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cc Financial Secretary 
Sir P Middleton 
Mr Scholar 
Miss O'Mara 
Miss Sinclair 
Mr P Gray 
Mr Hudson 

Mr McManus, IR 
Mr P Lewis, IR 

BUDGET STATEMENT : FIFTH DRAFT 

After discussion involving the Revenue, Miss Sinclair and me, I should like to 

propose a redraft which I hope is both more precise and clearer. In particular, 

it would bring out two points: that the main aim of the new proposal is to cover 

training paid for by an employer for an employee who is about to leave his existing 

employer; and that the change will help both the employer and the employee. The 

proposed text is: 

"Training and retraining are vital to a flexible and competitive 

economy. Some employers may be willing to help with the retraining 

of workers who are leaving their current employment, perhaps for 

another job or to become self-employed. At present if employers 

finance such training, the employee and in some cases the employer 

will generally be liable to tax on the cost. I propose that both 

employers and employees should be exempt from tax in this kind of 

case. This should encourage both employers and employees to undertake 

training in new skills for new jobs." 

I also have comments on paragraph B6 which describes recent employment measures. 

In line 5 I suggest splitting the long first sentence after "the long term 

unemployed." then cut out "so that," so that the next sentence can begin "Starting 

C. 	next month ..". 

Delete "Again," at the bcginning of the second line: it might suggest that 

there had also been a quadrupling of the Enterprise Allowance mentioned in the 

1 . 
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previous sentence. The next few lines could be amended as follows: 

"And once fully under way, the new Job Training Scheme will give 

a quarter of a million others, most of them young people, vocational 

training leading to recognised qualifications. These measures give 

carefully targetted and practical help to the unemployed. Together 

with our other schemes, including the two year YTS, this Government 

has developed its employment and training programmes on a scale no 

other country can match. But the best hope ... 

5. The point of the changes is that Lord Young does not like YTS being treated 

as a way of reducing unemployment and similarly prefers to stress the training 

rather than the work experience content of the JTS. I have cleared the proposed 

text with my opposite number at DE. This overtakes but is consistent with 

Mr Rayner's note of 11 March. 

ot_CL—J11.- 

MONCK 
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Sir P Middleton 
Mr Scholar 
Miss O'Mara 
Miss Sinclair 
Mr P Gray 
Mr Hudson 

Mr McManus, IR 
Mr P Lewis, IR 

After discussion involving the Revenue, Miss Sinclair and me, I should like to 

propose a redraft which I hope is both more precise and clearer. In particular, 

it would bring out two points: that the main aim of the new proposal is to cover 

training paid for by an employer for an employee who is about to leave his existing 

employer; and that the change will help both the employer and the employee. The 

proposed text is: 

"Training and retraining are vital to a flexible and competitive 

economy. Some employers may be willing to help with the retraining 

of workers who are leaving their current employment, perhaps for 
t+ 	, 

Imot4ler Job or to become self-employed. At present if employers 

finance such training, the employee and in some cases the employer 

will generally be liable to tax on the cost. I propose that both 

employers and employees should be exempt from tax in this kind of 

case. This should encourage beth employers and employees to undertake 

training in new skills for new jobs." 

I also have comments on para raph B6 which describes recent employment measures. 

In line 5 I suggest split ing the 	ng first sentence after "the long term 

unemployed." then cut out "so -6at, ft  so 
that 

 the next sentence can begin "Starting 

Delete "Again," at the beginning of the second line: it might suggest that 

there had also been a quadrupling of the Enterprise Allowance mentioned in the 

next month ..". 

1. 
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BUDGET STATEMENT : FIFTH DRAFT 

After discussion involving the Revenue, Miss Sinclair and me, I should like to 

propose a redraft which I hope is both more precise and clearer. In particular, 

it would bring out two points: that the main aim of the new proposal is to cover 

training paid for by an employer for an employee who is about to leave his existing 

employer; and that the change will help both the employer and the employee. The 

proposed text is: 

"Training and retraining are vital to a flexible and competitive 

economy. Some employers may be willing to help with the retraining 

of workers who are leaving their current employment, perhaps for 

another job or to become self-employed. At present if employers 

finance such training, the employee and in some cases the employer 

will generally be liable to tax on the cost. I propose that both 

employers and employees should be exempt from tax in this kind of 

case. This should encourage both employers and employees to undertake 

training in new skills for new jobs." 

I also have comments on paragraph B6 which describes recent employment measures. 

In line 5 I suggest splitting the long first sentence after "the long term 

unemployed." then cut out "so that," so that the next sentence can begin "Starting 

next month 

Delete "Again," at the beginning of the second line: it might suggest that 

there had also been a quadrupling of the Enterprise Allowance mentioned in the 

1. 
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previous sentence. The next few lines could be amended as follows: 

"And once fully under way, the new Job Training Scheme will give 

a quarter of a million others, most of them young people, vocational 

training leading to recognised qualifications. These measures give 

carefully targetted and practical help to the unemployed. Together 

with our other schemes, including the two year YTS, this Government 

has developed its employment and training programmes on a scale no 

other country can match. But the best hope ... T 

5. The point of the changes is that Lord Young does not like YTS being treated 

as a way of reducing unemployment and similarly prefers to stress the training 

rather than the work experience content of the JTS. I have cleared the proposed 

text with my opposite number at DE. This overtakes but is consistent with 

Mr Rayner's note of 11 March. 

1 	iz 	c, 

:1\1 MONCK 
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BUDGET STATEMENT SECOND DRAFT 

The Economic Secretary has seen your minute to Mr Scholar of 

11 March. 

2. 	He had the following further comments:- 

(i) 	C5. He thinks this looks a bit spare. He wondered 

whether this would not come better, with minor 

adjustments, before Cl. 
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D4. 	The Economic Secretary thinks that the phrase 

"an increasingly profitable business and industry" 

reads oddly. 	He wondered whether the Chancellor 

had meant to say this. 

10'N't ett-e-e-001  
F25. The Economic Secretary thought that the first 

sentence might read better if it began "As for the 

other Capital Taxes, their severity has also been 

significantly eased since we first took office, with  

the consequence that the yield 	 

42 Lew, .t 

44W 't WU- 

H8. 	The Economic Secretary thinks that "marginal 

rate" is jargon and would be incomprehensible to 

most people. He thinks he may have made this point 

before, but wonders whether "only rate" would not 

be preferable. 

(c 
P D P BARNES 
Private Secretary 
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CHANCELLOR 

BUDGET SPEECH 

The speech reads well now. 	But I still dislike paragraph 

C5. It has a strangely defensive ring in an otherwise positive 

presentation. 	And following C4 it means there are three 

references to non-House events. 	The pnint is a good one, 

but it might be left for your speech in the Debate, or for 

use with the press. It is, of course, an excellent Select 

Committee point. 

P E MIDDLETON 
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BUDGET STATEMENT 

Sir Peter Middleton 

Mr Cassell 

Mr Odling Smee 

Mr Scholar 

Mr Sedgwick 

Mr Culpin 

Miss O'Mara 

Mr Ross Goobey 

4  We spoke earlier today about paragrap B3 which says; 

"Indeed, we have now enjoyed the longest period of steady growth, 

at a rate approaching 3 per cent, that the UK economy has known 

since the War." 

Your interpretation of this was that the annual growth rate over 

each of the past 4 years had been above 2 1/2 per cent. The 

complication is that the 4 years, 1976-79 were not so different. 

You were inclined to change the formulation to include the 

projected figure for 1987 as you can say, unambiguously, that 

there is no other 5 year period of growth consistently above 2 1/2 

per cent. But the statement would rely on a forecast. 

Another approach is to use the fact that the standard deviation 

of the growth rate over the past five years is the lowest since 

the war. The figures are shown on the attached table along with 

similar figures for 6 and 7 year periods. By this criterion, the 

five years to 1986 is the "steadiest five year period of growth 
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since the war". This could be combined with the achieved average 

growth rate to produce the following statement; 

"Indeed, over the past five years we have enjoyed the steadiest 

period of growth that the UK economy has known since the War, at a 

rate approaching 3 per cent." 

,,,Y/EURNS 
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4)1 	
t" 

0`/  
I mentioned to you earlier today that the final sentence of 

paragraph D7 may not be correct. I attach a table of relevant 

information that Mr Odling Smee has put together. 

The PSBR as a percentage of GDP has only been less than 1 per cent 

of GDP in two years since 1952 when our figures begin. But we do 

have figures for the PSFD before 1952. These show a surplus in 

the late 1940's and if we were able to compute the PSBR I am 

reasonably confident it would be less than 1 per cent. 

6. I would prefer to say; 

"That will maintain a level for the PSBR that, until this year, 

had been recorded on only two occasions since the early 1950's." 
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BUDGET STATEMENT: FIFTH DRAFT 

 

t?Vjkit- 

I have three comments on yOtIr latest draft. 

\\ 

As it stands the Statem t makes no mention of the three 

measures we are taking to help he continued growth of employee 

share ownership - the "material interest" changes; permitting 

share options to be "rolled over" hen a company is taken over; 

and the review of Section 79 (which I am sure, will be widely 

welcomed). I do think there is a go d story to tell here, and 

this bundle of (admittedly small) measures is a useful peg on 

   

pe;oor which to hang it! 
I 	P btl,Za VvvreAgAt plek, 	 4;  e%:; 	Ink  1 

yff 

On the pensions issue, do you think it might be sensible 

to stress that "personal pensions" are not simply about choice 

and flexibility, they are the best way to ensure that, in the 

long-term, there is adequate provision for old age? 

V// 

 G, J qc,,414A:Qat- r_nA of 14rf- , g.t Wm -044.44 '1A-',4 toc c, 

Ok 
j, f, u411„,,:j -- 1,,I.,0*--,40TA-- otij 4A--  S t RFS  
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In the income tax section could we not inject just a hint 

of the "lower taxes - more revenue" argument in suitably guarded 

terms? My suggestion would be to insert a new passage after 

the first sentence in H3: 

"Those who criticise tax cuts and advocate more public 

spending pose a false choice. Lower direct taxes 

can bring higher revenues by improving the performance 

and the growth rate of the economya  444 t:4j41:441, wwe, 
korla, Apo 1 

You could also add as a final sentence in this paragraph: 

"Equally, higher income taxes will mean slower growth, 

fewer jobs and less money to spend on public services." 

NORMAN LAMONT 

BUDGET: SECRET 

- 2 - 
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Mr Ross Goobey 
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BUDGET STATEMENT: SIXTH DRAFT 

I have just two further comments on your draft speech. 

In H-11, I would delete "a married man" in the last line 

and insert "anyone, single or married". 	The background is in 

my note of today on "Who Gains Most?" which you will have seen. 

The point is that unlike changes in allowances, a cut in the 

basic rate is worth more to single people than married couples 

(except at the top-end of the income distribution). 

Concentrating our presentation on the married man is 

appropriate for when we raise allowances, but focussing on single 

people is better when we are able to cut the basic rate. 

Second, as you know I do think there are strong political 

arguments for hinting at the "cut taxes to increase receipts" 

issue. (See my note of 12 March and Ian Stewart's of 13 March). 

•••• 

NORMAN LAMONT 

BUDGET: SECRET 
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A. INTRODUCTION 

Al. The setting for this year's Budget is more 

favourable than it has been for very many years. We 

are entering our seventh successive year of steady 

growth, at the top of the international league 

. We are entering the fifth year in which this 

growth has been combined with low inflation. 

lic finances are sound and strong, and 

is falling. 

the fruits of the Government's 

determination, in bad times as well as good, to hold 

firmly to our policies of sound money and free 

markets. Once agai reaffirm those policies. 

A3. So the Budget I 	esent today is a Budget built 

on success, and a Budget success. 

A4. I shall begin, as usual, by reviewing the 

economic background to the Budget. 	I shall then 

turn to monetary policy and to t e 	scal prospect 

this year and next. Finally, I s 	ropose some 

changes in taxation designed to 	1ve still 

further the prospects that lie before 	number 

of press releases, filling out the det 	my 

proposals, will be available from the Vote 0 

soon as I have sat down. 
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B. THE ECONOMIC BACKGROUND 

 

Bl. I start with the economic background. 

Nineteen eighty-six was dominated by the 

sudden collapse of the oil price. Our own economy 

was affected not only directly, as a major oil 

ucer and exporter, but also by the pause in 

growth as the world economy adjusted to what 

ee described as the third oil shock. Despite 

this 	ocation, 	however, 	the economy has 

develop 	A.inost respects as T foreshadnwed n year 

ago. 

In 1986 as a whole output grew by a further 

21 per cent or so, 	ich compares well with the 

alUse  worth recalling that in the 1960s, and again in 

the 1970s, Britain's growth rate was the lowest of 

all the major European economies 	y contrast, 

during the 1980s, our growth rat'èj 	been the 

highest of all the major European eco 

B3A. And this greatly improved growth p 

has coincided with falling inflation, whi 
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31 per cent in 1986 recorded the lowest figure for 

almost 20 years. Over the lifetime of this 

Parliament, inflation has averaged less than 5 per 

cent. 

B41. During the first half of last year exports and 

hence output were affectpd by the pause in world 

4b
wth  to which I have already referred. But since 

iddle of the year exports have grown strongly. 

over the last three months the volume of 

non 

higher 	 year earlier - a better performance 

than tha"t\ &fpy other major economy. This pattern 

was reflec ed in the rapid growth of manufacturing 

output in the second half of last year. 

B5. This resurge 	economic growth, coupled 

with the special measy 	we have taken, has brought 

about a welcome fall 	th number of people out of 

work. Since August unema  T7  nt has fallen by more 

than 100,000; the larges>six-monthly fall since 

1973. Though the numbers out of work are still far 

too high, both youth unemployment and long-term 

unemployment are now lower than ere a year 

ago. 

i 
136. I announced a number of specific e 	ent 

measures in my last Budget, and since then 	t 

Hon and Noble Friend the Secretary of Stat for 

isible exports was almost 10 per cent 
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Employment has 	further extended the successful 

Restart 	programme 	for the long-term unemployed. 

Starting 	next 	month, all those 	who have 	been 

unemployed for more than six months will be offered 

Restart interviews twice a year, to give them 

individual advice and help. There will also be more 

places on the successful Enterprise Allowance 

Scheme, helping unemployed people to set up their 

usinesses. Again, the number of Jobclubs is to 

rupled, with room for 150,000 people a year. 

And on 	fully under way, the new Job Training 

Scheme w 	sive a quarter of a million others, most 

of them  •X u\tigpeople, work experience and vocational 
training. KTgèther with the Youth Training Scheme 

and other programmes, what this means is that this 

Government has developed its employment and 

training measures cale which no other country 

can match. 	But t 	st hope of all for the 

unemployed lies in 	continuing vigour of the 

economy. 

B7. Since the early months of last year, there has 

been a further surge in manufacturing productivity. 

This continues the remarkable 

productivity growth achieved by B 

throughout the 1980s. In the 1960s, 

the 1970s, growth in manufacturing produ 

vement in 

industry 

am n in 

in 

the UK was the lowest of all the seve 

industrial countries in the world. 	During 
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able in the face of a £5 billion loss of 

n oil trade virtually overnight. But the ear 

of this should not be exaggerated. The signi 

13,9/. Looking ahead, I expect 1987 to be another year 

of steady, balanced growth with low inflation. 

Total output is forecast to rise by cent, with 

exports and investment up rather in 

Manufacturing industry, 
lArl• 

well 	with the non-oil 

an that. 

id do in particular 

economy set 

31 per cent, there is every prospect of unem 

ii.1111i:V"ve.  continuing to fall throughout last y 
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1980s, our annual rate of growth of output per head 

in manufacturing has been the highest of all the 

seven major industrial countries. 

4 
BW. The recorded current account of the balance of 

payments went into deficit in 1986 by around 

El billion. This followed a cumulative current 

account surplus of some £20 billion between 1979 and 

1 Some deterioration in our current account was 

exchange 	adjustment that followed the fall in 

the oil pri 	is already contributing to an improved 

non-oil trade performance. 	And earnings from the 

massive stock of net overseas assets we have 

acquired since 1979 
	

h at well over £100 billion 

is second only t 

continuing support to the 

years ahead. 

f Japan, will provide a 

current account in the 

ij‘fok 
11..s 

t(rvy 
.4tH 

e- (144  

vnkoL, 

r 	;g, 

1\54 keDNV . 
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sustained improvement in economic performance has 

occurred and is continuing. 

year. 	While 

inescapable, it rema 

nturn in 
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Budget speech I said 	that 

depended 	on a sustained 

performance 	of business 

NOT TO BE COPIED 

the outlook for jobs 

improvement in the 

and industry. 	That 

B10% Despite the strong growth in exports, it will 

inevitably take time for the full effect of the 

ange rate adjustment to work through. The 

account is thus likely to remain in deficit 

by some £21 billion, around half of 

one p 	of GDP. 

\\ 

BlX. As I<6rshadowed in the Autumn Statement, 

inflation may continue to edge up for a time, 

perhaps to a little over 41 per cent by the Summer, 

before falling back  ,'E4  per cent by the end of the 

objective to keep infla 

term 	fluctuations 	are 

the Government's prime 

on an unambiguously 

downward underlying trend. 

BlZ. Given the continuation of present policies in 

tOe

this country, the biggest risk t 

prospect I have outlined is that of 

the world economy as a whole. Ther a still 

serious 	imbalances 	afflicting 	th 	ree 

major economies - the United States on the 	d 

and Japan and Germany on the other -  

excellent 
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to 	a 	simultaneous properly, 	could 	lead 

downturn in all three. And 	this 	in turn could be 

exacerbated by renewed turmoil 	in the foreign 

exchange markets, whose tendency to overshoot is as 

notorious as it is damaging. 

B13. Tt was to address these dangers that the 

ance Ministers and Central Bank Governors of 

ajor nations met in Paris last month, and 

mong other things to co-operate closely in 

period of exchange rate stability. In 

ech last year, I said: 

"c\ 
"Pro de 	e are not over-ambitious, I believe 

that the Plaza accord is something we can 

usefully build on." 

That is what we hay 	ow done, with Plaza II. But 

it would be idle t 	inythat the wider risks still 

remain. 

B1,44/. Short of a world dow 	rn, which can and must 

be avoided, British industry now has an outstanding 

opportunity, with growing markets at home and 

overseas, 	low 	inflation, 

productivity and greatly improve 

growing 

tability. 

Provided it can control its costs and 	ain its 

present competitive advantage, and as 

continuation of present policies, we 

forward to many more years of strong growth co 

with low inflation. 

the 
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C. MONETARY POLICY 

Cl. For its pail, the Government will keep in place 

a sound and prudent financial framework. That 

means, as it has done since 1980, the medium-term 

financial strategy. 

The central objective of the MTFS is steadily 

duce the growth of money GDP over the medium 

as to squeeze inflation out of the system 

tely to achieve price stability. 

Thi ) 
	

res monetary discipline buttressed 

by low public sector borrowing. 	The essential 

instrument of monetary policy must remain short term 

interest rates. Th 	will continue to be set in 

the light of m 	y conditions as indicated 

principally by the gr th of narrow and broad money 

and the behaviour of t14 
	

ange rate. 

For narrow money, MO, the target range for next 

year will be 2 to 6 per cent, as foreshadowed in 

and 

last year's MTFS. For broad money 

Governor of the Bank of England co 

ever, as the 

argued in 

his Loughborough lecture last Octobe 	current 

circumstances it is probably wiser to 	ew an 

explicit target altogether. 	But broad 

continue to be taken into account in as 
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	will the exchange 

rate. 

C5. In my Lombard Association speech last April, I 

set out at considerable length precisely how in 

practice monetary policy is operated. While I note 

that in some quarters this was felt to be unclear or 

in some other way unsatisfactory, I am struck by the 

t that Mr Paul Volcker, Chairman of the United 

Federal Reserve Board, in his written 

to the Senate last month, explained how 

the 	perates monetary policy in remarkably 

similan 
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D. PUBLIC SECTOR BORROWING 

Dl. I mentioned a moment ago the need to keep 

public sector borrowing low. 

The final outturn for the public sector 

borrowing requirement last year, 1985-86, was just 

£6 billion, equivalent to 11 per cent of GDP, 

est level since 1970-71. In my Budget last 

d with a massive loss of what now looks 

like E2 lion of North Sea oil revenue, I 

nonethe cided to hold the PSBR for this year, 

1986-87, t6%ibillion, or li per cent of GDP. 

In the event, this year's PSBR looks like 

turning out at 	£4 billion, or 1 per cent 

of GDP: the secon - r undershoot. 
	

-1-  ( LI 	ssive year of significant 

C  

This 	successful 	Outcome 	is 	chiefly 

attributable to the remarkable buoyancy of non-oil 

tax revenues. And this in turn is due not to some 

short-term surge in consumer s e 	but in 

particular to an increase over last 	f no less 

than a third in the yield of Corporatio Ta 	rom an 

increasingly profitable business and ind 

1 
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prudence that, until this year, had been 

only two occasions since the War. 
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Looking ahead, there is still a degree of 

uncertainty surrounding oil prices, and I have 

therefore stuck to the assumplion I mdde last year 

that the North Sea price will average $15 a barrel. 

But it is clear that the increased flow of non-oil 

tax revenues, coupled with the prospective further 

yrowth of the economy in excess of the growth of 

lic expenditure, puts the public finances in an 

tionally strong position. 

end to keep it that way. Last year's MTFS 

indica )3'1 \ PSBR for 1987-88 of £7 billion, or 
\.> 

11 per c 	GDP; and, as the House will recall, 

I gave an assurance at the time of the Autumn 

Statement, when I announced a £41 billion increase 

in planned public sp nding in 1987-88, that on no 

account would I ex that figure. 

 

D7. Indeed, I believe Go 

Since its inception in 19 

right to go below it. 

the MTFS has indicated 

a steadily declining path for the PSBR expressed as 

a percentage of GDP. We have now reached what I 

judge to be its appropriate destinat 	a PSBR of 

1 per cent of GDP. 	I intend 	t ,,  to that 

figure. 	This will maintain a deg 	fiscal 
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to provide 	for a Accordingly, 	I 	have decided 

PSBR in 1987-88 of £4 billion. 

Inevitably, 	this greatly diminishes the scope 

I 	have 	this 	year for 	reducing 	the burden 	of 

taxation, which of course remains a major objective 

of Government policy. But I am sure it is right to 

on the side of prudence and caution, and to 

a still firmer base for the future. That is 

ciple on which both I and my predecessor 

stently conducted economic policy these 

past 	 ars, and I see no reason to depart from 
v 

it now. 

meanwhile, 	would 	make 	one 	further 

observation, of a ifferent nature. Economic 

arguments are seld3 eluded, one way or another. 

This is chiefly beca it is unusual for economic 

policies to be held in 1ong enough to provide 

sufficient evidence. 	the 1980s have been 

different; 	and, as a result, one critically 

important economic argument has now been concluded, 

finally and decisively. 

Throughout our period of office 	critics 

have consistently maintained not only t&t 	iscal 

stimulus would produce real economic gr 	but 

that without 	an 	expansionary 	fiscal 
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sustained growth was impossible. They were wrong, 

and have been proved wrong. The British economy is 

now embarking on its seventh successive year of 

steady growth, at an average rate of getting on for 

3 per cent a year. And during that time the PSBR, 

even if privatisation proceeds are added back, has 

been deliberately and steadily reduced from a shade 

6 per cent of GDP to a little over 2 per cent. 

had I or my predecessor at any time heeded 

the 

unprec 

h economy would never have been in the 

Og&oly favourable position it is in today. 

\v  
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X. EXCHANGE CONTROL 

Xl. Before I turn to my proposals for changes in 

taxation, I have one other important change of a 

specific nature to announce. 

. In 1979, a few months after the present 

nment had first taken office, my predecessor 

d the abolition of exchange controls, which 

hade 	in continuous operation ever since the 

outbre 	war in 1939. That bold action has, over 

the pas tt\ 	ars, proved wholly beneficial to the 

British ec nomy; and I am glad to note that other 

European countries are now moving in the same 

direction. 

But although they 	ration of exchange control 

has ceased, the Exchan 	trol Act itself remains 

on the Statute book. So 	as it does, there is 

likely to persist a naggi4 fear that, in certain 

circumstances, exchange control might be reimposed; 

and such uncertainty could be damagin 

I have therefore concluded tha\'N time has 
come to repeal the Act. The necessar 	lation 

will be contained in this year's Finance 
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X5. I note that, in what was clearly intended to be 

a major speech in New York in September, the 

Deputy-Leader of the Labour Party declared that, and 

I quote: 

"The Labour Party has no intention of 

reintroducing statutory exchange controls". 

am confident, therefore, that the proposal I have 

made will be welcomed on all sides of the # 
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ompanies to set up here. ove 

transition to the new system, 

that the main rate o 

will be unchanged at 35 p 

ration Tax in 1987-88 

nt - lower than in any 
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E. BUSINESS AND ENTERPRISE 

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

business. 

E2. The fundamental reform of the Corporation Tax 

system which I introduced in 1984 came fully into 

($ 1k0)  

ect last April. The new system has undoubtedly 

ved the quality of business 	investment 

s in Britain, and is also encouraging more 

companies were given advance notice of the main rate 

of Corporation Tax for the year ahead. This helped 

them in their forward planning, and I intend as far 

as possible to cone the practice of setting the 

rate in advance. AlØing1y,  I can announce now 

other major industrial nation, though the United 

States is now set to emulate us. 

bles me to E4. The low rate of Corporation 

introduced a further simplificati 

system. 

to the 

1 
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E5. At present, while companies' capital gains are 

liable to Corporation Tax, the amount of such gains 

is first adjusted by a certain fLdution so LhdL Lhe 

effective rate of tax is the same as that on capital 

gains made by individuals. This dates back to the 

time when the two rates of tax were far apart. 

This is no longer the case: 	indeed, the 

ation Tax rate for small companies is now 

e Capital Gains Tax rate. 

fore 	propose 	that, 	from today, \\ \ ,.., c \ \ 

companiesabital gains be charged at the 

appropriate Corporation Tax rate, without 

adjustment, save for the indexation which applies to 

all post-1982 gains. 

It has, however, een argued that it is wrong 

that, where companies  di). ute capital gains as 

dividends, the gains are 	ed twice, once in the 

hands of the company and once in the hands of the 

shareholder. 	I believe there is some justice in 

this complaint. Accordingly, I pro so 

by allowing companies to set paym 

Corporation Tax against their Habilf 

capital gains. 

to remedy it 

f Advance 

tax on 
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 Taken together, these changes 	should 	yield 

£60 million in 1988-89. 

I 	also have 	some further 	simplification 	and 

rationalisation of the Corporation Tax system to 

announce. 

At present, some companies established before 

not have to pay their Corporation Tax until 

up 	1 months after the end of the period for 

which 	due, whereas companies established since 

1965 haV t;9\tay their tax after 9 months - and some 

building 	̂1.es have to pay sooner still. 

This difference in treatment cannot be 

justified. Moreove 	is open to an abuse which 

could put the timini6f 	substantial proportion of 

the total Corporation ax yield at risk. 

I therefore propose hat all companies and 

building societies should be treated the same way, 

with all liable to pay Corporation Tax nine months 

after the end of the accounting p 

tax is due. The change will be ph 	 but I 

would expect it to yield around Els 	ion in 

1988-89. 

n which the 
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E15. This new app 
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E14. I also propose to legislate now to pave the way 

for a new method of collecting Corporation Tax, to 

be known as Pay and File. At present, many company 

accounts are not received in time to agree the tax 

liability before payment is due. So there is a 

laborious process of an estimated assessment from 

the Inland Revenue and an appeal from the company. 

iP—  Pay and File companies will estimate their tax 1°<\  -, 	ties themselves, and pay on the normal due 

dat 	ax liabilities will be finalised once 

bmit their returns and accounts. Where 

it turn hat the initial payment was too low, 

the compan2ifl pay interest to the Revenue; where 

the initial payment was too high, the Revenue will 

pay interest to the company. 

December's 	consulta ve 

recommendations in the K 

was set out in last 

document on the 

Committee Report, and 

was generally welcomed by thpi business community and 

their tax advisers. 

E16. As this change is part of a w 

streamlining tax collection, 

in the Inland Revenue 

rogramme of 

major 

mputer developments 

systems, it will not come into force until 	rly 

1990s. But by legislating now I am giving t 
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and their advisers a firm basis on which to prepare 

for the new scheme. 

while business and industry as a whole is doing 

well, the North Sea oil sector has inevitably been 

hard hit by last year's oil price collapse. My Rt 

Hon Friend the Secretary of State for Energy and I 

followed closely the effects on North Sea 

rs and their suppliers. The industry itself 

is ally confident about the longer-term 

hile as for the tax system, not only is 
,<\ 

it inhd.ckix 	price-sensitive, but the companies 

themselves av repeatedly stressed their desire 

for stability. 

However, 	in light of the immediate 

problems, I introd1.

'1 bring forward the repa ent of over £300 million of 

d 	st autumn legislation to 

Advance Petroleum Revenu 	 This has already 

helped many of the smAler and medium-sized 

companies faced with cash flow difficulties. 

T now propose two further Petr 1 	Revenue Tax 

reliefs. First, as from today comp 	ay elect 

to have up to 10 per cent of the costs 	d 	loping 

certain new fields set against their 	sleum 

Revenue Tax liabilities in existing field 	1 

such time as the income of those new fields ex 

prosp 
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the costs incurred. 	Second, there will be a new 

relief against PRT for spending on research into UK 

oil extraction LhaL is noL teldted to any particular 

field. 

E20. I hope that these carefully targeted changes 

will give a worthwhile measure of help to the North 

Zb
oil sector. 

scale 

value of Nth 

increase them by 10 per cent. 	There will be no 

change in the -eum.  fuel scales which, as already 

announced, will also e used for VAT purposes from 

6 April. 

E22. Last year I put t Orpness Expansion Scheme 

onto a permanent footi However, there is 

evidence that the present rules produce end-year 

bunching of BES investments, and hence may crowd out 

some projects and lead to bad decis 	s on others. 

I propose therefore to permit the 	 to claim 

beneC,* 

ave to set the 1988-89 car and el±itzsct 

les for those with company cars. The car 

s still fall well short of the true 

nefit, and as last year I propose to 

part of the relief against his p 

income. This will make it easier for 

raise BES finance throughout the year. 

year's 

es to 
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E23. Training and retraining are vital to a flexible 

and competitive economy. Some employers may be 

willing to help with the retraining of workers who 

wish to move on to a different job. At present if 

employers finance training unrelated to an 

employee's 	existing 	job, 	the 	employee will 

generally be liable to tax on the cost. i propose 

xempt from tax the cost of training in this kind 

se, to encourage more companies to help 

to acquire new skills for new jobs. 

h  7;(4  few years have seen a remarkable and 
most w&  \ O)rn 	growth in the number of small 

businesses and the self-employed. The Government 

has done a great deal to lighten the burdens on this 

vitally important sec or of the economy. But I am 

well aware that p s rPmain, not least in the 

field of VAT. 

Accordingly, I aske 	stoms and Excise to 

issue a consultative SOcument last autumn 

canvassing a number of changes. In the light of the 

responses to that document, I have fo , .roposals to 

make. 

E26. Perhaps the biggest problem faced 

businessman today is the trade customer w 

in paying his bills: so late, sometimes, 

small 

te 
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becomes due before the bill has been paid. I can do 

nothing about late payment; but I can, I hope, do 

qnmething about the VAT problcm. 

E27. My 	first 	and most 	important proposal, 

therefore, is that, as from 1 October, businesses 

whose annual turnover is under Ei million, which 

ns more than half of all traders registered for 

will be able to choose to account for VAT on 

is of cash paid and rece ived . I. 	 id 	In other 

wor Nmr. y will have no liability to pay VAT until 

they t ves have received the money from their 
\ 1,3 

customer 	addition to easing the cash flow 

problems caused by late payers, this system will of 

course provide automatic VAT relief for bad debts. 

I have to e House, however, that I 

cannot legally introi6X this change without first 

obtaining 	a 	deroga o 	from 	the 	European 

Community's Sixth VAT Dir   e. I am applying for 

the necessary derogation toy. The House will note 

that the upper limit of Ei million is considerably 

greater than the £100,000 sugg ed in the 

consultative document.  

Second, I propose to give these b 

option of accounting for VAT on an annu 

Instead of making quarterly returns, they wou 

s the 
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either with the withdrawal of the so-calle 
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regular payments on account, and then file a single 

return at the end of the year. This option, which 

offers considerable streamlining, will be available 

next year. 

E30. Third, the period within which businesses must 

apply to be registered for VAT will be extended from 

to thirty days. 

rth, there will be changes to the rules for 

1 VAT schemes for retailers, and more 

small 7<tdium -sized businesses will be able to 

make use\ > ç simpler schemes. 

I believe that the changes I have outlined, and 

in particular the option to move to cash accounting, 

will be widely 
4#ed 

 by the small business 

community. The cost TqA 	£115 million in 1987-88 

and £60 million in 198 89. 

In addition, I propo6 to increase the VAT 

threshold to £21,300, to keep it at the maximum 

permitted under existing European Community law. 

the 

to the 

oi ahead 

ard 

consultative document, I shall not be 

method by which retailers calculate thei 
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takings 	for 	VAT, 	or 	with 	the 	compulsory 

deregistration of traders below the VAT threshold. 

E35. I have one further measure to help the small 

businessman, unrelated to VAT. I propose to 

increase the limit for Capital Gains Tax retirement 

relief by 25 per cent, front £100,000 to £125,000. 

usual, the annual Capital Gains Tax exempt amount 

increased, 	in 	line 	with 	statutory 

A 	\ ritial element in any ongoing programme 

ion and reform must always be the 

elimination of unintended or unjustified tax breaks, 

which cause rates ot tax generally to be higher than 

they need to be. Acc rdingly, I have five proposals 

to make today to end. 

The first concer 	and has already been 

the subject of extensiv 	sultation. 	The House 

will be aware that a business that provides a 

service that is exempt from VAT cannot in turn 

deduct input tax on its purchases. 	ut where the 

activities of a business are in p 	ble to VAT 

and in part exempt, the exist' 	les are 

excessively generous as to the amount 	t tax 

that can be deducted; and this generosity 25ç ing 

exploited on a growing scale. 	The ru1 mft  

10 
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withholding tax paid on interest 

future, banks will be able to offset 

only against tax on the profit on the re 

and not more widely. This will bring 

loans. In 

ax credit 

t loan, 

ules 

broadly into line with those in mos 

11 
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therefore be changed,  and the changes, which I 

announced to the House last December, will come into 

effect on 1 April. There will be special 

arrangements to deal with the problem of brewers' 

tied houses. I am also taking this opportunity to 

exclude a significant number of small businesses 

from the scope of this provision. The yield from 

this change, which in effect is a measure of the 

ntial revenue loss, will be some £300 million in 

and £400 million in 1988-89. 

E38. I propose to change the law so that 

companie 

residence 	1 no longer be able to secure tax 

^<\ 
14Vlultinational groups which enjoy dual 

relief twice on one and the same interest payment. 

Genuine trading companies will not be affected. 

This change, which 	1 take effect on 1 April, 

follows the simila recently taken by the 

United States. The c nge will yield £125 million 

in 1988-89. 

E39. Third, I propose to end the present excessively 

generous treatment of tax credit relief for foreign 
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change will take effect from Apri 

the yield in 1988-89 is estimated a 

year, and 

illion. 
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countries. The change will apply from 1 April this 

year for new loans and from 1 April next year for 

existing loans. It will yield some £20 million in 

1988-89. 

E40. Fourth, 	the 	tax 	treatment 	of 	Lloyd's 

syndicates as it applies to the Reinsurance to Close 

s stem is clearly unsatisfactory. I therefore 

se to bring it into line with that of 

ons for outstanding liabilities made by 

insurance companies and, indeed, of 

compaa 1 	provisions made by other financial 

traders.\\M-Nxe  asked the Inland Revenue to consult 

urgently 	ic' Lloyd's about the details of the 
legislation. 	The new rules will first apply to 

premiums payable for the Lloyds account which closes 

ord 

on 31 December thi 

E41 Fifth, I also p 	ose to implement the Keith 

Committee's recommendati 	t interest should be 

charged in the limited nuber of cases where an 

employer does not apply PAYE properly and a formal 

assessment has to be made to recover the tax. The 
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nation, 	we 	are defeat the scourge of 

unemployment. 

E45. Last July I pres a Green Paper on 

floated 
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E42: 	i  have  one turther proposal to make in the 

broad field of the taxation of business and 

enterprise. 

E43. In my Budget last year I suggested the 

possibility of introducing a measure of tax relief 

for profit-related pay. 

I pointed then to two considerable advantages 

ight be expected to flow from arrangements 

whi 	ate pay to profits. First, the workforce 

would 	v\,a more direct personal interest in the 
,\<\\ 

profits
\ 	

by the firm in which they work; and, 
\\, 

second, t 	e would be a greater degree of pay 

flexibility in the face of changing market 

conditions. 	Such flexibility is vital if, as a 

Profit-Related Pay in conjuRFtion with my Rt Hon and 

Noble Friend the Secretary of State for Employment 

and my Rt Hon Friend the Secretary of State for 

Trade and Industry. I now propo 	introduce a 

scheme of tax relief broadly along th 

in the Green Paper. 
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British business 

biggest 

lly to overcome one of our 

aps: 	the nature and 

behaviour of our 

challenging British manag 

I am today 

to take advantage of 
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E46. My proposals depart from those in the Green 

Paper in one important respect. I am doubling the 

proportion of an employee's profit-rclatcd pay that 

is eligible for tax relief from a quarter to a half, 

up to a maximum of £3,000. So for someone on 

average earnings receiving 5 per cent of their pay 

in profit-related form, Lhe tax relief will be 

Zbivalent to a penny off the basic rate of income 

i‘ Tile cost will inevitably depend on take-up: 

. 

isaIs 

be £50 million in 1988-89, building up to 

lly more than that, as take-up grows, and 

(0•1 

sub 

the proy.70(n of an employee's pay which is profit- 

related rse .s 

E47. Profit-related pay is no panacea. 	But then 

there are no panaceas. what it is is a tool to help 

that tool and to make good se of it, for the good 

of their firm, their workforce and their country. 
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F. TAXES ON SAVING 

Fl. I turn now to thc taxation of savings. 

F2. A central theme and purpose of the Government's 

policies is the creation of a genuine popular 

capitalism: what used to be called, when ambitions 

F3. 	means wider home ownership, wider share 

d wider pension ownership. 	Over the 

past e4t- 	ars, the Government has actively 

promoted the first two, and has now embarked on the 

third. Home ownership, above all through the 

council tenant's righ to buy. And share ownership, 

through the rapid 	of employee share schemes; 

through the massiv 	successful privatisation 

programme, where Britai 
	

ed the world; and most 

recently through the ne 	rsonal Equity Plans, 

which I announced in last year's Budget and which 

started up on 1 January this year. 	In the first 

month of the scheme, more than 2,00 	eople a day 

took out Personal Equity Plans 

first-time investors, as I had hoped. 

1 
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F4. We know that 63 per cent of households now own 

their own homes, compared with 55 per cent in 1979. 

There have been, however, no officidl fiyures for 

the more explosive growth of share ownership in 

Britain over the past eight years. The Treasury and 

the Stock Exchange therefore jointly commissioned a 

major independent survey of individual shareholding 

k 

 

. Britain. The results are now available. They 1-111   

that there are now some 81 million individual 

(:(1   ders in this country - amounting to one 

fift 	the total adult population, and roughly 

three 	he number there were in 1979. 

F5. And then there is wider pension ownership. Two 

years ago, the Government embarked on a major 

strategy to extend t coverage of private pension 

provision and t 	ve individuals far more 

flexibility and choig n the way they provide for 

their retirement. Weph already introduced a 

number of important new _ ures to that end, and 

the tax changes I am announcing today will complete 

the picture. 

F6. The cornerstone of the Gover 

strategy is the introduction of an 

means of provision for retirement, dev 

Rt Hon Friend the Secretary of State 
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Services. This is the personal pension, which will 

be launched on 1 January next year. 

F7. Personal pensions are an important new 

dimension of ownership. They will enable 

employees - if they so wish - to opt out of their 

employers' schemes and make their own arrangPmPnts, 

.lored to fit their own circumstances. And they 

rovide a new opportunity for the 10 million 

and, 

who at present do not belong to an 

I scheme to make provision of their own 

so wish, to contract out of SERPS. 

F8. In my Budget last year I undertook to bring 

forward proposals to give personal pensions the same 

favourable tax treatment as is currently enjoyed by 

retirement annuiti 

a consultative docuee 

and the necessary legi 

this year's Finance Bill 

hese were duly contained in 

published last November, 

will be contained in 

F9. In addition, to encourage a wider spread of 

occupational schemes, employers will 

up simplified schemes with the min 

This will be particularly welcome 

e able to set 

red tape. 

small 

the employers who have been discourag 

complexity 	and 	open-ended 

full-blown final salary scheme. 

-t 
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much greater scope for transferring between 

different types of pension scheme. Again, the 

Finance Bill will contain thc necessary tax 

provisions. 

F10. Finally, I have decided to go beyond the 

proposals set out in the consultative document in 

important respect. I propose to allow members 

upational pension schemes to make additional 

y contributions, with full tax relief, to a 

now, loilan of their own choice instead of, as 

restricted to plans within their 

mes. They will be able to top their 

pensions right up to the present tax approval 

limits. 

Fll. The propogalq P outlined - along with the 

measures my Rt Hon F .i;* 	has already taken - will 

make it easier for p 	 take their pensions 

with them when they chang 	, which will be good 

both for labour mobility ankfor independence. They 

will widen the range of choices people can make 

about their pensions; and will meanat in future 

individuals will have much more conl&r the way 

in which their own pension contIV  - CI ns are 

sepa 

employer \,\) 

invested. 
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F12.  Takell  a 	whole, the  utanges we have made in 

the last two years have brought about a radical 

transformation in the ways people can provide for 

their retirement. There are new options for 

employers, and much greater freedom for individuals 

to plan their own pensions. This will lead to a 

further major extension of ownership, as people 

start to take advantage of the new opportunities. 

there 

t the generous tax treatment of pensions can 

led only if it is not abused. I propose, 

to introduce some limited changes to the 

piebent 	Lc) restrict the excessive reliet which 

can be obt 
	

in some circumstances, particularly 

by a few very highly paid people. 	These will 

include a stricter definition of final salary and, 

for all arrangemenj4ntered into from today, an 

upper limit of £15 	 the maximum permissible 
0 

tax-free lump sum, co 	d with more rigorous rules 

on how pension and 	um benefits can be 

calculated. 

F14. The cost of the overall pensions package will 

inevitably depend on take up, but hat proviso 

is estimated at £65 million in 1988-

P15. In my 1984 Budget I reformed the l that 
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friendly societies. I did so because the movement's 

tax privileges were being increasingly exploited by 

certain new Friendly Societies which had been set up 

simply as tax-efficient investment vehicles. 

However, I am anxious that the traditional 

Friendly Societies, which have played a valuable 

part in mutual self-help for many generations, 

Qf641d be able to plan for the future with 

nce. I have therefore decided to replace the 

exi in limit based on the sum assured with a new 

limit 	on annual premiums. I propose to set 

this a  ' 	year, which will greatly increase the 

raditional societies to offer life 

policies to their members. 

The tax-exemp 	its governing sickness and 

accident benefits trade unions provide for 

their members have 	been changed since 1982. 

With effect from today, ose to increase them 

to £3,000 for lump sums anck£625 for annuities. 

Finally, in this section, I turn to Inheritance 

Tax. 

F19. In my Budget last year I 	 the 

pernicious Capital Transfer Tax on life•ifts 

between 	individuals, 	which 	was 	part 
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affec usiness assets. 

with a full Sto 

business relief for 

25 per cent in unquote 

from 30 per cent to 50 

change listing. 	Second, 

ity holdings in excess of 

companies will be increased 

nt. The purpose of 

improved. 	Today, I have two further cha 
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damaging to the ownership and health of family 

business. This year I propose to extend the same 

exemption from tax, on similar terms, to gifts 

involving settled property where there is an 

interest in possession. This will not, however, 

apply to discretionary trusts. These changes will 

be of particular benefit to family businesses and to 

heritage properties, both of which are often held in 

F20 	so propose to make two minor changes 

First, in what is 

perhaps\nwanted tribute to the unlisted 

securitieset, holdings in USM companies will 

henceforth be treated for Inheritance TAX pnrposes 

in precisely the same way as holdings in companies 

both these changes is to conqentrate business relief 

more accurately on those assets which could provide 

funds to pay the tax only at the risk of damaging 

the business. 

F21. Thanks to the efforts of this Gov 

tax regime for the nation's heritage has 	uch 

7 
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F23. I therefore pro 

increase in the threshold 

make a substantial 

Inheritance Tax, from 

se 

7-88 and 
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propose. First, I am exempting from Inheritance Tax 

settled property that is put into a heritage 

maintenance fund within two years of the death of a 

life tenant. And second, I propose to improve the 

arrangements for acceptance of property in lieu of 

tax. In future, owners will have the choice of 

either the present system, or an arrangement under 

which no interest would be charged between the offer 

cceptance, but the tax would be based on the 

value at the date of the offer and not, as 

date of acceptance. 

P22. TheAbb*ion of the tax on lifetime giving was 

of the firsortance to family businesses. But I 

remain conscious that it did little to help the 

smallest taxable estates, where the family home is 

often the main ass 

now 

£71,000 to £90,000, coupled<ith a simplification of 

the rate structure from seven rates to four. As a 

result of this change, the number of estates liable 

to Inheritance Tax will be cut by y a third. 

The cost will be £75 million 

£170 million in 1988-89. 

8 
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F24. 

all 

Despite 	this 

the 	other 

substantial 

much-needed 

relief, 	however, 

reliefs 	that 

and 

my 

predecessor and I have 	introduced 	since 1979, the 

House may be interested to learn that the expected 

yield of Inheritance Tax in 1987-88, at almost 

El billion, is nearly three times the yield of 

Capital Transfer Tax in 1978-79, an increase in real 

terms of almost 50 per cent. 

per 

real 

for the other Capital Taxes, over the same 

yield of Capital Gains Tax has risen in 

over 80 per cent and of Stamp Duty by 

more tha*I4O- per cent. These increased yields are 

not unconne4with the fact that, since we first 

took office, the severity of these taxes has been 

significantly eased. 

o 
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posals for major changes in VAT this year. 

ever, in the light of representations I have 

have decided to extend slightly the VAT rece 
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G. TAXES ON SPENDING 

Cl. I now turn to the taxation of spending. 

G2. I have already announced some important 

changes in value added tax to prevent avoidance and 

to help the small businessman. 	I have no other 

relietglWroduced last year for certain aspects 

of charit 	e.4./ork. 

I propose to relieve charities from VAT on 

certain welfare 	'cies used by hospices to 

transport the te 	na y ill; on installing or 

adapting lavatory or 	throom facilities in charity 

homes for the disabled; 	ugs and chemicals used 

by a charity in medical reqlarch; and on specialised 

location and identification equipment employed by 

mountain rescue and first aid services. 

h While on the subject of charN  ogoes,  giving, I 
should remind the House that this y 	Finance 

Bill will increase the limit on donation 	arity 

under the new payroll giving scheme, whi 

next month, from £100 to £120 a year. 
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G6. Next, the excise duties. I propose to maintain 

the revenue from the taxation of gambling, but to 

make some readjustment within the total. 

therefore propose to increase the gaming machine 

licence duty by about a quarter, which will restore 

it in real terms to its 1982 level, when it was last 

increased; and to offset this by abolishing, from 

March, the tax on on-course betting. I hope this 

re 

••-, 
0• Memo-, 

this y 

will be of some assistance to the racing and 

k industry, as well as consoling those hon 

have complained to me about the clash 

etween Budget Day and the Champion 
.% 

Hurdle. 

In my Budget Statement last year, I gave 

advance notice of my intention to introduce a tax 

differential in f 	of unleaded petrol so as to 

offset its higher  c 	uction cost. 	I can now 

announce that the d 	 I will be 5 pence a 

gallon. This means that 	pump price of unleaded 

petrol should be no high2r than that of 4-star 

leaded petrol. The change will take effect from 6 

o'clock this evening. 

Following on from the action I 	 t year, 

I propose to increase the rates of V 	xcise 

Duty on farmers' lorries, to bring them 	ine 

with the use they make of the public roads 

change will take effect from midnight tonight. 
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also propose to increase the rates of duty on trade 

licences and to rationalise the taxation of recovery 

vehicles. 

G9. I have no further changes to propose this year 

in the rates of excise duty. 
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NOTI)TiptiliE Wrap 

H. INCOME TAX 

T41- Finally, I turn to income tax. 

There is now a worldwide consensus on the 

economic desirability of tax reform and tax 

reduction, and in parlicular the reduction of income 

This was demonstrated most recently by the 

s national policy declarations that emerged 

month's meeting of Finance Ministers from 

the r4industrial nations. 

7\ 
\ 

Low
\\ 

 4 	s of tax sharpen up incentives and 

stimulate enterprise, which in turn is the only 

route to improved economic performance. It is only 

by improving our econ mic performance that we will 

be able to afford 
	

d more on public services; 

only by improving °LA> 	nomic performance that we 

will be able to create b 	the scale that we all 

want to see. 	0 

That is why, ever since we first took office in 

1979, we have consistently sought • reduce the 

burden of income tax. We have cut 	ic rate of 

tax from 33 per cent to 29 per cen 	sharply 

from 

40<k\ tax the Party opposite. We have increased the 

1 
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allowances by 22 per cent more than inflation, 

taking almost 11 million people out of income tax 

altogether. 

For 1987-88 I propose to raise all the main 

thresholds and allowances by 	the 	statutory 

indexation factor of 3.7 per cent, rounded up. Thus 

the single person's allowance will rise by £90 to 

P 5 and the married man's allowance by £140 to 

1°<\ The single age allowance will rise by £110 

4:111  
£4,67 . 	e age allowance income limit becomes 

£9,800. X , <'.P6lioose to raise the first, 40 per cent, 
higher rat threshold by £700 to £17,900, in line 

with statutory indpxstion; but the threshold for the 

45 per cent rate will go up by only £200 to £20,400. 

The other highe thresholds will remain 

unchanged. 

I have two other es in allowances to 

announce. First, I propose to give an additional 

increase in the age allowance for those aged 80 or 

over. 	For them, the increase will be double the 

amount due under statutory indexat 	that, for 

the very elderly, the single age allo 	will rise 

by £220 to £3,070 and the married age 	l ,,aice by 

£340 to £4,845. 	Around 400,000 taxpa e 

2 
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benefit from this new measure, and up to 25,000 of 

them will be taken out of income tax altogether. 

H7. Second, the blind person's allowance has 

remained unchanged since 1981, when it was increased 

by £180 to its present level of £360. For 1987-88 I 

propose to increase it by a further £180, to £540. 

Qib.  Finally, I turn to the basic rate of income 
t 	his is the starting rate of income tax for 

eve 	d the marginal rate for the overwhelming 

major]. 	taxpayers. 

v 
In my<et speech last year I reaffirmed the 

aim set out by my predecessor in 1979, to reduce the 

basic rate of income tax to no more than 25 per 

cent. That remain irm objective. 

However, given m decision to use the greater 

part of the fiscal scope 	have to reduce the 

Public Sector Borrowing gequirement, that goal 

cannot be achieved in this Budget. 

Hll. I can, however, take a further 

as I did last year. 	I am therefor 

basic rate of income tax by twopence 

towards it, 

cing the 

27 per 

cent. 	This reduction, which will ben 	very 
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taxpayer in the land, will be worth more than £3 a 

week to a married man on average earnings. 

H12. There will, of course, be a consequential 

reduction in the rate of Advance Corporation Tax, 

and - as last year - I also propose a corresponding 

cut in the small companies' rate of Corporation Tax 

V;11 	

29 per cent to 27 per cent. Taken together 

t. the income tax change, this will mean a 1(1 11ant  reduction in the tax burden on small 
busi 	which are so crucial for future growth 

and emp  • f t. 

The 	ome tax changes I have announced today 

will take effect under PAYE on the first pay day 

after 17 may. 	They will cost a little over 

£2 billion in 198 
	

ver and above the cost of 

statutory indexation* 

The overall cost of the measures in this 

year's Budget, again on a'c' indexed basis, is a 

little over £21 billion. And I have been able to 

make this worthwhile reduction in ta while still 

achieving my objective of a PSBR 

4  
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A. INTRODUCTION 

Al. The setting for this year's Budget is more 

tavourable than it has been for very many years. We 

are entering our seventh successive year of steady 

growth, at the top of the international league 

table. We are entering the fifth year in which this 

steady growth has been combined with low inflation. 

The public finances are sound and strong, and 

unemployment is falling. 

These are the fruits of the Government's 

determination, in bad times as well as good, to hold 

firmly to our policies of sound money and free 

markets. Once again, I reaffirm those policies. 

So the Budget I present today is a Budget built 

on success, and a Budget for success. 

I shall begin, as usual, by reviewing the 

economic background to the Budget. 	I shall then 

turn to monetary policy and to the fiscal prospect 

this year and next. Finally, I shall propose some 

changes in taxation designed to improve still 

further the prospects that lie before us. A number 

of press releases, filling out the details of my 

proposals, will be available from the Vote Office as 

soon as I have sat down. 



t z 
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B. THE ECONOMIC BACKGROUND 

Bl. I start with the economic background. 

Nineteen eighty-six was dominated by the 

sudden collapse of the oil price. Our own economy 

was affected not only directly, as a major oil 

producer and exporter, but also by the pause in 

world growth as the world economy adjusted to what 

has been described as the third oil shock. Despite 

this 	dislocation, 	however, 	the economy has 

developed in most respects as I foreshadowed a year 

ago. 

In 1986 as a whole output grew by a further 

21 per cent or so, which compares well with the 

experience of other industrialised countries. 

Indeed, we have now enjoyed the longest period of 

steady growth, at a rate approaching 3 per cent, 

that the UK economy has known since the War. It is 

also worth recalling that in the 1960s, and again in 

the 1970s, Britain's growth rate was the lowest of 

all the major European economies. 	By contrast, 

during the 1980s, our growth rate has been the 

highest of all the major European economies. 

1733A. And this greatly improved growth performance 

has coincided with falling inflation, which at 

1 



31 per cent in 1986 recorded the lowest figure for 

almost 20 years. Over the lifetime of this 

Parliament, inflation has averaged less than 5 per 

cent. 

B41. During the first half of last year exports and 

hence output were affected by the pause in world 

growth to which I have already referred. But since 

the middle of the year exports have grown strongly. 

Indeed, over the last three months the volume of 

non-oil visible exports was almost 10 per cent 

higher than a year earlier - a better performance 

than that of any other major economy. This pattern 

was reflected in the rapid growth of manufacturing 

output in the second half nf last ypar. 

This resurgence of economic growth, coupled 

with the special measures we have taken, has brought 

about a welcome fall in the number of people out of 

work. Since August unemployment has fallen by more 

than 100,000; 	the largest six-monthly fall since 

1973. Though the numbers out of work are still far 

too high, both youth unemployment and long-term 

unemployment are now lower than they were a year 

ago. 

I announced a number of specific employment 

measures in my last Budget, and since then, my Rt 

Hon and Noble Friend the Secretary of State for 

• 



Employment has further extended the successful 

Restart programme for the long-term unemployed. 

Starting next month, all those who have been 

unemployed for more than six months will be offered 

Restart interviews twice a year, to give them 

individual advice and help. There will also be more 

places on the successful Enterprise Allowance 

Scheme, helping unemployed people to set up their 

own businesses. Again, the number of Jobclubs is to 

be quadrupled, with room for 150,000 people a year. 

And once fully under way, the new Job Training 

Scheme will give a quarter of a million others, most 

of them young people, work experience and vocational 

training. Together with the Youth Training Scheme 

and other programmes, what this means is that this 

Government has developed its employment and 

training measures on a scale which no other country 

can match. But the best hope of all for the 

unemployed lies in the continuing vigour of the 

economy. 

87. Since the early months of last year, there has 

been a further surge in manufacturing productivity. 

This continues the remarkable improvement in 

productivity growth achieved by British industry 

throughout the 1980s. In the 1960s, and again in 

the 1970s, growth in manufacturing productivity in 

the UK was the lowest of all the seven major 

industrial countries in the world. During the 

• 



1980s, our annual rate of growth of output per head 

in manufacturing has been the highest of all the 

seven major industrial countries. 

Bo. The recorded current account of the balance of 

payments went into deficit in 1986 by around 

El billion. This followed a cumulative current 

account surplus of some £20 billion between 1979 and 

1985. Some deterioration in our current account was 

inevitable in the face of a £5 billion loss of 

earnings on oil trade virtually overnight. But the 

significance of this should not be exaggerated. The 

exuhduge LaLe adjustment that followed the fall in 

the oil price is already contributing to an improved 

non-oil trade performance. And earnings from the 

massive stock of net overseas assets we have 

acquired since 1979, which at well over £100 billion 

is second only to that of Japan, will provide a 

continuing support to the current account in the 

years ahead. 

139/. Looking ahead, I expect 1987 to be another year 

of steady, balanced growth with low inflation. 

Total output is forecast to rise by 3 per cent, with 

exports and investment up rather more than that. 

Manufacturing industry, in particular, should do 

well. And with the non-oil economy set to grow at 

31 per cent, there is every prospect of unemployment 

continuing to fall throughout 1987. In last year's 
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Budget Speech I said that the outlook for jobs 

depended on a sustained improvement in the 

performance of business and industry. That 

sustained improvement in economic performance has 

occurred and is continuing. 

B10% Despite the strong growth in exports, it will 

inevitably take time for the full effect of the 

exchange rate adjustment to work through. The 

current account is thus likely to remain in deficit 

this year, by some £21 billion, around half of 

one per cent of GDP. 

Blr. As I foreshadowed in the Autumn Statement, 

inflation may continue to edge up for a time, 

perhaps to a little over 41 per cent by the Summer, 

before falling back to 4 per cent by the end of the 

year. While short-term fluctuations are 

inescapable, it remains the Government's prime 

objective to keep inflation on an unambiguously 

downward underlying trend. 

B12. Given the continuation of present policies in 

this country, the biggest risk to the excellent 

prospect I have outlined is that of a downturn in 

the world economy as a whole. There are still 

serious 	imbalances 	afflicting 	the 	three 

major economies - the United States on the one hand 

and Japan and Germany on the other - which, if not 
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handled properly, could lead to a simultaneous 

downturn in all three. And this in turn could be 

exacerbated by renewed turmoil in the foreign 

exchange markets, whose tendency to overshoot is as 

notorious as it is damaging. 

B13. It was to address these dangers that the 

Finance Ministers and Central Bank Governors of 

six major nations met in Paris last month, and 

agreed among other things to co-operate closely in 

fostering a period of exchange rate stability. In 

my Budget Speech last year, I said: 

"Provided we are not over-ambitious, I believe 

that the Plaza accord is something we can 

usefully build on." 

That is what we have now done, with Plaza 11. But 

it would be idle to deny that the wider risks still 

remain. 

BlA. Short of a world downturn, which can and must 

be avoided, British industry now has an outstanding 

opportunity, with growing markets at home and 

overseas, low inflation, rapidly growing 

productivity and greatly improved profitability. 

Provided it can control its costs and maintain its 

present competitive advantage, and assuming the 

continuation of present policies, we can look 

forward to many more years of strong growth combined 

with low inflation. 

• 
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C. MONETARY POLICY 

Cl. For its part, the Government will keep in place 

a sound and prudent financial framework. That 

means, as it has done since 1980, the medium-term 

financial strategy. 

The central objective of the MTFS is steadily 

to reduce the growth of money GDP over the medium 

term, so as to squeeze inflation out of the system 

and ultimately to achieve price stability. 

This requires monetary discipline buttressed 

by low public sector borrowing. 	The essential 

instrument of monetary policy must remain short term 

interest rates. These will continue to be set in 

the light of monetary conditions as indicated 

principally by the growth of narrow and broad money 

and the behaviour of the exchange rate. 

For narrow money, MO, the target range for next 

year will be 2 to 6 per cent, as foreshadowed in 

last year's MTFS. For broad money, however, as the 

Governor of the Bank of England cogently argued in 

his Loughborough lecture last October, in current 

circumstances it is probably wiser to eschew an 

explicit target altogether. 	But broad money will 

continue to be taken into account in assessing 



monetary conditions, as of course will the exchange 

rate. 

C5. In my Lombard Association speech last April, I 

set out at considerable length precisely how in 

practice monetary policy is operated. While I note 

that in some quarters this was felt to be unclear or 

in some other way unsatisfactory, I am struck by the 

fact that Mr Paul Volcker, Chairman of the United 

States Federal Reserve Board, in his written 

testimony to the Senate last month, explained how 

the Fed operates monetary policy in remarkably 

similar terms. 

• 
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D. PUBLIC SECTOR BORROWING 

Dl. I mentioned a moment ago the need to keep 

public sector borrowing low. 

The final outturn for the public sector 

borrowing requirement last year, 1985-86, was just 

under £6 billion, equivalent to 11 per cent of GDP, 

the lowest level since 1970-71. In my Budget last 

year, faced with a massive loss of what now looks 

like £7 billion of North Sea oil revenue, I 

nonetheless decided to hold the PSBR for this year, 

1986-87, to £7 billion, or 1 per cent of GDP. 

In the event, this year's PSBR looks like 

turning out at only £4 billion, or 1 per cent 

of GDP: the second successive year of significant 

undershoot. 

This 	successful 	outcome 	is 	chiefly 

attributable to the remarkable buoyancy of non-oil 

tax revenues. And this in turn is due not to some 

short-term surge in consumer spending, but in 

particular to an increase over last year of no less 

than a third in the yield of Corporation Tax from an 

increasingly profitable business and industry. 



• 
Looking ahead, there is still a degree of 

uncertainty surrounding oil prices, and I have 

therefore stuck to the assumption I made last year 

that the North Sea price will average $15 a barrel. 

But it is clear that the increased flow of non-oil 

tax revenues, coupled with the prospective further 

growth of the economy in excess of the growth of 

public expenditure, puts the public finances in an 

exceptionally strong position. 

I intend to keep it that way. Last year's MTFS 

indicated a PSBR for 1987-88 of £7 billion, or 

11 per cent of GDP; and, as the House will recall, 

I gave an assurance at the time of the Autumn 

Statement, when I announced a £41 billion increase 

in planned public spending in 1987-88, that on no 

account would I exceed that figure. 

1D7. Indeed, I believe it is right to go below it. 

Since its inception in 1980, the MTFS has indicated 

a steadily declining path for the PSBR expressed as 

a percentage of GDP. We have now reached what I 

judge to be its appropriate destination: a PSBR of 

1 per cent of GDP. 	I intend to stick to that 

figure. 	This will maintain a degree of fiscal 

prudence that, until this year, had been recorded on 

only two occasions since the war. 



Accordingly, I have decided to provide for a 

PSBR in 1987-88 of £4 billion. 

Inevitably, this greatly diminishes the scope 

I have this year for reducing the burden of 

taxation, which of course remains a major objective 

of Government policy. But I am sure it. is right to 

err on the side of prudence and caution, and to 

build a still firmer base for the future. That is 

the principle on which both I and my predecessor 

have consistently conducted economic policy these 

past eight years, and I see no reason to depart from 

it now. 

DIU. meanwhile, 	I 	would 	make 	one 	further 

observation, of a different nature. Economic 

arguments are seldom concluded, one way or another. 

This is chiefly because it is unusual for economic 

policies to be held in place long enough to provide 

sufficient evidence. 	But the 1980s have been 

different; 	and, as a result, one critically 

important economic argument has now been concluded, 

finally and decisively. 

D11. Throughout our period of office, our critics 

have consistently maintained not only that a fiscal 

stimulus would produce real economic growth, but 

that without an expansionary fiscal policy 
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sustained growth was impossible. They were wrong, 

and have been proved wrong. The British economy is 

now embarking on its seventh successive year of 

steady growth, at an average rate of getting on for 

3 per cent a year. And during that time the PSBR, 

even if privatisation proceeds are added back, has 

been deliberately and steadily reduced from a shade 

under 6 per cent of GDP to a little over 2 per cent. 

Indeed, had I or my predecessor at any time heeded 

the advice of our so-called expansionist critics, 

the British economy would never have been in the 

unprecedentedly favourable position it is in today. 

• 
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X. EXCHANGE CONTROL 

Xl. Before I turn to my proposals for changes in 

taxation, I have one other important change of a 

specific nature to announce. 

In 1979, a few months after the present 

Government had first taken office, my predecessor 

announced the abolition of exchange controls, which 

had been in continuous operation ever since the 

outbreak of war in 1939. That bold action has, over 

the past 71 years, proved wholly beneficial to the 

British economy; and I am glad to note that other 

European countries are now moving in the same 

direction. 

But although the operation of exchange control 

has ceased, the Exchange Control Act itself remains 

on the Statute book. So long as it does, there is 

likely to persist a nagging fear that, in certain 

circumstances, exchange control might be reimposed; 

and such uncertainty could be damaging. 

I have therefore concluded that the time has 

come to repeal the Act. The necessary legislation 

will be contained in this year's Finance Bill. 



X5. I note that, in what was clearly intended to be 

a major speech in New York in September, the 

Deputy-Leader of the Labour Party declared that, and 

I quote: 

"The Labour Party has no intention of 

reintroducing statutory exchange controls". 

I am confident, theretore, that the proposal I have 

just made will be welcomed on all sides of the 

House. 

• 
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E. BUSINESS AND ENTERPRISE 

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

business. 

The fundamental reform of the Corporation Tax 

sysLem which I inLroduced in 1984 came fully into 

effect last April. The new system has undoubtedly 

improved the quality of business investment 

decisions in Britain, and is also encouraging more 

overseas companies to set up here. 

During the transition to the new system, 

companies were given advance notice of the main rate 

of Corporation Tax tor the year ahead. This helped 

them in their forward planning, and I intend as far 

as possible to continue the practice of setting the 

rate in advance. Accordingly, I can announce now 

that the main rate of Corporation Tax in 1987-88 

will be unchanged at 35 per cent - lower than in any 

other major industrial nation, though the United 

States is now set to emulate us. 

The low rate of Corporation Tax enables me to 

introduced a further simplification into the 

system. 



At present, while companies' capital gains are 

liable to Corporation Tax, the amount of such gains 

is first adjusted by a certain fraction so that the 

effective rate of tax is the same as that on capital 

gains made by individuals. This dates back to the 

time when the two rates of tax were far apart. 

This is no longer the case: 	indeed, the 

Corporation Tax rate for small companies is now 

below the Capital Gains Tax rate. 

I 	therefore 	propose 	that, 	from today, 

companies' capital gains be charged at the 

appropriate 	Corporation 	Tax 	rate, 	without 

adjustment, save for the indexation which applies to 

all post-1982 gains. 

It has, however, been argued that it is wrong 

that, where companies distribute capital gains as 

dividends, the gains are taxed twice, once in the 

hands of the company and once in the hands of the 

shareholder. 	I believe there is some justice in 

this complaint. Accordingly, I propose to remedy it 

by allowing companies to set payments of Advance 

Corporation Tax against their liability to tax on 

capital gains. 
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Taken together, these changes should yield 

£60 million in 1988-89. 

I also have some further simplification and 

rationalisation of the Corporation Tax system to 

announce. 

Ell. At present, some companies established before 

1965 do not have to pay their Corporation Tax until 

up to 21 months after the end of the period for 

which it is due, whereas companies established since 

1965 have to pay their tax after 9 months - and some 

building societies have to pay sooner still. 

This difference in treatment cannot be 

justified. Moreover, it is open to an abuse which 

could put the timing of a substantial proportion of 

the total Corporation Tax yield at risk. 

I therefore propose that all companies and 

building societies should be treated the same way, 

with all liable to pay Corporation Tax nine months 

after the end of the accounting period on which the 

tax is due. The change will be phased in, but I 

would expect it to yield around £100 million in 

1988-89. 
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I also propose to legislate now to pave the way 

for a new method of collecting Corporation Tax, to 

be known as Pay and File. At present, many company 

accounts are not received in time to agree the tax 

liability before payment is due. 	So there is a 

laborious process of an estimated assessment from 

the Inland Revenue and an appeal from the company. 

Under Pay and File companies will estimate their tax 

liabilities themselves, and pay on the normal due 

date. 	Tax liabilities will be finalised once 

companies submit their returns and accounts. Where 

it turns  out that  the initial payment was too low, 

the company will pay interest to the Revenue; where 

the initial payment was too high, the Revenue will 

pay interest to the company. 

This new approach was set out in last 

December's 	consultative 	document 	on 	the 

recommendations in the Keith Committee Report, and 

was generally welcomed by the business community and 

their tax advisers. 

As this change is part of a wider programme of 

streamlining 	tax 	collection, 	including 	major 

developments in the Inland Revenue's computer 

systems, it will not come into force until the early 

1990s. But by legislating now I am giving taxpayers 
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and their advisers a firm basis on which to prepare 

for the new scheme. 

While business and industry as a whole is doing 

well, the North Sea oil sector has inevitably been 

hard hit by last year's oil price collapse. My Rt 

Hon Friend the Secretary of State for Energy and I 

have followed closely the effects on North Sea 

producers and their suppliers. The industry itself 

is generally confident about the longer-term 

prospects; while as for the tax system, not only is 

iL inheLenLly pLiue-sensiLive, hut_ Lhe eumpdnieb 

themselves have repeatedly stressed their desire 

for stability. 

However, 	in the light of the immediate 

problems, I introduced last autumn legislation to 

bring forward the repayment of over £300 million of 

Advance Petroleum Revenue Tax. 	This has already 

helped many of the smaller and medium-sized 

companies faced with cash flow difficulties. 

T now propose two further Petroleum Revenue Tax 

reliefs. First, as from today companies may elect 

to have up to 10 per cent of the costs of developing 

certain new fields set against their Petroleum 

Revenue Tax liabilities in existing fields, until 

such time as the income of those new fields exceeds 
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the costs incurred. 	Second, there will be a new 

relief against PRT for spending on research into UK 

oil extraction that is not related to any particular 

field. 

I hope that these carefully targeted changes 

will give a worthwhile measure of help to the North 

Sea oil sector. 

I have to set the 1988-89 car and car fuel 

benefit scales for those with company cars. The car 

scale charges still fall well short of the true 

value of the benefit, and as last year I propose to 

increase them by 10 per cent. 	There will be no 

change in the car fuel scales which, as already 

announced, will also be used for VAT purposes from 

6 April. 

Last year I put the Business Expansion Scheme 

onto a permanent footing. 	However, there is 

evidence that the present rules produce end-year 

bunching of BES investments, and hence may crowd out 

some projects and lead to bad decisions on others. 

I propose therefore to permit the investor to claim 

part of the relief against his previous year's 

income. This will make it easier for companies to 

raise BES finance throughout the year. 



Training and retraining are vital to a flexible 

and competitive economy. 	Some employers may be 

willing to help with the retraining of workers who 

wish to move on to a different job. At present if 

employers 	finance 	training 	unrelated to an 

employee's existing job, the employee will 

generally be liable to tax on the cost. I propose 

to exempt from tax the cost of training in this kind 

of case, to encourage more companies to help 

employees to acquire new skills for new jobs. 

The past few years have seen a remarkable and 

most welcome growth in the number of small 

businesses and the self-employed. The Government 

has done a great deal to lighten the burdens on this 

vitally important sector of the economy. But I am 

well aware that problems remain, not least in the 

field of VAT. 

Accordingly, I asked Customs and Excise to 

issue 	a 	consultative 	document 	last 	autumn 

canvassing a number of changes. In the light of the 

responses to that document, I have four proposals to 

make. 

Perhaps the biggest problem faced by the small 

businessman today is the trade customer who is late 

in paying his bills: so late, sometimes, that VAT 
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becomes due before the bill has been paid. I can do 

nothing about late payment; but I can, I hope, do 

someLhing abouL Lhe VAT ptoblem. 

My 	first 	and most 	important proposal, 

therefore, is that, as from 1 October, businesses 

whose annual turnover is under Ei million, which 

means more than half of all traders registered for 

VAT, will be able to choose to account for VAT on 

the basis of cash paid and received. 	In other 

words, they will have no liability to pay VAT until 

they themselves have received the money from their 

customers. 	In addition to easing the cash flow 

problems caused by late payers, this system will of 

course provide automatic VAT relief for bad debts. 

I have to warn the House, however, that I 

cannot legally introduce this change without first 

obtaining 	a 	derogation 	from 	the 	European 

Community's Sixth VAT Directive. I am applying for 

the necessary derogation today. The House will note 

that the upper limit of 04 million is considerably 

greater than the £100,000 suggested in the 

consultative document. 

Second, I propose to give these businesses the 

option of accounting for VAT on an annual basis. 

Instead of making quarterly returns, they would make 



regular payments on account, and then file a single 

return at the end of the year. This option, which 

offers considerable sLreamlining, will be available 

next year. 

Third, the period within which businesses must 

apply to be registered for VAT will be extended from 

ten to thirty days. 

Fourth, there will be changes to the rules for 

the special VAT schemes for retailers, and more 

small and medium-sized businesses will be able to 

make use of the simpler schemes. 

I believe that the changes I have outlined, and 

in particular the option to move to cash accounting, 

will be widely welcomed by the small business 

community. The cost will be £115 million in 1987-88 

and £60 million in 1988-89. 

In addition, I propose to increase the VAT 

threshold to £21,300, to keep it at the maximum 

permitted under existing European Community law. 

In the light of the responses to the 

consultative document, I shall not be going ahead 

either with the withdrawal of the so-called standard 

method by which retailers calculate their gross 



takings 	for 	VAT, 	or 	with 	the 	compulsory 

deregistration of traders below the VAT threshold. 

I have one further measure to help the small 

businessman, unrelated to VAT. 	I propose to 

increase the limit for Capital Gains Tax retirement 

relief by 25 per cent, from £100,000 to £125,000. 

As usual, the annual Capital Gains Tax exempt amount 

will 	be 	increased, 	in 	line 	with 	statutory 

indexation, to £6,600. 

An essential element in any ongoing programme 

of tax reduction and reform must always be the 

elimination of unintended or unjustified tax breaks, 

which cause rates of tax generally to be higher than 

they need to be. Accordingly, I have five proposals 

to make today to this end. 

The first concerns VAT, and has already been 

the subject of extensive consultation. 	The House 

will be aware that a business that provides a 

service that is exempt from VAT cannot in turn 

deduct input tax on its purchases. But where the 

activities of a business are in part liable to VAT 

and in part exempt, the existing rules are 

excessively generous as to the amount of input tax 

that can be deducted; and this generosity is being 

exploited on a growing scale. 	The rules must 
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therefore be changed, and the changes, which I 

announced to the House last December, will come into 

effect on 1 April. There will be special 

arrangements to deal with the problem of brewers' 

tied houses. I am also taking this opportunity to 

exclude a significant number of small businesses 

from the scope of this provision. The yield from 

this change, which in effect is a measure of the 

potential revenue loss, will be some £300 million in 

1987-88 and £400 million in 1988-89. 

Second, I propose to change the law so that 

companies in multinational groups which enjoy dual 

residence will no longer be able to secure tax 

relief twice on one and the same interest payment. 

Genuine trading companies will not be affected. 

This change, which will take effect on 1 April, 

follows the similar action recently taken by the 

United States. The change will yield £125 million 

in 1988-89. 

Third, I propose to end the present excessively 

generous treatment of tax credit relief for foreign 

withholding tax paid on interest on bank loans. In 

future, banks will be able to offset this tax credit 

only against tax on the profit on the relevant loan, 

and not more widely. 	This will bring our rules 

broadly into line with those in most other 

• 
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countries. The change will apply from 1 April this 

year for new loans and from 1 April next year for 

existing loans. It will yield some £20 million in 

1988-89. 

E40. Fourth, 	the 	tax 	treatment 	of 	Lloyd's 

syndicates as it applies to the Reinsurance to Close 

system is clearly unsatisfactory. I therefore 

propose to bring it into line with that of 

provisions for outstanding liabilities made by 

ordinary insurance companies and, indeed, of 

comparable provisions made by other financial 

LLa0eLs. I have asked the inland Revenue to consult 

urgently with Lloyd's about the details of the 

legislation. The new rules will first apply to 

premiums payable for the Lloyds account which closes 

on 31 December this year. 

E41 Fifth, I also propose to implement the Keith 

Committee's recommendation that interest should be 

charged in the limited number of cases where an 

employer does not apply PAYE properly and a formal 

assessment has to be made to recover the tax. The 

change will take effect from April next year, and 

the yield in 1988-89 is estimated at £45 million. 
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I have one further proposal to make in the 

broad field of the taxation of business and 

enterprise. 

In my Budget last year I suggested the 

possibility of introducing a measure of tax relief 

for profit-related pay. 

I pointed then to two considerable advantages 

that might be expected to flow from arrangements 

which relate pay to profits. First, the workforce 

would have a more direct personal interest in the 

profits earned by Lhe fitm in whieh they work; and, 

second, there would be a greater degree of pay 

flexibility in the face of changing market 

conditions. 	Such flexibility is vital if, as a 

nation, 	we are 	to defeat the scourge of 

unemployment. 

Last July I presented a Green Paper on 

Profit-Related Pay in conjunction with my Rt Hon and 

Noble Friend the Secretary of State for Employment 

and my Rt Hon Friend the Secretary of State for 

Trade and Industry. I now propose to introduce a 

scheme of tax relief broadly along the lines floated 

in the Green Paper. 
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my proposals depart from those in the Green 

Paper in one important respect. I am doubling the 

proportion of an employee's profit-related pay that 

is eligible for tax relief from a quarter to a half, 

up to a maximum of £3,000. 	So for someone on 

average earnings receiving 5 per cent of their pay 

in profit-related form, the tax relief will be 

equivalent to a penny off the basic rate of income 

tax. The cost will inevitably depend on take-up: 

it could be £50 million in 1988-89, building up to 

substantially more than that, as take-up grows, and 

the proportion of an employee's pay which is profit-

related rises. 

Profit-related pay is no panacea. 	But then 

there are no panaceas. What it is is a tool to help 

British business gradually to overcome one of our 

biggest national handicaps: 	the nature and 

behaviour of our labour market. 	I am today 

challenging British management to take advantage of 

that tool and to make good use of it, for the good 

of their firm, their workforce and their country. 



F. TAXES ON SAVING 

Fl. I turn now to the taxation of savings. 

A central theme and purpose of the Government's 

policies is the creation of a genuine popular 

capitalism: what used to be called, when ambitions 

were more limited and language more inhibited, a 

property-owning democracy. 

That means wider home ownership, wider share 

ownership, and wider pension ownership. Over the 

past eight years, the Government has actively 

promoted the first two, and has now embarked on the 

third. 	ROMP ownership, shove all through the 

council tenant's right to buy. And share ownership, 

through the rapid growth of employee share schemes; 

through the massively successful privatisation 

programme, where Britain has led the world; and most 

recently through the new Personal Equity Plans, 

which I announced in last year's Budget and which 

started up on 1 January this year. 	In the first 

month of the scheme, more than 2,000 people a day 

took out Personal Equity Plans, many of them 

first-time investors, as I had hoped. 

1 



we know that 63 per cent of households now own 

their own homes, compared with 55 per cent in 1979. 

There have been, however, no official figures for 

the more explosive growth of share ownership in 

Britain over the past eight years. The Treasury and 

the Stock Exchange therefore jointly commissioned a 

major independent survey of individual shareholding 

in Britain. The results are now available. They 

show that there are now some 81 million individual 

shareholders in this country - amounting to one 

fifth of the total adult population, and roughly 

three times the number there were in 1979. 

And then there is wider pension ownership. Two 

years ago, Lhe GoveLnment embdrked on a major 

strategy to extend the coverage of private pension 

provision and to give individuals far more 

flexibility and choice in the way they provide for 

their retirement. 	We have already introduced a 

number of important new measures to that end, and 

the tax changes I am announcing today will complete 

the picture. 

The cornerstone of the Government's pensions 

strategy is the introduction of an entirely new 

means of provision for retirement, developed by my 

Rt Hon Friend the Secretary of State for Social 

• 



Services. This is the personal pension, which will 

be launched on 1 January next year. 

Personal pensions are an important new 

dimension of ownership. 	They will enable 

employees - if they so wish - to opt out of their 

employers' schemes and make their own arrangements, 

tailored to fit their own circumstances. And they 

will provide a new opportunity for the 10 million 

employees who at present do not belong to an 

occupational scheme to make provision of their own 

and, if they so wish, to contract out of SERPS. 

In my Budget last year I undertook to bring 

forward proposals to give personal pensinns the same 

favourable tax treatment as is currently enjoyed by 

retirement annuities. These were duly contained in 

a consultative document published last November, 

and the necessary legislation will be contained in 

this year's Finance Bill. 

In addition, to encourage a wider spread of 

occupational schemes, employers will be able to set 

up simplified schemes with the minimum of red tape. 

This will be particularly welcome to many small 

employers who have been discouraged by the 

complexity 	and 	open-ended commitment of 	a 

full-blown final salary scheme. And there will be 
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much greater scope for transferring between 

different types of pension scheme. Again, the 

Finance Bill will contain the necessary tax 

provisions. 

Finally, I have decided to go beyond the 

proposals set out in the consultative document in 

one important respect. I propose to allow members 

of occupational pension schemes to make additional 

voluntary contributions, with full tax relief, to a 

separate plan of their own choice instead of, as 

now, being restricted to plans within their 

employer's schemes. They will be able to top their 

pensions right up to the present tax approval 

limits. 

The proposals I have outlined - along with the 

measures my Rt Hon Friend has already taken - will 

make it easier for people to take their pensions 

with them when they change jobs, which will be good 

both for labour mobility and for independence. They 

will widen the range of choices people can make 

about their pensions; and will mean that in future 

individuals will have much more control over the way 

in which their own pension contributions are 

invested. 
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Taken as a whole, the changes we have made in 

the last two years have brought about a radical 

transformation in the ways people can provide for 

their retirement. 	There are new options for 

employers, and much greater freedom for individuals 

to plan their own pensions. 	This will lead to a 

further major extension of ownership, as people 

start to take advantage of the new opportunities. 

But the generous tax treatment of pensions can 

be justified only if it is not abused. I propose, 

therefore, to introduce some limited changes to the 

present rules to rectrict the excessive relief which 

can be obtained in some circumstances, particularly 

by a few very highly paid people. 	These will 

include a stricter definition of final salary and, 

for all arrangements entered into from today, an 

upper limit of £150,000 on the maximum permissible 

tax-free lump sum, coupled with more rigorous rules 

on how pension and lump-sum benefits can be 

calculated. 

The cost of the overall pensions package will 

inevitably depend on take up, but with that proviso 

is estimated at £65 million in 1988-89. 

In my 1984 Budget I reformed the limits that 

• 

apply to tax exempt life assurance issued by 



friendly societies. I did so because the movement's 

tax privileges were being increasingly exploited by 

certain new Friendly Societies which had been set up 

simply as lax-efficient investment vehicles. 

F1G. However, I am anxious that the traditional 

Friendly Societies, which have played a valuable 

part in mutual self-help for many generations, 

should be able to plan for the future with 

confidence. I have therefore decided to replace the 

existing limit based on the sum assured with a new 

limit based on annual premiums. I propose to set 

this at £100 a year, which will greatly innrPAse the 

scope of the traditional societies to offer life 

policies to their members. 

The tax-exempt limits governing sickness and 

accident benefits which trade unions provide for 

their members have not been changed since 1982. 

With effect from today, I propose to increase them 

to £3,000 for lump sums and £625 for annuities. 

Finally, in this section, I turn to Inheritance 

Tax. 

In my Budget last year I abolished the 

pernicious Capital Transfer Tax on lifetime gifts 

between 	individuals, 	which 	was 	particularly 
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damaging to the ownership and health of family 

business. This year I propose to extend the same 

exemption from tax, on similar terms, to gifts 

involving settled property where there is an 

interest in possession. This will not, however, 

apply to discretionary trusts. These changes will 

be of particular benefit to family businesses and to 

heritage properties, both of which are often held in 

trust. 

I also propose to make two minor changes 

affecting business assets. 	First, in what is 

perhaps an unwanLO LLibute to the unlisted 

securities market, holdings in USm companies will 

henceforth be treated for Inheritance Tax purposes 

in precisely the same way as holdings in companies 

with a full Stock Exchange listing. 	Second, 

business relief for minority holdings in excess of 

25 per cent in unquoted companies will be increased 

from 30 per cent to 50 per cent. The purpose of 

both these changes is to concentrate business relief 

more accurately on those assets which could provide 

funds to pay the tax only at the risk of damaging 

the business. 

Thanks to the efforts of this Government, the 

tax regime for the nation's heritage has been much 

improved. 	Today, I have two further changes to 
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propose. First, I am exempting from Inheritance Tax 

settled property that is put into a heritage 

maintenance fund within two years of the death of a 

life tenant. And second, I propose to improve the 

arrangements for acceptance of property in lieu of 

tax. In future, owners will have the choice of 

either the present system, or an arrangement under 

which no interest would be charged between the offer 

and acceptance, but the tax would be based on the 

market value at the date of the offer and not, as 

now, at the date of acceptance. 

P22. The abolition of the tax on lifetime yiviny was 

of the first importance to family businesses. But I 

remain conscious that it did little to help the 

smallest taxable estates, where the family home is 

often the main asset. 

F23. I therefore propose to make a substantial 

increase in the threshold for Inheritance Tax, from 

£71,000 to £90,000, coupled with a simplification of 

the rate structure from seven rates to four. As a 

result of this change, the number of estates liable 

to Inheritance Tax will be cut by roughly a third. 

The cost will be £75 million in 1987-88 and 

£170 million in 1988-89. 
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Despite this substantial relief, however, and 

all the other much-needed reliefs that my 

predecessor and T have introduced since 1979, the 

House may be interested to learn that the expected 

yield of Inheritance Tax in 1987-88, at almost 

El billion, is nearly three times the yield of 

Capital Transfer Tax in 1978-79, an increase in real 

terms of almost 50 per cent. 

As for the other Capital Taxes, over the same 

period the yield of Capital Gains Tax has risen in 

real terms by over 80 per cent and of Stamp Duty by 

more than 140  per cent. Thcsc increased  yields are 

not unconnected with the fact that, since we first 

took office, the severity of these taxes has been 

significantly eased. 
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G. TAXES ON SPENDING 

Gl. I now turn to the taxation of spending. 

I have already announced some important 

changes in value added tax to prevent avoidance and 

to help the small businessman. 	I have no other 

proposals for major changes in VAT this year. 

However, in the light of representations I have 

received, I have decided to extend slightly the VAT 

reliefs I introduced last year for certain aspects 

of charitable work. 

I propose to relieve charities from VAT on 

certain welfare vehicles used by hospices to 

transport the terminally ill; on installing or 

adapting lavatory or bathroom facilities in charity 

homes for the disabled; on drugs and chemicals used 

by a charity in medical research; and on specialised 

location and identification equipment employed by 

mountain rescue and first aid services. 

While on the subject of charitable giving, I 

should remind the House that this year's Finance 

Bill will increase the limit on donations to charity 

under the new payroll giving scheme, which starts 

next month, from £100 to £120 a year. 

1 



Next, the excise duties. I propose to maintain 

the revenue from the taxation of gambling, but to 

make some readjustment within the total. 

therefore propose to increase the gaming machine 

licence duty by about a quarter, which will restore 

it in real terms to its 1982 level, when it was last 

increased; and to offset this by abolishing, from 

29 March, the tax on on-course betting. I hope this 

measure will be of some assistance to the racing and 

bloodstock industry, as well as consoling those hon 

Members who have complained to me about the clash 

this year between Budget Day and the Champion 

Hurdle. 

In my Budget Statement last year, I gave 

advance notice of my intention to introduce a tax 

differential in favour of unleaded petrol so as to 

offset its higher production cost. 	I can now 

announce that the differential will be 5 pence a 

gallon. This means that the pump price of unleaded 

petrol should be no higher than that of 4-star 

leaded petrol. The change will take effect from 6 

o'clock this evening. 

Following on from the action I took last year, 

I propose to increase the rates of Vehicle Excise 

Duty on farmers' lorries, to bring them into line 

with the use they make of the public roads. This 

change will take effect from midnight tonight. 
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also propose to increase the rates of duty on trade 

licences and to rationalise the taxation of recovery 

vehicles. 

G9. I have no further changes to propose this year 

in the rates of excise duty. 

• 
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H. INCOME TAX 

Hl. Finally, I turn to income tax. 

There is now a worldwide consensus on the 

economic desirability of tax reform and tax 

reduction, and in particular the reduction of income 

tax. 	This was demonstrated most recently by the 

various national policy declarations that emerged 

from last month's meeting of Finance Ministers from 

the major industrial nations. 

Lower rates of tax sharpen up inenlives cind 

stimulate enterprise, which in turn is the only 

route to improved economic performance. It is only 

by improving our economic performance that we will 

be able to afford to spend more on public services; 

only by improving our economic performance that we 

will be able to create jobs on the scale that we all 

want to see. 

1-14. That is why, ever since we first took office in 

1979, we have consistently sought to reduce the 

burden of income tax. We have cut the basic rate of 

tax from 33 per cent to 29 per cent and sharply 

reduced the punitive higher rates we inherited from 

the Party opposite. We have increased the main tax 



allowances by 22 per cent more than inflation, 

taking almost 11 million people out of income tax 

altogether. 

For 1987-88 I propose to raise all the main 

thresholds and allowances by 	the 	statutory 

indexation factor of 3.7 per cent, rounded up. Thus 

the single person's allowance will rise by £90 to 

£2,425 and the married man's allowance by £140 to 

£3,795. The single age allowance will rise by £110 

to £2,960 and the married age allowance by £170 to 

£4,675. 	The age allowance income limit becomes 

£9,800. I propose to raise the first, 40 per cent, 

higher rate threshold by £700 to £17,900, in line 

with statutory indexation; but the threshold for the 

45 per cent rate will go up by only £200 to £20,400. 

The other higher rate thresholds will remain 

unchanged. 

I have two other changes in allowances to 

announce. First, I propose to give an additional 

increase in the age allowance for those aged 80 or 

over. 	For them, the increase will be double the 

amount due under statutory indexation, so that, for 

the very elderly, the single age allowance will rise 

by £220 to £3,070 and the married age allowance by 

£340 to £4,845. 	Around 400,000 taxpayers will 
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benefit from this new measure, and up to 25,000 of 

them will be taken out of income tax altogether. 

Second, the blind person's allowance has 

remained unchanged since 1981, when it was increased 

by £100 to its present level of £360. For 1987-R8 I 

propose to increase it by a further £180, to £540. 

Finally, I turn to the basic rate of income 

tax. This is the starting rate of income tax for 

everyone and the marginal rate for the overwhelming 

majority of taxpayers. 

In my Budget speech last year I reaffirmed the 

aim set out by my predecessor in 1979, to reduce the 

basic rate of income tax to no more than 25 per 

cent. That remains my firm objective. 

However, given my decision to use the greater 

part of the fiscal scope I now have to reduce the 

Public Sector Borrowing Requirement, that goal 

cannot be achieved in this Budget. 

I can, however, take a further step towards it, 

as I did last year. 	I am therefore reducing the 

basic rate of income tax by twopence, to 27 per 

cent. 	This reduction, which will benefit every 
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taxpayer in the land, will be worth more than £3 a 

week to a married man on average earnings. 

Theie will, of course, be a consequential 

reduction in the rate of Advance Corporation Tax, 

and - as last year - I also propose a corresponding 

cut in the small companies' rate of Corporation Tax 

from 29 per cent to 27 per cent. 	Taken together 

with the income tax change, this will mean a 

significant reduction in the tax burden on small 

businesses, which are so crucial for future growth 

and employment. 

The income tax changes I have announced today 

will take effect under PAYE on the first pay day 

after 17 may. 	They will cost a little over 

£2 billion in 1987-88 over and above the cost of 

statutory indexation. 

The overall cost of all the measures in this 

year's Budget, again on an indexed basis, is a 

little over £21 billion. And I have been able to 

make this worthwhile reduction in tax while still 

achieving my objective of a PSBR of £4 billion. 
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A. INTWJDUCTION 

Al. The setting for this year's Budget is more 

favourable than it has been for very many years. We 
111 

are entering our seventh successive year of steady 

A2. These are the fruits of the Government's 

determination, in bad times as well as good, to hold 

firmly to our policies of sound money and free 

markets. Once aga A reaffirm those policies. 

A4. I shall begin, as usual, by reviewing the 

economic background to the Budget. 	I shall then 

CPAr 101114-  turn to monetary policy and to t 	scal  fammelpon* 

this year and next. Finally, I s 

changes in taxation designed to 	pr ve 

further the prospects that lie before u 

of press releases, filling out the det 

proposals, will be available from the Vote Of 	e as 

soon as I have sat down. 
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B. THE ECONOMIC BACKGROUND 

 

Bl. I start with the economic background. 

Nineteen Nineteen eighty-six was dominated by the 

sudden collapse of the oil price. Our own economy 

was affecLed not only directly, as a major oil 

ucer and exporter, but also by the pause in 

growth as the world economy adjusted to what 

has ee described as the third oil shock. Despite 

this 	cation, 	however, 	the economy has 

develop 	qRost respects as I foreshadowed a year 

ago. 

In 1986 as a whole output grew by a further 

21 per cent or so 

experience of other 	di riAlised countries. It is 

worth recalling that 

1970s, Britain's growth 	was the lowest of all 

the major European economies. By contrast, during 

the 1980s, our growth rate has been the highest of 

all the major European economies. 

ich compares well with the 

B4. And this greatly improved gro 
attopAt-J 

has  oompw-i*P0=matft  alling inflatio 

*044  
31 per cent in 1986  seamw4018  the lowest 

rformance 

ich at 

for 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE  COOED  , 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

almost 20 years. 	Over the lifetime of this 

Parliament, inflation has averaged less than 5 per 

,11-0-111--45  
cent 
  

a 14-4-$ 

During the first half of last year exports and 

hence output were affected by the pause in world 

growth to which I have already referred. But since 

middle of the year exports have grown strongly. 

d, over the last three months the volume of 

f manufactures was 6 per cent higher than a 

yea 	er  -  a better performance than that of any 

other m 	economy. This pattern was reflected in 

the rapi  ,  grth of manufdeturing output in the 

second half last year. 

This resurgence of economic growth, coupled 

with the special m 	s we have taken, has brought 

about a welcome falls 	e number of people out of 

work. Since  -41;tstt  unê 1. p ent has fallen by more 

than 100,000; the large ix-monthly fall since 

1973. Though the numbers oa of work are still far 

too high, both youth unemployment and long-term 

unemployment are now lower than the were a year 

ago. 

B7. I announced a number of specifi 

measures in my last Budget, and since the 

Hon and Noble Friend the Secretary of Sta 

Employment has further extended the 

yment 
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Restart programme for the long-term unemployed. 

There will also be more places on the  ampoormakediri 

Enterprise Allowance Scheme, and the number of 

Jobclubs is to be quadrupled. The new Job Training 
404 .eq6.J1L41.4--) 

Scheme willc-TNi—a quarter of a million people, most 

of them youngsters, vocational training leading to 

recognised qualifications. 	With these and other 

sures, this Government has developed its 

ment and training programmes on a scale which 

country can match. But the best hope of 
iS 

e unemployed  timmit  the continuing vigour 

Since \ he early months of last year, there has 

been a further surge in manufacturing productivity. 

This continues the remarkable improvement in 

productivity grow 	hieved by British industry 

throughout the 19809c><,, 	1 e  1960s, and again in 

the 1970s, growth in s uf.acturing productivity in 

the UK was the lowest 	all the seven major 

industrial countries in t1e world. 	During the 

1980s, our annual rate of growth of output per head 

in manufacturing has been the highe t of all the 

seven major industrial countries. 

nce of 

payments went into deficit in 1986 	 und 

£1 billion. 	This followed a cumulative u r t 

account surplus of some £20 billion between 19 	and 

The recorded current account of th 
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1985. Some deterioration in our current account was 

inevitable in the face of a £5 billion loss of 

earnings on oil trade virtually overnight. But the 

significance of this should not be exaggerated. The 

exchange rate adjustment that followed the fall in 

the oil price is already contributing to an improved 

non-oil trade performance. And earnings from the 

, yive stock of net overseas assets we have 

0A 

-1,---te--44a4-44--41. will provide a 

support to the current account in the 

d since 1979 

con 

years 

Looking ahead, I expect 1987 to be another year 

of viammWON balanced growth with low inflation. 

Total output is forec st to rise by 3 per cent, with 
to 

exports and invest 	p ather more than that. By 

then we will have r 	ered the longest period of 

steady growth, at a r 	roaching 3 per cent a 

y has known since the 

War. Manufacturing industry, in particular, should 

do well in 1987. And with the non-oil economy set 

to grow at 31 per cent, there is ev 	prospect of 

unemployment continuing to fall 

year. In last year's Budget Speech 

outlook for jobs depended on a sustaine 

in the performance of business and indust 	hat 

sustained improvement in economic performa 
GoTtl  ULA,k, 
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I foreshadowed in the Autumn Statement, 

ion may continue to edge up for a time, 

tref:s(roC444.1).1■14--everr'  

befo

it ‘ 	

ing back to 4 per cent by the end of the 

41 per cent by the Summer, 

year. 	ile 	short-term 	fluctuations 	are 

inescapab 

objective 

t remains the Government's prime 

41-44 
o keep inflation on an unambiguously 
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B11. Despite the strong growth in exports, it will 

inevitably take time for the full effect of the 

exchange rate adjustment to work through. The 

current account is thus likely to remain in deficit 

this year, by some £21 billion, around half of 

one per cent of GDP. 

 

trend. 

B13. Given the con 	tion of present policies in 
,\ 

this country, the b 	st risk to the excellent 

prospect I have outlin  . that of a downturn in 

the world economy as a 	e. 	There are still 
0 

serious 	imbalances 	afflicting 	the 	three 

major economies - the United States on the one hand 

and Japan and Germany on the other

Q17 
 ich, if not 

BUDGET SECRET _1 
BUDGET LIST ONLY 

downward 

NOT TO BE COPIED 

handled properly, could lead to 

downturn in all three. And this in 	ould be 

exacerbated by renewed turmoil in 	reign 

exchange markets, whose tendency to overshttas 

notorious as it is damaging. 
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idle to deny that the wider risks still it wo 

remain. 

B14. 

Finance 
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dangers 	that 	the 

Bank 	Governors 	of 

It 	was 	to 	address 	these 

Ministers 	and 	Central 

six major 	nations 	met 	in Paris 	last month, and 

agreed among other things to co-operate closely in 

fostering a period of exchange rate stability. In 

my Budget Speech last year, I said: 

"Provided we are not over-ambitious, I believe 

that the Plaza accord is something we can 

sefully build on." 

Th 	is what we have now done, with Plaza II. But 

B15. Short of a world downturn, which can and must 

be avoided, British indnstry now has an outstanding 

opportunity, with wing markets at home and 

overseas, 	low 	la ion, 	rapidly 	growing 

productivity and grer ly improved profitability. 

Provided it can control
' and maintain its 

present competitive advanege, and assuming the 

continuation of present policies, we can look 

forward to many more years of strong growth combined 

with low inflation. 
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C. 	MONETARY POLICY 

Cl. 	For it 	part, the Government will keep in place 
\ 

a 	sound 	and 	prudent financial 	framework. 	That 

means, 	as 	it 	has 	done since 	1980, 	the medium-term 

financial 	strategy. 

`7 
The central objective of the MTFS is steadily) 

duce the growth of money GDP over the medium 

o as to squeeze inflation out of the system 

tely to achieve price stability. 

This6'040iLes monetdLy dicipliu buLLLussed 

by low public sector borrowing. 	The essential 

instrument of monetary policy must remain short term 

interest rates. 	e will continue to be set in 

the light of 	ry conditions as indicated 

principally by the g wth of narrow and broad money 

and the behaviour of 	 ange rate. 

For narrow money, MO, the target range for next 

year will be 2 to 6 per cent, as foreshadowed in 

last year's MTFS. For broad mone 

Governor of the Bank of England co 

his Loughborough lecture last Octobe 

circumstances it is probably wiser 

explicit target altogether. 	But broad mr' ill 

continue to be taken into account in as 	si g 

[
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monetary conditions, as of course will the exchange 

rate. 

(- 
C5. In my Lombard Association spee 	last April, I 

set out at consid rable lengt precisely how in 

practice monetary p 	y is perated. Rt Hon and 

Hon Members who are nte sted in such matters will 

doubt have 	rved that Mr Paul Volcker, 

an of the U 	tates Federal Reserve Board, 

in 	ritte testi 	to the Senate last month, 

expl 	ow the Fed o erates monetary policy in 

remarkdrni1ar terms.] 
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D. PUBLIC SECTOR BORROWING 

 

Dl. I mentioned a moment ago the need to keep 

public sector borrowing low. 

The final outturn for the public sector 

borrowing requirement last year, 1985-86, was just 

£6 billion, equivalent to 11 per cent of GDP, 

west level since 1970-71. In my Budget last 

ced with a massive loss of what now looks 

like llion of North Sea oil revenue, I 

nonethel-- tecided to hold the PSBR for this year, 

1986-87, 5  7&>billion, or 11 per cent of GDP. 

In the event, this year's PSBR looks like 

turning out at 	£4 billion, or 1 per cent 

of GDP: the secon 	2.9gssive year of significant 

undershoot. 

This 	successful 	(cutcome 	is 	chiefly 

attributable to the remarkable buoyancy of non-oil 

tax revenues 

but in 

f no less 

907 Aeil 

h4.11), 	 4.1 

104-c A-t-1" S644,  v  
71( 

rofitable b 
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judge to be its  appropriate  destination: a PSBR of 
141 	ct.ilv. 

1  Kr 
OVfrcirsiase34404  (3(70"-M. 

This will maintain a 

prudence that, until this year, had b 

only two occasions since 1950. 

eyed on 

2 

of 
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D5. Looking ahead, there i s 
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still a degree of 

uncertainty surrounding oil prices, and I have 

therefore stuck to the assumption I made last year 

that the North Sea price will average $15 a barrel. 

But it is clear that the increased flow of non-oil 

tax revenues, coupled with the prospective further 

growth of the economy in excess of the growth of 

public expenditure, puts the public finances in  am  a_ 

strong position. 

D6 	I 	tend to keep it that way. Last year's MTFS 

indic 	PSBR for 1987-88 of £7 billion, or 

11 per 	 GDP; and, as the House will recall, 

gave anibrance at the time of the Autumn 

Statement, when I announced a £41 billion increase 

in planned public spending in 1987-88, that on no 

account would I exc that figure. 

D7. Indeed, I believ it is right to go below it. 

Since its inception in 	he MTFS has indicated 

a steadily declining path 	r the PSBR expressed as 

a percentage of GDP. We have now reached what I 
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Accordingly, I have decided to provide for a 

PSBR in 1987-88 of £4 billion. 

Inevitably, this greatly diminishes the scope 

I have this year for reducing the burden of 

taxation, which of course remains a major objective 

of Government policy. But I am sure it is right to 

on the side of prudence and caution, and to 

a still firmer base for the future. That is 

nciple on which both I and my predecessor 

hay- 	stently conducted economic policy these 

past 	ears, and I see no reason to depart from 

it now. 

meanwhile, 	I 	would 	make 	one 	further 

observation, of 	ifferent nature. 	Economic 

arguments are sel 	ncluded, one way or another. 

This is chiefly becdti,s/ it is unusual for economic 

policies to be held in 	long enough to provide 

sufficient evidence. 	 the 1980s have been 

different; 	and, as a result, one critically 

important economic argument has now been concluded, 

finally and decisively. 

D11. Throughout our period of offic 

have consistently maintained not only t 

stimulus would produce real economic g 

that without an expansionary fiscal 

critics 

iscal 

but 

I DI irtnc-r-  I 10 -T" f11\11 X/ I 
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sustained growth was impossible. They were wrong, 

and have been proved wrong. The British economy is 

now embarking on its seventh successive year of 

steady growth, at an average rate of geLLing on for 

3 per cent a year. And during that time the PSBR, 

even if privatisation proceeds are added back, has 

been deliberately and steadily reduced from a shade 

er 6 per cent of GDP to a little over 2 per cent. 

two. 	had I or my predecessor at any time heeded 
ce of our so-called expansionist critics, 

h economy would never have been in the 

ly favourable position it is in today. 
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EXCHANGE CONTROL 

Before I turn to my proposals for changes in 

taxation, I have one other  topowilommt  change of a 

specific nature to announce. 

In 1979, a few months after the present 

nment had first taken office, my predecessor 

d the abolition of exchange controls, which 

in continuous operation ever since the 

outbre 	war in 1939. That bold action has, over 

the pas 	ars, proved wholly beneficial to the 

British ec4(lOmy; and I am glad to note that other 

European countries are now moving in the same 

direcLion. 
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I note that, in what was clearly intended to be 

a major speech in New York in September, the 

Deputy-Leader of the Labour Party declared that, and 

I quotc: 

"The Labour Party has no intention of 

reintroducing statutory exchange controls". 

I am confident, therefore, that the proposal I have 

made will be welcomed on all sides of the 
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V ,X1.I now turn to taxation. 	First, taxes on 

business. 

4 jE2. The fundamental reform of the Corporation Tax 

system which I introduced in 1984 came fully into 

ect last April. The new system has undoubtedly 

ved the quality of business investment 

s in Britain, and is also encouraging more 

ompanies to set up here. ove 

it3. Dur transition to the new system, 

companies 44-re given advance notice of the main rate 

of Corporation Tax for the year ahead. This helped 

them in theiL foLwdLO planning, and I intend as far 

as possible to con the practice of setting the 

rate in advance. Aq94ingly, I can announce now 

that the main rate o 

will be unchanged at 35 p 

ration Tax in 1987-88 

t - lower than in any 

other major industrial na6Ion, though the United 

States is now set to emulate us. 

,E4. The low rate of Corporation 

introduced a further simplificat 

system. 

bles me to 

nto the 

1 
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V ;es. At present, while companies' capital gains are 

liable to Corporation Tax, the amount of such gains 

is first adjusted by a certain fraction so that the 

effective rate of tax is the same as that on capital 

gains made by individuals. This dates back to the 

time when the two rates of tax were far apart. 

• This is no longer the case: indeed, the 

ration Tax rate for small companies is now 

he Capital Gains Tax rate. 

OI 	 refore 	propose 	that, 	from '2° today, 
"0  

companie 	Mikpital gains be charged at the 

appropriaCorporation 	Tax 	rate, 	without 

adjustment, save for the indexation which applies to 

all post-1982 gains. 

411111‘140, Ctf\A—pOLA-0-1  

P8. It hac, howeve rguej that it is wrong 

that, where companies 	trib:  te capital gains as 

dividends, the gains aro d twice, once in the 

hands of the company and goe in the hands of the 

shareholder. 	I believe th re is some justice in 

this complaint. AcCordingl 
	

I propose to remedy it 

by allowing companies to set pay 	of Advance 

Corporation ,Tax 

capitalpins. 
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fgs- owed to set payments of Advance 

Corportion Tax against their liability to tax on capital gains. 

This means that, where , companies distribute capital gains as 

dividend, the gains are in effect taxed twice, once in the hands 

of the company and once in the hands of the shareholder.  ..11g4146.7 

agains 
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changes should yield 
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£60 million in 1988-89. 

E13. I therefore propos 

Af /E10. I also have some further simplification and 
rationalisation of the Corporation Tax system to 

announce. 

it Ell. At present, some companies established before 

o not have to pay their Corporation Tax until 

after the end of the period for 21 months 

whi 

1965 

build in 

due, whereas companies established since 

pay their tax after 9 months - and some 

ties have to pay sooner still. 

E12. This difference in 	treatment cannot be 

instified. moreover, it is open to an abuce which 

could put the timin 	a substantial proportion of 

the total Corporati 	11,x)yield at risk. 

t all companies and 

building societies should bs,, treated the same way, 

with all liable to pay Corporation Tax nine months 

after the end of the accounting period on which the 

tax is due. 	The change will be 

would expect it to yield around 

1988-89. 

3 
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to prepare for the cheme. 

E16. while business an industry as a whole  Wdoing 

well, the North Sea oil has inevitably been 

NOT TO BE COPIED 

#014. 	also propose to legislate now to pave the way 
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for a new method of collecting Corporation Tax, to 

be known as Pay and File. Under this system 

companies will estimate their tax liabilities 

themselves, and pay on the normal due date. Where 

it turns out that the initial payment was too low, 

the company will pay interest to the Revenue; where 

the initial payment was too high, the Revenue will 

nterest to the company. 

9 ,E15 Th 	new approach, which has already been 
gener 	elcomed by the business community, is 

part 	 'der programme of streamlining tax 

collection/ 	will not come into force until the 

early 1990s. 	But by legislating now I am giving 

taxpayers and their advisers a firm basis on which 

hard hit by last year's oiloprice collapse. my Rt 

Hon Friend the Secretary of State for Energy and I 

have followed closely the effects on North Sea 

producers and their suppliers. Th2& 3cjstry itself 
is generally confident about t ger-term 

prospects; while as for the tax system, ot nly is 

it inherently price-sensitive, but the ies 

4 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE  COPIOD 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

themselves have repeatedly 

NOT TO BE COPIED 

stressed their desire 

helped many of the smaller and medium-sized 

Q.14 

propose two further Petroleum Revenue Tax 

flies faced with cash flow difficulties. 

E18 

relie s. 

to have 

certain 

rst, as from today companies may elect 

0 per cent of the costs of developing 

w- fields set against their Petroleum 

Irjp.ff. Last year I put the Business Expa lo 	cheme 
4°41 

evidence that the present rules produce e 

onto a permanent footing. 	However, is  51171 ( 

5 

for stability. 

f E17. However, 	in the light of the immediate 

problems, I introduced last autumn legislation to 

    

bring forward the repayment of over £300 million of 

Advance Petroleum Revenue Tax. 	This has already 

Revenue Tax liabilities in existing fields, until 

such time as the income of those new fields exceeds 

the costs incurred 

relief against PRT 

oil extraction that is 

field. 

econd, there will be a new 

nding on research into UK 

related to any particular 

E19. I  impla  that these carefully targeted changes 

will give a worthwhile measure of help to the North 

Sea oil sector. 

C(Iir  
„ovt,4 

OA, 
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. Accordingly, I asked Customs an 

issue a consultative document 1 

canvassing a number of changes. In the hg 

ise to 

utumn 

he 
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bun  hing of BES investments,  nd hence may crowd out 

some projects and lead to bad decisions on others. 

I propose therefore to permit the investor to claim 

part of the relief against his previous year's 

income. This will make it easier for companies to 

raise BES finance throughout the year. 

	e )* 
E2L,_ Training and retraining are vital to a flexibl4 

compe tive economy. 	Some employerpilnay be 

to help ith the retrainin 	f workers who 

are 

the 

propose 

exempt fro 

encou 

isfacYti 

The past few 	rs ave seen a remarkable and 

' 

growth
( 
 in the number of small 

businesses and the sell'  

has done a great deal to liqpten the burdens on this 

vitally important sector of the economy. But I am 

well aware that problems remain, not least in the 

field of VAT. 

424,. 

g their cu ,pnt eplyment. 	At present 
, 

stem can  •  an Ostacle to this. 	1 

employers and employees should be 

\,i in this kind of case, which should 

1111111110. 
	welcome 

yed. The Government 

6 
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thing about the VAT problem. 

My 	first 	and most 	important proposal, 

there 

whose 

means more half of all traders registered for 

is that, as from 1 October, businesses 

a..  , 	turnover is under Ei million, which 
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responses to tnat document, I have four proposals to 

make. 

E24. Perhaps the biggest problem faced by the smell 

businessman today is the trade customer who is late 

in paying his bills: so late, sometimes, that VAT 

becomes due before the bill has been paid. I can do 

nothing about late payment; but I can, I hope, do 

VAT, will be able to choose to account for VAT on 

the basis of cauh paid and received. 	In other 

words, they will h 
	

liability to pay VAT until 

they themselves hay ,red ,O.ved the money from their 

customers. In addit' n to easing the cash flow 

problems caused by latee, this system will of 

course provide automatic VAT, relief for bad debts. 

520. I have to warn the House, however, that I 

cannot legally introduce this cha 

obtaining a derogation from 

Community's Sixth VAT Directive. I am 

thout first 

European 

ing for 

note the necessary derogation today. The HOUS 

that the upper limit of ei million is cons 

7 
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greater than the £100,000 suggested in the 

consultative document. 

P.77- 
Rprnmi, I propnse to give these businesses the 

option of accounting for VAT on an annual basis. 

Instead of making quarterly returns, they would make 

regular payments on account, and then file a single 

urn at the end of the year. This opLion, which 

s considerable streamlining, will be available 

1KAS‘ apply to4stered for VAT will be extended from 

42'"  ten to thi_ y days. 

)321. Fourth, there will be changes to the rules for 

the special VAT for retailers, and more 

small and medium-siWA4sinesses will be able to 

make use of the simple 

Eltf. I believe that the chaties I have outlined, and 

in particular the option to move to cash accounting, 

will be widely welcomed by the small business 

community. The cost will be £115 

and £60 million in 1988-89. 

. In addition, I propose to increas 

8 
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threshold to £21,300, to keep it at the maximum 

permitted under existing European Community law. 

_E-3,'< In the light of the responses to the 

consultative document, I shall not be going ahead 

either with the withdrawal of the so-called standard 

method by which retailers calculate their gross 

takings 	for 	VAT, 	or 	with 	the 	compulsory 

gistration of traders below the VAT threshold. 

ve one further measure to help the small 

businej, unrelated to VAT. I propose to 

increas 

relief by  cent, from £100,000 to £125,000. 

imit for Capital Gains Tax retirement 

breaks, which cause rates of tax generally to be 

higher than they need to be. Accordingly, I have 

five proposals to make today to 

pat'. The first concerns VAT, and has 

the subject of extensive consultation. 

will be aware that a business that p 
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service that is 	exempt from VAT 	cannot 	in turn 

deduct input tax on 	its purchases. 	But where the 

activities of a business are in part liable to VAT 

and 	in 	pArt pxpmpt, 1-hp 	pxisting 	rules are 

excessively generous as to the amount of input tax 

that can be deducted; and this generosity is being 

exploited on a growing scale. 	The rules must 

erefore be changed, and the changes, which I 
CYSe'D 

arr 

tied 

exclude 

from the 

o the House last December, will come into 

on 1 April. There will be special 

ts to deal with the problem of brewers' 

I am also taking this opportunity to 

nificant number of small businesses 

s(4'pe of this provision. The yield from 

this change 	 a measure of  eh, 

voOgRWRftimirevitembs,  will be some £300 million in 

1987-88 and £400 
	

n in 1988-89. 

E3-6% Second, I propos to change the law so that 

companies in multination oups which enjoy dual 

residence will no longerObe able to secure tax 

relief twice on one and the same interest payment. 

will not be Genuine trading companies 

This change, which will take ef 

follows the similar action recentl 

affected. 

1 April, 

by the 

United States. 	It will yield £12 	on in 

1988-89. 

10 
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)4031   ina-Fa r proposc  to end  the present excessively 

generous treatment of tax credit relief for foreign 

withholding tax paid on interest on bank loans. In 

future, banks will be able to offset this tax credit 

only against tax on the profit on the relevant loan, 

and not more widely. This will bring our rules 

broadly into line with those in most other 

countries. The change will apply from 1 April this 

for new loans and from 1 April next year for 

g loans. It will yield some £20 million in 

19 

_rat . the 	tax 	treatment 	of 	Lloyd's 

syndicatek,p'\it applies to the Reinsurance to Close 

system is clearly unsatisfactory. I therefore 

propose to bring it into line with that of 

provisions for ou sanding liabilities made by 

ordinary insuranc companies and, 	indeed, of 

comparable provisiors made by other financial 

traders. I have asked- 	sand Revenue to consult 

urgently with Lloyd's 	ut the details of the 

legislation. 	The new rules will first apply to 

premiums payable for the Lloyds account which closes 

on 31 December this year. 

L? 

,p5 Fifth, I  mew  propose to imple 	e Keith 

Committee's recommendation that interes 	ld be 

charged in the limited number of cases 	an 

11 
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my Budget last year I suggested the 

pos ibi y of introducing a measure of tax relief 

elated pay. for p 

would have a more 

profits earned by t 

second, there would 
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employer does not apply PAYE properly and a formal 

assessment has to be made to recover the tax. The 

change will take effect from April next year, and 

the yield in 1988-89 is estimated at £45 million. 

24% I have one further proposal to make in the 

broad field of the taxation of business and 

enterprise. 

B4/. I poill-ted then to two considerable advantages 

that might be expected to flow from arrangements 

which relate pay to profits. First, the workforce 

t personal interest in the 

in which they work; and, 

a greater degree of pay 

f changing market flexibility 	in 	the f 

conditions. 	Such flexibity is vital if, as a 

nation, 	we are 	to defeat the scourge of 

unemployment. 

B4‹ . Last July I presented a 
	 Paper on 

Profit-Related Pay in conjunction with 	on and 

Noble Friend the Secretary of State for 	ment 

and my Rt Hon Friend the Secretary of S 	or 

12 
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Profit-related 

there are no panaceas. 

is no panacea. 	But then 

t is is a tool to help 
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Trade and Industry. I now propose to introduce a 

scheme of tax relief broadly along the lines floated 

in the Green Paper. 

R44. my proposals depart from those in the Green 

Paper in one important respect. I am doubling the 

proportion of an employee's profit-related pay that 

will be tax free from a quarter to a half, and I am 

increasing the upper limits on the relief. So 

married man on average earnings receiving 

tax 

basic r 

of his pay in profit-related form, the 

will be equivalent to a penny off the 

income tax. The cost will inevitably 

depend on<>take -up: 	it could be £50 million in 

1988-89, building up to substantially more than 

that, as take-up grows, andr1he proportion of an 

employee's pay whi profi 1'47  related rises. 

overcome one of our 

market. 	I am today 

challenging British management to 	5 3advantage of 
that tool and to make good use of 	 the good 

of their firm, their workforce and the 	c ntry. 

13 
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British 

biggest national handicaps: the nature and 

behaviour of our 

business graduallyo to 

labour 
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F. TAXES ON SAVING 

Fl. I turn now to the taxation of savings. 

A central theme and purpose of the Government's 

policies is the creation of a genuine popular 

T,ans wider home ownership, wider share 

\> 
past eiglyears, the Government has actively 

promoted the first two, and has now embarked on the 

third. 	Home ownership, above all through the 

council tenant's 	to buy. And share ownership, 

through the rapid grtow,09of employee share schemes; 

through the massive 	ccessful privatisation 

programme, where Britain d the world; and most 

recently through the new°Personal Equity Plans, 

which I announced in last year's Budget and which 

started up on 1 January this year. In the first 

eople a day 

of them 

1 
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month of the scheme, more than 2 

took out Personal Equity Plans, 

first-time investors, as I had hoped. 
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•
oyritain. The results are now available. They 

't1)  

three 

4(1V
hat there are now some 8/ million individual 

ders in this country - amounting to one 

the total adult population, and roughly 

the number there were in 1979. 

BUDGET SECRET 
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F4. We know that 63 per cent of households now own 
hirvarvt  ilk") W4-41" 1L- 

their own homes, 	 p. 	IL -4-  1979. 

there  have been  14owever  no official figures for 

the more explosive growth of share ownership in 

Britain over the past eight years. The Treasury and 

the Stock Exchange therefore jointly commissioned a 

major independent survey of individual shareholding 

F5. And then there is wider pension ownership. Two 

years ago, the Government embarked on a major 

strategy to extend t e coverage of private pension 

provision and j .ive individuals far more 

flexibility and chofen the way they provide for 

their retirement. W already introduced a 

number of important new 	ures to that end, and 
0 the tax changes I am announicng today will complete 

the picture. 

F6. The cornerstone of the Gove 

strategy is the introduction of 

means of provision for retirement, d 

Rt Hon Friend the Secretary of State 

pensions 

ely new 

by my 
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Services. This is the personal pension, which will 

be launched at the beginning of next year, three 

months earlier than planned. 

Personal pensions are an important new 

dimension ot ownership. 	They will enable 

employees - if they so wish - to opt out of their 

cloyers' schemes and make their own arrangements, 

tkNed to fit their own circumstances. And they 

‹‘ vide a new opportunity for the 10 million 

emp 	who at present do not belong to an 

occupa 	scheme to make provision of their own 

and, if 	ey- ç wish, to contract out of SERPS. 

In my Budget last year I undertook to bring 

forward proposals to eive personal pensions the same 

favourable tax tr 	t as is currently enjoyed by 

retirement annuities. 	 44=14rd hese were duly 	 in 

a consultative docume 	• 	last November, 

and the necessary legisl 	n will be contained in 

this year's Finance Bill. 

ble to set 

d tape. 

This will be particularly welcome t. 	small 

employers who have been discouraged 

complexity 	and 	open-ended 	commitment 

full-blown final salary scheme. And there will be 

In addition, to encourage a 	er spread of 

tS$ occupational schemes, employers wi 

up simplified schemes with the minim 

the 
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much greater scope for transferring between 

o _ important respect. 1 propose to allow members 

j;  (12 

se 

now, 

employe 

ccupational pension schemes to make additional 

y contributions, with full tax relief, to a 

plan of their own choice instead of, as 

restricted to plans within their 

emes. They will be able to top their 

d has already taken - will 

different types of pension scheme. 	Again, the 

Finance Bill will contain the necessary tax 

provisions. 

F10. Finally, I have decided to go beyond the 

proposals set out in the consultative document in 

pensions  ‘11411P  up to the present tax approval 

limits. 

Fll. The proposal -1\;ve outlined - along with the 

measures my Rt Hon rr 

make it easier for p p 

with them when they chan 

o take their pensions 

bs, which will be good 

both for labour mobility aril for independence. They 

will widen the range of choices people can make 

about their pensions; and will mean that in future 

individuals will have much more co•ver the way 

in which their own pension cons ions are 

invested. 

4  
RUDGFT SFCRET 

BUDGET LIST ONLY 
NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE  COIOD 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

F12. Taken as a whole, the changes we have made in 

the last two years have brought about a radical 

transformation in the ways people can provide for 

their retitemenl. There are new options for 

employers, and much greater freedom for individuals 

to plan their own pensions. This will lead to a 

further major extension of ownership, as people 

Q 7rt  to take advantage of the new opportunities. 

the generous tax treatment of pensions can 

be 	ed only if it is not abused. I propose, 

theref 	o introduce some limited changes to the 

present 1 o restrict the excessive relief which 

can be obtained in some circumstances, particularly 

by a few very highly paid people. These will 

include a stricter•finition of final salary and, 

for all arrangem 	ntered into from today, an 

upper limit of E150cP 	on the maximum permissible 

tax-free lump sum, cou 	th more rigorous rules 

on how pension and 

calculated. 

sum benefits can be 

F14. The cost of the overall pensi 	package will 

inevitably depend on take up, but t ,j .hat proviso 
is estimated at £65 million in 1988- 

F.15 For Friendly Societies, I have 

replace the existing limit based on the sum 
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with a new limit based on annual premiums. 

propose to set this at £100 a year, which will 

greatly increase the scope of the traditional 

socielies to offer life policies to their members. 

The tax-exempt limits governing sickness and 

accident benefits which trade unions provide for 

0u \ <‘l  

effect from today, I propose to increase them 

Cb
,  00 for lump sums and £625 for annuities. 

 

Tax. 

in this section, I turn to Inheritance 

In my Budget last year I abolished the 

pernicious Capital 	ansfer Tax on lifetime gifts 

between 	individ6tt 	which was particularly 

damaging to the o 
	

hip and health of family 

business. This year 	. •*ose to extend the same 

exemption from tax, on 	ilar terms, to gifts 

involving settled property where there is an 

interest in possession. 	This will not, however, 

apply to discretionary trusts. Th 	changes will 

be of particular benefit to family 

heritage properties, both of which 

trust. 

ir members have not been changed since 1982. 
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F19. I also propose to make two minor changes 

taL=21.4 affecting business assets. 	First, 
lts IAN\ h-J -- 

uftwtrnted 
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sieverrit+r&—aa 

henceforth be treated for Inheritance Tax purposes 

in precisely the same way as holdings in companies 

with a full Stock Exchange listing. Second, 

mess relief for minority holdings in excess of 

cent in unquoted companies will be increased 

3 

both 

more a 

fundo to 

the business.  

ly on those assets which could provide 

he tax only at the risk of damaging 

per cent to 50 per cent. The purpose of 

changes is to concentrate business relief 

F20. The abolition 	the tax on lifetime giving was 

of the first impor ' jè o family businesses. But I 

remain conscious thtx it did little to help the 

smallest taxable estatA 

often the 	- sset. 

re the family home is 

F21. I therefore propose to make a substantial 

increase in the threshold for Inhe ce Tax, from 

£71,000 to £90,000, coupled with 

the rate structure from seven rates 	 As a 

result of this change, the number of es 	iable 

to Inheritance Tax will be cut by roughly 	rd. 

ication of 
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The 

£170 

cost 	will 	be 	£75 million 

million in 1988-89. 

in 	1987-88 and 

F22. Despite 	this 	substantial 	relief, 	however, and 

all the 	other 	much-needed 	reliefs 	that my 

predecessor 	and 	I 	have 	introduced 	since 	1979, i-hp 

House may be interested to learn that the expected 

eld of Inheritance Tax in 1987-88, at over 

llion, is  erwmily  three times the yield of 

Transfer Tax in 1978-79, an increase in real 

almost 50 per cent. 
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other glapital  axes. )  22ett:'  
real terms by  isore.-44ven  80 •er cent and---of Stamp.  

Duty by 140 per cent. 

t unconnecte 

ook pffice, t.hé s 

increased yields are 

he fa t that, since we first 

these taxes has been 

Si-Yq 	tArl- 

m#NA5 Lb, 

-toit 	o-t) 

crirku 
4-Av-1 
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G. TAXES ON SPENDING 

 

Gl. I now turn to the taxation of spending. 

G2. I have already announced some important 

changes in value added tax to prevent avoidance and 

to help the small businessman. 	I have no other _ eOoposals for major changes in VAT this year. 

Op 

 wever, in the light of representations I have 

rec 	I have decided to extend slightly the VAT 

relie troduced last year for certain aspects 

of charitetbfr work. 

G4. I propose to relieve charities from VAT on 

certain welfare 	icles used by hospices to 

in ly ill; on installing or 

athroom facilities in charity 
0 

homes for the disabled; rugs and chemicals used 

by a charity in medical rq5earch; and on specialised 

location and identification equipment employed by 

mountain rescue and first aid services. 

G5. While on the subject of cha 	e giving, I 

should remind the House that this 	ar 	Finance 

Bill will increase the limit on donatio 	harity 

under the new payroll giving scheme, wh 	s rts 

next month, from £100 to £120 a year. 
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Next, the excise duties. I propose to maintain 

the revenue from the taxation of gambling, but to 

make some readjustment within the total. 

therefore propose to increase the gaming machine 

licence duty by about a quarter, which will restore 

it in real terms to its 1982 level, when it was last 

increased; and to offset this by abolishing, from 
ak. frtm4- 

March, the tax on on-course betting.  L4epe-44144 
A/LSO VA.A.61.4t........t (JAI 	0.4" .1  

e racing and 

• 4.*.nyck industry, as well as consoling those hon 

Mem ho have complained to me about the clash 

between Budget Day and the Champion 

Hurdle. 

twa&reek, 
In my Budget Statement last year, I 

to introduce a tax 

of unleaded petrolpismas to 

Offset its higher duction cost. I can now 

announce that the di 

gallon. This means that 	pump price of unleaded 

petrol should be no higher than that of 4-star 

leaded petrol. The change will take effect from 6 

o'clock this evening. 

Followl 
NN  
on from the action <,‘,Isvegt1 t year, 

I propose to irien,ease ther es of Ve 411Vxcise 

Duty on farmers' lo,r,rries, to bring them 	ine 

with the use they make of the public roads. 

this 

differential in 

ial will be 	 a 
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I also propose to increase the rates of duty on trade 

licences and to rationalise the taxation of recovery 

vehicles. 

G9. I have no further changes to propose this year 

in the rates of excise duty. 

0 o 
0 
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H. INCOME TAX 

Hl. Finally, I turn to income tax. 

There is now a worldwide consensus on the 

economic desirability of tax reform and tax 

reduction, and in particular the reduction of income 

tax. 	This was demonstrated most recently by the 

ous national policy declarations that emerged 

ast month's meeting of Finance Ministers from 

th 	industrial nations. 

Lo 	tes of tax sharpen up incent-ive 	nH 

stimulaterprise, which in turn is the 

route toto  implimmvid  economic performance. 

by improving our economic performance that 

only 

is only 

we will 

be able to afford 	end more on public services; 

only by improving ouilumic performance that we 

will be able to creatobs_on the scale that we all 

want to see. 

H4. That is why, ever since we first took office in 

1979, we have consistently sought to reduce the 

burden of income tax. We have cut asic rate of 

d sharply 

reduced the punitiv h' her rates we ie ed from 

the Party opposite. 	have increased t 	tax 

1 

[
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factor of 3.7 per cent, rounded up. Thus 

person's allowance will rise by £90 to 

425 and the married man's allowance by £140 to 

The single age allowance will rise by £110 

, 0 and the married age allowance by £170 to 

£4,6 	he age allowance income limit becomes 

H5. For 1987-88 I propose to raise all the main 

thresholds and allowances by the statutory 

indexation 

the single 

[ 	
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all wdriues by  22  per cent more than inflation, 

taking almost 11 million people out of income tax 

altogether. 

NOT TO BE COPIED 

£9,800.•opose to raise the first, 40 per cent, 

higher ra 4reshold by £700 to £17,900, in line 

with statutory indexation; but the threshold for the 

45 per cent rate will go up by only £200 to £20,400. 

The other highe thresholds will remain 

unchanged. 

c) 
H6. I have two other ges in allowances to 

announce. First, I propose to give an additional 

increase in the age allowance for those aged 80 or 

over. For them, the increase will be double the 

amount due under statutory indexa 

the very elderly, the single age all 

by £220 to £3,070 and the married age 

£340 to £4,845. Around 400,000 tax 

so that, for 

will rise 

ance by 

will 

2 
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decision to use the greater 

0 — 
of the fiscal scop 	ow have to reduce the 

H10. However, given 

part 

1  BUDGET SECRET 	NOT TO BE COPIED 
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be   tit from this new measaLe, and up to 25,000 of 

them will be taken out of income tax altogether. 

H7. Second, the blind person's allowance has 

remained unchanged since 1981, when it was increased 

by £180 to its present level of £360. For 1987-88 I 

propose to increase it by a further £180, to £540. 

majo 

ev 

Finally, I turn to the basic rate of income 

This is the starting rate of income tax for 

and the marginal rate for the overwhelming 

taxpayers. 

H9. In m 	et speech last year I reaffirmed the 

aim set out by my predecessor in 1979, to reduce the 

basic rate of income tax to no more than 25 per 

cent. That remain firm objective. 

Public Sector Borrowing jt'eguirement, that goal 

cannot be achieved in this Budget. 

H11. I can, however, take a furthe 	p towards it, 

as I did last year. 	I am theref 	ucing the 

basic rate of income tax by twopenc 	27 per 

every 

3 

cent. This reduction, which will 
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little over £21 billion. 
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taxpayer in the land, will be worth more than £3 a 

40§36111bn  a 	1116141 ) 
 

week to 	Con  average earnings. 

1112. Thete will, of course, be a consequential 

reduction in the rate of Advance Corporation Tax, 

and - as ldst year - I also propose a corresponding 

cut in the small companies' rate of Corporation Tax 

from 29 per cent to 27 per cent. Taken together 

the income tax change, this will mean a 

icant reduction in the tax burden on small 

, which are so  12=r //for future growth 

JA(S. 
c\ tAkti 

tax changes I have(announced  proimpy 

will take effect under PAYE on the first pay day 

MN after 1717 may. 	They will cost a little  wow 

£2 billion in 198 over and above the cost of 

statutory indexatio 

H14. The  ar,■‘444  cost o the measures in this 

year's Budget, again on ih indexed basis, is a 

bus 

and 

ne 

H13. The i<1,6ome 
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A3 	 If for  success is underlined, then should not on 

success bc undcrlinc for emphasis in delivery? 

D4 	 On re-reading this, I find it very complex. "And 

this in turn is due not 	, but in particular 

.... of no less ....". 

Maybe: 	"This buoyancy, in turn, is due not to 

some short-term surge in consumer spending: 	it 

is due, in particular, to an increase ....". 

E8 	 First sentence difficult to deliver? 	You could 

start: "Meanwhile it has been argued that, where 

companies distribute capital gains as dividends, 

the gains are being taxed twice, once   

shareholder.". 

E16 	"While business and industry as a whole is doing 

well ....". I think are would be more natural. 

E35 	Line 12. 	It occurs to me to wonder whether 

"announced" is the right word. "Proposed"? 

H13- 

14 	 over 	over. ..overall 	over 
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B. THE ECONOMIC BACKGROUND 

t/7  

Bl. I start with the economic background. 

B2. Nineteen eighty-six was dominated by the 

sudden collapse of the oil price. Our own economy 

was affected not only directly, as a major oil 

producer and exporter, but also by the pause in 

world growth as the world economy adjusted to what 

has been described as the third oil shock. Despite 

this dislocation, however, the economy has 

developed in most respects as I foreshadowed a year 

ago. 

B3. In 1986 as a whole output grew by a further 

21 per cent or so, which compares well with the 

experience of other industrialised countries. 

Indeed, we have now enjoyed the longest period of 

steady growth, at a rate approaching 3 per cent, 

that the UK economy has known since the War.) earl+ 

.`41`" 	811744: 
1hi shas coincided with falling inflation, which at 

31 per cent in 1986 recorded the lowest figure for 

almost 20 years. Over the lifetime of this 

Parliament, inflation has averaged less than 5 per 

cent. 

B4. During the first half of last year exports were 

affected by the pause in world growth to which I 
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