lue of the
benefit in kind. Many employers have arg t this has

created recruitment difficulties for them, and omen see

NOT TO BE COPIED
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8. For these reasons, therefore, I have decided to exempt
value of workplace nurseries and playgroups from taxation
s a benefit in kind. This will take effect from 6 April

this year.

59, w1 @ggéét the view of many businesses that this will give

extra ’mE§§§§> to the trend for employers to invest in good

quality nur%%é?ii ovision for their staff. And it has the
additional a e that it will make the tax system a

little bit simp employers and the Inland Revenue to

administer.

CHARITIES

60. I indicated at the<§;;;2n'ng of this speech that this

S
Budget would include incentives(both to save and to give. I

will come to saving in a moﬁut I want to deal with

iving first.
g g >
61. We are by instinct a generous nation to causes that
appeal to us. The tax system already offe great deal of
help to charities. It offers reliefs on income and
expenditure. And it provides incentives ncourage
charitable giving. There 1is a relief

covenants
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Qé%%?iigland Revenue are today issuing new guidance to help

c ities and donors who wish to give through charitable

ovenants.

62. Since 1987 relief for covenants has been complemented by
the payﬁgg;b giving scheme, a very user-friendly way to
relieve <§§§§hr giving from tax. This scheme has been doing

well since %ggji>unch and I now propose to increase the
annual limit 80 to £600.

63. These reliefqéﬁigé focused mainly on regular giving,

which is of great importance to charities. But they are
ill-suited to encourage the one-off gift which, for a variety

of reasons, many people fi more convenient. Over the
s

years, this has been a istent source of concern to
o
charities. This year, I propoﬁéfig go some way to meet those

concerns. 0<i::>

o
64. 1 propose a Gift Aid which will give tax relief for

large single money donations. It is not practical to operate

a relief for all small one-off gifts. do I wish to
undermine regular giving through

covenants. [Initially], therefore,

limit will be £600 per donation, although relil

available on individual gifts up to an annual

£5 million per donor.
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<g§§§>This new relief, which will apply to gifts by both
n

dividuals and companies, will come into operation from
1st October this year. I am confident that it will maintain
and strengthen the growth of charitable giving, and I very
much ho t charities will promote it actively.
66. Befoiéigziggve the subject of charities I should also
mention a péigégk of further VAT reliefs giving help
especially to or ions engaged in sea rescue and medical
care and research y will come into effect on 1 May and
give an additional benefit of about £5 million a year to

charitable work. Full details are set out in a Customs and

Excise press release being d today.
o
SAVINGS

o

67. I now turn to the taxation of savings. As I do so I am
conscious that the majority of personal savings are the

fruits of earnings which have already been taxed.

68. I start with saving in shares. <S§§%%§§

69. The development of the personal equity
stands to the credit of my predecessor, has been an ant

boost for share-ownership. Last year was a record o %;£%§;
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with over 300,000 plans taken out, to the value of some

million.

70. To build on this success I propose to raise the overall
annual limit on investment in PEPs by a quarter, from £4,800
to £6,0 ithin that, the annual limit on investment in
unit and<§§g§éstment trusts will be increased by the same
percentage, o 000.
@

71. I am also s thetic to the problems investment and
unit trusts face in atifying for PEP treatment, as a result
of the requirement that 75 per cent of their portfolio should

be invested in ordinary UK equities. I propose therefore to

relax this rule, to 50 per §§§§b I also propose to raise the
i

satisfy this rule, from the prasent £750 to £900.

O/(:D

72. Last year, my RHF put employee are-ownership plans, or

PEP limit for those [unit a inyestment] trusts that do not
O(

ESOPs, as they are known, on the statute book. ESOPs are a
vehicle for giving employees a direct stake in the business
for which they work. I believe they are an ctive option
and deserve further encouragement. I there ropose to
introduce a rollover relief from capital gain

of shares to ESOPs. This will enable comp
particularly in the unquoted sector, to transfer th

to their workforce without themselves incurring an
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Eéiffi>
Q;;i%iax charge. I believe this will remove an impediment to the

<6zg%lopment of ESOPs and give this form of employee share

nership the fillip it deserves.

INDEPENDENT TAXATION

&y

73. In a t, I will turn to some new and significant tax
changes for ééigbs. But first, I wish to turn to a reform
which was ann@%ﬁégﬁ in the 1988 Budget and comes into effect
next month - ind t taxation for women. There is too
little understandi what this change will mean. But it

will fundamentally change the financial affairs of women.

74. At present the taxatiogggiE)married women's income is

wholly inconsistent with t ¥ role in society. 1In tax law

o
their income is still consider to belong to their husbands.

The effect of this is twofold. Onies married women any
And too often it

privacy or independence in tax matters.
o

results in heavier taxation than is fair. Frankly it is time

for this system to go, and go it will from April.

75. In future, a husband and wife will be entirely

separately. Every married woman will have a ta wance of
her own to set against her income - whether this e is
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Q;§> 76. Three and three quarter million people will gain, of

m 2 million have incomes of 1less than £5,000 a year.
ne million elderly married couples will pay less tax, with

200,000 pensioner couples taken out of tax altogether.

77. No e )will be sorry to see the old system go. One of
its wor tures was its treatment of the savings of
married wo . hether they had other income or not, the
interest on t avings was added to their husband's. income
and taxed at hi This was a clear penalty on thrift.
But from April all will end. This may well be the area
where the reform has its greatest effect and will be most

welcomed.

COMPOSITE RATE TAX ‘<:S;b

o

78. However, it has thrown intéYZiiif relief another aspect
s

of the tax system that affects a avers, and which no

o
longer deserves to survive.

79. Some women will see the benefit of inde dent taxation
automatically, if they have their money inve national
savings, or other accounts which pay interes

However, many women, particularly those with

savings, prefer to save with High Street banks o

societies. And so, frankly, do many other small save
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<é§§b 11 these savers, income tax - or rather a proxy for it, the
<§§i§> called composite rate - is deducted [before it ever gets

o the saver, and] whether or not the saver is liable to pay

tax.

80. Co e rate tax was introduced originally in 1894,
and put tatute book in 1951. It currently stands at

s
just under per cent. It is deducted at source. It cannot

be reclaimed ny circumstances. This means that basic
rate taxpayers §§§§§>little - currently 3 per cent, compared
with what they s ggggspay - and non-taxpayers are worse off

by 22 per cent.

8l. The attraction of composkge rate is that it allows small
amounts of tax to be coll with ease from large numbers
of people. It is very conveng> and very cost-effective.

But the fact remains that wiﬁziizy, we tax people on low
incomes who should not be taxed.

o

82. The scale of this is compelling. Once Independent

Taxation is implemented there will be 14 ion people -

nearly one quarter of the population - <§§§§ge savings

income that does not merit taxation, but whic

under present legislation.
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<§§§b 3. They include some 5 million married women with little or
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other income of their own, 4 million pensioners,
/, million other adults, and 21/2 million children with
small savings accounts - often funded with small gifts of

money from grandparents, or savings from pocket money.

84. It course, always been possible for these people
to avoid atdon, by saving in accounts that pay interest
gross or wher an be reclaimed. But the convenience of
using banks a ding societies has meant that they have

not done so.

85. There is no way out of this problem other than to
abolish composite rate t;igiifirely. This I propose to do

with effect from 6 April 19 he earliest practicable date.

o
From then on tax will fall those who should pay it, and

will not fall on those who should>ay it.

&
86. We shall discuss with the banks and building societies

how to effect this change. I envisage a scheme of
self-certification that will allow non-taxpa to be paid
gross. For other savers, tax at basic rate e deducted

at source. Unlike composite rate tax it will géiéslaimable

by any non-taxpayers who, for any reason, may <i§§§f
able to self-certify for gross payment.
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This change will reduce significantly the amount of tax

id by many married women, pensioners, children, and others
small savings. It will relieve them of tax which they
should never pay. And by removing the penalty of composite

rate tax it will play an important part in encouraging the

savinngggéét.

NATIONAL S G

0>

88. Meanwhile, \s
rat

Account and Income Bonds, where interest is already paid

announcing today a 1 per cent increase

in the interest id on National Savings Investment

gross of tax. This too will help encourage saving,

particularly by non-taxpay-‘i. The Department for National
Savings will also be introducing later this year a new Series

o
of the Capital Bond, with sim r arrangements for paying tax

on interest. <><:::>

o

89. However, I want to do more encourage saving habit
among taxpayers - all of them. 1In the 11 e have been
in office, a series of Budgets have removed p ates of

tax, abolished the investment income surcharge a
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Qggggégging beyond the incentives to saving that we have built up

the 1last 10 years. These schemes have been immensely
<g§§§;ssful in spreading share ownership, and will continue to
be so in the future. But I now want to extend savings
incentives to the mass of ordinary taxpaying savers - and

potenti vers - who prefer to put their money in their

High Stree@ks and building societies.

90. My next is addressed precisely to them. I
propose to int a wholly new tax incentive which will
reward saving and e ge people to build up a stock of

capital.

91. The scheme will work 4&s\ follows. Every adult will be
entitled to one @ TESSA for
short. This account can €< held at any bank or building
society. The essence of the schéﬁiéi?)to encourage people to
save regularly over a 5 year perio S The incentive for them
to do so is that all the interest earned on their capital

will be entirely free of tax, provided only that the capital

is left undisturbed over the 5 years.

92. The annual limit on the amount that can égigggés

be £1,800, or £150 a month. 1In the first year, e who
has capital that they are willing to tie up for 1 can
put this money in their account from the outset, €;£g§9
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<é§§b imit of £3,000. But the overall limit of £9,000 for the

le plan applies nonetheless.

93. To cope with the circumstances of many small savers -

particularly pensioners - who wuse the interest on their

savings (o) their everyday expenses, it will be possible to

net-of-tax

then gets a<§§§§§s representing the money which would
otherwise have <§§§§> in tax. The depositor will get this
provided none of t 8;2;§ital has been withdrawn before the

five years is up. They can, of course, withdraw the capital

withdraw <§§§éxest as it accrues, but only up to the
@E?;}. At the end of the 5 years, the depositor

at any time, but without tax relief.

94. This scheme is conven flexible and simple. It

caters for those who want td¢save monthly, annually, or in

irreqular amounts. I believe i@esents a substantial
and I am con 'éent that TESSA will play

incentive to save,

its part in reviving the culture of thrift. I also believe

it is both desirable and fair to reduce tax on small savings.

95. This new relief will be available t January.
Its cost will depend on take-up but cou around
£200 million in the first full year, rising si

the longer-term.
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. This Budget has contained a number of savings measures.

I turn now to the removal of a savings disincentive.

97. As House knows, the income-related benefits -
housing b , community charge benefit, income support and

family cre are subject to a capital rule. Above a

certain level ital - £6,000 in the case of income

(%Sigkedit, and £8,000 in the case of housing

benefit and communi rge benefit, the claimant becomes

support and fa

completely ineligible for assistance, however 1low their

income may be.

98. Many people resent thie because they believe it

o
represents a penalty on thrift<and self-provision. They ask

why they should save when, by dofn they lose benefits to
which they would otherwise have C)een entitled. This is
particularly felt by elderly people who have to run down

their capital, and having retired are less able to replenish

it. A further problem that has arisen is th e Community
Charge is an individual charge, but mar uples have

P

their capital aggregated to determine tzi:b
i bt s
entitlement.
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There must, of course, be some upper limit, for benefits
t be directed where they are most needed. But I have
ltewed the present limits, together with my RHS, SoS

and have decided that they should be raised.

100, 1 ?Eiﬁ%fore propose to raise the capital limit at which
-
<§§g§%pguished for those on income support or family

benefit
T ——

credit from 0 to £8,000. But the principal grievance is

Uy i

felt in respec he capital limits for housing benefit and
“\—

community charge it. I therefore propose to increase

the capltal cuﬁY§<£;2§pr these help from £8,000 to £16,000.

P \_—4\,’—/’\—"\» ——— e — ——

y This measure will benefit around /4 million people in all,

two thirds of them pensioners, who are at present excluded

from benefit. ';

O
101. Mr RHF is laying the nece ry regulations today so that

the limits will be increased when( its are uprated at the
beginning of April [1 April for hou g and community charge
benefits and 9 April for family créﬁit and income support. ]
Although there is no statutory requirement to consult the
local authorities about increases in the c 1 limits for
housing and community charge benefits, will, - of

course, be discussing with them the implement f these

changes straightaway. The public expenditure co 1 be

om
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Q%i>j he Reserve and not add to the overall planned spending

(<K§§§}gls.

\

PERORATION
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Table 1.1 The Budget measures'

£ million yleld(+)/cost(—)
1990-91 1991-92

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

Income tax 0 ( Q‘)
p e N, _ "M-‘IE
calser main all;xwanccs Mndﬂcd - a0
baswu b w; gou?

car benefit scalcs mcre:nscéM by 20%° /

ﬁm@% cxemptcd—x /\}/\\
V‘\

,\_,/\

Excise duties o
// o T
: . AN
tobacco duties increased R
petrol, derv and other oils duties increased Y A
alcohol duties increased '
vehicle excise duty on cars, buses etc unchanged
other vehicle excise duty changes

pool betting duty rate reduced
a

e A ]
Tax ;xcmpt/ipccial | Zavings }’ccounts
Composite rate tax abolished

Stamp duty on shares abolished

Corporation tax
small companies’ limits increased by a third

‘ relief fonlsovercign debt peesssssms phased

Value added tax
bad debt relief
reform of registration rules =38 Q (-\

Other tax changes $ - 7’0 N :’,
XC

Capital limits raised for income-related benefitsH
%30 &

+ 10
+7¢ - = Nil. ’/\\J A

Total

! The tax_measures, and the basis of the costings dwwn an dcsmbcd in

\ “detail inChapter 4. * = Negligible.
2 &@arm! Public expenditure costs o %‘lllmn l990—91d s+ = Not applicable. @%
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R e
@/. V'nl GDP is forecast to grow.b% per cent in 1990, following above tr @
! ~ growth)for three years. RPI inflation should begin to fall j¢the end of 1990,
m e kow-ox! w“?/‘ reaching 5 per cent by mid-1991.

o
Assumptions 322 The forecast assumes that fiscal and monetary policies are operated
within the framework of the Medium Term Financial Strategy (MTES). It
assumes that both North Sea oil prices and sterling remain close to recent

b(:— H ) levels. The public sector debt repayment (PSDR) is forecast to be about
\ 7 L7 billion in)1989-90 anw In 1990-Y1. g P

Demand and activity Jb GDP growth slowed to 2} per cent in 1989, partly because of a large fall
in North Sea oil output. Growth of consumers’ expenditure slowed
markedly through 1989 and fixed investment psebably flattened off ja-smi

yeas: But exports accelerated sharply in the second half of 1989, while
import growth fell.

o fat

;24 Domestic demand is forecast to belower in 1990 han-in1989. But this
is likely to be offset by strong growth in net exportsiand GDP is forecast to ()

sl -
Ci / rise ByR per cent.
(@)

Inflation 3} -IOHIRetail price inflation was 74 per cent in the fourth quarter of 1989;
excluding mortgage interest payments it was 6 per cent. Total RPI inflation 7"~
is expected to rise further in the coming months, before falling to 7fper cent \ "4
by the fourth quarter of 1990 in response to the continued slow-down in the
economy. It is forecast to fall to xPcr cent by mid-1991 and further @

thereafter.
I& Lum

Trade and current 3 The current account deficit was nearly £21 billion in 1989, to

account fall in)the-closing months —H is forecast to ,Cl%ﬁlﬂion n )
@ 1990, Zfp A ‘.

)
O.

Labour market 3} Employment has continued to rise rapidly, while unemployment has
fallen. With a forecast of low output growth, unemployment could level off
in the coming months and may rise, although much depends on the
behaviour of wage bargainers.

o
World economy 3.b Growth of world trade and GNP slowed in 1989, but both were still
above the trends for the Wmsmmfdewing—dem
fosecast-for-1990) Inflation in the major economies picked up in 1989 and is

ow generally as high as or higher than a year ago. It is forecast to moderate
lightly in 1990.




Table 3.1b/ Economic prospects: summary

P,

Percentage changes on a year earlier unless otherwise
stated

Average
errors
1990 from past
forecasts'

Forecast

GDP and domestic demand at constant prices

Domestic demand
of which:

Consumers’ expenditure

General government consumption

Fixed investment

Change in stockbuilding (as percent of GDP)
Exports of goods and services
Imports of goods and services
Gross domestic product (average measure)
Manufacturing output

Balance of payments current account (£ billion)

Inflation
Retail price index (Q4 on Q4)
GDP deflator at market prices (financial year)?

Money GDP at market prices (financial year)?
£ billion

PSDR (financial year)
£ billion
per cent of GDP
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571/7( (51;3 54’8(555)
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! The ervors relate to the average differences (on either side of the central figure) between FSBR Industry Act Forecasts and outturn over the last ten years, and

apply to the forecasts for 1990.

2 The figures in brackets adjust for the distortion to money GDP and the GDP deflator arising from the abolition of domestic rates. This is explained in the

box on page xx.
3 At an annual rate.

‘Q2on Q2.




