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032/041/1k 

MR MICRIE 

FROM: M C RKES 

DATE: 1  March 1988 

cc 	Mr Rawlings 
Mr Ralph 
SAP H/41 

BUDGET LIST: CENTRAL REPROGRAPHIC UNIT, c(mmriaim SECTION AND OFFICE SERVICES 

As in previous years the copying and collation of Budget papers requires the 

addition of CRU, Office Services and some Committee Section staff to the Budget 

liL Lo assisL wiLh Lhe final plepaiaLiuns. 

Mr Rawlings feels that this year the following staff will be needed:-

From Monday 1 March 

Miss Titmuss 	) 

Mrs Rose 	) 
	

CRU 	 (To handle 1st and 2nd 
Mrs Coles 	) 
	

drafts of Budget brief) 

Mrs Ebsworth 	) 	 (To provide photocopying 

facilities for the Chancellor's 

office) 

From Friday 11 March 

Mr Rawlings 	) Office Services 	(To handle Press Notices 

Mr Ralph 	) 	 etc arriving early for 

weekend collation) 

From Saturday 12 March 

Mrs Ashkar 	) 

Miss Cushion 	) 	CRU 

Miss Pittman 	) 



From Saturday 12 March  

 

Mr Porteous 

Mr Lodge 

Miss Fitzsimmons 

) 

) 

) Office Services (To 	assist 	in 	collation 
Mr Wells ) 

Mr Stonehouse ) of Budget Press Notices 
Mr Copeland ) etc) 
Miss Gidman ) 

Mr Edwards ) 

Mr Easey ) 

Mr Payne ) 

Mr Berwick ) 

Mr Sears ) Private (To assist in collation 

Mr Khan ) Office of Budget Press Notices 

Mr Hannaford ) 'Volunteers' etc) 

From Monday 14 March  

Miss Howard 	) CRU 

I should be grateful if you would seek Sir Peter Middleton's authority to these 

additions to the Budget list. 



FROM: MICHAEL GUNTON 

DATE: 1 MARCH 1988 

MR FOUNTAIN 

cc Mrs Lawson 
PPS Chancellor 
Mr Allen 
Mr Bush 
Mrs Thorpe 

MEDIA ACTIVITIES IN NO.11 

Following our conversation yesterday may I confirm 

the dates of media visits to No 11 and the arrangements 

we discussed. 

On Friday, 4 March, a BBC team including production 

staff and camera crew, probably about five people, 

will be at No.11 at around 2.30 pm for a 3 pm interview 

with the Chancellor. Details of names and vehicle (if 

any) will be sent to you before the event. 

On Saturday, 12 March Press photographers and 

television crews - probably about 20 people in all, 

will be at No 11 from 10.15 am until about 11.45 am 

for a photographic session with the Chancellor and 

his family. They will enter via No 10 as agreed so 

that they can be efficiently scrutinized by security. 

Details of those attending will be sent to you on 10 

March. You agreed that the power at No 11 will be left 

on until noon ! 

On Tuesday 15 March the Chancellor and his family 

will take part in the traditional walk in St James's 

Park, leaving No. 11 at about 8.50 am. Photographers 



will be allowed to film the family leaving and returning 

to No.11. The route to be taken and the Downing Street 

filming arrangement have all been agreed with the Cannon 

Row and St James's Park police. 

At around 3 pm the Chancellor and Mrs Lawson will 

leave for the House with the usual photographic 

facilities being allowed to press and television. We 

have agreed with Cannon Row police that all 

photographers should be in Downing Street before 2.15 

pm - when the Prime Minister leaves for the House - 

or will be held outside Downing Street until after 

she has departed. 

On Wednesday, 16 March the Chancellor will be 

briefing specialist correspondents at No.11 and giving 

lunch to some of the Economist editorial staff. Again, 

details of numbers and names will be given to you 

beforehand. 

On Thursday, 17 March, the Chancellor will be 

entertaining about six regional journalists to lunch. 

Their names will also be sent in advance. 

on Friday, 10 Match the Chancellor will be briefing 

members of the Sunday lobby at No.11. Time and details 

will be forwarded to you in due course. 

MICHAEL GUNTON 
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4372/034 	
RESTRICTED 

FROM: J J HEYWOOD 
DATE: 2 March 1988 

MR WALKER - IR 
cc 	PS/Chancellor 

Mr Culpin 
Mr Gunton 
Mr Cropper 
PS/IR 

PERSONAL FINANCE EDITORS ASSOCIATION 

The Financial Secretary has agreed to see members of this 

association on the morning of 17 March to give some on-the-record 

briefing on the Budget in time for the weekend press. 

The Financial Secretary would like official support and 

I would be grateful if you together with perhaps 3 Revenue 

colleagues could be available. Obviously the areas to be covered 

cannot be predicted with certainty until after the Budget, but 

I would suggest that provisionally, Michael Johns, Brian Mace 

and Michael Cayley might be lined up to attend. 

Can we touch base on 16 March? 

( I 

J J HEYWOOD 
Private Secretary 
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• FROM: MISS M P WALLACE 

DATE: 2 MARCH 1988 

CHANCELLOR 

BUDGET DAY: GUEST SEATS AND BOX LIST 

We spoke about your choice of guests for the Galleries on Budget 

day.* I shall now write to invite them all, except of course for 

Mrs Lawson, Tom and your mother. 	Do you also want to invite 

Caroline personally, or shall I drop her a note? And shall I write 

to Mr Hyde-Thomson, diplomatically reminding him that it would be 

helpful to know in good time if he cannot make it, or would it be 

better for Caroline to handle this? 

	

2. 	We also discussed the Box list for Budget day. Traditionally, 

this would be: 

Sir P Middleton 

Sir T Burns 

Sir G Littler 

Mr Anson 

Mr Battish111 

Mr Unwin 

Mr Scholar 

Mr Allan 

Mr Hudson 

Mr Gray No.10 

	

3. 	When we spoke earlier I said I thought we would have room for 

Robert in the box (Michael Scholar sat there last year). 	I am 

afraid I had forgotten that Geoff traditionally sits in the box: 

GyIAN 	it-te44 SCAe-;?1/ 	WIA6 	vut.th 6e144' 



RESTRICTED 

• 
he didn't last year because he was abroad, but this year I 

understand he will be in London. If you think we should stick with 

the box list above we could put Robert and John Odling-Smee on the 

reserve list for gallery seats. But Alex thinks Robert, at least, 

would not be particularly bothered if he didn't go at all. 

. 

MOIRA WALLACE 



RA7.73 	 BUDGET CONFIDENTIAL 

ir 
FROM: A C S ALLAN 

DATE: 2 March 1988 

MR KNOX - CUSTOMS AND EXCISE cc PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Culpin 
Miss Sinclair 
Mr Cropper 
Mr P R H Allen 
PS/IR 

MOTABILITY: POSSIBLE BUDGET STARTER 

The Chancellor was grateful for your minute of (?) 29 February. 

This was discussed briefly at the Overview meeting, where it was 

agreed that this lollipop should not be introduced this year, but 

should be reconsidered as a starter for next year. 

A C S ALLAN 
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BUDGET SECRET - TASK FORCE LIST 

COPY NO 	OF 10 

From: J ODLING-SMEE 

2nd March 1988 

MR S DAVIES 
cc Mr Scholar 

Mr Culpin 
Mr Peretz 
Mr Sedgwick 
Mr Mowl 
Mr A C S Allan 
Miss C Evans 

NOTIFYING THE PRIME MINISTER ABOUT THE BUDGET 

Many thanks for your draft, which I have amended a little, 

taking account of Mr Scholar's comments and the redraft of the 

exchange rate paragraph in the MTFS. I would be grateful if Messrs 

Scholar and Peretz would look closely at this. 

You told me that Mr Sedgwick suggested that it would be best if 

this note went to the Prime Minister after we have the February 

borrowing requirement figures and the Chancellor has decided on the 

PSBR for 1987-88. I agree, and therefore propose not to put a draft 

to the Chancellor until next Wednesday or Thursday. Could I ask for 

comments on this draft by the end of the week? 

Mr Culpin is planning to submit a draft note on the tax changes 

in the Budget later this week or early next week. It can then go to 

the Prime Minister before the MTFS note as it did last year. 

J ODLING-SMEE 

1 



BUDGET SECRET - TASK FORCE LIST 

raft Minute from the Chancellor to: 

PRIME MINISTER 

1988 BUDGET: MTFS 

I am writing to let you know what I plan to say about the PSBR 

and monetary policy in the Budget. 

Public sector borrowing 

As you know, the PSBR in 1987-88 is turning out to be much 

lower than I expected. 	In the Autumn Statement I reduced my 

forecast from £4 billion to £1 billion. The results since then have 

been even better than expected; rather than a borrowing requirement, 

there will be net repayment of public debt in 1987-88 as a whole. 

In the eleven months to February there was a budget surplus of [ . . 
billion. 	Even after excluding privatisation proceeds, there was a 

surplus of [..] billion, compared with a deficit of [..] billion in 

the same period of 1986-87. 

The amount of borrowing in the last month of the year is hard 

to predict accurately, but it is always considerable. 	It is, 

however, likely still to leave us with a sizeable budget surplus for 

1987-88 as a whole. My plan is to publish a budget surplus of about 

£3 billion, which is on the cautious side. 

The Medium-Term Financial Strategy this year will cover the 

period up to 1991-92, and for the years 1989-90 to 1991-92 I plan to 

show the budget in balance - the PSBR at zero. To set the PSBR at 

zero in 1988-89, however, would require tax cuts of about £7 billion 

given the buoyancy of revenues. Tax cuts on this scale would run 

counter to the gradualist approach that we have to economic policy. 

The package that we have agreed, involving tax cuts costing some £4 

billion in 1988-89, is forecast to leave the budget in surplus by 

1 



BUDGET SECRET - TASK FORCE LIST 

.me £3 billion. On current forecasts, I expect to have room for 

iurther tax cuts over the MTFS period as long as we stick to our 

expenditure plans. 

Monetary policy 

The MTFS will, of course, say that our aim is to bring 

inflation and money GDP growth down over the medium term, and that 

this requires firm monetary policy supported by prudent fiscal 

policy. I plan to say that the government attaches particular 

importance to maintaining a stable exchange rate, notably the rate 

against the deutschemark. 

I intend to set a target for NO growth in 1988-89, with illus-

trative ranges for later years. As last year, I do not intend to 

set a target for broad money although its behaviour will continue to 

be taken into account in the assessment of monetary conditions. 

MO growth over the last year has averaged 5 per cent, within 

the target range of 2-6 per cent set a year ago. The target range 

for MO growth in 1988-89 will be 1-5 per cent, the same as the 

illustrative range for 1988-89 in last year's MTFS. For the future 

years of the MTFS I shall be publishing the same illustrative ranges 

as in last year's FSBR. 

This approach has been discussed with the Dank who are rontent 

with it. 

These proposals give a financial framework for the medium term 

within which we can make further progress in reducing inflation, and 

in cutting taxes and public spending as a share of GDP. I would be 

glad to know if you are content with them. 

2 



NO.11 	PAGE V 

Th 
ROM pRLAND ADVERTISING 	 (FRI)03.04.'88 13:24 

1) 0  KLAN D 
410 	Dorland Advei-tising Ltd • 121-141 WestbaumeTerrace • London W2 6.11? 

Telephone 01 262 5077. Fax 01 2583757• Telex 27778 

FAX 

FOR THE URGENT ATTENTION OF MR RICHARD ALLEN 

PLEASE HAND DELIVER AS SOON AS POSSIBLE. 

TO: 	 RICHARD ALLEN, TREASURY SECRETARY, TREASURY CHAMBER 
FROM: 	 CHRIS HUCKLE 
DATE: 	 4 MARCH 1988 
PAGES: 	 2 

DEAR MR ALLEN 

ATTACHED IS A REFERENCE LAYOUT FOR OUR SUNDAY EXPRESS 
POSTER FEATURING THE CHANCELLOR'S ARTICLE. 

THE FIGURE ON THE RIGHT OF THE LAYOUT WILL BE A STOCK 
SHOT OF THE CHANCELLOR HIMSELF. 

I WILL PHONE YOU THIS AFTERNOON FOR YOUR COMMENTS. 

MANY THANKS FOR YOUR HELP. 

YOURS SINCERELY 

CA 
CHIRS HUCKLE 

Til 	LcS Cy.AZ CRN1.,t-t_ 

Registered Office as above. Registered Number 913184 England. 	 s. 
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C13/ 4  
BUDGET CONFIDENTIAL 

FROM: A P HUDSON 
DATE: 2 MARCH 1988 

CHANCELLOR 

PARAGRAPH G9 

You asked whether this paragraph included VAT. The short 

answer is yes, and I have made that clear. 

The Revenue had two comments. 

The simple one is that they say they cannot substantiate the 

point about abuse. 

The second is that they say that it was only import agents, 

not importers generally, who could deduct the cost of entertaining 

overseas suppliers. The technical point is that relief is available 

for entertaining an overseas customer. An import agent gets it 

because the overseas businessman is a customer for his services 

as an agent. 

Perhaps we could shorten this paragraph. ( 1  ) 

W 
A P HUDSON 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COP, 

COPY NO I OF COPIES 

FROM: 
DATE: 

OF THE EXCHEQUER 

end of this paragraph 

"These proposals will cost £55 million in 1989-

of the fields affected they should be broadly reve 

the life 

utral." 

; 5-62 

M C SCHOLAR 
2 MARCH 1988 

cc Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 

2- 'Sir Geoffrey Littler 

C'  

r Anson 
*r.  Anthony Wilson 

M Byatt 
r edgwick 

ling-Smee 
in 

Mr Pickford 
Mr R I G Allen 
Miss Sinclair 
Mr Riley 
Miss C Evans 
Mr Cropper 
Mr Tyrie 
Mr Call 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Painter - IR 
Mr Beighton - IR 
Mr McManus - IR 
Mr Unwin - C&E 
Mr Knox - C&E 
Mr P Allen - C&E 

BUDGET SPEECH: THIRD DRAFT 

You asked for comments on the tax se ion of the Budget speech. 

I think F9 might better begin' 

/start considerably earlier than would 

."/ the alternatives that have been canvassa 

allowances." 

In G6, I think it is difficult to mention the changes to the 

North Sea fiscal regime without mentioning their overall cost, given 

that it is as much as £55 million in 1989-90. You 	id put at the 

over, the new system will 

ave been possible tor most of 

articular transferable 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 
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NOT TO BE COPIED 

lternatively you could use the present FSBR formulation: 

"These proposals have a cumulative cost of around £40 million in 

the first five years, but in the long run they are expected to be 

oadly revenue-neutral." 

he latter is better. 

4. 	To soften the announcement of the reduced oil allowance in G5 we 
might put in a reference to the profitability of these fields. If you 

agree I will supply some words. 

5. 	To avoid 

that you delete 

to go" and run th 

the tax relief I 

tervention from Mr Skinner or somebody I suggest 

e first sentence of G19 "there is still some way 

nce on so as to read "As to the labour market, 

ed last year ..." 

6. 	In G25, second se 

"But I am determin 

businessman ...". 

would say 

do still more to help the small 

In G28 you could say "... Development Land Tax, the tax on 

lifetime gifts, and - today - royal 	s on new oil and gas fields. I 

now propose to abolish a further 	Capital Duty." 

Tn n19 r  	A sentence "sizeab 	seems a little weak. Could 

we say "major"? 

On H3, you told me that the Chancellbr has queried the claim 

that the reforms will reduce the burden of tax on those recipients of 

maintenance least able to bear it. I have talked to Mr Corlett about 

this. 	It is certainly likely that Courts will ma 	smaller awards 

given that the recipients are freed of the liahili 	o pay tax on 

them, and that the payers will in some cases be pay 	. But it 

remains true that the burden of tax will be reduced f 	e people, 

and I do not see why we should not make this point 	Corlett 

agrees. The same point applies in H12. 

In H5, line 3, I don't think we need "for example". 

BUDGET SECRET 
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NOT TO BE COPIED 
11. 	The first lin elIUDIGERL1S3T CoNtlAk read "There will be no 

ompensation for the loss of tax advantage ...". 

In H10, 3 lines from the bottom it might read better if instead 

y r" we had "man paying maintenance". 

' 
n, 1, penultimate line, it might be easier on the listener to 

add b.‘iore "maintenance" "for payments above this limit or for". 

K3, penultimate line, after "risen slightly" add "over the past 

12 months". 

In K8 I tC 	want 3 lines from the bottom "I have reduced the 

rate of inherit 	ax ...". 	Then in K9, you could delete "for 

inheritance tax". 

In K18 I suggest - spiny" rather than "capital market". 

K20 might go bett 	t rned round, with the last sentence 

softened slightly as follows:- 

K20. 	At present, with capital 

everybody, higher rate taxpaye 

lower - rate of tax on gains 

themselves taxed more hea 

investment income. Thiq contra 

in future to apply the same rate 

gains taxed at 30 per cent for 

s face a lower -sometimes much 

basic rate taxpayers can find 

n capital gains than on 

is haid to justify. I propose 

ome and capital gains. 

18. In K22, second sentence, begin "It k9  — since Budget day last 
year - what we do already for companies". I find the last sentence as 

drafted rather compressed. Try "And it is now also the practice in 

the United States, although the American taxpayer 

from either indexation or the annual exempt amoun 

does not benefit 

I have always felt rather uneasy about L2. It 	 me rather 

commonplace, and not a strong paragraph. 

<!
1p 

(twice). 

In L15, two and three lines from the bottom you want 	yee" 
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NOT TO BE COPIED 
tivpGff.; Ltpj-  op iwye,, 

Jian slip in including 

hospital" in line 2. Try "welcoming"? 
- 

0
1 find the beginning of L42 a little compressed, although I can 

it has been drafted this way. 

,2, M C SCHOLAR 
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4370/31 
BUDGET CONFIDENTIAL 

• FROM: J J HEYWOOD 
DATE: 2 March 1988 

SON cc PS/Chief Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Pickford 
Mr Cropper 
Mr Tyrie 
Mr Cole 
PS/IR 

BUDGET STATEMENT: THIRD DRAFT 

The Financial Secretary has the following suggestions/comments on 

this draft. 

The first sentence repeats A4 and could be deleted. the 

second and third sentences could be added to the end of B6. 

This is a very good story and could easily be beefed up (eg 

the last clause could be amended and extended to read "after 

Ul continuous decline under Governments of both 

political parties. I think this remarkable turnaround in 

the performance of manufacturing industry is something that 

all members of the House can applaud"). 

B10: Delete square brackets (ie keep the bracketed words in the 

text) and begin last sentence with "The deficit" rather than 

"This". 

B12: Replace "high" with "rapidly". 

BUDGET CONFIDENTIAL 

- 1 - 



BUDGET CONFIDENTIAL 

B15: Last line: isn't this a rathcr pointless hostage to fortune? 

If not, replace first line of page 7 with "gradually 

squeezing inflation out of the system continues to be my 

central objective". 

C 1: Delete square brackets and add "and the major stock market 

falls of 1987". 

C 6: For 1988/89 go for 1-5 per cent range. 

(7  

D13: Delete "As privatisation receipts reduce, as they are bound 

to do". 

6: Start second sentence "I gave companies the lowest tax rate 

in Europe..." 

F 7: Re-draft last sentence to read "But what matters is that for 

the first time ever married women will have the right to 

complete independence and privacy in their tax affairs". 

F13: Shouldn't the first line contain the words "living together" 

after "unmarried couple", and the last line contain the word 

"co-habiting" before "couple"? 

8: Re-draft second sentence to read "The first meets the only 

point Lloyd's...". The third sentence should read "The 

second will benefit both Lloyd's and the Revenue by 

simplifying...". 

// 	
G11: Last sentence, insert "anachronistic" before "requirement". 

G26: Delete this paragraph - measures already announced and very 

minor. 

7: This should mention the fact that the S.79 reform will be of 

particular benefit to unquoted companies. It might be worth 

mentioning the other employee share scheme measures (an 

amendment to the 1984 scheme, and the relief from tax of 

priority allocations). 

BUDGET CONFIDENTIAL 
- 2 - 
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6 

• 
K20: Is it worth inserting the thoughts here that most CGT payers 

are basic rate taxpayers and that with a 27 per cent rate of 

income tax the reform will reduce the rate of tax for most 

payers? Perhaps this point could instead be made after the 

/ 	income tax section. 

K22: Substitute last clause with "with the big difference that in 

the US there is neither indexation relief nor a separate 

capital gains threshold". 

L10: Is it worth inserting "but paradoxical" after "simple" in 

the second sentence? 

J J HEYWOOD 
Private Secretary 

BUDGET CONFIDENTIAL 
- 3 - 
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FROM: CHIEF SECRETARY 
s,-- trARy TO 	1DATE: 3 March 1988 

CHANCELLOR 

cc: 
Financial Secretary 
Paymastcr General 
Economic Secretary 
Sir Peter Middleton 
Sir T Burns 
Sir G Littler 
Mr Anson 
Sir A Wilson 
Mr Byatt 
Mr Monck 
Mr Scholar 
Mr Sedgwick 
Mr Odling-Smee 
Mr Culpin 
Mr Turnbull 
Mr Peretz 
Mr A C S Allan 
Mr Pickford 
Mr R I G Allen 
Miss Sinclair 
Mr Riley 
Miss Simpson 
Miss C Evans 
Miss Hay 
Mr Michie 
Mr Cropper 
Mr Tyrie 
Mr Call 
Mr Battishill - IR 
Mr Isaac - IR 
Mr Painte - IR 
Mr Beighton - IR 
Mr McManus - IR 
Mr nnwin C&E 
Mr Knox C&E 
Mr P R H Allen C&E 

BUDGET SPEECH: THIRD DRAFT 

I have read the Budget speech which, in general, reads extremely 

well. I have the following comments:- 

B6 	This is a real bull point. I would make a little more of 

it. Thus:"1987 was a real landmark. It was 	
 

II 

B13. I would include the first set of words in brackets. 



BUDGET SECRET: TASK FORCE LIST 

A matter of taste but in a potentially irritable House (where 

is money for the NHS?) I would not mention the Falklands (Money 

for war and not for the sick). I would prefer "... take in our 

stride setbacks such as the coal strike and the collapse in the 

oil price" 

C5 	I would include this paragraph. 

C8 	I would delete the words in brackets. 

D4 Another good cheer line. I would draw it out. Thus 	 

....logical conclusion - this year we have a balanced budget" 

[It gives colleagues longer to absorb - and respond]. 

D9 	The £700 million increase on Health is right but we should 

reformulate to mention to £1.1 billion we have continually used. 

Dll I would include the words in brackets. 

D15 This is fun but an arcane point. It will shock the less 

economically literate Members. Should you therefore make D16 

more explicit. Thus:- 

D16 "However, the growth of national income and the strength 

of the economy means that I shall still have some room to reduce 

tax rates and I shall come to this later." 

Colleagues will be reassured by this and I would prefer 

them relaxed and re-assured rather than edgy during this speech! 

D20 Delete words in brackets 

E6 E4 notes that reduction of higher rates of personal taxation 

led to an increased yield. For the sake of symmetry can we make 

the same claim for company taxes following the 1984 Budget. 

2 
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F7 	I would reverse the sense of the last two sentences. 

Thus:- 

"For the first time ever, married women will have the option 

of complete independence and privacy although I recognise 

that in practice many may still ask their husbands to handle 

their tax affairs." 

But there will be a difference - it will be their choice 

in future." 

	

"t)6n9. 
 "la6 	Something wrong in the first sentence! 

9010144,H10 Something wrong in the third sentence! 

	

J6 	Thc Excise Duty increase looks wrong.-- 
	ik 	t vow-.4-44Z ,) 

K3 	I would add: "This illustrates in a quite remarkable fashion 

the way in which the habit of share owning is now taking root." 

L9 The "wrong tree in the wrong place" remark was used by 

Gordon Brown in the debate last week. You could attributc it 

if you wished to be mischievous! 

L19 Now to be deleted as no change now proposed in P11D. 

L23 Do we want to mention the growth in consumer credit? This 

sits slightly uneasily with our line that most of the growth 

is home ownership. 

L28 'Soon' is omitted from line 3. 

L36 How many people are taken out of tax entirely by the increase 

in thresholds? 	If the figure is significant we should mention 

it. 

3 
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• 
L43 This is reform as well as tax reduction. 	Five rates merge 

into one. I would be inclined to make sure of this - it is a 

good tale to tell. 

This is a landmark budget. We need a peroration that 

categorises it as such - perhaps as a "Budget of tax reform and 

reductions" Other ideas will suggest themselves but this point 

deserves some further thought. My instinct is that it is important 

that we give it a 'theme' before our opponents do. 

pp  JOHN MAJOR 

(6m.ived ky 	S&Haczy 

Vs/wad 
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dealLIDGEsTartliSoTpONLYmid  1989 

2pSummary 

bp3.01prp 1988 should see growth of 3 per cent, the average rate over the last 
s but appreciably below the 4* per cent growth in 1987. Inflation is expected to 

w and there are good prospects for a further fall in unemployment. 

1h3 	tions 

pOppbi3Z The forecast assumes that fiscal and monetary policies are operated within 
the fram work of the Medium Term Financial Strategy. As last year it assumes that North 
Sea oil prices will average $15 a barrel over the year ahead, and that the exchange rate will 
remain close to its current level. 

ph3pDemand and activity 

pOppbp.3.03prp Th 
manufacturing outp 
cent, the same as in 
lower growth of consu 
GDP is forecast to grow b 

1ih3pInflation 

grew strongly in 1987, with GDP growth of 4/ per cent and 
of 51 per cent. Domestic demand grew by just under 4 per 
t is expected to grow at a similar rate in 1988, with slightly 

ing being offset by markedly faster growth of investment. 
ent (31 per cent for non-oil GDP). 

1 	 C,G,-h-on 	1 	v 	v j 	i-4-  P 2-,- 	"‘..' ;./4".)1( i ‘  
c_f.,,,A1 	

_ 	vv) 	 -, 
m.j 	) 04A,  

pOppbp3.05prp 	 I '•.. Employment has risen strong;; oPC--eir ..-4.thve6-pa6sIt(1 3i;41ar, IWAitVhuni:e;:jy1 in: ';i  .. 
falling by half a million - the largest decline since the war. With non-oil GDP growing at 
close to 3 per cent during 1988, unemployment should continue to fall. 

ph3pWorld economy 

pOppbp3.06prp GNP in the main industrial eco 	rew by about 3 per cent last year. 
Some slackening in growth is likely in 1988 partic 	y in the United States, and growth in 
the main industrialised countries in aggregate coui 	ase slightly to 2* per cent. Industrial 
production picked up strongly during 1987. Associate 	is were faster growth in trade 
in manufactures and some recovery in industrial 	Is prices. World trade in 
manufactures appears to have grown by about 51 per 	in 1987 and should grow by a 
similar amount this year. 

ph31iUK trade and current account 

pOppbp3.07prp Both export and import volumes grew rapidly last year: some moderation in 
growth is likely in 1988. Following recent revisions to the surplus on ifI1ibles the current 
account is now estimated to have been in deficit by £1 billion in 1987 	cit of £3 billion 
(1 per cent of GDP) is forecast for 1988. 

ph2pFinancial conditions 

ph3pExchange rates 

pOppbp3.08prp Sterling has been stable against the Deutschemark over 
There was an inflow of $[20] billion into the reserves in the year to February. 
the Louvre accord the dollar remained stable against the major currencies for muc 
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ph3pLabour market 
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Printer insert Chart 3.2 G es of monetary aggregates 

ph3pBroad money 

1.• 

NOT TO BE COPIED 

of 1988, in the wake of the G7 statement just before Christmas and improved US trade 
res. 

BUDGET SECRET 
triPPEN 	ri  before falling further tow 	 en slightly in the early months 

Interest rates 

P 	.09prp Short-term interest rates in the UK fell from 11 per cent at the beginning 
of 	9 per cent in July. They rose to 10 per cent in August, but came down again to 
81 p 	n the immediate aftermath of October's stock market collapse. Following the 
restor on 	more settled markets earlier this year short term interest rates returned to 
around 91cnt. Longer term interest rates have followed a similar profile to short-term 
rates, but with smaller fluctuations. In recent weeks they have been around 9/ per cent. 

Printer insert Chart 3.1 Interest rates in the UK 

ph3pNarrow money 

p0ppbp3.10prp MO 
lower interest rates. 
of the financial year 

which fell in early 1987, rose rapidly in the summer reflecting 
ove to the top of or outside its target range in the early part 
be within the [1-5] per cent range later in the year. 

pOppbp3.11prp M4, which inclu 	h4iabilities of both banks and building societies, has 
grown at close to 16 per cent over t 	year. As in recent years there has been a sharp 
fall in its velocity. 

ph2pWorld economy 

ph3pRecent developments 

p0ppbp3.12prp Output growth in the indust 
half of 1987, particularly in North America an 
countries is estimated to have increased by 3 pfio 
1986. 

countries strengthened in the second 
. Real GNP in the major seven OECD 

in 1987, marginally faster than in 

pOpubp3.13ur Part of the substantial falls in import pci 	1986 - notably for oil, but also 
for many other primary commodities - were reversed 	• . Oil prices recovered from 
their low point of the summer of 1986, but have weaken 	little in recent months. Prices 
of other industrial materials rose as world activity picked 4. Nevertheless, consumer price 
inflation in the major economies has remained low. In Japan and Germany the appreciation 
of their currencies meant that inflation was close to zero. But in the US, consumer price 
inflation rose to 41 per cent at the end of 1987. 

Printer insert Chart 3.3 Real commodity prices 

pOpubp3.141iru The improved terms of trade for developing countries 	 he exports of 
the major industrialised countries and helped to strengthen business inv.- 	This more 
than offset some slowdown in the growth of real personal incomes and in 	 spending. 
As a result industrial production has been particularly buoyant; output in 	 r seven 
OECD economies was over 5 per cent higher in December 1987 than a year e 

Printer insert Chart 3.4 Major seven economies' real GNP and industrial producti 

pOpubp3.15pru Equity prices in the US and most other countries continued to re 
first part of 1987, reaching an all-time high in a number of countries around mid-y 
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large part the subsequen   fakiDAUp14.57,PILS  a correction, even though the 
scale and sharpness of the fall in October were unprecedented. Prompt action by the 

onetary authorities in the major countries to reduce interest rates and provide sufficient 

11110

idity helped to prevent a major collapse of confidence. 

(

9  1  • I 3.16prp In the United States domestic demand growth, which had averaged 5i per 
a ear between 1983 and 1986, slowed to 21 per cent in 1987; as a result the growth of 

.lumes has also slowed. US export volumes are now responding strongly to the 
ma  : . - reciation of the dollar from its 1985 peak; by the fourth quarter of last year 
they • e e 	per cent higher than a year earlier. These favourable movements in trade 
volumes 	

for much of 1987, offset in money terms by the effects of the dollar's fall. 
But mor recent figures have suggested some decline in the US trade deficit. 

pOppbp3.17prp A two year phase of relatively slow growth in Japan ended in the spring of 
1987 as exports stopped falling and domestic demand picked up sharply. But in Germany 
both real domestic demand and GNP grew slowly in 1987. The current account surpluses of 
both Japan and GeXn 	fell slightly in relation to their GNP in 1987, with that of Japan 
falling rather faste 

in 1987. This is slight.l.y 	r 
pOppbp3.18prp Worl 

stocks were rebuilt. The ro 
at about 51 per cent - pick 
demand in the major seven c 

volumes are estimated to have grown by more than 4 per cent 
an in 1986, when there was a substantial rise in oil trade as 

of trade in manufactures in 1987 - provisionally estimated 
stantially, helped by the continued buoyancy of domestic 
and by increased demand from the rest of the world. 

1ih3pProspects 

pOppbp3.19prp Table 3.1 shows th orecast for activity and inflation in the major seven 
OECD countries, and for world trade. In aggregate real GNP in the major seven countries is 
expected to grow a little less strongly in 1988 than in 1987, though industrial production 
should remain buoyant. Inflation is likely to stay low. 

Printer insert Table 3.1 World economy 

pOppbp3.20prp As a result of the continued 
modest rise in non-food commodity prices is ex 
are likely to be held down by continued over-suppl 
many OECD countries. The forecast is based on t 
will average $15 a barrel in 1988. 

th of industrial activity, some further 
uring 1988. Food prices, however, 

encouraged by high levels of support in 
assumption that North Sea oil prices 

pOppbp3.21prp Imports by industrial countries are exp 	d to grow less rapidly than in 
1986 and 1987. However, imports by non-oil developing coMItries will be helped by stronger 
commodity prices, and hence export earnings. Total world trade in 1988 is forecast to 
continue to grow at close to the rate experienced in 1987. 

phZpUK trade and the balance of payments 

ph3pRelative costs and prices 

pOppbp3.221ir1 UK unit labour costs in manufacturing rose only slightly 
rate to the average in the other major economies, with rapid productiv 
offsetting a continuing high level of pay increases. Despite some apprec 
against the dollar the UK's cost competitiveness remains clearly more fav 
1984 and 1985 before the fall in world oil prices. The maintenance of competitiv 
year ahead will depend on success in continuing to restrain unit cost increases. 

at a similar 
th largely 

sterling 
han in 

the 
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IpAT. 1.1.PcNza e N A 	g 	ti  eness 

pTrade volumes (goods other than oil) 

bp3.23prp Non-oil export volumes rose by 7 per cent in 1987. Manufactured exports 
icularly strongly, reflecting renewed growth in world trade and the UK's strong 

e position. Non-oil export volumes are forecast to rise in 1988 by a further 5 per 

pOppb . 4 	The UK increased its share of world trade in manufactures slightly in 1987. 
Its volu 	has remained broadly stable since 1981, in marked contrast to the previous 
long-term decline. This improved performance is forecast to continue in 1988. 

Printer insert Table 3.3 Visible trade 

pOppbp3.25prp Non-oi mport volumes fell unexpectedly in early 1987, but rose during the 
rest of the year, an 	8f per cent higher than in 1986. The increases were widespread 
with higher import- o . - erials and capital goods reflecting the strong growth of UK 
production, stocks anI, 
in consumer spending. ' -Apiig4k: ume of imports is forecast to rise less rapdily through the 

isi 	.ent. Consumer goods imports also rose in response to the rise c ,..  

year ahead as output gro 'Cis. 

Printer insert Chart 3.5 Expo 	s and import penetration 

1th31i011 trade 

pOppbp3.26prp There was a surplus 	trade of £4 billion in 1987, little changed from 
1986. Higher oil prices and a fall in omestic demand more than offset a decline in North 
Sea production. In 1988 oil production is likely to decline further and be close to the centre 
of the Department of Energy's range while domestic demand for oil may rise modestly. The 
oil trade surplus is expected to fall by £11 billion, to about £2f billion 

ph3pTrade prices and the terms of trade 

pOppbp3.27prp The terms of trade, which fell 	6 	oil prices declined, improved again 
in 1987 as oil prices firmed and as sterling's 4p 	iation offset some rise in world 
commodity prices in the latter part of the year. Tit e further change in the terms of tiade 
is expected during the rest of 1988. 

ph3pInvisibles and overseas assets 

pOppbp3.28prp The latest estimate.  for the surplus on inviales in 1987, at £8f billion, is as 
forecast in last year's FSBR. Thugs is the same as the outturn in 1986, with increased 
transfers to the European Community offset by higher net earnings from services and from 
the UK's net overseas assets. The invisible surplus seems likely to rise in 1988 partly 
because of lower net payments abroad by North Sea oil companies. 

pOppbp3.29prp The value of the UK's stock of net overseas assets is 	 provisionally 
to have been about £90 billion at the end of 1987, some £20 billion do 	-1986. This 
decline is largely due to the fall in world equity markets and in the st 	lue of UK 
assets in North America following the fall in the US dollar. 

ph3pCurrent account 

pOppbp3.30prp The current account deficit is estimated to have been £1 billion i. 	z 	he 
improvement over the forecast in last year's FSBR being due to unexpected St 	f 
exports of manufactures. A deficit of £3 billion a per cent of GDP) is forecast for 
largely as a result of the projected decline in the oil surplus. The deficit on non-oil t de is 
forecast to show little further change from the level in the second half of 1987. 

eN 
. t V 

cen- 
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2pDemand and activity 

bp3.31prp The UK economy grew by 4t per cent in 1987. Growth was strong 
out the economy; manufacturing output rose by 51 per cent, construction output by 

t and output of the service industries by 51 per cent. 

ph3 	 sector expenditure 

pOppb 	p p Consumers' expenditure is now estimated to have risen by 5 per cent in 
1987, slightly less than in 1986. The growth in consumer spending was faster than the 31 per 
cent growth in real personal disposable income, and the savings ratio once again fell. 

pOppbp3.33pr1j A number of factors could account for the decline in the savings ratio in 
recent years. Inflati 	has been at a low level not experienced since the 1960s. Recent 
increases in real c. 	.rices and in equity prices up to October 1987 may also have 
contributed. Fina 	loyers have taken so-called "holidays" on their contributions to 
employees' pension 	 ich score as reduced personal saving. 

Printer insert Chart 3.6 

p0ppbp3.34prp Consumers 
savings ratio is expected to bo 
rise by around 21 per cent in 1 

1 savings ratio 

iture is forecast to increase by 4 per cent in 1988 and the 
ck a little. Private investment in new dwellings could 

er more slowly than over the last two years. 

ph31.1Company incomes and expen it ,e'\„ 

p0tipbti3.35iirp Company profitability improved sharply again in 1987. For the year as a 
whole the rate of return of non-North Sea industrial and commercial companies was 
probably 10-11 per cent - the highest level for about 20 years. Manufacturing profitability 
grew particularly strongly. 

Printer insert Chart 3.7 Companies' real rate 

p0pp1413.36iir1.i Preliminary estimates suggest Oh 	anufacturing investment grew by 
31 per cent last year, while total non-oil business Westment grew by 7 per Lent. The latest 
DTI Investment Intentions Survey suggested a strohpi 	up in manufacturing investment 
growth, to about 11 per cent in 1988. The January 	 trial Trends Enquiry, the first 
full enquiry since the fall in share prices, confirms that . . -ct, with a near record balance 
of manufacturing firms expecting to increase investme . The DTI Survey also indicated 
further steady growth, of about 6 per cent, in non manufaturing investment. This outlook 
for company investment is (7onsistent with the recent and prospective buoyancy in output, 
real profitability, and company finances, and it will add to industrial capacity. North Sea 
investment has fallen sharply since 1984, but is expected to recover a little in 1988. 

Printer insert Table 3.5 Gross fixed domestic capital formation 

pOuviti3.37iirti Despite a rise in stocks in 1987, stock-output and stock 	tios continued 
their trend decline of the last eight years. These downward trends are 	 to continue 
in 1988, though, as last year, there is still likely to be modest stockbuildin 

Printer insert Chart 3.8 Stockbuilding as a share of GDP 

ph3pProspects for demand and activity 

1.10pubp.3.38tirti GDP growth is likely to moderate to around 3 per cent (3/ pe 
excluding oil) in 1988, close to the average between 1981 and 1987. Domestic de and is 
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forecast to rise at aro d  BUDG4Tel-ilmS58A1 1:4987 0 ;  some slowdown in consumer 
spending should be offset by buoyant investment prospects. But declining North Sea output 

nd lower oil exports) may reduce GDP growth by around I- i per cent, rather more than in 
7. Manufacturing output is expected to rise faster than non-oil GDP in 1988, as it did in 

e insert Table 3.6 Domestic demand and GDP 

pOppbp3 	The annual rate of inflation as measured by the RPI was 4.1 per cent in 
1987Q4, "fn line with the forecasts in the 1987 FSBR and Autumn Statement. The average 
rate for 1987 as a whole was also 4.1 per cent. Last year was the first time in [Z3] years 
that inflation was lower than the growth in GDP, which is now estimated at 4.3 per cent. 

Printer insert Chart 3.9 Annual increases in the RPI 

p0ptibp3.40prp Se 
about I percentage 
picture in the servic 
manufacturing, rose b 
unchanged in the year to 
productivity. 

in manufacturing industry recorded by the CBI show a fall of 
ween the 1985-86 and 1986-87 pay rounds. There was a similar 
r. Average earnings, boosted by record overtime working in 

ent. But unit labour costs in manufacturing were probably 
th quarter of 1987, reflecting a sharp increase in labour 

Printer insert Chart 3.10 Unit 

ph3pProspects 

sts in manufacturing 

tiOptibp3.41tirp It is difficult to discern a reliable trend in recent private sector pay 
settlements. They have been markedly lower than the recent high growth in earnings, which 
reflects record overtime working and bonus payments. 	Recent data suggest that 
settlements may turn out a little higher in 1988 than in 1987 but overtime working (and 
overtime earnings) should fall as economic growth oyes back closer to trend. 

ti0N.11413.42pr1a In 1987 rapid growth in produ 
costs rose only fractionally, in line with other m 
in underlying productivity should mean that ma 
slowly in 1988, though in other major industrialise 
all is forecast. 

Printer insert Table 3.7 Costs in manufacturing 

meant that manufacturing unit labour 
ustrial countries. Continued growth 

cturing unit labour costs grow only 
ountries no unit labour cost growth at 

p0pub1.i3.43prg Table 3.7 shows that manufacturers' profit margins rose significantly in 
1987 for the third year in succession. There may be further increases in 1988 if producers 
take some advantage of falling import costs to raise profits, as they did in 1986. Over the 
longer term, high profitability should lead to continued growth in investment, capacity and 
productivity. Together these should enhance prospects for controlling IS) rial costs. 

ti0pubp3.441tru Inflation has come down during the first quarter of 
import costs and recent cuts in mortgage interest rates. It may edge 
result of the Budget proposals and the effects of local authority rate inc 
also be some real increases in nationalised industry prices following a dec 
over the past three years. The RPI is forecast to rise by 4 per cent in the ye 
quarter of 1988. 

'ded by lower 
e partly as a 

s. There will 
al terms 

fourth 
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pbp3.45prp The GDP deflator measures the price of domestic value added - principally 
ite  labour costs and profits per unit of output. It does not include import prices. The GDP <000)  

tor at market prices is forecast to rise by 51 per cent in 1987-88 (a little faster than 
d in the Autumn Statement), following an increase of 31 per cent in 1986-87. 	e h  ; 0 

	The 
 of increase in 1987-88 is accounted for by a recovery in North Sea profits, which 

ha 	by over 50 per cent in 1986-87 following the sharp fall in oil prices. The GDP 
defl 	w forecast to rise by 4/ per cent in 1988-89. 

gh3pPro ty and the labour market 

ti0ppbti3.46prp, Preliminary estimates suggest that the employed labour force in Great 
Britain rose sharply during 1987; in the year to September 1987 it is estimated to have risen 
by 454,000. Self-employment has grown particularly strongly, as many more people have 
taken advantage of the opportunities offered by the buoyant economic climate. Total 
employment has no 	by over 1/ million since March 1983. 

. 

p0p1bt.13.47prp Product 	s also been growing strongly. 	In 1987 manufacturing 
productivity rose by almo 	cent. In the year to 1987Q3 (the latest period for which 
comparable data are availa.  g- 11)  manufacturing productivity rose faster than in any other 
major industrial country. It asisen by an average of 4 per cent per annum since 1979. 
Underlying growth in labour p  -frt"   

4t 
y in manufacturing industry may now be higher than ' d recently by a substantial improvement in capital in the 1960s. This has been ac  t  Ni 

Printer insert Table 3.10 Output per head of the employed labour force 

Printer insert Chart 3.11 Output and productivity 

1ih2pUnemployment 

p0ppbp3.48pria Seasonally adjusted adult unemplo 
last eighteen months. It has now come down by al 
same period long term unemployment (over one 0 
250,000. The improved trend in unemployment has bee 
of output and employment. Unemployment should cont 
excessive pay settlements could threaten further progress. 0 

ph2pForecast and outturn 

p0ppb1i3.49prp Table 3.11 compares the main elements of the forecast published in the 
1987 FSBR with the outturn or latest estimate. 

Printer insert Table 3.11 Forecast and outturn 

p0ptibi.13.50virp Inflation in the fourth quarter of 1987 was in line with t 
year ago while the current account deficit is now estimated to have be 
than forecast. Although the data on which the latest estimates of GDP in 
are still very uncertain, it is clear that both money and real GDP growth have 
than forecast. The PSBR in 1987-88 is likely to turn out about £ [ 	I billion lo 
year's forecast. This error - which is slightly higher than average errors on past 
reflects a combination of lower than expected general government expenditur 
particular, higher than forecast tax revenues. 

Printer insert Table oyment 

productivity. Non-manufacturing ou 	er hour has risen by about 2 per cent a year since 
1979, and by about 21 per cent a ye since 1983. Output per head has grown less than this, 
as a result of the large rise in part-time employment. 

nt in the UK has fallen in each of the 
St 650,000 since July 1986. Over the 

ration) has fallen by around 
y the result of strong growth 

to fall in the year ahead. But 

st made a 
smaller 
e based 

P
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2pRisks and uncertainties 
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pbp3.52prp No forecast is complete without an indication of error margins. Table 3.12 :4 	• , t the average errors from past forecasts, alongside the forecasts themselves. These 
w Ilt1 *It.i( 'O.

errors provide an indication of possible errors in the current forecast. Those items 1.  esent the relatively small balance between large flows in either direction are par i r\' subject to error. For example, the flows on either side of the PSBR, including 
the *v-nu.- of the public corporations, are about [£200] billion; and for the current account e 	- balance of payments exceed £ [150] billion. 

Printer insert Table 3.12 The prospects: summary 

Printer insert Table 3.13 Constant price forecasts of expenditure, imports and gross domestic product 
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Total imports 

Trade in manufacture 

able 3.1: World eco 
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Per cent changes on a year earlier 

Estimate 
1986 	1987 

Forecasts 
1988 	1989H1 

countries1  : 

Real GN 

Real domestic demand 

Industrial production 

Consumer prices 

23/4  3 211 2 
33/4  3 21/2  2 
1 31/2  411 23/4  
2 23/4  34 31/4  

5 44 44 34 
2 51/2  5 

1US, Japan, Germany, UK, F .aKlItaly and Can da. 

3.19 	As a result of the 

activity, some further mode 

prices is expected d 

likely to be held down 

by high levels of supoo 
forecast is based / the 

ntinued strength of industrial 
rise in non-food commodity 

1988. Food prices, however, are 
ntinued over-supply, encouraged 

in many OECD countries. The 

sumption that North Sea oil 
prices will aver $15 a b 

 

3.20 	Impor 	by industrial contries are expected to grow 
less rapid 	than in 1986 and 1987. 	However, imports by 
non-oil 	eveloping countries will be helped by stronger 
commodi 	prices, and hence export earni 	Total world 
trade in 1988 is forecast to continu 	ow at close to 
the ate experienced in 1987. 

trade and the balance of payments 

Relative 

costs a 

prices 

3.21 UK unit labour costs in manufacturing 
slightly in 1987, at a similar rate to the average 

other major economies, with rapid productivity 

largely offsetting a continuing high level of pay increases. 
Despite smcB556,afigiteRtrierl 
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growth 
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Per cent cha01111  
All goods 

on previous year 

Goods less oil 

Table 3.3: Visible trade 

CONFIDENTIAL 

NOT TO BE COPIED 

UK's c 	 clearly more favourable 
than in 1984 and 19 	before the fall in world oil prices. 
The maintenance o competitiveness in the year ahead will 

depend on suc ss in continuing to restrain unit cost 
increases. 

Tabl 	2 The exchange rate and cost competitiveness 
Sterling index 	Relative unit labour costs* 
(1975=100) 

1985 Q4 	 80 	 88 
1986 Q4 	 68 	 71 
1987 Q4 	 75 	 79 

* Ratio of UK mar 	çtiring sector's costs to those overseas. 

Trade 	3 22 	 expo volumes rose by 7 per cent in 1987. 
ports 	rose 	particularly 	strongly, 

(goods other refltcting 
1
- da-1A-d growth in world trade and the UK's 
‘ 1P* ' than oil) 1  strong comp 	position. 	Non-oil export volumes are 

I forecast to ri 	in 1988 by a further 5 per cent. 

volumes 	Ma factullik0 

3.23 T e K increased its share of world trade in 
manufa tures 	slightly in 1987. 	Its volume share has 
rema ed broadly tabl 	ce 1981, in marked contrast to 
th 	previous lon te 	ec ine. This improved performance 

forecast to contin 	88. 

(1980=100) 

Alb 

Export Import Terms of 	Export Import Terms of 
volume volume trade* 	volume volume trade* 

1986 	 31/2 	61/2 	-5 	 4 
1987 	 51/2 	71/2 	1 	 7 

I 	1988 Forecast 31/2 	7 	1 	 5 

* ratio of export average values to import average value 
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Trade prices 

d the 

s of 

Invisi 

and overseas 

assets 

Table 3.4: Current account 

Manufactures 

1986 	 -51/2  
1987 	 -61/2  

1988 Forecast -81/2  

£ billion 

Oil 	Other 
goods 

4 

4 

21/2  

Invisibles 

81/2  

81/2  

91/2  

Current 
balance 

1/2  
-1 

-3 

Dema 	nd 	ivity 
L/ 

.30 The U 	nomy 
was strong th 	ghout t 

rew by 

e e nomy; ma 
cent in 

ufacturing 
Growth 

t rose 
10 

CONFIDENTIAL 

in 1986 as oil prices 

1 prices firmed and as 

rise in world commodity 

year. Little further 
xpected during the rest of 

eclined, improved again in 1987 as 

terling's appreciation offset some 

p ices in the latter part of t 

ch nge in the terms of trade is 
198 . 

3.27 The surplus on invis bles was unchanged in 1987 as 

incre sed transfers to the European Community were 

offset by higher net ea flings from services and from the 

UK's ne overseas assets. It seems likely to rise in 1988 
par4 b cause of lower t payments abroad by North Sea oil 

14 c.4140  
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3.28 

estima 

the end 

decline 

and in the 

t  lue of th UK's stock of net overseas assets is 
6=0 4t.ovisio lly to have been about £90 billion at 
, 	[s. e 20 per cent down on end-1986]. 	This 

1y due to the fall in world equity markets ,  

value of UK assets in North America 
following the  JI  in the US dollar. 

3.29 The c rrent .ccount deficit is estimated to have been 
£1 billio 	in 1987. The forecast for 1988 is for a rise in 
the defi t to £3 bil 	i per cent of GDP), reflecting in 
partic ar the proje 	decline in the oil surplus. The 
defi t on non-oil trade 	orecast to show little further 
ch ge from the level in 	second half of 1987. 

Current 

account 
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Includes inves 

Includes purchase 
public corporatio 

1 

2 

-0 

2 

Chart 3.8: Stockbuildi 

Pe,  cent 

a share of GDP. 

3 

- 1970 	t 9172 	1974 	$976 	979 	19r450 	196 	mu 	mu 	mfl 

forecast 

3 

2 

0 

3 

-1,  
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eci3&11;WEE LkVi-P 14g.   ion  able 3.5: Gross fim 

Per cent changes on a year earlier 
Forecast 

1986 	1987 	1988  

Million at 
1980 prices 

1986 

(i) non-oil business 
i) manufacturing 

Privat dwellings2 

General government 

	

29.8 	- 3 	41/2 	81/2  

	

27.8 	- 2 	611 	81/2  

	

7.1 	- 511 	31/2 	111/2  

	

9.6 	61/2 	5 	 2 

	

7.0 	51/2 	- 111 	2 

Total fixed investment 46.4 	0 	311 	6 

by public corporations 

sales of land by persons, companies and 
er than purchases of council houses. 

f3.36 Des 
stock-s 
eight years. 
in 988, th 

est stockb 

ise in 	o s in 198 	s •ck-out t 
co tinued • eir tr d decl ne o the 

es downward rend are expec ed o cont 
ugh as last ye 	here is stil 	ikely t 
i ding. 

and 
ast 

nu 
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ospects 

demand 
7'N 

ctivity 

Table 3.6: Dome mand and GDP 

Domestic demand 

Exports of goods and ser 

Imports of goods and ser 

GDP1'2  

Manufacturing production 
3 (31/2 ) 
5 

4 

CONFIDENTIAL 

3.37 

( 31/2 	P 
averag 

to ris 

slowdo 

invest 

lower 

cent, r 

expected 

in 1987. 
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er te to around 3 p cent 
r cent excluding oil) 	1988, close to the 

between 1981 a 	1987. Dom stic demand 	forecast 
at around the ame rate in 1 88 as in 1987; some 

n in consu r spending sh uld be off t by buoyant 
ent prospe 	. But declinin North Se. output (and 

11 exp ts) may reduce GDP growth • around 1/2-3/4  per 
ther ..re than in 1987. 	M nufac uring output is 

rise faster than non-oil GO' in 1988, as it did 

Per cent changes on a year earlier 
Forecasts  

1987 	1988 	1989H1  

21/2  

21/2(3 ) 

21/2  

1 
Non-oil shown in brackets 

2 
Average measure 

Inflation 

3. 8 The annual rate of 

was 

the 

1987 

that 

cent) 

drink 

1987Q4. 

measured by the RPI 
4.1 per cent in 	87Q4, 	e with the orecasts in 

1987 FSBR and Aut n Statem‘t, and 4.1 er cent for 

as a whole. 	ast year was the first 	ar since [1964] 
nflation w 	lower than the g owth of GDP (4.3 per 

Produc r output price in 	gr (excluding food, 
tt -(‘). d to cco industries) was 4i p 	in the year to  

14 	 
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1986 
	

4 	 -11 
1987 
	

0 
	

5 
1988 Forecast 

2  Tnr.lnding 

1 
Producer prices excluding food, dri 

costs of bought in serviced 

CONFIDENTIAL 
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..di- -Lerl a eliable trend in recent 
privat sector settlements. They ere markedly lower than 

the re nt high growth in e rnings, which reflect5record 

overtime orking and bonus •yments, associated with the 

exceptional growth of th economy last year. Nevertheless 

recent data uggest that ettlements may turn out a little 

higher in 1 8 than in 1987 But overtime working (and 

overtime earnin ) s auld fall as economic growth moves back 
closer to tren 

further substanti 
growth in pro 
labo 	costs •se at 
in 	• lis d coun 

pro 

labou 

,c!) 

y should conta 

Even so employees should still enjoy a 

increase in real earnings. In 1987 rapid 
cti ity ensured that manufacturing unit 

a out the same rate as in other major 
trie . 	Sustained growth in underlying 

i the growth in manufacturing unit 

Table 3.7: Costs in ma 

Per 

Unit 1 
costs 

uring 

anges on a year earlier 
Estimated 

Cost of materials total 'alit 
and fuel' 	costs- 

tobacco industries. 

Output,
'  prices 

41/2  

41/2  

41/2  

3.7 shows that <AO ufacturers' 

icantly in 1987 or the third year 
./ further ftncreases in 1988 

3.41 
	

1 

rose sign 

There may 

profit margins 

in succession. 

if producers take 
some advantage of falli g import costs to raise profits, as 
they did In 198 	Oyer the longer term, high profitability 
should lead to con nued growth in inv 
productivity. 	T et er these should 
controlling Ind trial osts. 

t, capacity and 

prospects for 

3.42 Inflat on has come do 	during the fir 
1988, aid :d by lower impo 	.costs and re 
mortgage nterest rates. It may edge up a littl 
a res t of the Budget proposal's and the effect 
autho ity rate increases. There 	also be 

16 

arter of 

cuts in 

y as 

ocal 

some real 
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Table 

BUDGET SE 
BUDGET L 

ET 
ONLY 

Weight 

in 1987 

Food 

Nationalised indus 

Housing 

Other 

Total 

161/2  

6 

15 

1/2  
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increas 

decline in real rms over 

forecast to r e by 4 per cent in the year to the fourth 
quarter of 988. 

etail prices index 

try prices following a 

the past three years. The RPI is 

Per cent changes on a year earlier 
Forecasts 

1987Q4 1988Q4 198902 

31/2  21/2  21/2  
24 61/2  54 
7 74 9 
33/4  34 34 

4 4 4 

lator measures the price of domestic value 

bour cots and profits per unit 

ude import prices. The GDP 

recast to rise by 54 per cent 
ter than expected in Lhe Autumn 

of 34 per cent in 1986-87. 

-88 is accounted for by a 

ts, Ihich had fallen by over 

llowing the sharp fall in oil 

is ow forecast to rise by 41/2  per 

Productivity 3.44 Preliminary estimates ggest that 	ployed labour 
and the 	force in Great Britain ro

2  shArply during 
	

in the year 
labour 	to September 1987 it iestimated to have r 	454,000. 
market 	Self-employment h 

more people hav 

offered by t buoyant economic climate. Total 
has now ris 	by over 11/2  million since March 1983. 

3.43 The GDP de 

added - principall unit 

of output. It d 

deflator at market p 

in 1987-88 (a littl 

Statement), following 

The higher rate of 

recovery in North ea prof 

50 per cent 	1986-87 

prices. The cDP deflator 

cent in 19::-89. 

	

grown particularly str n 	as many 

	

taken advantage of the o 	nities 

ment 
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Thousands, change in GB seasonally adjusted  
Employees in 	Self- 	HM 	Employed employment 	employed Forces labour force 

;:le 3.9: Employmer. 	 

BUDGET SECRET 
t  BUDGET LIST ONLY 

Male Female 

to + 55 +200 

to - 81 +150 

to + 24 +225 

90 	- 3 	+343 

71' 
	

- 3 	+136 

+207* 	-3 	+453 

Se 
Sept 

Septem 
Septemb 

1984 
1985 

85 
1986 

September 2986 
September 1987 

Table 3.10: Output per head of the emplo 

Per cent changes 
Annual averages 

1964-73 1973-79 1979-87 to 
1985Q4 

1985Q4 1986Q4 
to 	to 
1986Q4 1987Q42 

1984Q4 

1 
Excludes public services and North Sea oil and gas extra 

18 

2 Partly forecast 

CONFIDENTIAL 

* Figures for sel mployment after June 1987 are projections based on 
self employme 	wth over the previous six years. 

uctivity has also bee growing strongly. In 1987 
ma ur. 	g productivity ros by almost 7 per cent. 	In 
the ye 	1987Q3 (the atest date for which comparable 
data are(/ 	lable) UK manufacturing productivity rose 
faster th. 	any ot er major industrial country. It has 
now rise 

Underlyin 

industry ma 

e of 4 per cent per annum since 1979. 

labour productivity in manufacturing 

e higher than in the 1960s. This has been 
accompanied r ntly by a substantial improvement in capital 
productivity 	on-manufacturing output per hour has risen 
by about 	per ent 	r since 1979, and by about 21/2  per 
cent a yz:r since 1!83.4.tput per head has grown less than 
this, 	a result of he<1 e rise in part-time employment. 

ur force 

Manufacturing 	31/4 	i 	4 	24 	61/2 	64 
Non-manufacturingl 	3 	11 	11/2 	31/2 	31/2 	31/2  
Whole economy 	2i 	14 	2 	24 	34 	34 
Non-North Sea 	2: 	11 	2 	21/2 	 31/2  
economy 
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4 PSBR, financial 	987-88, E billion 

- which is slightly higher than 
asts - reflects a combination of 

ral government expenditure and, in 
fb 	ast tax revenues. 

ear ago. Although the data on which 

of GDP in 1987 are based are still very 

c ear that both money and real GDP growth 

er than forecast. The PSBR in 1987-88 is 
to turn o t about E[ ] billion lower than last year's 

forecast. Thi error 
average errors on past 
lower than xpected 

particular, igher than 

arised in table 3.12. 3.49 This year's forecast is 

indication of error 3.50 Jo forecast is complete without an 
margiSs. 	Table 3.12 sets out the aver 

fore asts, alongside the forecasts 

ave age errors provide an indication o 

NOT TO BE COPIED BUDGET SECRET 
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able 3.11: Forecast 
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Latest 
estimate/ 
forecast 

Average 
errors from 
past forecasts 

11/2  

11/2  

3 

5 

CONFIDENTIAL 

Current account of the balance of 	-21/2  
payments in 1987 	billion 

3.48 
ruxrcint  

Risks a • uncertainties 

the/current forecast. Those items 

relatively small balance between large 
direction are particularly subject to error. 
the flows on either side of the PSBR, includin 
of the public corporations, are about [E200] b 
for the current account of the balance of payme 
f[150] billion. 

20 

the foreca 

the latest 

uncertain, 
*1°1Acure' 	r4L21-  have been 
ArLAJr 

lt(cst  tlav-; likely 

r.C1',-.) 1AaA-tiocik 
it 

stron 

1M 

the fourth quarter of 1987 and the 
Lsek.s. 

1987as a wholo wero bothLin line with 

errors from past 
elves. 	These 

ible errors in 

present the 

in either 

example, 

<N4  1 o 

evenues 

and 

s exceed 

1987 
FSBR 
forecast 

ss domestic product; per 
e between 1986 and 1987 

t increase between the 
rs of 1986 and 1987 

Money GDP, per cent change between 
1986-87 and 1987-88 

RPI: 
fourth 

To 
cen 

3 

4 

71/2  
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per cent changes 

4 	 14 
4 	 14 

cent changes on a year earlier 

6454 	 4 

41/2 	 14 

llion2  

4?4(94:44,0) 	1 
457(71/2) 	 11/2  
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.12 The prospects: summary 

 

Average errors 
Forecast 	 from past].  

1986 to 1987 1987 to 1988 	forecasts 

Output aw.vnditure 	 percentage 
at const per cent changes 	 points < prices 

4 	 1 

4 	 1 
[2] 	 1 
6 	 24 

0 	 1/2  

31/2 	 14 
6 	 24 
3 	 4 
5 	 11/2  

Domestic demand 	 4 
of which: 

consumers' expenditure 	 5 
general governme 	consumption 	[1/2] 
fixed investme 	 31/2  
change in stock 
(as per cent of 	f GDP) 	Il 

Exports of goods and 
Imports of goods and s 
Gross domestic product 

Inflation 

Retail prices index 

1987Q4 to 1988Q4 
1988Q2 to 1989Q2 

Deflator for GDP at market prices 

Financial year 1987-88 
Financial year 1988-89 

Money GDP at market prices 

Financial year 1987-88 
Financial year 1988-89 

es 51/2  
7 

iilVtat 4%/ 
turing 51/2  

Balance of payments on current account 

1988 
1989 first half (at an annual rate) 

PSBR 

Financial year 1987-88 
Financial year 1988-89  

1
The errors relate to the average differences (on eithe 

central figure) between forecast and outturn over the last te 

2
Per cent change on previous financial year in brackets; 

shown relates to the forecast of the percentage change. 

3
Per cent of GDP at market prices shown in brackets. 
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£ billion 

,.tc)/'r-"5 
-4 'to - 

£ billion 

31/2  
41/2  
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TABLE 3.13 CONSTANT PRICE FORECASTS OF EXPENDITURE, IMPORTS AN) GROSS DOMESTIC PRODUCT* 
E billion at 1980 prices, seasonally adjusted 

Change 
in 

stocks 

Itytal 
final 

expendit:ure 

1985 to 1986 
16 to 1987 
lev  to 1988 
1248H1 to 1989H1 

0 

CO 

0 
C) 

0 

3 
411 
3 
211 

3  2.  
41/2,-%  
3 ti 

0 

figures in the table are based on "compromise" estimates of gross domestic product, 
reflecting, for the past, average movements in constant price expenditure, output and income 
estimates of GDP. Percentage changes are calculated from unrounded levels and then rounded to 
half per cent. Figures for 1988H1 and beyond are foie-Lasts. Figures for periods up to the end 
of 1987 are based mainly on the national accounts published earlier (covering periods up to 
1987Q3) and incorporate same revised and later data and forecasts. A full set of national 
accounts, to end 1987, will be published by the CSO on 18 March. 

61/2  
5 
4 
3 

1 3 
51/2  
31/2  
2 

61/2  
7 
6 
31/2  

31/2  
41/2  
4 
21/2  

0 
31/2  
6 
41/2  

411 
51/2  
4 
2 

Consumers' General 	Tbtal Exports 
expendi- Government 	fixed of goods 
ture consumption investment 	and 

services 

Less 	Less 
imports of adjustment 
goods and 	to 

actor 
ost 

services 

	

144.4 	50.6 	41.6 	64.4 	0.7 	301.7 

	

147.6 	51.0 	45.0 	68.8 	0.3 	312.7 

	

153.3 	51.0 	46.4 	72.7 	0.6 	324.0 

	

162.9 	51.4 	46.4 	74.9 	0.6 	336. 

	

171.3 	51.6 	48.1 	79.2 	0.8 	3 

	

178.2 	52.5 	51.1 	81.8 	1.0 	36 

	

22.8 	36.6 	0.4 	165.8 

	

23.6 	38.3 	0.2 	170.4 

	

23.7 	38.9 	-0.2 	172.1 

	

24.4 	40. 	"  1-3 	179.0 

	

25.2 	 (.20.6 	181.3 

	

25.9 	 0.5 	183.3 

	

26.2 	41. 	0.4 	185.7 

	

80.3 	25.7 

	

82.6 	25.8 

	

84.1 	25.6 

	

87.2 	26.0 

	

88.6 	26.2 

	

89.6 	26.3 

	

91.1 	26.5 

.1 
80.3 
85.4 

36.1 
38.9 
38.4 
41.9 
42.2 
43.1 
43.6 

Per cent changes 

31.6 
32.7 
33.8 
35.4 
37.3 
38.8 

17.4 
18.0 
18.3 
19.0 
19.3 
19.5 
19.7 

19 
031985 

o 

ogift 
--1 m 
0 
r_21.5 

1983 
94 

6H1 
Ef2. 

7111 
Fr2 

3111 
H2 
3H1 

207.7 
212.7 
220.3 

104.0 
OV6.5 
aadA 

227.1 (1:17 
236.8 Oda 
244.1 Mein 

M 
112.7 11121 
114.4 RICA 
116.9 1.47r75 
119.9 On 
121.7 17g 
122.4 
124.2 

statistical 
adjustment 

0.2 
1.3 
0.6 
1.3 
3.4 
3.6 

0.4 
0.9 
1.5 
1.9 
1.8 
1.8 
1.8 

Gross 
domestic 
product at 
factor 
cost 

GDP 
index 

(average 
estimate) 
1980=100 
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ph11i4 The Budget tax propro  ctt 

p0ppbp4.05pr1i The dependent relative allowan 
of £100 and the allowance for the services of a 

FSBR4 

NOT TO BE COPIED 

4  .pbtir4.01prp The main tax changes proposed in the Budget are summarised below. 
f changes is given in Table 4.1 

ome tax 

p0 	prp The basic rate of income tax will be reduced to 25 per cent. 

A full 

pOppb 
apply to 

There will be a single higher rate of income tax of 40 per cent, which will 
xab e income over £19,300. 

p0ppbp4.04 The main income tax personal allowances will be increased by twice the 
amounts due under the statutory indexation provisions (based on the increase of 3.7 per cent 
in the RPI in the year to December 1987). This will mean that: 

plpthe single perso 
£2,605; 

wife's earned income allowances will rise by £180 from £2,425 to 

f
i
ei

: , %ire by £300 from £3,795 to £4,095; 

, 16-d 65 to 79 will rise by £220 from £2,960 to £3,180 (single) 
4. 	• 	iarr ed); 

dtt  plpthe age allowance for thoA. \ 4- • 80 or over will rise by £240 from £3,070 to £3,310 41‘  
(single) and by £360 from £4,845 I, £5, I , (married); 

plpthe income limit for age allowan

/

ce will rise by £800 from £9,800 to £10,600; 

plpthe additional personal allowance and widow's bereavement 
from £1,370 to £1,490. allowance will rise by £120 

pi tithe married allow 

p.lpthe age allowance for 
and by £360 from £4,675 to 

up to £145, the housekeeper allowance 
daughter of £55 will be abolished. 

p0ppbp4.06prp From 6 April 1989 an unmarried cQ 
additional personal allowance. 

will not be entitled to more than one 

ph3pLife assurance premium relief 

p0bp4.07prp The rate of premium relief for life assance policies taken out before 
14 March 1984 will be reduced to 121 per cent from 6 April 1989. 

ph3pBenefits in kind 

p0ptibp4.08pr1i Car benefit scale charges for 1988-89 will be set 
levels. 

ph3pMortgage interest relief 

at 	their 1987-88 

pOptibp4.09prp For loans taken out from 1 August 1988, tax relief will 
interest on £30,000 per residence, regardless of the number of borrowers. 
loans for home improvements will be abolished from 6 April 1988. So will 
loans for the purchase of residences for dependent relatives and divorced 
spouses. 

ed to the 
on new 

new 
ated 
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ubp4.10urp. The tax treatment of covenants will be reformed and simplified. Non-
itable covenants made by individuals on or after Budget day will no longer attract tax 
f, and income from such covenants made after Budget day will not be taxable in the 

the recipient. There will be parallel changes in the student grant system (see 
5.04). Covenants to charities will not be affected, nor will non-charitable 

ade before Budget day. 

ph3p 	e giving 

p0pubp4.11p.rp The limit on charitable donations qualifying for tax relief under the payroll 
giving scheme will be doubled from £120 to £240 a year from 1988-89. 

ph3pMaintenance payments 

pOpubp4.12urpt Th 
maintenance arran 
those making paymen 
to a limit of [£1,49 
maintenance arrangeme 

ph3liPersonal equity plans 

eat ment of maintenance payments will be reformed. Under new 
recipients will not be liable to tax on the payments; relief for 

1 

	

	e restricted to payments to a divorced or separated spouse, up 
sitional provisions will be introduced to protect existing 0 

ti0ptibii4.13tir1a The annual li 
from £2,400 to £3,000. 

ph3pEmployee share schemes 

vestment in a personal equity plan will be increased 

p0plibp4.14pru Following consultation last year, the income tax charge on unapproved 
employee share schemes under Section 79 of the 1972 Finance Act will be eased. 

ph3tiLloyd's 

p0titibp.4.151.irp Changes will be made to the pr 	 inistrative arrangements for taxing 
members of Lloyd's. 

p0tapb114.161irti The legislation on Lloyd's reinsuranc to c e will be modified to give relief 
to Lloyd's members who leave syndicates at the end ofq 	rwriting year. 

0311Trusts 

pOiwbp4.17prti The additional rate of income tax charged 
accumulation trusts will be roduceci from 18 per cent to 10 per cent for 1988-89. 

ph3liCapital gains 

on discretionary and 

tiOptibia4.18pirii The base date for capital gains will be brought forw 
31 March 1982; gains accrued before that date will no longer be liabl 
indexation provisions will continue to apply to gains accruing from 
proposal will also apply to companies gains. 

6 April 1965 to 
The present 
1982. This 

p0ptibli4.191ir1i Gains, after deduction of the exempt amount and allowing 	sing to 
1982 and indexation, will be added to income and taxed at income tax rates (as 	were 
the marginal slice of income). 

tiOlipb[14.20prii The capital gains tax annual exempt amount will be reduced to £5,0 
case of individuals and £[2,5001 in the case of most trusts. 
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corepOppbp4.21prp pFrom 6 A  ilBUDGEeT dISTf GMalis   between £125,000 and £500,000 

• 

ill qualify for retirement  belief, subject to the general conditions for the relief. 
e   

0 eiInheritance tax 

iod. 4.22prp From Budget Day the threshold for inheritance tax will be increased from 
Egt c i i • £110,000. Chargeable transfers above this amount will be taxed at a single rate 
of • it - • ent. The £100,000 limit on the amount that can be given to a political party 
with • ,c,(11111.1 

. ring inheritance tax will be abolished. 

pOppbp4.23prp The small companies' rate of corporation tax will be reduced to 25 per cent 
for the financial year 1988. 

pOppbp4.24prp The rate of advance corporation tax (ACT) for 1988-89 will go down 
automatically to 1/3  as 	onsequence of the reduction in the basic rate of income tax. 

ph3pBu ne 

pOppbp4.25prp The 
cent. 

pOppbp4.26prp In comma 
overseas businessmen will n 
change will take effect from 
date. From 1 August 1988 the 
be deductible. 

of corporation tax for the financial year 1988 will be 35 per 

other business entertainment, the cost of entertaining 
e an allowable business expense for tax purposes. This 

ay, except for commitments entered into before that 
by businesses on this entertainment will no longer 

pOp.pbp4.27prp A number of change 	il be made to prevent tax charges arising on the 
conversion of building societies into public limited companies. 

ph3pBusiness Expansion Scheme 

pOppbp4.28pr1i Investment in private rented 
Business Expansion Scheme to give relief on 
assured tenancy basis. 

housi 
inv 

will be encouraged by extending the 
nt in companies letting on the new 

pOppbp4.29prp A general limit of £500,000 wilP' 	set on relief under the Business 
Expansion Scheme for total investment in any one co any in any period of twelve months, 
with a higher limit of E10 million for investment mno>paies providing private rented 
housing [or shipping]. 

ph3pForestry 

pOtipbp4.30prti Income from the occupation of commercial woodlands will be removed from 
the scope of Income Tax and Corporation Tax. (See paragraph 5.04 for details of the 
proposed increase in grants for forestry.) 

ph3pOil taxation 

p0lipbp4.31iirp Oil allowance for Petrolum Revenue Tax (PRT) 
100,000 tonnes per chargeable period for all Southern Basin and ons 
development consent on or after 1 April 1982. (At the same time the Secret 
Energy proposes to abolish royalty payments for these fields.) 

pOtipbti4.32tirp A new capital gains relief will be provided for disposals of 
interests in undeveloped areas wherever the consideration includes a work progr 
another licence interest. 

educed to 
ds given 

ate for 

ce 
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pbp4.33prit On Royal Assent, Section 482(1) (a) and (b) of the Taxes Act will be repealed 
effect from Budget Day. In future companies will be resident in the United Kingdom if 
porated here or centrally managed and controlled here. They will no longer need 

consent to move their residence abroad [and the criminal penalty for non- 
ce will cease]. Companies will be able to migrate if they pay their tax liability, 

'ability on accrued gains. 

ph3p 

pOtwbit4.341.trp From 16 March 1988 the registration limits will become £22,100 per annum 
and £7,500 per quarter. 

pOutibp4.35prti The provision for applying VAT to confectionery will be amended with the 
main effect of taxing all cereal bars at the standard rate. 

in 

NOT TO BE COPIED BUDGET SECRET 
andliMIUT LIST ONLY ith3pCompany residence 

ph3liExcise duties 

p.Oppbp4.36prp The d 
equivalent of --11pr on 

46pT on a bottle of 
VAT). The duties on spirits 
be abolished and pr vision w 
drinks. 

j  war 

eerr-4-i-gtrt-wine-f-arkling and fortified wines will rise by the 
pint of beer,1t4p,k on a bottle of table wine1-a-144.Hero-ver 

-o--a -bottle 	of-fortified wine (all inclusive of 
am n unchanged. The minimum duty charge for beer will 

de for restructuring the duties on low strength mixed 

L. 

1.14111414.37tirvi The duty on lead perJ will be increased by the equivalent of [just over 
5ip] a gallon (inclusive of VAT). 'tre duty on unleaded petrol will remain unchanged, so 
that the duty differential in its favour vis a vis leaded petrol will be increased. The duty on 
dery will rise by the equivalent of [just under 5p] a gallon. 

tiOptibli4.38pria The specific duties on cigarettes, hand-rolling tobacco and cigars will rise 
by the equivalent of [over 3p] on a packet of 20 	arettes and [nearly 2p] on a packet on 
5 small cigars. The duty on pipe tobacco will r 	nchanged. 

ph31.1Tax administration 

1.101.10114.391.trp The VAT civil penalty system, int 	uced in 1985, has been reviewed and 
various easements are proposed. In the light of reco 	ions by the Keith Committee, 
changes will be made: 

Opt° encourage people to notify the Inland Revenue if theare liable to tax; 

plpto introduce a tax-geared penalty for failure to notify liability; 

pliito improve the information powers of the Inland Revenue; 

pliito charge interest where payment to the Inland Revenue of 
employers is delayed beyond the end of the tax year (the int 
implemented when the necessary Inland Revenue computer systems are 

x deducted by 
arge will be 
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ph2pIndependent taxation for Lnarrle6775Mip es 
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The present system of taxing husbands and wives, under which a married woman's 
e is treated in law as if it belonged to her husband, has been unchanged since the 
t days of income tax. Green Papers published in 1980 and 1986 have considered how 

m might be reformed. There is general agreement that the present law is no longer 
, and wide support for an early change to a new and more up-to-date system. 

pOp 	 reform of the system is therefore proposed to give husbands and wives 
indepe e 	nd privacy in their tax affairs and remove the tax penalties on marriage which c 	occur under the present system. The new system will be introduced from 
6 April 1990 to allow for the necessary preparations. 

pOp From 6 April 1990, husbands and wives will be taxed independently on their income and 
chargeable capital gains. This will mean that: 

plphusband and wi 
rate-bands to set a 
for handling their own 

plpevery taxpayer will 
allowance for single peopl 

become independent taxpayers each with their own allowances and 
ir own income (from whatever source); each will be responsible 

irs with the Inland Revenue; 

led to a personal allowance, equivalent to the existing 

plpthere will be a new marr 
present married allowance and 
husband's income, but any unused 

le's allowance (based on the difference between the 
le allowance). This will be set first against the 

ay be transferred to the wife; 

plpmarried women will qualify in their own 
for taxpayers aged 65-79 and those aged 
allowance will apply where either partner in 

right for the higher levels of personal allowance 
80 or over. Higher levels of married couples 
a couple is aged 65-79 (or aged 80 or over). 

plp [there will be transitional protection for the s all number of couples whose allowances 
would be reduced as a result of the change to th 	system;] 

plpa husband's and wife's capital gains will b 	xe independently; each spouse will be 
entitled to the same exempt amount as a single pe'A 

pltithe existing exemptions from capital gains ta 
capital between husband and wife will continue; 

pltithe new system will mean that a number of provisios, 
election and separate assessment, can be abolished. 

including the wife's earnings 

eritance tax on transfers of 

FSBR4A 
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ES In taxation 

Estimated effect on receipts 

19811-89 

Chahu__ from a 	:hanoes from an 	C,na.04 , from an 

non-indexed 	indexed 	 indexed 
base 	 base 	 Oase 

iNLAND REVENUE 

income tax 

1 	Increase in sinole allowance , £180 and married allowance of LI701. 

Increase in additional pe o 	lowance and widow s Pereat.ill._ 

allowance of £120 

:3 	Increase in aae aliciiance r 	 olei And £3,5i.) tr.iarried 

for tnose and 65 to 7'.i 

4 increase in soe allowance of 2 	 ano 1.360 a.!arried/ 

tor those aced 30 and o.ver 

Increase n 1,!,.., 	ilPit tor EOE ail- 	ES00 

Reduction of 2o in basic rate 

InCrEEEE ir basic rate limit of E2,100 

G Abolition of hioher ratPs of InCOME tL, t. 

3 Abolon of minor personal allowances 

10 Restriction  cr additional personae EliIO-;-4inCE 	, unnar,lea COE:ES 

11 Reouction in relief Or life ase'..rar•ce oremi0nE 

12 Fringe benefits - car tenefit 7.E.-IEF- 

i3 Fringe benefits - earninos tnnesn:'- ,ri . 
14 	Rrir•ge benefits - car c,i.; i•.J:,.4 

 
It lortoade interest relief ceilino .ocliso cc F;ISI1ErOE 

A:ciition Cr tax relief Cr new none ::iOr:vEPErt 'cans 

relief Cr ne6 iOirE :','- -,:,?E'i tOr OiCEPO2PZ  

ErO sec:grated 

	

, 	 of tax relief on ,iew 

	

1 -f 	 oivino to onarities - in:'"ESES ir 

	 in rUIEE for MEIntEnin:E 

refcrm of 

re155LrEr,CE tO ciose - - e.ie,  

ErErS ECnEfEEE : 

DriOrit, 

.:I:vea an,re 

EE,rOrtS 	OrinOIE 

ano :aoitai :airs 

E 

LE.riOE t:OanSIOr, L-Er: 	_.ril 

fkii7=Si 

:S7S:rE, 	-:Er,E - increaae ir 

'Or some ::stenc 	t, 	 :11- n 	• 7.anrioc 	-ESE 
= 	 - 
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193'7-90 

Estimated effect on receipts in: 
138A-89 

tay. and ....1L:L.1 

57 COi10'02t-  rlE4 for 

income tax. corporation  

Kein ,Thmcnittee 	 c.na- 

f' 	 societiea 	T..: ..-.:=: 

- 

74Kiiriire 	- = 
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;ailt,  4.i Ifirect EttECtS C'Jf onanoes in taxation 

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

See A 

Paragra 

Income tax and c-Tporation tax 

34 Forestry - removal of commercial w000lar,ts Tr:m BCI]e of tax 

E5 Personal pensions - minor oh 

36 Refunds of employee oensi 	tutions 
37 Occupational pensions - a 	 eras 

33 End of year interest on PWiE 	7tractors riPonctinns 
37 Capital allowaw_tt - exempt p 

40 Capital allowances - safety at an as 
41 Capital allowances - abolition of 	 cremlses relief 
42 Witndrawal of relief for business at 	 ?-1ErSEEE 	 
43 Rebasing captai gains of companiea to 

Capital oains tax 

44 Rebasino capital Tains of individhas i7.:  O4.1.'tc tiarn 1982 	 - 	 -75 
45 Charging gains of Individuals and trats at inoome tiG rates 	 +70  
46 	Annual exempt amount 	 - 	 .1- al.! 
47 Retirement relief 	 -10 
48 Buildino and Co-operative society  
49 Homes orovided for deoendent reiati,es 	 * 

Corporation tax 

50 Feduction in rate of ACT to Ir.: 

	

31 RedLction In small companies rate 	:s- :e-t 
52 Company resldence and migration - -ew • .;.F. 
3.3 ,Jefinition of an Investment trust 

54 indexation allowance - intra-orouc 

:(:tra-proun snare exchanges 

allowances - assured 	_ 	• 

-10 	 -10 	 -0 
+15 	 t15 
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Table 4.1 Direct effects of changes in taxation 

E million 

Estimated effect on receipts in: 

1988-89 	 1989-70 

Changes from a 	Changes from an 	Changes frog an 

non-indexed 	indexed 	 indexed 

base 	 base 	 base 

Oil taxation 

60 Reduction in PRT oil allowances for certain fields 	 .+30 
	

+30 
61 New capital pains relief fnr 	-in oil licence disposals 	 -5 

	
-5 

62 	Petroleum revenue tax rd 1 	 P tain tariff related costs 

Inheritance tax 

63 Int.,td.,,r in threshold and change 

64 Abolition of limit on difts to P011__ 	yes 

Stamp duties 

b5 Stamp !duty and reserve tax on pAirPd 

-170 	 -100 

rflTAL INLAND REVENUE 

CSIntIS AND ECISF 

added tax 

ommittee - review of civi 

6.(t increase in rinil;trAti:n Ilmit; 

Revised recistrAtion rPouirPurits 

liabintvof :ertain _ 	. 

- 70 Revisi:Ji:i of approved 

Revised treatment 3f busint.  

Excise duties 

N.0 CniR2,e in rats :t 	Ltv 

:n:rsasa 	o;: oeer 

f 

7'L increase In rite :f :Lkti 	 : 

	 in races 	:n 

Rt.v1=ed 

tntt I!: rat.,  

irC...reiSE in 	r2,..tv 

iTine In rates :7 In:7 

I'SF-7.IF: In ri:e 
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Table 4.1 Direct effects of changes in taxation 

t 

See AnnPx 

Paraoraoh numbers 

Vehicle excise duty 

84 No chanoe in VED on car, light van A 

65 Increase in certain other VED rates 

36 New VED class for exceptional loads 

T07/11- VET) 
Other 
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Estimate effect on receipts Iflf 

1933-8? 	 19'A?-90 

S7 • Sus fHPI orants 

r440E-k:t5--t+Ei-e-T-K4i. 

Dhanges from a 	Changes from an 	Cnanges from an 

indexed 	 indexed 
b4;P 	 base 	 base 

-10i) 

12o tv 

TOTAL CHANGES IN TAXATION 

— 42%ct 
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pHow the figures in Table 4.1 have been calculated 

le 4.1 gives the direct effects of changes in taxation. Estimates are rounded to the 
£5 million. "Negligible" means less than £3 million. 

ct effect of a tax change is the difference between the yield of the tax which 
n the basis of the rate of tax, allowances, etc prevailing before the Budget (the 

ime) and the yield after the changes proposed in the Budget (the post-Budget 

pOpFor Inknd Revenue taxes (and VED) the difference in yield for each tax is generally 
calculated by applying the pre- and post-Budget tax regimes to the same tax base. This base 
is the post-Budget base - that is the levels of income, profits etc forecast for future years 

11 the measures proposed in the Budget take effect. In certain 
ence in yield also takes account of changes in taxpayers' behaviour 

where these behavioural changes can be directly attributed to 

p0 
woul 
pre-B 
regime). 

on the assumption t 
cases, however, th 
arising from the ta 
the change in tax. 

pOpFor Customs and Ex se 
possible, the effect of th 
resulting impact on other e 
in particular, it is assumed t 
description of the methodology 

es and duties, the calculation takes into account, where 
ange on the pattern of consumers' expenditure and the 

e taxes but makes no allowance for secondary effects: 
consumers' expenditure does not change. A fuller 
nomic Trends, March 1980. 

pOpTable 4.1 shows the expected 	an e in receipts of tax resulting from the Budget 
proposals. Additional information is provided in the commentary below for those proposals 
where the effect on tax liabilities in the first complete year to which the change applies 
(full year effect) is substantially different from the effect on receipts in either 1988-89 or 
1989-90; or where the impact of the proposal is expected to build up over a period of years. 

pOpThe figures in the first column of Tabl 
proposals on receipts in 1988-89. Budget pro 
that is, with the pre-Budget regime of allowan 
levels. 

how the direct effect of the Budget 
re compared with a non-indexed base - 

sholds and rates of duty at 1987-88 

pOpThe figures in the second column show the dirciv 
receipts in 1988-89, measured against an indexed bas 
obtained by increasing 1987-88 allowances, thresholds 
increase in the RPI over the year to December 1987. 

t of the Budget proposals on 
indexed base for 1988-89 is 

tes of duty by 3.7 per cent, the 

pOpThe figures in the third column show the direct effect on receipts in 1989-90, also 
measured against an indexed base. For this comparison, both the Budget proposals and the 
indexed base for 1988-89 have been further indexed by the forecast movement in the RPI 
between the fourth quarters of 1987 and 1988 (shown in Table 3.13). 

pOpThe estimates shown in Table 4.1 do not reflect changes in the 
changes in money incomes and in the general level of prices and othe 
which may result from the proposed tax change. These secondary eff 
taken into account in estimating the impact of the tax change on the PS 
the post-Budget forecast of each tax (given in Table 6B.3) takes accoun 
direct and secondary, of all the measures announced in the Budget. 

e arising from 
ic variables 

of course, 
base for 
effects, 

1.10pThe remainder of this annex provides further details on the Budget proposa 
4.1. The paragraph numbers refer to the lines in this table. 
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mibtiltirp to ilbp5iirti See paragraph 4.04. 

iibp6tirp See paragraph 4.02. This item includes the saving in public expenditure on ..
e,

: : 

ye interest relief to those below the tax threshold. The effect of the consequential 
. 414  in the rate of advance corporation tax (ACT) is shown in 1ine50jof Table 4.1 

110 	 The basic rate limit will rise by £2,100 from £17,900 to 	 The-i ica.e 
4kia-ua4ar--statu,t-et7-inel-exa-ti-crn ---1  

pOptibXtirti See paragraph 4.03. 

1.101.411419t1r t1 See paragraph 4.05 

pOptibtilOtirti See para raph 4.06. 

e reductions in the basic rate of income tax in successive 
for life assurance premiums on policies taken out before 

to from 15 per cent to 12.5 per cent from 6 April 1989. The 
ces time to make the necessary preparations. 

le for taxing car benefits for directors and for "higher 
1987-88 levels. The previously announced scales for 

easured from these previously announced scales. No 
9-90 to the scale charges for car fuel benefit also 

1.10Ribil131ir1i See paragraph 4.09. 

1i0bia14prti The provision of a car parking space for the use of directors or higher-paid 
employees will be exempt from tax from 6 April 1988. 

p014114115tirti to pbti171irp See paragraph 4 	elief for loans for the purchase on 
improvement of let property is not affected. 

pOpiibp.18prti See paragraph 4.11. The change is 4mated to yield £160 million in 1990-91, 
i:175 million in 1991-9Z, and E [Z10j million eventd*ly. 	hese figures do not include the 
effect on public expenditure of the parallel change in 	nt grant system. 

p0titibil19prp See paragraph 4.12 

pOpt1bii20tirp, The new tax regime for maintenance payments in paragraph 4.13 will mean 
that: 

['Igor payments under new maintenance arrangements, relief will be restricted to 
payments to a divorced or separated spouse, up to a limit equal to 
Recipients will not be liable to tax on maintenance payments; 	

)!0%)- _ 

Cglik‘ pliifor existing maintenance arrangements, in 1988-89 the present ru < 	1  
apply [except that a divorced or separated spouse will be exempt fro 
[E-27605] (the-wing-le-allow-a-nee) of maintenance received (after grossing up Ox 
where tax has been deducted by the payer).] From 1989-90, all payment 
gross; relief for the payer will be limited to the amount which qualified 
1988-89; and the tax liability on the recipient will be limited to the amoun 
1988-89. 

t fcf ) -Ico 

ti0tilibti12iirti For 1988-8 
paid" employees will be dou 
1988-89 will not apply. Yiel 
change is proposed for 1988-89 
used for VAT purposes. 

014040 11.irp Foil 
Budgets, the rate 
14 March 1984 will b 
starting date is to allow 

continue to 
the first - 
sic rate 

made 
ef in 

in 

pOtiThe changes are estimated to cost £ [15] million in 1990-91 and £110] mil 
1991-92, and to [yield £20 million] eventually. 

on in 
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p0pubp25pru From 23 S 
public offer of shares giv 
from income tax. 

ti0upbp261irii Changes will be 
enable employees to enable em 
losing tax relief. 

r 1987, any benefit resulting from priority in applying for a 
ployees by virture of their employment will be exempt 

approved discretionary share option legislation to 
o borrow to purchase their option shares without 

BUDGET SECRET 

pOpplatalurp See  paragraLIV6D.  GET LIST ONLY  

pbp22pru See paragraph 4.28. [The legislation will first take effect for the Lloyd's 
Account, which closes at the end of 1988.] 

3prp The legislation on Lloyd's reinsurance to close (RIC) will be modified so that 
it 	apply to Lloyd's members who ceased membership of a syndicate at the end of the 
un 	 year, and are therefore not members of the syndicate to which the relevant 
RIC 	 is paid. [The legislation will first take effect for the Lloyd's 1985 Account, 
which 	t the end of 1987. This is the first year to which the 1987 legislation on 
Lloyd's t'wr apply.] 

pOpubt.t24prµ Changes will be made to the rules (Section 79 Finance Act 1972) governing 
unapproved employee share schemes. The present charge (to income tax) on the whole of 
any growth in value of certain employee-acquired shares is to be replaced in most cases with 
a new, more narrowly, 	geted charge that will arise only if and to the extent that value is 
shifted preferential 	• the employee shares. This relaxation will also apply to shares in 
"qualifying" subsidi 	ese changes will take effect from 26 October 1987 when draft 
clauses incorporating - 	'osed changes were published for consultation. 

NOT TO BE COPIED 

p0ptibp27urp Legislation will be introduced to ensure that the Inland Revenue continue to 
have power to make an income tax assessment, on certain types of income assessable on the 
"current year" basis, in the course of the year in which the income is received. 

p0ppbta8prii The limit below which redundanc 
exempt from income tax will be increased fr 
tax which apply to the next £50,000 of such pay 

certain other lump sum payments are 
000 to £30,000. The reduced rates of 

will be abolished. 

µ01.1µ14129pria The "top-slicing" relief which appli(to the tax charged on premiums for 
leases and certain other payments will be withdrawn 

1101.101.1301irp The new system of independent taxatio 	usbands and wives will apply 
from 1990-91. The revenue costs in 1990-91 and 1991-92 sased on the existing distribution 
of income between husbands and wives) are estimated at £[630] and £19701 million 
respectively for income tax. For capital gains tax, the prospect of independent taxation 
may lead some couples to defer disposals until the new arrangements are in place; and from 
1990-91 onwards, couples may transfer assets between them where one spouse has unused 
annual exempt amount on' basic rate band. The figure for 1989-90 in T e 4.1 reflects the 
deferral of disposals. Costs for capital gains tax in 1990-91 and 1991 	each estimated 
at £60 million. Those estimates which allow for changes in taxpayer 	ur are subject 
to a high degree of uncertainty. 

1i0ptibt;34tirti and 1.11v321.1rp See paragraphs 4.26 and 4.27. The estimate 	eve e effects 
depend on take up and are highly uncertain. 

p0bp33prii The annual limit on investment in a PEP will be raised from £2,40 	000. 
At the same time the amount which may be held in cash will be increased fro 	 d 
£300 (or, in each case, 10 per cent of total market value of a plan). [And the amo 
may be invested in a unit trust or investment trust will rise from £420 to £xxx 
greater, 25 per cent of total investment).] The changes will apply from calendar year 988. 
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pOppbp34prp Schedule  wg; i  frs piDplirhil sithafirry  fr m 1988-89. With effect from 
15 March 1988 (subject t   iYaYskfiltfim . _ . penvi  CI "In  iire-nding  to 5 April 1992) the right of 
occupiers of commercial woodlands to elect to be assessed to tax on their profits or losses 

der Schedule D will be abolished. The eventual net annual saving is estimated at 
] million. [Provision for increased forestry grants will be introduced as from [ 	l • 

35prp [Changes will be made to the tax rules for personal pensions relating to the 
by DHSS of contracting-out rebates.] 

p The rate of tax on refunds of employee pension contributions will be increased 
nt to 20 per cent. 

pOppbp 7prp Minor amendments are to be made to the 1987 legislation which dealt with 
exploitation of pensions tax reliefs. 

pOppbp38prp Interest will be charged where an employer or contractor delays payment to 
the Inland Revenue o amounts deducted under the PAYE or subcontractor deduction 
schemes beyond 19 	immediately following the deduction year. This interest charge 
will not be introdu 	e 1992. 

from 

pOppbp39prp The rul 
those for transfers of 
prevent excessive relief 
These changes will prevent 
a diminishing effect in later ye 

lculating industrial buildings allowance following a sale and 
y or plant between connected persons will be amended to 

e person is not chargeable to tax in the United Kingdom. 
tial Exchequer loss of up to £150 million in 1991-92 with 

p0ppbp40prp The legislation re 	capital allowances for safety expenditure at sports 
grounds will be amended from 1 a 	1988 to take account of changes to the Safety at 
Sports Grounds Act 1975. 

p0ppbp41prp Capital allowances on expenditure at certain quarantine premises will be 
abolished from 16 March 1988. 

p0ppbp421irp See paragraph 4.24. The yield fr. the VAT change is shown separately at 
item 71. 

p0ppbp43prp and pbp44prp See paragraph 4.17.TJbtal cost of rebasing will build up to 
a peak of some £850 million in 1991-92, of whic<Ihe amount attributable to companies' 
gains is about three-quarters. The figures take ac 	nt o the likely effect of this measure 
on the volume and timing of disposals; and, to indiv 	1s d trusts, are additional to the 
effect on item 45. 

pOppbp45prp See paragraph 4.18. 	Until the introducaon of independent taxation in 
1990-91, the gains of married couples will be taxed as the marginal slice of the husband's 
income. The revenue yield in 1990-91 is estimated at £40 million and in 1991-92 at 
£85 million. The figures take account of the likely effect of taxing gains at income tax 
rates on the volume and timing of disposals. 

pOppbp46prp See paragraph 4.19. 

p0ppbp47prp See paragraph 4.20. Retirement relief currently exempt 	s gains up to 
£125,000, subject to certain qualifying conditions. 

p0ppbp48prp From 4 July 1987, disposals of shares in Building and Co-ope 	cieties 
will not qualify for indexation relief. 

pOppbp49prp From 6 April 1988, the capital gains tax exemption for homes p 	or 
dependent relatives will cease to be available. There will be special provisions o 
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that exemption continues 

6, 
disposal before 1988-89. 

pbp50prp and pbp51prp See paragraph 4.22. The reduction in ACT will be balanced by 
crease in the subsequent liability to mainstream corporation tax. 

52prp 

BUDGET SECRET 
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NOT TO BE COPIED 
alified for this exemption on a 

See 	aph 4.33.pOppbp53prp The Finance (No 2) Act 1987 repealed part of the 
defin'itioii oan investment trust. The full definition will be reinstated, and the legislation 
will in 	vision to ensure that the repeal was never effective. 

p0ppbp54prp The indexation allowance will be denied or restricted on disposal of certain 
intra-group lebts and shareholdings. This provision counters use of the indexation allowance 
to create large artificial capital losses which could cause a significant loss of tax. 

t of a recent court ruling, share exchanges by companies in the 
rise to capital gains or losses being taxed or allowed more than 

,amended 
so as to remove that anomaly. 

s in respect of properties let on assured tenancy terms by 
n end when the Housing Bill takes effect. Changes will be 

egislation to ensure that relief for past years is not 
nal arrangements in respect of expenditure already 

p0ppbp57prp Rollover relief 
28 July 1987 and to milk and potato 

extended to satellities and spacecraft from 
otas from 30 October 1987. 

p0pt.t14158prtiii1ti(a) The present flat rate penalty for failure to notify liability to tax will be 
replaced by a fully mitigable penalty up to the amount of tax unpaid. 

plia(b) The Revenue's power to call for returns o information will be extended to details 
(where relevant for tax) of payments for serv 	y Government Departments, grants or 
subsidies paid out of public funds and the name 	ence holders. 

plia(c) The Revenue's power to call for docum 
avoidance or evasion will be extended to include th 
order to identify taxpayers suspected of serious defa#t 
who identity is not known to the Revenue. 

illp(d) The Revenue will be allowed the same access to ilcords held on computer as it is 
allowed to records held on paper. 

E.101.1The estimated yield of these measures is based on the unreported tax liabilities which 
will be uncovered. 

p0plibp591irp Changes in the tax rules concerning the conversion o 	g societies into 
public limited companies are necessary in order to prevent unintended 	*es arising. 

pOppbp6Oprii See paragraph 4.31. The PRT oil allowance for Southern d onshore 
fields given development consent on or after 1 April 1982 is to be reduced  is  101 110 tonnes 
per chargeable period, with a cumulative total of 2 million tonnes. The 
Table 4.1 relate to this proposal only. At the same time, it is proposed to abo h  1.

ures  in liti 
lty on 

these fields. These two measures have cumulative cost of around £ [40] millio 	irst 
five years [in part because it is estimated that they will accelerate certain deve 
but in the long run they are expected to be broadly revenue neutral. 

relating to taxpayers suspected of 
epartment of National Savings, and, in 

cuments relating to taxpayers 
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same group can no 
once. The legislati 

p0ppbp56pr1j Capital  . 
"approved bodies" will co 
made to the capital allo 
withdrawn and to provide 
incurred. 
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tiOpubithlurp See paragr  ri,B41.1pq,ET LIST ONLY 
or clicpooa  3  ef eilliLel ces in undeveloped areas where 

e consideration includes a work programme or another licence interest, that work 
gramme or other licence interest will be deemed to have a nil value. 

bp62prp All tariff-related expenditure incurred by an asset owner will be allowed 
t  his PRT liability on tariff income arising from third party use of those assets, even 

principal field has ceased production. No cost will arise until after fields owning 
as 	by others cease production. 

(63 Opp 	and p.bp64pru The estimated cost for 1990-91 of the proposed rate structure 
for inhetii 	tax in paragraph 4.21 is £240 million, measured against the indexed base. 
For 1991-92 it is £270 million. The estimated full year cost attributable to transfers in 
1988-89 is £220 million. To qualify for exemption, transfers to political parties must be 
made on or within one year of death. 

p.0ppbp65pru Change re proposed to stamp duties and the reserve tax on shares in a UK 
and a non-UK corn 	ere the shares are paired and can only be transferred as a unit. 

ph3p.Value added tax 

p0pubp66pru See parag 

p0upbp67pru Amendments 
introduction of fa jIme-related 

A changes to the /kites about elig 
persons who persistently misdecl 

made to the civil penalty system including the 
for late registration; the halving of daily penalties; 
repayment supplement; and changes to the rates for 

liability. 

pOutibp681.jrp See paragraph 4.38.1.1 pubp69pr1i The rules for registration of voluntary and 
intending traders will be simplifed and restrictions and conditions removed. 

p0tip14.1701irp From [ 	] , where a taxable person issues himself with an invoice under the 
terms of an approved self-billing arrangement, he will be responsible for determining the 
correct VAT liability. 

1.101.ipbp.721.1rp. See paragraph 4.26. The change 	bri g the treatment of VAT incurred by 
businesses on entertaining foreign businessmen 0 	line with the treatment of other 
business entertainment. 

1.13pExcise duties 

1.10bp721.1ril See paragraph 4.41. 

1.101.11ibti731.1rii The duty on typical beer will be increased by [4.7 per cent], equivalent to 
[1p] a pint (inclusive of ezlil.sequott-t-404 VAT). 

1i0ptibi.1741.irti 1 October 1988, beer duty will be charged on the basis of 
for every degree by which the original gravity of the beer exceeds 10 

1.10111.1bp751irp, The duty on cider and perry will be increased by [9.7] 
(inclusive of consequential VAT). 

-.-1- 
1.101.11.1bp76tirp The duties on s441.1-44,14.1e wine/ made-wineerd siztal-kg 	-  .7., 	creased Ly.„3 i41.14 per cent, equivalent to \ f on a 75c1 bottle of still wine

)  8;Ff et 	 a 70c1 / 	bottle of sparkling wine,(bcrth inclsive of c-ansequen-t-ial VAT].  
••• 

i.101.itibp771.irii See 

-- 
( 
, • 

- • • c, 

0.90] a hectolitre 

[1p] a pint 

paragraph 4.41. 	 • 

( I 
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p0ppbp84prp There will 	ange in the duties on cars, light vans, motor cycles, buses, 
coaches and most lorries. 

p0ppbp85prp From 16 March 
by about 10 per cent bringing 
similar gross weight. 

e rates of duty for the heaviest rigid lorries will rise 
re into line with rates for articulated vehicles of 

BUDGET SECRET NOT TO BE COPIED 

dutied according to their alcoholic strength on a scale proportionate to table wine duty. 
This will bring duties on wine-based and similar mixed drinks into line. 
7\ 

pbp79prp The duty on leaded petrol will be increased by [5.5] per cent or [5.6p] a 

Q
.  (inclusive of consequential VAT). The duty on unleaded petrol will remain unchanged 

. 	the tax differential in favour of unleaded petrol will rise to [10.6p] a gallon. 

p0 	 The rp The duty on dery will be increased by [5.7] per cent, equivalent to [4.9p] a 
gaIlc1.ive of consequential VAT). 

pOppb 	prp There will be no change in the rates of duty on gas oil and fuel oil. 

p0ppbp82p--p The specific duties on cigarettes, hand-rolling tobacco and cigars will be 
increased by [3.8] per cent or [3.4p] a packet of 20 cigarettes and [1.9p] a package of 5 
small cigars (both inclusive of consequential VAT). 

p0ppbp83prp See 

p3pVehicle excise du 

pOppbp86pr1i From 1 June 1988 a new tax class will be introduced for heavy goods vehicles 
(special types) capable of carrying very long, wide or heavy loads. The rate of VED for 
these special types will be raised to £1,600. These vehicles cause as much wear and tear as 
the heaviest HGVs but currently pay a restricted NOV rate (£130). 

p0ppbp87pr1i There will be no change in bus f 

pOppbp78prp Lower str 	 g 5.5 per cent alcohol, will be en€BUIDGKETHLIWIoONLeYdin 
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pbp5.01prp The Government's expenditure plans were set out in the Public Expenditure 
e Paper (Cm 288). These plans are summarised in Table 5.1. The Budget makes no 
e to these plans, apart from two consequentials of the tax proposals, described in 

h 5.04. 

es since previous Budget 

pOpp 5.0 	p Since the last FSBR, extra resources have been allocated to priority 
service 	h s health, education, law and order, defence and inner cities. Provision for 
social security and local authority current spending has also been increased. 

ph3pPublic spending trends 

r- suction in the burden of debt interest, in unemployment and in 

,a help
ucinged make room for these increases while maintaining the 

the share of national income taken by public expenditure. 

e 

,,- . 0 1 . L excluding privatisation proceeds has fallen from 47 per cent of 
P 	t ] now. This fall is planned to continue. 

0n . 	.... , 

111 

p0ppbp5.04pr1i Two of the Bud 	tk ures have consequences for public expenditure. In 
parallel with the abolition of tax- on on new covenants between individuals, including 

40  - covenants to students - see pargra 4.A - the parental contribution scale is being revised 
for those starting their studies from the 1988-89 academic year onwards. This will cost 
some £20 million in 1988-89, rising to £80 million in 1991-92. In parallel with the change in 
the tax treatment of forestry - see paragraph 4.B - there will be an increase in grants to 
forestry estimated to cost about Ex million in 1989-90 rising to Ey million in 1991-92. The 
expenditure arising from these changes will be 	ged to the Reserve and will not add to 
the Planning Totals. 

ph3p1987-88 outturn 

p0upb1i5.0Corp 'Thc latest. estimates for the outtur or t 	lanning total in 1987-88, which 
are still subject to some uncertainty, suggest that it<)I 	to be about E [146.4] billion, 
£ [2.2] billion below the plans shown in the 1987 pub 	enditure White Paper and the 
1987 Budget and £[0.9] billion below the outturn 	re shown in the 1988 public 
expenditure White Paper. 	A breakdown is shown inOTable 5.2. Of the Reserve of 
£3.5 billion, only £[1.4] billion was therefore required to meet additions to departmental 
programmes. 

Printer insert Table 5.2 Comparison of plans and estimated outturn for 1987-88 

p0utibit5.06pru The major changes between plans and estimated 
	

for particular 
programmes are: 

plua net increase of £[1.2] billion in central government expenditure 	 e to an ,ciNk 
',. 	increase,L,£ [0.6] billion in exponditure by DHSS on Health and Persona 	Services 

reflecting the cost of the 1987 nurses and doctors and dentists pay settleme 	higher 
net payments to the European Communities (£[0.81 billion) offset by lower pay 	y the 
Intervention Board for Agricultural Produce (£[0.3] billion); expenditure by D 	e 	cial 
security is now estimated to be £[ I above last year's plans; )  this is £ [0.2] bi 	ow 
the estimate in the public expenditure White Paper;  

- 	cek,-4 

p0ppbp5.03prp The 
subsidies to indust 
Government's poli 
General government 
GDP in 1982-83 to [4 

Printer insert Table 5.1 P 

ph3pBudget measures 

enditure 
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plpan overspend of £ [1.41  4111417,PgirLitnr9oNaPfuthlrity  current expenditure; 
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a net underspend of £ [0.6] billion on local authority capital expenditure, reflecting 
illion higher gross spending, more than offset by £11.0] billion higher capital 

ts. Erhe net underspend is £ [ ] greater than that shown in the public expenditure 
aper; 1 

11 . 	tresults for nationalised industries and other public corporations, by £ [0.6] billion, 
due . i ii ly to higher profitability of British Steel and increased capital receipts from 
New 670Ans 0.2] billion. 

Printer insert Table 5.3 Public expenditure by spending authority 

ph3pPublic expenditure by spending authority 

pOppbp5.07pr11 Centra government spending makes up about three quarters of the planning 
total. About 70 per 	f this is voted by Parliament through the annual Supply Estimates 
and covers the ex 	 of government departments for their own activities as well as 
their funding of oth 	 such as the National Health Service. Most of the remainder 
consists of social sec 	 ents paid out of the National Insurance Fund. Spending by 
local authorities accou 	fo about one quarter of public expenditure. Nationalised 
industries and other publ 	o 	ations account for the remainder of the total. Table 5.3 
gives outturn figures for 	 two years and the plans as published in the public 
expenditure White Paper. 

ph31.iSupply Estimates 

pOppbp5.08prp For 1988-89, the p ns set out in the public expenditure White Paper have 
now been translated, where appropriate, into detailed control totals in Supply Estimates. 
The total Estimates provision for 1988-89 for which the Government is seeking 
Parliamentary approval is shown in Table 5.4. The main Estimates for 1988-89 are published 
in a series of booklets on 15 March 1988 with a Summary and Guide (Cm [ ]) which 
explains the Supply procedure and summarises 	Estimates. It also explains how they 
relate to the public expenditure planning total 

pOppbp5.09prp Of the £ [108.3] billion included lp 	Supply Estimates, E [83.0] is direct 
public expenditure. The remaining £ [25.3] bill 
expenditure because it consists of grants to local 	thor 
whose spending is counted as public expenditure. [NA 
in Estimates is subject to cash limits, which provide t 
over its cash expenditure during the financial year. 

Printer insert Table 5.4 Supply expenditure 

does not feature directly as public 
es and finance for other bodies 

per cent of the money voted 
ernment with greater control 
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£ billion 

1986-87 	1987-88 1988-89 1989-90 1990-91 
Outturn Estimated Plans Plans Plans 

outturn 

<> 
fc4

.1 

] 
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Utiri r 1LJrj i 1 Nis 

DHSS - s6elal security 	 44.4 
DHSS - health and personal social services 	17.9 
Defence 	 18.1 
Education and science 	 15.7 
Scotland, Wales and Northern Ireland 	 15.4 
Other departments 	 32.0 
Privatisation pro 	 -4.4 
Reserve 

[46.3] 48.5 51.1 53.6 
[19.7] 20.7 21.7 22.7 
[18.7] 19.2 20.0 20.6 
[17.1] 18.0 18.6 19.2 
[16.4] 17.1 17.5 17.9 
[33.2] 34.9 36.2 36.7 
[-5.0] -5.0 -5.0 -5.0 

3.5 7.0 10.5 

Public expenditure p 	 139.2 

General government gross drest* 	17.6 
Other adjustments* 	 8.0 

General government expenditure* 	 164.8 

General government expenditure excluding 
privatisation proceeds 

In real terms (base year 1986-87) 

As a percentage of GDP 

[146.4] 156.8 167.1 176.1 

[17.5] [17.5] [17] [17] 
[8.1] [8.4] [8] [9] 

[171.6] [183.0] [193] [201] 

[168.2] [171.4] [173.5] [174.4] 

[411/41 	[40341 	140 

*1989-90 and 1990-91 figures rounded to the nearest 	billion 

Cbaages-Since previous Budget 	 extra 	tirces 

have been allocated to 	y services such 

as health, educatio 

and inner citi 	Provision 

and loca authority current 

bee ncreased. 

order, defence 

cial security 

has also 

2 
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108.3 [109.5] [+1.2] 

40.2 [41.0] [+0.8] 

31.0 [32.2] [+1.3] 
4.9 [5.1] [+0.1] 
4.3 [3.7] [-0.6] 

1.6 [1.0] [-0.6 ] 

-5.0 [ -5.0] 

3.5 
	

[-3.5] 

Central government2  

Local authority2  
of which: 
relevant expenditure 
other current 
capital 

Nationalised industries and 
other public corporations 

Privatisation proceeds 

Reserve 

5.08 The major changes between plans and esti- 

mated outturn for particular progT e- are 

a net increase of 	 ion in central 

government exp diture 

increase in/expenditure by 

and Perso al Social Services o 

and gher net payments to the 

,/ 

On Health 

illion 

pean 
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for 1987-88 

1987-88 i billion 

  

Plans' Estimated 
outturn 

Outturn 
minus 
plans 

Public expenditure planning total 

1 	_ _ _ 	_ 	
The -Plans fromGovernment'  

for classification changes. 
2Excluding finance for naticnalised 

[146.4] 
	

[-2.21 

L0 1990-91, um 56, adjusted 

public corporations 

f.xpenuluure Plan,1/4)19V-88 
0 

industries and 
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81.0 
33.2 

42.6 

33.2 
5.4 
4.0 

Publi expeaditure by 	 5.10 	Cen a overnment s makes up 

//spending a horit 	 about / ee qua ters he 	 total. 

About' 70 per cent of 	is is voted by 

-/XX  

6 

ment 

wilrlDhaTIAL 
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over £1 million on housing 

expenditure by the epartment of the Environ-

ment 

a decr se of £70 million in local author-

ity apital expenditure 

Table 5.3 Public expenditure by spending authority 

£ billion 

1986-87 1987-88 1988-89 1989-90 1990-91 
Outturn Estimated Plans Plans Plans 

outturn 

Central government* 	 04.6 
of which: 

other 	
<44 

	

.2 	[32.6] 
[77.0] Voted in Estimates 

	

37.9 	[41.0] 

	

29.4 	[32.2] 

	

4.8 	[5.1] 
3.7 

0.4 
 

	

0.8 	<\‹,c0.6] 

- 	HI 4.4 

Local authorities* 
of which: 
relevant expenditure 
other current 
capital 

Nationalised industries 

Other public corporations 

Privatisation proceeds 

Reserve 

	

120.2 	124.7 

	

84.6 	87.6 

	

35.6 	37.1 

	

44.o 	45.2 

	

34.3 	35.4 

	

5.7 	5.9 

	

14.0 	3.9 

	

0.0 	-0.4 

	

1.0 	1.0 

-5.o 	-5.o 

	

7.0 	10.5 

[109.5] 	114.2 

Public expenditure planning total 139.2 
	

[146.4] 	156.8 
	

167.1 	176.1 

*Excluding finance for nationalised industries and other publ 	rations 
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08.3] billion incl d in the 

Supply Estimates, £183.0] billion 	direct public 

expenditure. The remaining 	5.3] billion does 

not feature directly as p •lic expenditure because 

it consists of grant 	local authorities and 

finance for other sodies whose spending is counted 

as public 	enditure. [Nearly 60] per cent 

of the mo ey voted in Estimates is subject to 

cash 1 ts, which provide the Government with 

greafer control over its cash expenditure during 

financial year. 

Table 5.4 Supply expenditure 

f billion 

1986-87 1987-88 1988-89 

  

	

Expected outturn 	Final Expected Provision 
in 	7 Budget 	outturn outturn 

Main Supply Estimates 
Supplementaries and net underspending 

99.1 [104.5] [108.3] 
2.4 [ 1.2] 

Total Supply expenditure 101.9 101.5 [105.7] 

(public expenditure elemen.: 	 (77.3) 
	

1(77.1)] [(79.7)] 

8 
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sector's finances 

1160 
% to . 6.01pri.: This chapter brings together revenue (discussed in Chapter 4) and spending 

1 ,40 
 pter 5), and provides an analysis and forecast of the public sector's finances in 
z • ogether with estimates of outturn in 1987-88. It also comments on the main 

fe. lin  ; z, the public sector's finances in those two years, including the most important 
chanNs th have taken place since last year's projections. Table 6.1 is a summary. 

Printer nsert Table 6.1 Public expenditure, receipts and borrowing 

pOtrubp6.0pria There is now estimated to be a negative public sector borrowing 
. 	requirement, ie.a budget surplus)of about £3 billion in 1987-88, compared with the forecast 

of a PSBR of £4 billion made a year ago. This would be the first budget surplus since 
1969-70 and only t 	cond since 1952, the earliest year for which PSBR figures were 
available. A budg 	s of about £3 billion is also forecast in 1988-89. 

ph3uPublic sector's f 	three-fold analysis 

1.10[4:131.16.03prir The publ 
by type or activity, by se 
these three analyses in deta 

's finances can be analysed in a number of different ways: 
by economic category. The rest of this chapter sets out 

phapPublic sector's finances: a 	 type or activity 

pOplibp6.04prp Table 1.2 analyses e public sector's finances by type or activity. The main 
receipts of general government (ie. central plus local government) are grouped according to 
the kind of activity which gives rise to them, while spending is shown by department, as in 
Chapter 5 and in the public expenditure White Paper. Its bottom line, the PSBR, is derived 
from those two totals. This derivation is repeated in Table 6.1. 

1ih3pReceipts 

tr0ppbp6.051rp General government receipts 	 8 are now projected to exceed the 
1987 Budget forecast by about £4i billion. As Ta 	.2 shows, most components of general 
government receipts are likely to be higher than u many foreciast: .\The main contributors 
to the extra receipts are income tax (£1 billion), VA:re'llic) and North Sea Revenues 
(£1 billion). 

p.Oppbp6.06urp Additional income tax receipts are mainly()the result of the stronger growth 
of the economy and higher incomes. VAT receipts have increased by more in 1987-88 than 
would have been expected from the recorded increase in total consumer spending: this 
implies either that the proportion of total spending which goes on goods and services subject 
to VAT has increased, or that estimates of consumer spending in 1987 may be revised up 
later. The higher than expected oil revenues in 1987-88 are largel 	esult of a higher 
dollar oil price than assumed last year. 

p0pubp6.07pr1j General government receipts are forecast to rise by 6 	t in 1988-89, 
following an estimated 8i per cent increase in 1987-88. This is a little I 	the rate of 
growth forecast for money GDP. Without the Budget measures however 	ec.. 	rowth in 
receipts would be about 1 percentage points above that of money GDP. 

irOpiabir6.08pr11 Oil revenues, which in the event in 1987-88 were only slight 	 the 
1986-87 level, are forecast to fall by about £1 billion in 1988-89 as a result of b 	'Pr 
average oil price and lower production. The forecast assumes that oil prices [re 
to recent levels]. Oil production is assumed to fall in 1988 to a level close to the c 	re of 

&phlu6 The public 

irThe scope of this chapter 

^,k,v 
0 --BE  COPIED 
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the Department of B  Ener  'q rilge DGfi 	ppll_Y a  arre 	in the oil price in 1988 would 
change revenues by about £250 million in 1988-89 and £300 million in a full year. A change 

1 million tonnes in oil production in 1988, spread evenly across fields, would alter 
nues by about £40 million in 1988-89 and £45 million in a full year. 

6.09prp Non-oil receipts are forecast to rise by 7 per cent in 1988-89. As can be 
Table 1.2 there is within this overall increase: 

1-11 11  
forec 

cent increase in income tax receipts. Without the Budget measures the 
ase would have been 10 per cent; 

plpa further rise of 24 per cent in receipts of corporation tax (including ACT but excluding 
North Sea mainstream corporation tax). This reflects continued growth in company profits 
in 1987. 

plpa 16 per cent rise i. capital taxes, mainly reflecting rising asset prices in earlier years; 

plpa 8 per cent 	 in VAT, in line with the forecast increase in consumers' 
expenditure; 

plpa 51 per cent incre 
the increase in consume 
items in the total; 

e excise duties on petrol, tobacco and alcohol, a little below 
diture reflecting the trend decline in the share of these 

p lva small fall in stamp duty 	the fall in stock market prices and turnover. 

p0ppbp6.10prp Table 6.2 shows t x 	luding rates) and national insurance contributions 
as a percentage of GDP. Non-oil ts have risen slightly as a percentage of non-oil GDP in 
each of the last two years, and [a further marginal increase] is forecast for 1988-89. 
Without the Budget measures the 1988-89 figure would have been about one percentage 
point higher. 

Printer insert Table 6.2 Taxes and national insur 	contributions (NICs) as a percentage of 
GDP 

ph3pExpenditure 

p0ppbp6.11prp General government expenditure is w fo 
1987-88, £2 billion lower than in the 1987 Budget fcc.t> 
total is expected to be E2i billion lower than in the o 
payments nearly El billion lower than forecast. Partly 
other national accounts adjustments. 

cast to be about £171 I billion in 
The outturn for the planning 
plans, and gross debt interest 

setting these is an increase in 

p0ppbp6.12prp General government expenditure is expected to rise by 61 per cent in 
1988-89, to £183 billion. The planning total, at k:156.8 billion, is as published in the public 
expenditure White Paper (Cm 288). General government gross debt i erest payments in 
1988-89 are now forecast to be lower than projected in the White P 	r s a result of the 
marked reduction in the PSBR. 

1ih3pBorrowing 

p0ppbp6.131.ir1i The difference between general government receipts and e 
general government borowing requirement (GGBR), as shown in Table 6. 
government lending to public corporations is included in general government 
the GGBR together with public corporations' market and overseas borrowin 
PSBR. 

re is the 
eneral 

ture, 
the 
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pORibia6.17prp Chart 6.2 sh 
government receipts and expe 

Printer insert Chart 6.2 The strut 

significant changes in the structure of general 
hich have taken place since 1978-79. 

eceipts and expenditure 

BUDGET SECRET NOT TO BE COPIED 
BU GET I T ONLY pOptibp6.141irp There w 	 . • 	he first ten months of 1987-88. 

xcluding privatisation proceeds the PSBR was some £5f billion lower than in the same 
nod of 1986-87. This reduction in borrowing was almost entirely due to lower central 
ernment own account borrowing. Local authority borrowing has been higher than in 
6-87 and public corporations' borrowing little changed. Taking into account the well 

hed pattern of relatively high borrowing in the final two months of the year, the 
for 1987-88 as a whole is a budget surplus of about £3 billion, or per cent of GDP. 

1.10 	pry A further budget surplus of £3 billion, or per cent of GDP, is forecast for 
1988 

ph3pTrends in receipts and expenditure 

gliapbp6.16pru Chart 6.1 shows trends in 
Revenues from non-
non-oil GDP betw 
to rise marginally 
privatisation procee 
1984-85 as a result o 

taxes and expenditure as percentages 
insurance contributions fell as a percentage of 

1-82 and 1985-86, but since then it has been rising. [It is forecast 
-89.] The ratio of general government expenditure (excluding 

P has fallon every year since 1982-83 except for a small rise in 
rs' strike; it is forecast to fall again in 1988-89. 0 

taxes and national 
of GDP. 

Printer insert Chart 6.1 	es 	expenditure as a percentage of GDP 

ph2pPublic sector's finances: analysis by sector 

pON.11)116.181.ir1j Table 6.3 shows net borrowing in 1986-87 and 1987-88 by central 
government, local authorities and public corporations. 

Printer insert Table 6.3 Public sector borrowi 	irement 

pOlipb116.19prii Tables 6.4 to 6.6 show estimatial 	turns and forecasts of rcccipts and 
expenditure in 1987-88 and 1988 89 fur each o he three sectors. These tables include 
some of the analysis by economic category in Tab 6 7 	xpenditure in 1988-89 does not 
include an allocation of the Reserve, although the o 	t of the PSBR assumes that the 
Reserve is fully spent. 

ph3pCentral government 

1.10Eitibp6.201.ir1l Central government spending includes grants and subsidies to local 
authorities and public corporations (including nationalised industries), which are included in 
the receipts of those sectors, shown in Table 6.5 and 6.6. 

Printer insert Table 6.4 Central government transactions 

ph3vLocal authorities 

pOvipbp6.211irp Local authority receipts consist primarily of rate incom 
central government. The forecast increase in rate income (net of rate re 
1987-88 and 1988-89 takes account of available information about rate decis 
authorities, additions to rateable value, and changes to the system of 
introduced by the Social Security Act 1986. 

nts from 
between 

local 
ates 
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NLY pOppbp6.221.irp The loca   atPlittPPIgtiltrki-erplOire-nemt  (LABR) fell sharply in 1986-87 to 

£i billion, from Ell billion in 1985-86. The LABR in the first ten months of 1987-88 was 
aher than in the same period of 1986-87 and it seems likely that borrowing in the year as a 

le will be above that in 1986-87, although still well below the levels of earlier years. 
estimates of local authority receipts and expenditure do not fully explain the LABR in 

7 and 1987-88 (other receipts in Table 6.5 and miscellaneous financial transactions in 
7 include a balancing item). 

Fri 	 t Table 6.5 Local authority transactions 

pOppbp6.231irp Table 6.6 shows public corporations' transactions. The public corporations' 
receipts include subsidies and capital grants from central and local government. For the 
nationalised industries (and the majority of other public corporations) their net external 
finance, ie their borrowing plus subsidies and grants, is included in the public expenditure 
planning total. 	 corporations' net external financing requirement, and not their 
borrowing require 	CBR), is the best measure of the public corporations' total 
contribution to the 	 cause it includes, in addition lo borrowing, subsidies and grants 
provided by the cent 	rnment which have to be financed from taxation or central 
government borrowing. 

Printer insert Table 6.6 PI orations' transactions 

pOppbp6.241ir1i Changes in p 	porations' income and expenditure from one year to 
another are affected by privati 	ich involve re-classifying privatised industries from 
the public corporation to the priv te 	r in the national accounts. For example, although 
Table 6.6 shows a fall in gross tra g surplus in 1987-88, the gross trading surplus of those 
industries remaining in the public sector rose strongly in 1987-88. The underlying buoyancy 
of the gross trading surplus is a major reason why the PCBR is estimated to have risen only 
slightly between 1986-87 and 1987-88, despite the inclusion in the 1986-87 figures of 
negative net borrowing by corporations now in the private sector. 

ph2pPublic sector's finances: analysis by eco 

pOppbp6.25prp The full analysis of receipts an 
in Table 6.7, with a breakdown between central 
Lorporations. This analysis, which distinguishes 	ween 
(and within the latter between physical and financial 
public sector financial deficit. The financial defici 
measure of cash transactions because certain items abo 
some taxes included in lines 1 and 2, arc measured 
adjustment is accordingly made in line 28. 

pOppbp6.2,6prp The unallocated Reserve is assumed to be used up by spending on current 
items or physical capital formation ie. in transactions that fall above the financial 
surplus/deficit line. In practice allocations from the Reserv9., 	affect financial 
transactions (lines 25 to 29). 

category is shown 
vernment, local authorities and public 

current and capital transactions 
nt) shows the derivation of the 
ke the PSBR, is not wholly a 

me 24 in Table 6.7, for example 
on'Oan accruals basis. 

tegory 

iture by economic 

An accruals 

Printer insert Table 6.7 Public sector transactions by sub-sector and ee ategory 
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phlpAnnex to Chapter 6 

ZiiPart A: relationship between tables in Chapter 6, and with Table 1.2; and outturn data 

elationship between tables 

In 
tra 
shown 
(line 2 

A.1prii Table 6.7 is based on the definitions used to compile the national accounts. 
to show the financial deficit for each sector, lending and other financial 

are separated from the analysis of receipts and expenditure in lines 1-23 and 
es 25-29. These lines show the relationship between the financial deficit 

and the borrowing requirement for each sector (line 30). 

p0tit1bp6A.2pril Tables 6.4-6.6 are summary versions of the sectoral columns of Table 6.7. 
The information in Table 6.7 is rearranged so that, for example, central government grants 
to local authorities (which appear as negative expenditure in the local authorities column of 
Table 6.7, lines 1.0 . .  ,1) appear as receipts in Table 6.5. Interest paid by local authorities 
to central govern e 	ich appears as negative receipts in the local authorities column of 
Table 6.7, line 8) 	 s expenditure in Table 6.5. Finally, lending and other financial 
transactions (lines ‘• Table 6.7) are included in the receipts and expenditure of 
Tables 6.4-6.6. 

1101.1111w6A.3prti Table l. 'w 	:  pter 1 uses the same information as Table 6.7, but again 
rearranges it. To derive genevernment expenditure, it starts by giving a departmental 
breakdown of the public 	re planning total: 	that includes not only general 
government expenditure item in 	third column of Table 6.7 (including the "financial 
transactions" in lines 25-26), b 	o borrowing or capital expenditure by public 
corporations in the fourth column. eneral government expenditure as shown in Table 1.2 is 
then obtained by adding general government debt interest from the third column of 
Table 6.7 and the national accounts adjustments already included in Table 6.7, and deducting 
public corporations' borrowing from the market and from overseas. 

p0Ribi16A.41.1rp Alternatively, general govern 	t expenditure in Table 1.2 (and Table 2.4) 
can be obtained as the sum of lines 22, 	and 26 (third column) in Table 6.7 and 
on-lending to public corporations in Table 6. 

p0illibp6A.5pria To derive general government r 	ipts, Table 1.2 takes the receipts shown 
in the third column of Table 6.7 (lines 11, 27, 28 `zk.,*1 29 and rearranges them according to 
the type of activity which gives rise to them. For 	 oil revenues comprise North Sea 
corporation tax and petroleum revenue tax (included 	es on income" in Table 6.7) plus 
oil royalties. The sub total "total taxes and royalti 	is the same as the first line of 
Table 2.5 in Chapter 2. 

ph3pOutturn data 

1.10piabp6A.6prp Outturns f )r the PSBR and the statutory central government accounts (as in 
Tables 6B.1-4 in Part B of the Annex) are compiled monthly and 'us 	ed by press notice 
12 working days after the end of the month and then in more det 1 	bles 2.5 and 3.12 
and 3.16 of the following issue of Financial Statistics. Details o 	BR on national 
accounts definitions, as in Table 6.7, are compiled quarterly and publi • . . ections 2 to 5 
of Financial Statistics three months after the end of the quarter. 	.. 

1.101.4ibp6A.71.1rp The first outturn for the PSBR in 1987-88 will according 	lished on 
April 20. The first national accounts outturns for 1987-88 will appear in t e . -&ssue of 
Financial Statistics, including supplementary Table 13 which is based on Table 
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ph2pPart B: central gov 

h3pCommentary on the tables 

bp6B.1prp The tables in Part B of this Annex are confined to central government 
tions, and are based on the statutory funds and accounts. Their relationship to the 

of central government on a national accounts basis (as in Table 6.4) is described in 
t 	cial Statistics Explanatory Handbook (1987 edition, p38). The receipts and 
pa 	e 	dn  the Part B tables are all shown on a cash basis, not accrued. Table 1.2., 
how 	er, 	ws the main categories of taxes on an accrued basis as in the national accounts: 
for in 	ce the item "income tax" in Table 1.2, differs slightly from "income tax" in 
Table 68.3 

Printer insert Table 6B.1 Summary of central government transactions 

Printer insert Table 6 2 Consolidated Fund expenditure 

Printer insert Tab 	onsolidated Fund revenue 

Printer insert Table 	 onal Loans Fund receipts and payments 
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4.9 General government borrowing requirement 

1987-88 
1987 
Budget 

Latest 
estimate 

173.5 

168.8 

171.6 

173.5 

4.7 

-0.3 

- 2.0 

-0.9 

3.9 - 2.9 

Public corporations' market and overseas 
borrowing 

Public sector borrowing requirement 

1986-87 
Outturn 

General government expenditure 

General government receipts 

164.8 

160.0 

-1.2 

- 3.1 

1988-89 
Forecast 

182.8 

184.7 

- 1.9 

to bP 	net re .iymen', of about E3 billion in 

6.03 	The public sector's finances can be analys 

THE PUBLIC SECTOR'S Fl 

scope of this 	6. 
NaNcEBUDGET SECRET 
caB  LIPPf,1).-rtsiigN  VgQt. 

NOT TO BE COPIED 

ler revenue (discussed in Chapter 

4) and spending (in Chapter 5), and provides an analysis and 

forecast of the public sector's finances in 1988-89 together 

with estimates of outturn in 1987-88. It also comments on the 

main features of the public sector's finances in those two years, 

including the most important changes that have taken place since 

last year's projections. Table 6.1 is a summary. 

Table 6.1 Public exp,i4 re, receipts and borrowing 

£ billion 

Public sector's 

finances: 

three-fold annlysis 

6.02 There is now estima 	to be net public sector debt 

0 
repayment (PSDR) of about 13 billion jn 1987-88, compared with 

a forecast of a public sector borrowing requirement (PSBR) of 

£4 billon made a year ago. This wo;Ine the first budget 

sur71: since 1969-70 and only the seconW 1952, the earliest 

year 	which PSBR figures are available. 	s also forecast 

of different ways: by type or activity, by sector and by economic 

category. The rest of this chapter sets out these three analyses 

in ietaBUDGET SECRET 
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ta 

billion 

e-87 
tturn 

(7 

Total receipts 	 44.7 

31.1 
5.4 
4.1 
4.2 

35.2 
6.0 
4.5 
4.4 

Receipts 
Rates net of rate rebates)1  
Rate support grant 
Other grants from central government 
Other 

Expenditure  
Current expenditure on goods .in,1 services 
Current grants and subsidies 
Interest 
Net lending and capital expeniture 

17.0 19.2 
12.6 13.3 
12.1 12.2 
5.2 5.6 

50.4 

forAQT TPuf3Ence0lc7gPons 

to rateable value, and changes 

to the system of rate rebates introduced by the Social Security 

Act 1986. 

6.22 The local authority borrowing requirement (LABR) fell 

sharply in 1986-87 to V-ri  billion, from Elk billion in 1985-86. 

The LABR in the first ten months of 1987-88 was higher than 

in the same period of 1986-87 and it seems likely that borrowing 

0) the year as a whole will be above that in 1986-87, although 

well below the levels of the years immediately prior to 

The estimates of local authority receipts and expenditure 

lly explain the LABR in 1986-87 and 1987-88 (other 

receip 	table 6.5 and miscellaneous financial transactions 

in table 6 	lude a balancing item). 

Table 6.5 Local authority transactions 

1987-88 	 7988-89 
Latest 	 Forecast 
estimate 

Total expenditure 	 44.8 
	

48.1 	 50.12  

1  Memo: Rate rebates 	 1.7 
	

1.8 

2  Excluding any allocation from the Reserve 
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lie corporations 	6.2 

pu 

orpoNtiTnTarliEaCQPstE Ctihe 

include subsidies and capital 

3  BUDGE6T fiEiCRIETic c 
uP„.9Kr, 	0,NiLy  

Total expenditure 8.8 9.5* 

0.4 0.7 
0.8 0.8 

6.24 Changes in public corporations' income and iture 

NOT TO BE COPIED BUDGET SECRET 
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grants from central and local government. For the nationalised 

industries (and the majority of other public corporations) their 

net external finance, ie. their borrowing plus subsidies and 

grants, is included in the public expenditure planning total. 

Public corporations' net external financing requirement, and 

not their borrowing requirement (PCBR), is the best measure 

of the public corporations' total contribution to the PSBR, 

0  ause it also includes as well as borrowing subsidies and provided by the central government which have to be 

from taxation or central government borrowing. 

Table 6.6 Public corporations' t 

Receipts  
Gross trading surplus (including subsidies) 
Other 

£ billion 

1986-87 	1987-88 	1988-89 
Outturn 	Latest 	 Forecast 

estimate 

y.4 	 7.0 	 7.4 
2.9 	 2.1 	 2.2 

64/  

0 

3.3 
5.5 

3.1 

Total receipts 

Expenditure  
Interest, dividends and taxes on income 
Net lending and capital expenditure 

9.1 	 9.6 

3.8 
4.7 	 5.7 

Memo: nationalised industries' external finance 
other public corporations' contribution 
to the planning total 

* Excluding any allocation from the Reserve 

from one year to another are affected by privatisations which 

ns 
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1 	 59.2 59.2 

1.0 5.2 

0.1 0.1 
6.1 179.4 

6 The public sector's finances 

Table 6.7 Public sector transactions by sub-sector and economic category 

billion 

Current and capital receipts 
Taxes on income, and oil royalties 

bunons 

Interest and dividends from pn e se 	nd abroad 	7 	 3. 2 	0.9 	4.1 	0.7 	4.8 
Interest  and dividends within pub 	 8 	5.8 	-3.7 	2. 1 	-2.1 
Imputed charge for non-trading capital 	non 	9 	1. 2 	1.6 	2.7 	 2.7 Capital transfers from private sector 	 10 
Total receipts 

12 

13 

14 

15 

-237 

0.6 	17.5 

-1.0 	0.7 	-0.7 
20.2 	177.9 	4.6 	182.4 

23 

24 -3.7 	-0.9 
Financial surplus/deficit 

0. 2 

1.2 

-0.6 

-2.9 

0.6 
0.1 

	

1.6 	-3.0 

	

-0.1 	0. 4 

5.4 
Transactions concerning certain public sector 
pension schemes 	 27 	 0.6 

Accruals adjustments 	 28 	0.1 	0.1 
Miscellaneous financial transactions 	 29 	0.6 	-0.9 
Borrowing requirement 	 -2.8 	1.1 

2 
Relationship between lanes. (24) = (11 

(30) = -(24 
3) 

-4.6 

Net lending to private sector and abroad 	 25 	-0.1 	0.6 	0.5 

5.4 

Financial transactions 

Cash expenditure on company secunnes (net) 
(including privatisation proceeds) 	 16 	 5.4 

National insurance and 

Gross trading surplus  

Rent and miscellaneous curr 

Taxes on expenditure 

Taxes on capital 

6 	 0.3 	3.0 	3.4 	O. 5 

4 	28.8 	 28.8 	 28.8 
5 	-0.6 	0.5 	-0.1 	7.0 	 6.9 

2 	52.4 	17.0 	69.4 	 69.4 
3 	3.6 	 3.6 	 3.6 

-0.1 	59.1 

3.9 

3.6 	 3.6 

	

0.6 	18.1 

	

4.5 	11.9 
0.1  

	

0.1 	 2.6 

1987-88 Latest estimates 

Total 

Public 	Public 
corpora- 	sector 
Lions 

General government 

Central 	Local 
govern- 	authori- 

Line 	Merit 	ties  

Capital  grants to private sector 

Capital grants within public sector 
Total expenditure 

Unallocated Reserve 

Current and capital expenditure 
Current expenditure on goods and services 
Subsidies 

Current grants to personal sector 
Current grants paid abroad  

Current grants within public sector 
Debt interest 

Gross domestic fixed capital formation 
Increase in stocks 

// 	154.0 	19.3 	173.2 

19 

20 

	

3.6 	3.8 
_-0.1 

	

1.9 	0.6 

7.4 

-0.1 

2.5 

3.6 

23 7 

16.9 

53.0 	34.1 

4.7 48.2 

87.1 	 87.1 
6.2 
53.0 

6.2 
53.0 
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1.6 

21.1 	18 

0.2 

6.1 

35.2 
	

90.7 
0.9 	5.6 

	

0.5 	7.4 	7.9 	Gross trading surplus 

	

3.4 	0.6 	3.9 Rent and miscellaneous current transfers 

6 The public sector's finances 
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billion' 
1988-89 Forecasts 

   

   

4 

5 

0.7 
-2.0 

20 
	1.9 
	

0.7 	2.6 
	

0.1 
21 
	1.5 	-0.8 	0.7 	-0.7 

22 
	163.0 
	

20.6 	183.6 
	

5.8 
23 

17 

18  

19 

 

2.9 

 

2.9 15 

 

16 	24.7 	-24.7 

1 7  

13  

14 

6 

7 

8  

9  

10 

11 

3 
	4.2 

	

62.0 	 62.0 	-0.7 
2 	55.6 	19.2 	74.8 

55.5 
4.6- 

50.5 

1.2 

163.8 

31.6 

-0.1 
0.4 

3.0 
6.1 -4.1 

5.0 	55.5 

	

4.2 	 4.2 

	

31.6 	 31.6 

Current and capital receipts 
61.3 	Taxes on income, and oil royalties 
74.8 

5.6 

4.5 	Interest and dividends from private sector and abroad 
Interest and dividends within public sector 

Current grants within public sector  
Debt interest 

Gross domestic fixed capital formation  
Increase in stocks 
Capital grants to private sector  

Capital grants within public sector 

expenditure 

cated Reserve 

Current grants paid abroad 

Current grants  to  personal sector  

Taxes on  capital 

National insurance and other contributions 

Taxes on expenditure 

24 	 -1.9 

25 
	-0.5 
	

0.3 	-0 .2 	-0.1 

26 
	5.0 	 5.0 	 5.0 

2.8 	Imputed charge for non-trading capital consumption 
0.2 	Capital transfers from private sector 

	

191.0 	Total receipts 

Current and capital expenditure 

	

90.7 	Current expenditure on goods and  services 
Subsidies 

55.5 
2.9 

11.4 	0.2 
	

17.6 	0.9 
3.9 
	

4.0 	8.0 
	

5.4 

3.5 

Fivncial surplus/deficit 
Financial transactions 
Net lending to private sectoi and abroad 

Cash expenditure on company securities (net) 
(including privatisation proceeds)  

Cen 	Local 
rn 	authori- 

Line2 	ent 	ties 

neral government Public 	Public 
corpora- 	sector 
tions 

Total 

0.6 

-0.2 	-0.3 
-3.1 

Transactions conc 
pension schem 
Accruals adjusrrc  
Miscellaneous finan  c  I 
Borrowing require 

certain public sector 

tions 

27 
	0.6 
	

0.6 
28 
	-0.1 	 -0.1 

29 
	

0.3 	-0.5 	-0.2 
30 
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PSBR in 1987-88 will accordingly 

be published on April 20. The first national accounts outturns 

for 1987-88 will appear in the June issue of Financial Statistics, 

including supplementary Table 13 which is based on Table 6.7. 

Part B: central government transactions 

Commentary on the 	6B.1 The tables in Part B of this Annex are confined to central 

tables 	 government transactions, and are based on the statutory funds 

accounts. Their relationship to the accounts of central 

national accounts basis (as in Table 6.4) is 

in the Financial Statistics Explanatory Handbook (1987 

edit 	8). The receipts and payments in the Part B tables 

are a 	on a cash basis, not accrued. Table 1.2, however, 

shows the 	in categories of taxes on an accrued basis as in 

the national accounts: for instance the item income tax" in 

Table 1.2 differs slightly from "income tax" in Table 6B.3. 

Table 6B.1 Summary of central government tran tps 

  

 

£ billion 
1987-88 
Latest 
estimate 

Consolidated Fund  
Revenue (Table 6B.3) 
Expenditure (Table 6B.2) 
National Loans Fund (Table 63.,)  
Receipts 
Payments 
Surplus transferred from Conzoli'lated Fund 
Total net borrowing by the National loans Fund 
Surplus on other funds and accounts (not) 

Central government borrowing requirement* (Table 6.3) 

123.0 
121.2 

16.7 
21.6 
1.8 
3.1 
1.0 

2.1 

* Including borrowing for on-lending to local authorities and public corpora or 
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f million 
1987-88 
latest 
estimate 

Supply 
Standin 
Payment t 
Northern I 1 
Payments to 
Other services 
Total standing 

tional Loans Fund in respect of service of the national debt 
share of taxes etc 

e European Commuliities 

rervices 

105,190 

9,800 
2,220 
3,890 
100 

16,010 

Total Consolidated Fund expenditure 	 121,200 

1  Supply Issues are mo 
with the Paymaster Gen 
equates closely to tota 
slight timing differences 

d from the Consolidated Fund to departments' cash accounts 
r spending on Supply. Supply Expenditure (see Table 5.4) 

Issues in most years, although there may sometimes be 
n the two. 
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Inlan 

Total Inland Revenue 

Customs and Excise  
Value added tax 
Petrol, dery etc 
Cigarettes and other tobacc 
Spirits, beer, wine, cider an 
Betting and gaming 
Car tax 
Other excise dutes 
EC own resources° 

Customs duties, etc 
Agricultural levies 

23,300 
7,800 
4,800 
4,300 
800 

1,100 
20 

1,350 
230 

Total Customs and Excise 43,800 

Vehicle excise duties7  
Gas levy 
Broadcasting receiving licences 
Interest and dividends 
Others 

Total Consolidated Fund revenue 	 117,500 

Table 6B.3 Consolidated F n1  rr.venrip._ 	  

BUDGET SECRET 
BUDGET LI4T,Q,NLY 

Income 
Corporati t 3  

Petroleum r efiu tax4  
Capital gains tax 
Development land tax 
Inheritance tax)  
Stamp duties 

39,900 
15,000 
1,680 
1,300 

20 
1,100 
2,100 

NOT TO BE COPIED 

1988-89 
Forecast Latest 

estimate 

41,250 41,730 
15,800 19,420 
2,210 1,340 
1,350 1,790 

25 10 
1,070 970 
2,450 2,200 

64,15o 67,460 

24,300 26,220 
7,700 8,370 
4,800 4,930 
4,300 4,400 
780 860 

1,100 1,210 
20 20 

1,440 1,480 
190 200 

I 

1987-88 
1987 
Budget 

44,63o 47,67o 

2,720 2,770 
520 500 

1,030 1,140 
1,o0o 680 
8,930 7,050 

123,040 127,270 

I See paragraph 6B.1 
2 Includes advance corporation tax 

(net of repayments) 	 4,700 	 4,900 	 5,590 
3 North Sea corporation tax 	 1,400 	 1, 60 	 1,500 

of which satisfied by setting off ACT 	800 	 780 
Liability to corporation tax arising in respect of North Sea 	on may be satisfied 
by setting off ACT arising on dividends paid in previous perio 	spect of both 
onshore activities. Dividends and ACT associated with North Sea 	ies alone cannot 
be identified. 

4 Includes advance payments of petroleum revenue tax 
5 Includes estate duty and capital transfer tax 
6 Customs duties and agricultural levies are accountable to the European C 	ities as 

'own resources'; actual payments to the Communities are recorded in Ta 
7 Includes driving licence receipts 
8 Includes the 10 per cent of 'own resources' refunded by the European Comm 	o meet 

the costs of collection, privatisation proceeds and oil royalties (see Tabl 
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16,550 
170 

ebt 16,720 

Consolidated Fund surplus 1,840 

NOT TO BE COPIED BUDGET SECRET 
BUDGET LIST ONLY 

Recei 
Interes 
Service 

Total recei 

ns, profits of the Issue Department of the Bank of England, etc 
ational Debt - balance met from the Consolidated Fund 

Table 6B.4 National Loans 
• NOT TO BE COPIED 

£ million 
1987-88 
Latest 
estimate 

6,920 
9,800 

16,720 

?uncifseleidtrtresatsr 
BUDGET LIST ONLY 

Payments  
Service of the National Debt: 

interest 
management and expen 

Total service of the Na 

Itl e  

Loans to: 
nationalised industries 
other public corporations 
local authorities 
private sector and within cent rnment 

Total National Loans Fund lending* 

Total payments 

On-lending to local authorities and public 
addition to National Loans Fund lending, net 
(mainly Supply Issues in Table 6B.2). 

20,610 

ations in Table 6.3 includes, in 
from other funds and accounts 

320 
160 

5,190 
180 

4,890 
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	cc Sir G Littler 

11.ts 103 

BUDGET: MESSAGE TO G5 AND/OR EC COLLEAGUES 

The Chancellor was grateful for your minute of 1 March. He sees 

little point in a message to Finance Minister colleagues about the 

Budget measures, since their own Embassies will in any event report 

to them. But he is tempted to shock them with short message giving 

growth forecast, budget surplus and top rate! 	What do you and 
Sir G Littler think? 
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MR SCHOLAR 	 cc Sir G Littler 

BUDGET: MESSAGE TO G5 AND/OR EC COLLEAGUES 

The Chancellor was grateful for your minute of I March. He sees 

little point in a message to Finance Minister colleagues about the 

Budget measures, since their own Embassies will in any event report 

to them. But he is tempted to shock them with short message giving 

growth forecast, budget surplus and top rate! 	What do you and 

Sir G Littler think? 

••%. 
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TheAssociation for theA)rofection of Rural L5codand 

14a Napier Road, Edinburgh EH10 5AY Telephone: (031) 2291898 

The Right Honourable Norman Lamont Esq., M.P., 
Treasury Chambers, 
Parliament Street, 
LONDON 
SW1P 3AG 	 fqc-iUkxk. 	3rd March 1988 

Dear Minister, 	 3.. 	ttddL- 

L. kAkt 

As the budget approaches, it was agreed at our quarterly Council 

Meeting held on Tuesday, 1st March, that I should write to you to ask 

that you consider the Treasury's fiscal approach to forestry and tree 

planting with a view to revising it. 

As you know, financial benefits accrue to investors primarily 

through tax relief rather than through grant aid. This system creates 

an advantage to persons who, without knowledge of the area to be 

planted, have money which they wish to be salted away in an investment 

that has the greatest tax advantage to them, without regard to any 

other factor. This has, unfortunately, led to a position where great 

areas of Scotland are being planted, largely to take advantage of the 

Treasury's fiscal rules in the matter. 

A.P.R.S. is not opposed to forestry. It is not opposed to 

forestry being grant aided provided it is done in such a way as to 

enhance the countryside and provide jobs. The present financial system 

encourages mono-culture and not silviculture. 

A.P.R.S. does not think that forestry planting would stop if a 

system of forestry grants was used in place of the present system. 

The forestry industry, like farming, is flexible, and would soon 

accustom itself to the new, while possibly regretting the demise of 
the old. 

There is a general feeling in the rural areas of Scotland that 

many forestry schemes are done without regard to the fishing, the 

scenery, the tourist industry or to local employment. / 	 

Patron: His Grace The Duke of Athol! President. Sir hay Campbell of SucLutli, Bt. 

Clidiiiiidii: P. Playtair-Hannay Vice-Chairman: Ian W. Herd Director: Robert L. Smith, OBE, JP, FRICS 

Founded 1926 	 I.R. Charity No. CR 34805/1 

I 



2. 

cont. 

The Working Party on Forestry created by A.P.R.S. in 1987 was 

chaired by our Chairman, who is a farmer, and included a land use 

consultant, a land-owner with nursery plantations as well as forests, a 

botanist, a planner, a solicitor involved in many large estates in 

Scotland, the Assistant Director, who is a civil engineer and retired 

colonial administrator and myself. Its recommendations were approved 

by our Council whose membership is very wide. I enclose a list 

showing their names and whom they represent. I enclose a copy of our 

press release dated 21/7/87. 

We hope that you will take steps to re-consider the tax 

concessions for forestry and revise them in such a way as will be seen 

to be just to the taxpayer, the forestry industry and to the rural 

environment. 

Yours sincerely 

Director 



THE COUNCIL 
ELECTED MEMBERS 
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President 
Chairman 

Vice-Chairman 
Members 

Sir Ilay Campbell of Succoth, Bart. 
Donald A. Reid W.S. 
Patrick Playfair-Hannay 
Mrs. R.M. Hedderwick, Edinburgh 
J. Grant Roger, Melrose 
Stewart Tod, R.I.B.A., R.I.A.S., Edinburgh 
G. Ronald Curtis, Edinburgh 
Wm. M. Black, Edinburgh 
Lt. Comm. H. Campbell-Gibson, R.N., Argyll 
Hon. C.A. Pearson, Aberdeenshire 
Mrs. Catherine Crawford, Edinburgh 
Mrs. Margaret Ogilvie, Angus 
Miss Sally Balfour, Montrose 

CONSTITUENT BODIES and their REPRESENTATIVES 

Automobile Association 
The Caravan and Camping Club of 

G.B. and I. Ltd. 
Caravan Club 

Countrywide Holidays Association 
Cyclists Touring Club 

Holiday Fellowship Ltd. 
Ladies Scottish Climbing Club 

National Farmers Union of Scotland 
National Trust for Scotland 

Ramblers Association 
Royal Automobile Club 

Royal Highland & 
Agricultural Society 

Royal Incorporation of Architects 
in Scotland 

Royal Institution of Chartered Surveyors 
Royal Scottish Forestry Society 

Royal Scottish Society for Painters 
in Watercolours 

Scottish Salmon Anglers Federation 
Scottish Countryside Rangers Association 

Scottish Landowners Federation 
Scottish Mountaineering Club 

Scottish National Housing and Town 
Planning Association 

Scottish Women's Rural Institutes 
Scottish Youth Hostels Association 

The Salmon Conservancy 
Society of Scottish Artists 

I.W. Herd 

J. Sutherland 
T.A.L. Wallace 
A.I. Paine, M.A., F.B.I.M. 
D.M.W. Napier 
M.J. Carter 
Miss Jean Galbraith 
J.A. Melrose 
Mis. Margaret Ogilvie 
Wm. Forsyth 
S. Horton 

J. Manuel 
I.M. Begg, D.A. (Edin.), 
R.I.B.A., R.I.A.S. 
Robert Balfour, A.R.I.C.S. 
Professor C.J. Taylor 
Wm. J.L. Baillie, R.S.A. 

Gerald Barry 
Bob Reid 
Mrs. Anna Boreham 
C.C. Gorrie, B.Sc. 

Councillor Mrs. Gardner 
Mrs. J. Hunter Blair 
J.L. Taylor 
Mrs. Harriet Comfort 



AFFILIATED SOCIETIES and their REPRESENTATIVES 

• 

Ardlamont Preservation Society 
Banff Preservation Society 
Berwickshire Civic Society 

Berwickshire Naturalists Club 
Central & North Fife 
Preservation Society 

Cockburn Association 
Council for British Archaeology 

Scotland 
Crail Preservation Society 

Galloway Preservation Society 

Glasgow Tree Lovers Society 
Kilcreggan & Roseneath 

Amenity Society 
Kyle & Carrick Civic Society 

Lasswade District Civic Society 
Orkney Heritage Society 

St. Andrews Preservation Trust 
St. Andrews Society of East Lothian 

Mrs. Fiona Torbet 
Mrs. M.M. Urquhart of Craigston 
D. Maxwell 
P.W. Simpson, C.A. 

Captain D.O. Fairlie, M.B.E., D.L. 
Oliver Barratt 

R.C. Callender 
Dr. C. Grant 
A.C. Wolffe, M.B.E.,R.I.B.A.,F.R.I.A.S., 
M.R.T.P.I.,F.S.A.(Scot.) 
Mrs. S.T. McSkimming 

H. Craig, B.Sc.(Hons) Eng. 
Robert Close 
D.J. O'Brien 
Mrs. Eric Linklater 
H.L.M. Stewart 
Mrs. J. Routledge 

EXECUTIVE COMMITTEE 

	

Chairman 
	

Donald A. Reid, W.S. 

	

Vice-Chairman 
	

Patrick Playtair-Hannay 

MEMBERS 

To serve for one year 

To serve for two years 

Tn gPrve for thrce Yedl 

Robert Close 
Mrs. Anna Boreham 

Hon. Charles Pearson 
Lt. Comm. H. Campbell Gibson 

Stewart rod, R.I.B.A.,R.I.A.S. 
Miss J. Galbraith 

The following was co-opted on to the committee and became Deputy Director on a 
voluntary basis 

W.M. Black 

HISTORIC ROADS & BRIDGES COMMIT I EE 

Chairman 
	

G. Ronald Curtis 
Members 
	

D.A. Reid; C.C. Gorrie 
S. Tod; W.M. Black 
Geoffrey Steil; R.L. Smith 
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TheAssociation for theA3rotection of RurakScotland 

14a Napier Road, Edinburgh EH10 5AY Telephone: (031) 2291898 

FORESTRY Press Release 21/7/87. 

  

A.P.R.S., aware of the public interest in afforestation 

and indeed the public debate that has been proceeding 

for some time now, has felt that some radical 

suggestions as to how to proceed in the short term, 

might lead to a more satisfactory outcome to the problem. 

A.P.R.S. accepts that forestry, both planting and re-

planting should be subject to a licence granted by a 

national body advised by more representative Regional 

Forestry Advisory Committees, which would have a much 

greater requirement to consult more widely than the 

existing Regional Forestry Advisory Committees have at 

present. The refusal to grant a licence would mean 

that there would be no forestry grant or fiscal (tax) 

benefit from planting. 

A.P.R.S. believes that the Forestry Commission 

is not the proper body to grant licences for this 

purpose. The reason for this is that the Forestry 

Commission was created to encourage forestry and to 

ensure that the country has a strategic supply of 

timber. While other constraints have been placed on it 

since its creation, nevertheless its major job is to 

ensure that planting of trees occurs. 

Patron: His Grace The Duke of Athol! President: Sir Ilay Campbell of Succoth, Bt. 
Chairman: Donald A. Reid WS Vice-Chairman: P. Playfair-Hannay Director Robert L. Smith OBE, JP, FRICS 



2. 

A.P.R.S. has considered whether or not planning 

committees of local authorities with planning powers 

would be the proper bodies to grant licences for this 

purpose. It has come down against this solution 

because, inter alia, this would not protect the national 

interest, (local planning committees can be 

idiosyncratic), because forests can and do overlap local 

council areas and this could lead to unacceptable 

solutions. The expertise in such councils is very 

limited and to increase staffing in all local councils 

so that they could each employ the necessary extra staff 

would be a larger burden than most councils could face today 

with government restrictions placed on them. 

A.P.R.S. believes that a body independent of the 

Forestry Commission would be the way ahead. It believes 

thata body such as the Countryside Commission for 

Scotland with expanded staffing and resources as 

required is a sensible body to undertake the issue of 

licences. It is, after all, the one body in Scotland 

that has an overview of the whole of rural Scotland. 



3 • 

With its present level of staffing, the Countryside 

Commission for Scotland could not do the necessary work, 

therefore additional resources would have to be made 

available to it. This would prove less expensive a way 

of dealing with the situation than if all local planning 

authorities had extra staff. The alternative would be to 

create a new body independent of the Forestry Commission but 

this would have much more costly implications. 

A.P.R.S. believes that shelter belts and amenity 

planting up to 2.5 hectares should be excluded from the 

licence system. 

A.P.R.S. envisages that the Forestry Commission or in 

appropriate cases the Department of Agriculture and 

Fisheries for Scotland, would still issue the grant and 

oversee the maintenance of the woodlands for a five year 

period. 

It is worth repeating that, under our proposals, if a licence 

were not granted there would be no financial benefit of 

any kind to the planter. 



4. 

For more information contact:- 

Patrick Playfair-Hannay 

Chairman of A.P.R.S. and of the Forestry Working 

Group. 

Telephone: 057 382 227 (Yetholm exchange) 

or 

Robert L Smith 

Director of A.P.R.S. 

Telephone: 031 229 1898 (Edinburgh) 



FROM: A P HUDSON 

DATE: 3 March 1988 

mjd 4/31An CONFIDENTIAL 

SIR T BURNS 
	 cc fir 	S &Yaw 

BUDGET SPEECH: SECTION B 

I attach a slightly revised version of Section B. 

2. 	Perhaps we could discuss this, once you have finished working 

through it. There are three things, in particular, which I am not 

yet happy with: 

Inflation - should we make the point that, in contrast to 

previous periods, inflation has remained low during this 

spell of rapid growth, and if so, where? And should we 

put the commitment to stable prices here, or in the 

Monetary section, or both? (Or neither!) 

The current account, 1987 ana the forecast.. 

The last few paragraphs on the world economy. 

A P HUDSON 



mjd 17/B 

B. THE ECONOMIC BACKGROUND 

Bl. I start with the economic background. 

1987 will be remembered for the worldwide collapse 

in equity markets in October. Dramatic as that was [last 

autumn], we can now begin to see it in a longer 

perspective. As I suggested at the time, its impact has 

been more limited than many people predicted. In many 

markets, the falls in share prices did little more than 

reverse the rapid rises that had taken place earlier in 

the year. And business confidence does not seem to have 

been much affected. 

In spite of the dramas in the financial markets, the 

UK economy in 1987 built on and indeed surpassed the 

strong performance of previous years (both in the three 

quarters before the collapse, and in the fourth quarter 

after it.] 

Output in 1987 looks to have grown by 4.3 per cent. 

This is the best performance since 1973, and bettered 

only three times since the War. And whereas 1973 was a 

freak sudden spurt, that contained the seeds of its own 

undoing, 1987 was a year of slightly above-average growth 

within a steady upward trend. Indeed, the six years to 

1987 have been the longest period of steady growth, at a 

• 
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rate averaging 3 per cent a year, that we have achieved 

since the War. 	During both the 1960s and the 1970s, 

Britain's growth rate was the lowest of all the major 

European economies. During the 1980s, it has been the 

highest. 

B5. Although growth in 1987 turned out significantly 

faster than expected, [with exports and consumer spending 

both rising faster than had been predicted], inflation 

turned out broadly as forecast in last year's Budget, at 

a little over 4 per cent. 

86. 1987 was [a real landmark:] the first year for a 

generation in which the rate of real growth was higher 

than the rate of inflation. 

The plain fact is that the economy has been 

transformed. Prudent financial policies have given the 

private sector the room and confidence to expand. And 

supply-side 4:444-e-i-e-s reform, including tax reform, has 

reduced the burdens which held British industry and 

individual enterprise in check for far too long. 

[The combination of steady growth and low inflation, 

which eluded previous Governments for decades, has now 

been with us throughout the past five years.] 	And in 

1987, the rapid growth of new jobs fed through into a 

fall of half a million in the numbers of people out of 

work [including a sizeable fall in the number of 

2 



long-term unemployed]. Unemployment fell in all regions. 

And the proportion of the workforce unemployed fell by a 

bigger margin than in any other major country. 

[As I predicted a year ago], the performance of 

manufacturing industry was outstanding -1-987,, with 

output up by 51 per cent. Once again, the success of 

manufacturing was founded on a sharp improvement in 

productivity. 	Since 1979, output per head in 

manufacturing has gone up faster here than in any other 

major industrial country, and we again led the way in 

1987. This is a stark contrast to the 1960s and 1970s, 

when in productivity, as in so much else, we were bottom 

of the league. 

The current account of the balance of payments in 

1987 looks to have been in deficit by El billion, or 

per cent of GDP, well below the forecast I made this 

time last year. The surplus on invisible trade turned 

out very close to what was forecast, and the improvement 

overall is the result of a very strong rise in exports, 

with non-oil exports up 7 per cent, and manufactures up 

9 per cent. [British manufacturers have maintained their 

share of world trade since the early 1980s, after decades 

in which it fell constantly.] 

Bll. Thus, in 1987, growth turned out ahead of forecast, 

but inflation was in line with expectations, and the 

current account well below what was forecast, even though 



growth in the UK outpaced other countries. 	This 

excellent outcome is testimony to the step change that 

has taken place in the efficiency and adaptability of 

British businesses. 

Looking ahead to 1988, I expect another year of 

healthy growth with low inflation. 

Output is forecast to rise by 3 per cent, more or 

less in line with the steady trend of recent years. The 

rise in exports is set to continue, though the pace may 

moderate. 	Consumer spending is likely to grow rather 

more slowly than in 1987, but business investment is set 

to be much stronger. 

The non-oil economy, which is the main source of new 

jobs, should expand more rapidly than total GDP, at a 

rate of 31 per cent. [The pace of growth may ease over 

the year, but] there is every prospect that unemployment 

will continue to fall [though the speed of this may slow 

from the record decline in 1987]. 

[Inflation, as measured by the RPI, rose to just 

under 41 per cent in the third quarter of last year, but 

has since fallen back to under 31 per cent. 	These 

fluctuations largely mirror fluctuations in the mortgage 

rate, and the prospect is that] the underlying inflation 

rate should stay at around 4 per cent during 1988. 



410 	B16. [Our recent record of sustained low inflation is 
impressive, when compared with the UK's earlier 

experience at times of rapid growth. But many of our 

major competitors have still lower inflation rates, and 

gradually squeezing inflation out of the system continues 

to be my central priority. 	Under the last Labour 

Government, inflation averaged over 15 per cent. In our 

first Parliament, we got it down to ll per cent. In our 

second Parliament; it was a little under 5 per cent. I 

am determined to get it lower still in the third term, 

and, in due course, to eliminate it altogether.) 

The UK is again likely to grow faster than most 

other major countries in 1988. In particular, growth in 

Europe, which is increasingly the most important market 

for UK exports, is likely to remain sluggish. I expect 

the non-oil trade balance to remain at around the same 

level as in the second half of 1987. 	But with our 

surplus on oil trade falling as North Sea oil output 

falls, the current account deficit may increase to some 

£3 billion in 1988, around 1 per cent of GDP. 

This will be very much smaller than the external 

imbalances in the three largest economies. With the 

continuation of prudent policies and with the 

considerable international confidence in the UK economy, 

we should be well able to finance it. The deficit will 

diminish, when the rates of growth here and overseas come 

back into line. 



• The prospects both for exporters and for a further 

fall ir. unemployment, will depend crucially on employers 

keeping their costs firmly under control. 	Unit labour 

costs in manufacturing hardly rose at all in 1987, after 

three years of increasing significantly faster than our 

competitors. It is vital that employers do not let this 

slip, and keep a tight grip on costs, and in particular 

pay costs. 

However, the more serious dangers lie in the world 

economic scene. Growth in the major seven countries was 

around 3 per cent in 1987, close to what I forecast in 

the Budget last year. 	Strong growth in North America, 

Japan, and the UK offset a sluggish performance in 

Continental Europe, especially Germany. 

The latest indications suggest that activity 

remains fairly buoyant. But the stock market collapse is 

likely to dampen demand in the US, and I expect overall 

growth in the major seven countries to be around 21 per 

cent in 1988, slightly slower than this year. 

1322. However, the prospect of sustained growth is an 

uncertain one, given the persistence of the large 

imbalances within the world economy: 	the huge budget 

deficit in the United States; and the US current account 

deficit, which has its counterpart in the surpluses of 

Japan and Germany. 



• 	B23. These countries have begun to make the policy 
adjustments necessary to reduce these imbalances. And 

there are signs that the steps they have taken are 

starting to bear fruit. But there is a long way to go. 

And there is the constant danger that the process of 

adjustment - which may well be slow - will be damaged 

either by further gyrations in the value of the dollar, 

or by a slide into protectionism. 

That is why T believe that greater exchange rate 

stability provides the right framework for a sustained 

reduction in the imbalances, and indeed for healthy 

growth in the world economy. Stable currencies offer the 

best climate for companies, including, of course, British 

companies, to plan ahead and invest - not least because 

they do not have to spend precious time on coping with 

currency fluctuations. 

I explained in a speech to the International 

Monetary Fund in Washington last September, and again in 

the House in January, the case for a flexible system of 

managed floating, and for making exchange rates the focus 

of policy co-ordination. The aim is greater stability in 

exchange rates, and in the dollar in particular, coupled 

with the ability to manage any changes that may be 

necessary in an orderly way. This was, of course, the 

objective of the Louvre agreement, and of the G7 

agreement in December. 	And although there have been 

periods of turbulence, it is worth noting that the dollar 
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is now within [8 per cent] of the rate against the 

Deutschmark that applied at the time of the Louvre. 

Success in achieving stable currencies, and a 

reduction in the imbalances, depends, in the end, on 

countries' putting the right fiscal and monetary policies 

in place, and keeping them there. That process will be a 

great deal easier if it is conducted, in a framework of 

international co-operation, as has been the case for well 

over two years now. I can assure the House that we shall 

be playing our full part. 

Provided there are no new shocks in the world 

economy, and that the risks at home are contained, there 

is every reason to expect that the combination of steady 

growth and low inflation, which we enjoyed throughout the 

last Parliament, will continue throughout this 

Parliament and beyond. 

8 
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IME MINISTER 

ute sets out my proposals for the Budget this year. 

as always, has been to devise a Budget which will 

us a solid financial framework, with a safety margin built 

it. My specific objectives this year are to balance the 

2. 

give 

into 

impression that this means that our 

therefore propose to announce a new tar 

is now completed. I 

or the basic rate 

budget, reduce income tax rates, and carry forward the process 

of tax reform. 

I can finance the 

surplus for 1988-8-9 

with conservative forecasts of revenues, 

rcs I am about to describe within a budget 

out the same size as now seems likely 

in 1987-88. I will b 	g you a separate note shortly about 

the MTFS, including my 	als for monetary targets and the 

precise level of the PSBR. 

Income tax 

3. I propose to redeem our Man 	pledge to reduce the 

basic rate to 25p in the pound. B 	I,4o not wish to give the 

of income tax, of 20p in the f, to be reched as and when it 

is prudent to do so. 

4. I propose to increase the personal allowan 

the age allowance for pensioners, and the upper 

basic rate band, by twice the amount required for index 

roughly 71/2  per cent. 	41444-s 	 

including 

or the 

- ie 
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The main personal allowances will then 

per cent higher in real terms than they were when we came 

fice. This increase in allowances meets the concern 
a  1‘ 	(1//etil-41J A6se,:fr,i,*<,  560,6  aka. Alx. 

a num er of c Ileagues when we discussed t e Budget 

5. 	I propose to tidy up the system by doing away with three 

very minor perso 	allowances - those for a housekeeper, a 

son's or daught 	ervices, and a dependent relative. These 

are a left-over 	ohe inter-war period, before Beveridge. 

They have been fro 

is only worth about 

any losses will be swam 

reductions. 

years, and are tiny: the largest 

eek. Few people claim them; and 

gains from the main income tax 

6. 	To simplify the system still further, I propose to do away 

with two other rules about depende 	atives. First, I propose 

to abolish the tax relief on new  ItIo  ages taken out to buy 

houses or flats for dependent relatives 	th relatives themselves 
tAIN 	 is; 

za,...10.6"44040.1"44  claim the relief 	 I propose to end 

the special CGT exemption for sales of assgs held by dependent 

relatives: they are no different in principle from any other 

assets. 

7. 	The changes to the basic rate and the allowances 

about 25 million people - far more than will be 

any other measures in the Budget. The married man on 

earnings will gain nearly £5 a week. 

enefit 

by 
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the 	higher 	rates 

rates of tax above 

the 	year 	to 	bring 	down 

abolish all the higher 

higher 	rate 	of 	40 per 	cent. This 	will give us 	one 

est top rates 	in the world, and a 	simple tax system 

a 	basic 	rate 	of 25 per cent and a single higher 
i41i ,ii be 

per cent (reached at a taxable income of 	£19,300.) 

• 

This 

the 	t 

of t 

consis 

rate of 40 

PN 

9. Taken togeth 	these measures will give the clearest 

possible boost t 	nterprise culture and so help to strengthen 

the economy furth 	d we can point to a proven record of 
fi-tAh-VS 

success. The top 5 	nnow contribute a higher proportion 
Noff..A• 

of  Aller  revenues than w 	ey were subject to Labour's penal 

rates; and companies ha 	o 	from strength to strength since 

I cut corporation tax, so tht they too are contributing a higher 

proportion of  614krenues. 
'KW 

Capital Gains Tax 

10. With the basic rate down to 

tax of 30 peL cent on capital gains 

taxpayers. We clearly cannot afford 

everyone. With 

the right course 

cent, the flat rate 

s high for basic rate 

,ring it down for 

the top rate down to only 40 per cent, I think 

is to align CGT with income tax. Capital gains 

will then be charged at the same two rates as i come - 25 per 

cent and 40 per cent. This will greatly reduce 	xcessive 

incentive to invest for capital gain* rather than 	 and 

ga&re..a.J...lry—kle4lar-e  the artificial conversion of income int c 	t 1 

gain. 
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capjTh gains will t an the Americans', 

Geoffrey Howe. But indexation really came 

away the low inflation of recent years, 

e ravages of the '70s. There are people 

and companies who qmc -1d assets since the 1960s or 1970s, 

or even earlier, and i  not realise them without paying 

substantial tax on pre- per gains. I propose to put a 

it was reformed 

but does nothing 

too late. It (SI  
m.1000  1  
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Alignment with income tax will put CGT on the same footing 
.10-P  

rate of tax on the United States, though 
OA 	ter 

our effective 

beca(-y have no provision for indexation. 

12. At the same time, I propose to abolish altogether the 

taxation of paper gains. CGT has been indexed since 1982, when 

complete end to the taxat on of all gains made before 1982. 

CGT will be charged only on real gains made since then. 

When Geoffrey Howe introduced 	ation in 1982, he made 

explicit compensation for the prob4,e f pre-1982 gains by 

exempting an extra £2,000 a year 	 from tax. 	That 
1.01  ) 

compensation 4ell no longer (justified. 	refore propose to 

reduce the annual CGT exemption from its resent £6,600 to a 

round £5,000. Thc Americans, incidentally, have no such exemption 

at all. 	The further change described in paragra h 23 below 

Zb  

I Lemain concerned with the impact CGT can hav 	the 

small businessman selling up on retirement. 	People a c 

reluctant to build up capital if they feel they will f 

large tax bill at the end of it. At present, they can reali 

is also relevant in this context. 
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1000 without paying tax. I propose to extend this retirement 

so that half of any gain between £125,000 and £500,000 

completely free of tax. 

SS  Inheri n ax 

15. For similar reasons, I propose to reduce and simplify 

inheritance tax. I propose to raise the starting point from 

£90,000 to £ll0,SaO, sweep away three rates altogether, and 

set a single fl 	of 40 per cent. This means that we shall 

have reduced inhe 	tax from seven rates to one in the 

course of two budget 

W1 

16. It also means tha number of estates caught by 

inheritance tax will be rectIced by a quarter, and that ordinary 

people will be able to pass on ordinary homes without being 

taxed. 	And with 50 per cent business relief, the effective 

rate for family businesses passin lm one generation to the 

next will be only 20 per cent. Tha> 	will be one of the 

lowest ratas in Lhe world. 

17. I propose to abolish the limit on boluests to political 

parties which are free of inheritance tax. This will put 

political parties back on a par with charities for inheritance 

tax, as they originally were. 

The personal tax system 

18. These changes to income tax, capital gains tax 

inheritance tax will leave no rate in the personal tax syst: 
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ropose to complement this reduction in rates with further 

refo 	The first is to put the tax treatment of marriage 

on to 	footing. 

Tax penalties on marriage 

I propose to -id in this Budget the three main tax penalties 

on marriage. 

First, there 	 fact that cohabiting couples can get 

twice as much mortgage 	t relief as married couples. This 

is widely resented and 	sed, and quite rightly so. We 

paved the way for a change n the 1986 Green Paper on the Reform 

of Personal Taxation. I propose to implement the proposal there, 

which is to make the £30,000 limit on mortgage relief apply 
par 

&0&---tiTej house, flat or "residence" 	is will not take effect 

until August 1988, to give the build la 	ocieties and borrowers 

timc to adjust. Existing mortgages, 	se taken out before 

August 1988, will not be affected. 

Second, there is the abuse that a cohabiting couple with 

two children can claim two additional personal allowances - the 

tax relief designed for single parents. I pro 

them to one from 1989. This will mean that they h 

the same tax relief as a married couple. 

23. Third, there is the fact that married couples are a 

limit 

most, 

only one annual CGT exemption between them. I propose to gi 
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nds and wives separate annual exemptions with effect from 

PN 

Thi
; 
last proposal is part of my wider proposals to introduce 

independent taxation for husbands and wives in 1990. I propose 

to give separate personal allowances to husbands and wives, 

just as if they 	single, but with a special married couple's 

allowance on top 	valent under the present system to the 

difference between wingle and married allowance. This will 

meet the growing dem 	vigorously expressed at last year's 

Party Conference) for p 	and independence for married women, 

and guarantee them a faiiJ from the tax system. It will 

do this sooner than most people are expecting, and at relatively 

modest cost. No-one will lose, but a number will gain. My 

Private Secretary has sent yours 	raft press notice which 

sets out the proposals at greater lc 

Maintenance and Covenants 

I propose to reform and greatly si oify the taxation of 

Indep n taxation 

4 NS 

charity, 

Ihe tax 

between 

evenue. 

(for 

maintcnance and covenants, other than covenants to 

which will not be touched. 

Whet'Ani 
system  halC.41119Q410*  involved in all sorts of transa 

individuals which should be nothing to do with the 

In the normal case, if one person gives income to a 

example a husband giving money to a wife or child), 

Revenue is not involved. But if someone gives the 

walla covenant or maintenance payment, we tax the 

C"--1 
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eturn the money to the donor in tax relief. This is absurdly 
StV•14  

It would be a great prize to 	 it. 

26. 

of thos 

are the easier case. Most (but by -.1=2:211) 
ivi_voi AALs  ) 

cted areir om parents to students: they have grown 

in a quite unintended way as a result of the decision to reduce 

the age of majority to 18. For the future, I propose to stop  bel, 

taxing MID stu.e 	(of7ether recipients) on their receipts, 

OvA 
et-ev)giving  ta 44; to the arent414(o‘r othe d ors) .wrimi 

D 

114-  make a broadly co p Ins'4471h 01".1-- 
	 ca4k11.••- 	coi 	/-114, 1  purl e- 

Nia,„04  reduc ion in the parental contribution 

to student grants a p 

be unaffected. Kenneth is content. There will be a modest 

yield from this reform, 	high tax,  payers will lose the 

ability to make a tax saving viaJT-3kcnantj  

27. Maintenance payments are more 	fficult, and I have made 

some adjustments in the details o 	original proposals. Most 

of these payments are from divorceP 	to their ex-wives or 

children. 	It is, in principle, ea s 	stop taxing future 

recipients, and I propose to do that. 	pure logic would 

be to stop giving tax relief altogether to future donors ; but 

this could, in practice, be unduly harsh, dnd there is no 

equivalent of the parental contribution to studen grants by 

which to compensate them. I have therefore dec 	hat, in 

future, a man supporting a separatetor divorced 

still be able to enjoy tax relief on the payments 	es, 

but nl t up 
tic 40/1u, 	....) 	4-6.11,1t, 1....•  t.a.  elAautpi 	11,-,‘  yu ser „  ,,.. ,. 
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e single allovancer-TZT-1988 -89 his will be £1,4 
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would have liked to say that existing maintenance 

nts will be unaffected. But this could look harsh to 

exi 	recipients of maintenance payments, all of whom would 

prefe 	witch to the new system, and so be freed from tax 

thei A receipts. I have therefore decided, in these cases, 

exempt £1490 of receipts from tax straightaway. There will 
i-P 

other transitional arrangements to protect the interests 

of existing dono 

on 

to 

be 

29. The Lord Chan 

refining these propo 

has been 4antn21)helpful to me in 

is kindly arranging for his 

Department to get the t.ry messages to the Courts after 

the Budget. And I am also 	g leaflets prcpared to explain 

the new rules to those affected. 

Charities 

30. As I mentioned above, I prop 	leave unchanged the 

tax relief for covenants to charities. 

to double the amount people can give  .2.  
under the payroll giving scheme. 

the same Lime l propose 

rities, tax free, 

Company cars 

31. The big reductions in income tax rates will 	me to 

tackle a number of areas where the tax system prov 	eliefs 

which are hard to justify. The most siynificant i nue 

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

them for tax purposes at only a quarter of what they are w 
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learly could not move to full valuation in one go. But I 

benefi 

PN 

se to double the car scales in 1988-89. 

32. 	95 per cent of those with company cars will still 

the Budget overall, because they gain more on income 

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

these measures to have a large effect on the car industry. 

David Young is co 

33. As a minor 

the benefit of free 

Forestry 

ication, I propose to exempt from tax 

ing provided by an employer. 

34. I shall, as agreed, announce in the Budget our main 

conclusions on forestry. We shall be ending a tax shelter which 

has become more and more ludicrous and widely criticised, and 

switching to an improved grant regi 
	

h should be much better 

for the environment. 
CtlAiLCIL 	S 

grant regime/ bUt hope 

Home improvement relief 

I have not  ye0 	agreement on the new 
C. Rri_e) ir:01 06.4 ) 

o so soon. 
0 

35. I propose to abolish the tax relief on home improvement 

loans taken out after April. 

conversions. Most go on 

They have become a 

items such as double-glaz 

f cheap 

loft 

ich 

consumer credit. Few are used to finance extensi 

could reasonably be expected to be met out of savings. 

in practice, finance cars or holidays. It is virtually impos 
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Business expansion scheme 

I propose to extend the BES, for five years, to 

providing property for rent on an assured tenancy basis. 

should help Nicholas Ridley give a kick-start to the p 
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police what they are used for, and PAC criticism has been 

ng. 

of the loans affected are small - half are for less 

And, of course, no existing loans will be affected. 

I do not, therefore, expect a significant effect on the 

construction industry. Nicholas Ridley is content. 

Life assurance p 	relief 

The tax relie 	re-1984 life assurance premium payments 

is traditionally se 	half the basic rate of tax. For 

simplicity,wehaven ed it every time we have reduced 

the basic rate; but I p<C\osst  o reduce it this year to 121/2  per 

cent. 

Share ownership 

I shall be reporting in the çd.et that share ownership 

has increased slightly in the last yed - 	espite the stock market 

collapse. TO encourage it further, I 	 to raise the limit 

on Personal Equity Plans from £2,400 t 	000, and to relax 

41 the restrictions on employee shares obtainePoutside the approved  kulp 1.1. 

N.„..A.  schemes. 
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initiative, which I strongly support. 

I propose 

entertaining ov 
-9.14tda44L0,04 ..encleurnrnr--1, 

entertaining foreign 

The corresponding VAT exemption on 
Cu-Steno-5 

3should also go. 

I propose to increase the VAT threshold to £2 

maximum permitted under EC law. 

0, the 

On more technical matters, I propose to remove an uninten 

NOT TO BE COPIED 

40. 	e same time, I propose to limit the amount which any 

one c.pa 	can raise through the BES, so as to encourage the 

flow of unds into smaller firms#  ft,, 	C.-3 $4"-L'-‘418 A.,  

Other taxes on business 

41. So far as 

I intend to lea 

companies' rate dow 

rate of income tax. 

am n rate of corporation tax is concerned, 

alone. But I shall bring the small 

25 per cent, in line with the basic 

42. I propose to abolish<cpiital duty altogther. This is a 

1 per cent tax on companies which raise new capital, introduced 

in 1973 to meet EC obligations which have since been relaxed. 

I also propose to abolish the u 	rust instrument duty of 

14 per cent on all property put into a ni trust. 
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obstacle to building societies converting into companies; 

mplify the administrative arrangements for taxing members 

and to sort out a problem for members of Lloyd's 

when 	eave syndicates. 

Company residence and migration 

46. I propose 

which wish to 

the rules require 

ange the rules for the minority of companies 

their country of residence. At present 

easury to give formal consent and are 

Cr 

backed up by crimi 	nctions. I propose to substitute 

objective tests. Comp 	will be free to migrate if they 

wish, but will have to p  ,(Ar.  accrued UK taxes first. This 

will avoid the loss of what could be very substantial sums of 

1.4.1iGe A- It.- N L''' (7teN 

line with inflation. But I propose no 	nge in the tax on 

unleaded petrol: this means that the differential between leaded 

and unleaded will double tn just ovei 10p a gallon. 	1 also 

propose no change in the tax on spirits or pipeacco, or 

in 	the main rates of vehicle excise duty: the co ‘ SAI ‘011,S‘eeping 

VED unchanged will be financed by a slightly ldrge 	ease 	Strvo-L 
et tkile'̂)  

	

(in the petrol tax. I propose to reduce the taxation 	me 

low alcohol drinks. And I propose to introduce a highe 

charge on juggernauts which exact a considerable toll on 

revenue1 	*40' ($ A- 
tA--0  WOIL 

CAAJA.1"%. 

Excise duties 

4/. Finally, I propose 
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system. Table 1 sets out the proposals in detail. 

PN 

48.El ave a small change to announce on VAT, to apply the 

tax 	 cereal bars, instead of just to some as now; this 

tidies 	n awkward borderline. 

Cost and RPI effect 

49. Table 

will add abou 

measured - about 0.28 
GilAvt(r 

(which i 	ready in 

shows the cost of the package. It 

cent to the RPI as conventionally 

indexing 	excise duties the 

and the 

ent from 

elin9 

other 0.12 per cent from e lo,ng the basic rate of income tax 

(which increases the net cost of mortgage payments). 

50. I should be glad to know that yot re content. 

ALL 
twouri 
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Table 1 Excise Duties 

Unit 	Duty increase 	 Price increase (pence) 
(per cent) 	Proposed 	Diff. from Reval. 

4.7 

9.7 

4.5 

4.5 

4.5 

nil 

3.7 

3.7 

nil 

5.5 

nil 

5.5 

nil 

nil 

nil 

nil 

Pint 

Cider 	 Pint 

Table wine 	 75c1 

Sparkling wine 	70c1 

Sherry 	 70c1 

Spirits 

Cigarettes 	
<1A:1 

Cigars 	 wh 

Pipe tobacco 

Petrol (leaded) 	Gall 

Petrol (unleaded) 	Gallon 

Dery 	 Gallon 

VED (cars) 

VED (other) 

Gas oil 
	

Litre 

Fuel oil 
	

Litre 

1.0 +0.2 

1.0 +0.6 

3.8 +0.7 

5.9 +1.1 

6.1 +1.1 

nil -20.1 

3.4 nil 

1.9 nil 

nil -2.7 

5.5 +1.8 

nil -3.6 

4.7 +1.5 

nil -£3.70 

nil -(various) 

nil -0.2 

nil -0.1 
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RIME MINISTER 

ourj pl dge to, reduce 
134,,Y / Ao 	 t 	/b 

the pound. We.--chall  then  have brutryhc 
hA-476A-1 	 A=A_) es—r4A-1 

A-  xi') 0 no-o 
2-Li  yi-iL 	

ILA-) 
Akx  

,17c/ 	4-1 

the similarejl4    ‘112p4-- 

within a 

a separate note 

(-12P4)41_,I_Wrt b4, 
g9.SS, 

3. I propose to red 

Income tax 

and cary forward 
1 

as4a4-leb+e-4e-me 

- 'A/4'4  
2. 	My oobject-ives 

e now comp 

4ADu,46.ty  /.7 cx.914-4t,,L Ay 162  0-14.4trit /kJ; oyaott.  

are ,to balanc 

the process o 

can finance the 

-/ dget surplus for 1988-89 A 
14A11%- 41"t? 

measures I am about to describe 
‘-e 

will  sen9,you 

x./.4c4.44 

the 

form. 
X 
reform. 

i)AtnA4 
budget, reduce tax rates, 

tfcwt44  cen 
On the best estimates 

the basic rate to 25p in 
,y1,4th-)n_ 

_om 
t: Xdu 

A 

- The -0 	tion argued last0 

reduction, from 29p 

tha:t.3 

113,---  would 

We shall be ab 

o be reversed after 

t e lie direct 

This minute 

• 

Cth 

PA,  SI LY.--111; 

tv,t) 044" "x-
i I 

-e 

increase the personal allowan 

BUDGET SEtRET 
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ii.tAAAZ 

The main personal allowances 

real terms tha when we came 

A br k • A 	A  

' 	' ilfainall 
I 	Mt  a  /111111"WW 

---(-174 -1 4%/24._ AA, 

I 

is will take near 

cent 

including 
gb 0 

the 	PIE 
_ e...  /1,- 	.. .. 

- 	for 

twi -‘  n  amount oG.-  

Y 	1  Xe. .  eople 

w 

c‘  ‘  

,okhen 

41.44N 

tlit  

NOT TO BE COPIED 

into 

tile age allowance for pensioners, and 
ILL 

, -"by roughly 71/2  per 

required for indexation 

out of tax altogether. 

be  26 per cent higher in 

11AA)- 	lttvost (;# Ailnkatovits 
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The changes to the basic rate and the allowances will benefit 

25 million people - far more than will be affected by 

er measures in the Budget. The married man on average 

as 	well. 	I p • • ose 

.4) 	c"N" 

is clearly the year to bring down the higher rates 
cWfli 1041-4" 14J7--, iAIN/tr.  

possible boost to the 

econothy. 

ise culture 

top rates in the world,  AA-) X 

zr 	4  &it" Attj14^1  

A 1-00et..A?6  

measures will give the ef4elarest 
t6 	kg, 

And we can poi t to a proven record of success. The 

NTOFdiCvnimai 

s 
(ITI:his will give d'ItNif the lowest 

5 .1- 24, 
teo 	 i„.114 
8. Taken together, 

7. 	This 

earn g 	ill gain nearly £5 a week. 

top 5 per cent now contribute a higher proportion of our revenues 

than when they were subject to Labour's penal rates; and 

companies have gone from stre 	 strength since I cut 

contributing a higher 

proportion of out revenues. 

Capital Gains Tax 

9. 	With the basic rate down to 25 per cent, the flat rate 

tax of 30 per cent on capital gains looks high f r basic rate 

taxpayers. We clearly cannot afford to bri 	down for 

everyone. With the top rate down to only 40 per 	I think 

the right course is to align CGT with income tax. C.t. gains 

will then be charged at the same two rates as income 	per 

cent and 40 per cent. 	This will greatly reduce the 

incentive to invest for,speca a..F.14 gain, rather than 

11) ckX,N-6,) 
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corporation tax, so that they to 

4.et• 

income, 

64101-I 
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10. Alignment with income tax will put CGT on the same footing 

in the United States/  EW:14/FkiiLifibe-r—CYf—Crt4AlrlanIr  i P___5Th 

the same time, I propose to abolish altogether the 

c 'S 
tax 	on f paper gains. CGT has been indexed since 1982, when 

it wa reformed by Geoffrey Howe. But indexation really came 

too late. It indexes away the low inflation of recent years, 

but does nothing about the ravages of the '70s. There are people 

and companies 	have held assets since the 1960s or 1970s, 

or even earn 	 cannot realise them without paying 

1;61 

substantial tax o 	: 198 A  gains,(I 
12 

I propose to put a cioli. ete end to the taxation of all gains 

"41411911----1  efore 1982. CG 

since then. 

	rrnq  our effective rate of tax on capital gains 

will be substantially lower th 	Americans', because they 

have no provision for indexation 
• 

13. When Geoffrey Howe introduce ind 	on in 1982, he made 
igg?,014.0.4 

explicit compensation for the)75aot that icoula  n.' 	  

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

That compensation  J.Li.-1.1  no la' ra nda4t.. 

e charged only on real gains made 

I therefore propose 

to reduce the annual CGT exemption from its p 

a round £5,000. The Americans, incidentally, 

exemption at all. 	 (C4(AJ\ 

£6,600 to 

no such 
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Inheritance t 

15. For simila 

inheritance tax. 

£90,000 to £110,00 

ple will be able to pass 

And i with 50 per cent 

for Jgp 	±i- 

too, will be one 

7
ME 	 n B 	T SECRET- nnarom Trc  

I 	

ONLY 
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14. I remain concerned with the impact CGT can have  on),Gere 

ling up fogmr/retirement. People are more reluctant to build 

ital if they feel they will face a large tax bill at the 

. At present, they can realise £125,000 without paying 

tax. 	opose to extend this retirement relief, so that half 

gain between £125,000 and £500,000 will be completely 

free of 

ons, I propose to reduce and simplify 

pose to raise the starting point from 

ep away three rates altogether, and 

set a single flat rate 	per cent. This means that we shall 

have reduced inheritance tax from seven rates to one in the 

course of two budgets. 

(Av.-c-N  
Clp•-•&". 	 14#"L' 

tS1_,_ IIIIANSV- 	
N7ki-' 

16. It also mean that
1-  

ordina 

on ordinary homes without being 

busjness relief, 
ANA, 

	

	 C\ 
461104n&TEMMLWill 

of the lowest rates in the world. 

17. I propose to abolish the limit on bequests to political 

parties which are free of inheritance tax. 41114 will put 

political parties back on a par with charities f 	eritance 
at„) 

tax, as they g=u31/were. 

the effective r 

be only 20 per cent 
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These changes to income tax, capital gains tax and 

ance tax will leave no rate in the personal tax system 

per cent. 

that cohabiting couples can 

August 1988, to give the 

to adjust. 

mortgages)  0.1ni 
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he personal tax system 

19. I propose to complement this reduction in rates with further 

reforms. The first is to put the tax treatment of marriage 

on to a sound 

21. First, there is the 

Tax penalties on 

20. I propose to e 

on marriage. 

this Budget the three main tax penalties 

get twice as much mortgage interest relief as married couples. 

This is widely resented and crit sed, and quite rightly so. 

We paved the way for a change 	he 1986 Green Paper on the 
0 

Reform of Personal Taxation. I prop<e to implewent the proposal 
stlb  6111)   

there, which is to make the limit on 	ge relief  J4h44 per 
house, flat or "residence". This wil 	ot take effect until 

building societies and borrowers time 

taisting 
19fric LAA4 

22. Second, there is the abuse that a cohabitin 	e with 

two children can claim two additional personal allow 	the 

tax relief designed for single parents. I propose 

them to one from 1989. This will mean that they have, at 

the same tax relief as a married couple. 
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(3'3. 
 Third, there is the fact that married 

441404 
y one CGT exemption between them. 

°INOT TO BE COPIED 

couples are allowed 	/- 
I propose to give husbandV1, 

% 
ves separateA exemptions with effect from 1990. 

Inde 	t taxation 

to introduce independent taxation for husbands 

\ VISIP-j 
V

99$. I pro.o44_ 	give separat-e. allowances t husbands 4^ 
w ves  (41./4'  AtNis  

.114  - a married couple's allowance on top. Thi.5 ,, 

A 	1149,  a& 	It 	(iii5avtm•) ___ t,its<J  0 111.1t. 'Ll f.,,,,s pAj,, c,n0 
will meet the 	 emand I for privacy and independence 	 

(1: for married women 	I  guarantee them a fair deal 	(ihe tax 

system. It will do 	ooner than most people are expecting, 

and - t modest cost. 	 will lose, but a number will gain. 

My Private Secretary has sent yours a draft press notice which 

s last proposal is 24. 	 part of my der proposals 

and wives in 

and 

(Is 	I 	S A 	 0 	? st,6tr  

sets out the proposals at greater length. 

(1  0  ( 	/LO 	1-   

Maintenance and Covenants 

25. I  oac:)se th4 c yoar ito refo 

and covenant5, 

involved in all sorts of transactions 

6k 

1.4  

I, of 	CM' 

taxation of maintenance 
1,401  hefrq11. "iiNtte4  

system has become 

en individuals which 
bA 

should be nothing to do ith the 
0190 xvfv,  ) 

case, if 	giveseirtney toellfj, the Inland 
.C1P?kWti 

But if  ?k  gives he money by 

we taxi an return 
IAA 

is 

it. 	
(0^,k LP/-x 

26. Covenants are the easier case. 

An the i norTaA \  
0.4.441 

Revenue is not involved. 

nce payment, 

d141 
• ef. This 

through 

way a covenant or mainte 

the money to'i in 

would be a great prize 

students. For the 

Con t ir receipts, 

future, I propose to stop taxing the stu nts  1r' 
	) 

stop giving tax relief to the parents( and 

NOT TO BE COPIED 
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of these 

children. It s, in principle, easy to stop taxing future 

recipients, 	 propose to do that. The pure logic would 

be to stop giv g 	relief altogether to future donors; but 

this could, in 	 be unduly harsh, and there is no 

equivalent of the pa 	l contribution to student grants by 

make a broadly compensating reduction in the parental contribution 

student grants at mandatory rates. Existing covenants will 

lietioU t/A ffected. Kenneth Baker is content. 	t"f 	6-  
44.1/4-4 1-4;'-f-I- Cs-N-c,ier 16-61, .4'' 	111'4"t" 

27. Senance payments are more difficult, and I have made 

some adjustments in the details of my original proposals. Most 

payments are from divorced men to their ex-wives or 

ubtrr steffEri  ST  
BUDGET LIST ONLY 
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have therefore olecided I5at, in 
a4r..4,1  oho.  fi,..rs•ei-a  

S (111  future„ a ci4i4seipowerman su orting 	411Wwife shouldocromementhemma. ejtetA 	4-r,re 	 els, CV 

0 

So far- the fuLure, the syst4 

recipients will be freed fom tax, an 

1 be. simple. Future 

 

ure donors will all 

//be on exactly e same footing. 

4-0- 
I would have liked to say that existing agreements will 

which to compensate 

be unaffected. But this could look harsh to exi 

of maintenance payments, all of whom would pre 

to the new system, and so be freed from tax on the' 
11,\. 

I have therefore decided to exeriFq£1490 of receipts 

recipients 

switch 

ipts. 

tax 

straightaway. There will be other transitional arran 

to protect the interests of existing donors. 
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we value them f r tax purposes 
knad 0.4f 

are worth. I 
LA 

Eione go. But I propose to double 

• 

44yrter of what they 

e car scales in 1988-89. 

C33. As in previous years 
,--'---- poi 	at whi h peopl 

propose eave unchangcd the 

tax or\,..j..1.Lch benefits become iable to 

BIrCE6M161gfAJEGATEr3T  ONLY 
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e Lord Chancellor has been extremely helpful to me in 
/) 
these proposals. He is kindly arranging for his 

to get the necessary messags to the Courts after 

And I am also havingl: 	prepared to explain 

the ne rules to those affected. 

the 

Charities 

31. I propos 

to charities. 

leave uncklanged the tax relief for covenants 

4 1k. 	propose to double the amount people can 
'N(ax

l 
 
ree, under the payroll giving scheme. 

tO-lhe 	/1113" 

give to charities, 

Company cars 

32. The big reductions ncome tax rates will enable me to 

ackle a number of)[rns-en--af.--igh4.e.h3re most significant 
>Al 	 _ 

in revenue terms is the taxation of company cars. At present, 

in kind0 	 Az/ii 

34. ('-!.21:1599ilbout 95 per cent of re.eftwl!e with corn 

st'll benefit from the Budget(Tecause they gain mo 
GOAXNA0-- 

ail-than they lose on 

have a large effect on the car industry. 
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ars will 

income  '044  
cars i I do not expect these 	 to 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE CliED 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



Cir.- • 

Home improvement improvement 

37. I propose to 

loans taken out after 

the tax relief on home improvement 

They have become  kitl.Le /mare  then 

BUDGET SECRET 
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It is virtually impossible to 

and PAC criticism has been mountin 
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35. As a minor simplification, I propose to exempt from tax 

benefit of free car parking provided by an employer. 

36. 	all, as agreed, announce in the Budget our main 

conclu ions on forestry. We shall be ending a tax shelter which 

has beccme more and more 1 dicrous and widely criticised, and 
I- 14J 

switching to  4  grant regime which should be much better for 
tAACV  4 - 	

ajtuA....G. 0N-  
-,- 

a form of cheap consu 	redit. Few re used to finance 

	

I 	c•-.4)-4 A...) 	' 	) 
extensions or loft, conversions„ Most go on double-glazing, if.r 

ti\PN,ZIA-. utO 1 Nitet.o..1,--1-1 	* ryt ft 1,---) /t\l- 14.-61. 	00-  
.apnt-ral  heating-  Some, in practice, finance c rs or holidays. 

the environme 

what they are used for, 

38. Most of the loans affected are - half are for less 

than £3,000. And, of course, no existing<9.oans will be affected. 
3\ 

I do not, therefore, expect a 	(effect on the construction 

industry. Kiel 

Minor reliefs 

th the big reductio in the top rate of inc ax, we 

no longer 	d the pecial reliefs which apply to 	ancy 

payments and 

for alleviating the 

on lump sum receipts. 

emia. These are, essentially, 

cent tax which would at present 

can lapse with the abolition of 

the 60 per cent rat 
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1 rre 

First, I propose to abolish 

es taken out to buy houses or flats 

the relatives themselves can perfectly 

Second, I propose to end the special 

,SINA.- 

main income tax

till 

Qductions. 

.14313_ r Ciafft 

cruleS about depe 

i-f—many —people ev 

the tax relief on new 

elatives
r 

for dependent relatives: 

well claim the relief. 

CGT exemption for sales of assets 

they are no different in principl 

eld by dependent relatives: 

any other assets 
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system by doing away with 

jpersonal allowances - those for a 

eeper, a son's or daughter's services, and a dependent 

These are a left-over from the inter-war period, 

eridge. They have been frozen for years, and are 

the largest is only worth about 50p a week. Few people 

claim them; and any losses will be swamped by gains from the 

re 

befo 

tiny: 

. I also propose to tidy up the 
A.440144  

\s 
teu‘k_. 0.  

Life assurance premium relief 
4 

42. The tax relief for life assura premium payments is 

traditionally set at half the basic rate of tax. For simplicity, 

we have not adjusted it every time we have reduced the basic 

rate; but I propose to reduce it this year to 121/

27b 

 cent. 

Q 
Share ownership 

43. I shall be reporting in the Budget that shar 

has increased slightly in the last year, despite the sto 

collapse. To encourage it further, I propose to raise the 

rship 

on Personal Equity 

the restrictions on 

schemes. BUDGET SECRET 
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employee shares obtained outside the approved 
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Plans from £2,400 to £3,000, and to relax 
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one company 

flow of funds 

aise through the BES, so as to encourage the 

aller firms. 

AAIN  Nor  h S 
4  

Mlf."4  y t 	• kel •  ty 
Orr  !Ilk, ate taxes more c 

overseas 

deamest.ie—cumt7ourers. 

frc- Lrp (1)- 	C4A44-rj 

C3IfV1-'4  

49. I propose to end the maNOT (fax deduction for en 
6./AC:ft.frant*,--4-- 	 1A1-. .r-v,..eatm  6-- 
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siness expansion scheme 

propose to extend the BES, for five years, to companies 

g property for rent on an assured tenancy basis. This 

elp Nicholas Ridley give a kick-start to the private 

tiative, which I strongly support. 

At the same time, I propose to limit the amount which any 

Other taxes on busi 

So far as the 	 of corporation tax is concerned, 

I intend to leave wel 

companies' rate down to 25 per cen 1  

rate of income taxi  we—s4911444 	then hay 

line with the basic 

 

 

I propose to abolish capitaity altogther. This is a 

1 per cent tax on companies which ra 	capital, introduced 

in 1973 to meet EC obligations which 	e since been relaxed. 

I also propose to abolish the unit trust instrument duty of 

h per cent on all property put into a unit trust. 

renti 

. But I shall bring the small 
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I propose to 
A 

to. yiel - 

I propose 

which wish t 

rulei)i7 

tests. 	Companies 

will have to pay their 

(1,3\4)- 
Excise duties 

Finally, 

change the rules for the minority of companies 
CATAIA 

their  .pdame  f residence. At present the 

I propose to substitute objective 

free to migrate if they wish, but 

ued UK taxes first.  <134 	10,0414  446'4  4' 
43("---• 	IA-4171-%44 

IA1 etre' 4.12,4 

raise the excise duties is----er—wtro-1-e--- 
A 

But 	t1o-pe it i.111)11---rfo 
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50. On more 

obstacle 

mplify 

d's, 

technical matters, I propose to remove an unintended 

to building societies converting into companies; 

the administrative arrangements for taxing members 

and to sort out a problem for members of Lloyd's 

whe leave syndicates. 

Company residence 
f  

,tidart4n 	411,4et 
efilktre— 	 146) 4,14414tli Mitil4)11  eciKor t-of and migration 

change in the tax on unleaded 	 this means that the 

or 	or_ p pe  l bacco, 65F17plb  

' I pr pose to reduce 

And I propose to 

differential between leaded and  0 

over 10p a gallnh. TIN4vre. 	 no 

introduce 

d will double to just 

in the tax on spirits 

in the main rates 	vehicle excise duty:  'DPW 
6.14V 	LJ r-,Ak\ tiWra= 

the taxation of soe low alcohol drinks. 

w.fAvi) a higher VED charge on juggernauts 

0m
sys . Table 1 

0 

to 	the 53. I have a small change to anpounce on VAT, 

tax to all cereal bars, instead of some.a.5,LIN 

ito 441, 	* h44110OPP 
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whiull exact a considerable toll on the road 

[to follow] sets out the proposals in detail. 
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ot and RPI effect 

QTable 2 [to follow] shows the cost of the package. It 

dd about 0.4 per cent to the RPI as conventionally 

( meaird 

	

	about 0.28 per cent from indexing the excise duties 
OLCUtr. 	 f\g,  
and 	other 0.12 per cent from reducing the basic rate of 

) 
income to 	 m .x (which increases 'net ortgage payments). 

55. I should ad to know that you are content. 
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Mr Scholar 
Mr Odling-Smee 
Mr Sedgwick 
Mr Culpin 
Mr Pickford 
Miss Simpson 
Mr Cropper 
Mr Tyrie 

BUDGET SPEECH: SECTIONS A-E: DRAFT OF 4 MARCH 

Many thanks for your comments on hese sections of the Budget 

Speech today. 

2. 	I attach the version which T havput in lu the Chancellor for 

the weekend. Since he will revise it hv  E  I am not doing a full 

circulation. But you and copy recipien 	y like to have it, in 

case you want to work on it over the weekeod. 

  

  

A P HUDSON 
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A. 	INTRODUCTION 

Al. When this Government came to office in 1979, we 

inherited an economy, in which double-digit inflation 

seemed endemic, and the enterprise culture seemed to have 

gone for ever. 

A2 	er two Parliaments we have transformed that 

pi 	 a way few thought would be possible. Now, as 

I pre 	he first Budget of our third Parliament, we 

are ent 	ur eighth successive year of steady growth, 

and the s 	which this has been combined with low 

inflation. 	A 	ast year saw the largest fall in 

unemployment since the war. 

A3. These successes hav not been achieved easily. They 

have required the re41,epursuit of firm financial 

policies, coupled with P rms to make the economy work 

better. 

I reaffirm those policies today. 

I shall begin, as usual, by reviewI the economic 

background to the Budget. 	I shal 	deal with 

Monetary Policy, and the public finance 	year and 

next. Finally, I shall propose a number o 	res of 

-0_ 
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tax reform, designed to build on the economic success 

that is already so evident. 

A6. As usual, a number of press releases, filling out 

the details of my tax proposals, will be available from 

the Vote Office as soon as I have sat down. 
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Bl. I start with the economic background. 

B2. 1987 	will be remembered for 	the worldwide collapse 

in equity markets in October. 	Dramatic as that was, 	we 

17/B 

than [4] per cent, was the 

bettered only three 

trast with some periods 

and fI.s 

But by 

can now begin to see it in a longer perspective. In many 

markets, the falls in share prices did little more than 

rev 	the rapid rises that had taken place earlier in 

th 	 And business confidence does not seem to have 

tbeen q 

 lf 

 fected. 

B3. Last 
	

in spite of the dramas in the financial 

markets, the 	nomy built on and indeed surpassed the 

strong performance of previous years [both in the three 

quarters before the collapse, and in the fourth quarter 

after it.] 

B4. The growth rate, 

highest since 1973, 

times since the War. 

in the past, last year was no freak sudden spurt, 

containing the seeds of its own undoing, but a temporary 

quickening within a steady upward trend. 	deed, the six 

years to 1987 have been the longest 	of steady 

growth, at a rate averaging 3 per cent that we 

have achieved since the War. 	

n  
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During both the 1960s and the 1970s, Britain's 

growth rate was the lowest of all the major European 

economies. During the 1980s, it has been the highest. 

Inflation last year turned out at a little over 

4 per cent. 1987 was thus an important landmark: 	the 

first year for a generation in which the rate of real 

grow 	was higher than the rate of inflation. 

am n fact is that the economy has been 

transfo u,rPrudent financial policies have given the 

private se 	he stability and confidence to expand. 

And supply-si e 	orm, including tax reform, has removed 

many of the burdens which held British industry and 

individual enterprise in check for far too long. 

38. 	[The combination 	ady growth and low inflation, 

which eluded previous G62ments for decades, has now 

1 

been with us throughout t 	five years.] 	It has 

brought [1 million] new 3  And over the past 

eighteen months, this has fed through into a fall of 

650,000 in the numbers of people out of work [including a 

sizeable fall in the number of long-te 	unemployed]. 

Unemployment fell in all regions. And 	toportion of 

the workforce unemployed fell by a bigger 

any other major country. 

B9. The performance of manufacturing industry 

every bit as outstanding as I predicted a year ago, with 
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output up by 52 per cent. 	Once again, the success of 

manufacturing was founded on a sharp improvement in 

productivity. 	Since 1979, output per head in 

manufacturing has gone up faster here than in any other 

major industrial country, and we led the way again last 

year. This is a stark contrast to the 1960s and 1970s, 

when in productivity, as in so much else, we were bottom 

of the league. 

B10. 	urrent account of the balance of payments in 

1987 l4ks o have been in deficit by El billion, or 

a-  per ce 	GDP, well below the forecast I made this 

time last 	ven though growth in the UK outpaced 

other countri 	he surplus on invisible trade turned 

out very close to what was forecast. 	But we saw a 

further strong rise in exports, with non-oil exports up 

7 per cent, and manu 	ures up 9 per cent. 	This 

continues the patter of the 1980s, with British 

manufacturers maintainin their share of world trade, 

after decades in which it 	nstantly. And imports 

grew very much in line with expectations despite the 

buoyancy of domestic demand. 

[Bll. Thus, comparing what happened I 	ear with the 

forecast in the last budget, growth was 	lation was 

in line, and the current account was lower 	an xpected. 

This excellent outcome is testimony to the 	change 

that has taken place in the efficiency and ad 	ity 

of British businesses.] 

C5) 
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312. Looking ahead to 1988, I expect another year of 

healthy growth with low inflation: 	and there is every 

prospect that unemployment will continue to fall [though 

the speed of this may slow from the record decline in 

1987.] 

B13. Output is forecast to rise by 3 per cent, more or 

le s 	line with the steady trend of recent years. The 

ris 	xports is set to continue, though the pace may 

moder. 	Consumer spending is likely to grow rather 

more slo 	an in 1987, but business investment is set 

to be much IO1Ner. 

lk 

814. The non-oil economy should expand more rapidly than 

total GDP. For the year as a whole non-oil output may 

grow by 31 per cent alth 	h the pace of growth is likely 

to ease from now on an 	ough the year may be close to 

the trend of the past few ears, 

B15. The underlying inflation 	e should stay at around 

4 per cent during 1988, as it did during 1987, though 

there are inevitably fluctuations, mostly mirroring 

changes in the mortgage rate. 	Thi 	cord of low 

inflation is particularly impressive, 

sustained at a time of rapid growth. 

B16. Although growth is expected to be slower 	ast 

year, it is again likely to be faster than mos 

major countries. A particular worry is that growth in 
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fall in unemployment, pend crucially on employers 

control. Unit labour 

e at all in 1987, after 
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Europe, which is increasingly the most important market 

for UK exports, could remain sluggish. This inevitably 

has implications for our current account. Although I 

expect the non-oil trade balance to remain at around the 

same level as in the second half of 1987, with our 

surplus on oil trade falling as North Sea oil output 

declines, the current account deficit may increase to 

some £3 billion in 1988 - around 1 per cent of GDP. 

B17. 	me, as the rates of growth here and overseas 

come 	to line, I expect the deficit to decline. 

Meanwhile, 	the continuation of prudent monetary and 

fiscal poli 	nd with the considerable international 

confidence in he performance of the UK economy, this 

should pose no financing problem. 

B18. The prospects b 	exporters and for a further 

three years of increasing sigr4ficant1y faster than our 

competitors. It is vital that employers do not let this 

slip, and keep a tight grip on costs, and in particular 

pay costs. 

B19. However, the more serious dangers li 

economic scene. Growth in the major seve 

countries was around 3 per cent in 1987, do 

forecast I made in the Budget last year. 

e world 

trial 

he 
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B20. The latest indications suggest that, despite the 

stock market collapse, activity remains fairly buoyant, 

and I expect overall growth in the major seven countries 

to be around 21 per cent in 1988 - only slightly slower 

than this year. 

B21. However, there are considerable uncertainties given 

th 	sistence of the large imbalances within the three 

larg 	untries, the US, Japan and Germany. 

B22. The 

adjustments 

there are si 

untries have begun to make the policy 

sary to reduce these imbalances. 	And 

hat the steps they have taken are 

starting to bear fruit. But there is a long way to go. 

And there is the constant danger that the process of 

adjustment - which may 	take time - could be damaged 

either by further gyra 	ns in the value of the dollar, 

or by a slide into protec onism. 

B23. Some commentators continu to insist that the way to 

solve these imbalances lies in further substantial 

exchange rate adjustments, even though the source of the 

problem lies elsewhere. They se 	change rate 

adjustment as a miracle cure, whatever 	.- 	•'ness. They 

ignore the damage that uncertainty and 	change rate 

volatility does to economic health. And t 	stract 

attention from the fundamental causes of the I 	es. 
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B24. I explained in a speech to the International 

countries' putting the 

in place, and keeping 

t fiscal and monetary policies 

ere. But these adjustments 

Monetary Fund in Washington last September, and again in 

the House in January, the case for a flexible system of 

managed floating. After the damage inflicted on the 

world economy during the 1980s by the gyrations of the 

dollar, there is substantial support for reduced 

instability of exchange rates, and of the dollar in 

particular. The Louvre agreement was a start, and it has 

be*n  Fo  lowed up by the G7 agreement in December. And 

alth.s.,  here have been periods of turbulence, it is 

worth 'ti1. that the dollar is now within [8 per cent] 

of the r.  -  ..inst the Deutschmark that applied at the 

time of the  e 	e. 

Success in achieving stable currencies, and a 

reduction in the imbalances, depends, in the end, on 

are much more likely to b > achieved if the objective of 

greater exchange rate stabil 	given an explicit role 

in the process of co-operatiork>as has been the case for 

well over two years now. I can assure the House that we 

shall be playing our full part. 

Provided there are no new shock 	the world 

economy, and that the risks at home are co 	, there 

is every reason to expect that the combinati 	steady 

growth and low inflation, which we enjoyed thro 	the 

last Parliament, will continue throughout 

Parliament and beyond. 

L
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provide the framework for 
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The job for the Government is to maintain the steady and 

cautious financial policies which we have now pursued for 

nearly nine years, and which have been the foundation for 

the economic performance I have described. 

CZ. Sound money, and prudent public finances, are the 

esk
P 

1 framework for steady growth and low inflation. 

And icr intenance of sound and prudent finances will 

C° keep 	in the best possible position to weather any 

The Medium-Term 

ninth year, will conti 

reducing the growth of m6ey GDP, and hence inflation, 

over the medium term. 	'{ will be achieved by 

maintaining firm monetary d&ciPline, buttressed by a 

prudent fiscal stance. 

Short term interest rates rema rhe essential 

instrument of monetary policy. Within inuous and 

comprehensive assessment of monetary con. 	, I will 

shocks w 	face, at home or abroad[ - just as in the 

past we we 	to take in our stride setbacks such as 

the coal strie1 the collapse of the oil price, and the 

stock market collapse]. 
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the level necessary to 

  

ensure that inflationary pressures are not accommodated. 

I attach particular importance to maintaining a 

stable exchange rate, notably the rate against the 

Deutschmark. 	[Sterling has remained broadly stable 

against the Deutschmark since the Louvre meeting more 

than a year ago, despite market pressures on sterling and 

de 	the instability in the dollar towards the end of 

198 	stable currency is helpful to business. And it 

provi 	important financial discipline. 	[To allow 

sterling K.11 if businesses allow their costs to rise 

too fast wç<t to surrender to inflation. And, as the 

track record sh 	that I am simply not prepared to do.] 

Achieving our objectives for inflation also 

requires a reduction 	onetary growth in the medium 

term. For narrow mone 	, the target range for 1988-89 

is 1-5 per cent, as show 	last year's MTFS. I shall 
\> 

also continue to take d6 	of broad money and 

liquidity, though as last yea 	here will be no explicit 

target. [Among the measures of broad money, those which 

include building society deposits arc increasingly 

important.] 

C7. A sound monetary policy has brought 	tion down 

to levels not seen for twenty years. 	[Pros 	towards 

the ultimate objective of stable prices is unl 	o be 
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steady, and its timing cannot be predicted. But I am 

determined that, over time, we shall squeeze inflation 

out of the system altogether. 
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for a Government not to spend more than it hou 

es. Over the years, this robust idea became 

nored, culminating in 1975-76, when the 

g7
nment borrowed what, in today's terms, 

., 

raise 

increas 1 

last Labou 

would amount 	ound £40,000 million.] 

we have 
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D. PUBLIC SECTOR FINANCES 

As I have said, a sound monetary policy has to be 

buttressed by a prudent fiscal stance. 

At one time, it was regarded as the hallmark of good 

This profligacy not only forced them to ask the IMF 

to bail Britain out. It also added vast amounts to the 

national debt. 

D4. One of our main objectes 

was to bring down Government b 

when we came to office, 

ing. We have reduced 

the Public Sector Borrowing Requ4ement from around 5 per 

cent of GDP at the start of the 1980s, to around 3 per 

cent by 1983, and to 1 per cent in 1986-87. Today, I am 

able to report to the House that I h 	rought this 

process to its logical conclusion. This 

eliminated borrowing altogether. 

-63) 
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les has improved. And the 
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D5. The budget 	in 1987-88 looks to have been in surplus 

by some £3 billion - something achieved on only one 

previous occasion since the early 1950s. Instead of a 

public sector borrowing requirement, we have a public 

sector debt repayment; 	instead of the PSBR, the PSDR. 

And even if there had been no privatisation proceeds at 

all, the PSBR would have been lower than in all but one 

year since the early 1950s. 

xcellent outcome reflects both higher than 

expecte 	ec 	s, and a lower outturn on the expenditure 

side. Wit 	economy growing rapidly, revenues from a 

number of t 	e risen faster than expected. Income 

tax and VAT hav 	particularly buoyant, and revenues 

from the North Sea are up significantly. 

On the expenditure s 	lower unemployment has kept 

capital receipts of local auA 
	

es and new towns have 

been buoyant. I now estimate tha the planning total for 

1987-88 will be [E146.4] billion, some £2 billion lower 

than projected in the Public Expenditure White Paper in 

January. 

Thp balanced budget_ is thus the \) 

consistently cautious fiscal stance, firm 

public spending, and the strong and vigorous eco 
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has res 1L=J. IL is uoL jubL d ule-off achievement in an 

exceptional year, but something we intend to hold on to. 

D9. A balanced budget is a sound discipline for the 

medium-term. It buttresses monetary policy. It creates 

more room for the private sector to borrow, invest, and 

grow. It leads to a lower burden of debt interest, which 

represents an investment for future years. And it gives 

ro 	r manoeuvre in the event of shocks. 

D10. L 	iij ahead to 1988-89, the factor that has weighed 

most hea 	ith me in setting the PSBR is the need to 

stick to a 	t and cautious fiscal stance. I have 

therefore dec 	provide for a budget surplus, of 

£3 billion, the same as this year's expected outturn. 

Beyond that, I have projected a PSBR of zero in the 

remaining three years p 	the Medium-Term Financial 

Strategy. 

[Dll. Looking further ahead; 	privatisation receipts 

decline, as they are bound to 	, I intend to stick to a 

PSBR of zero as the norm. In the very nature of things, 

there will be fluctuations, on either side. But I intend 

to keep these generally to within 1 p 

D12. A balanced budget represents sec 	for the 

present and an investment for the future. 	 major 

industrial country is in balance, let alone 1 	us. 

And even if we had no privatisation proceeds at 
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Autumn Stat 

er, as the House will appreciate, any room for 

already constrained by the public 

for 1988-89, which I announced in the 

These show an increase of over 

D14. 

manoeuvr 

expenditur 

science by over £600 mi 

However, because of the buoyancy of tax 

which reflects the strength of the economy, I shall 

budget d 	it would still be lower than in all the major J 	

BUDGET SECRET 
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fic  

seven countries, except Japan. 

013. The budget surplus for 1988-89 inevitably limits the 

scope that would have been available for reductions in 

the tax burden, which, leaving aside the oil sector, has 

actually risen, as a share of GDP, for two years in 

succession. 

NOT TO BE COPIED 

£41 billion in 	g on programmes. This has enabled 

us, in particular, to increase our plans for spending on 

the Health Service by £700 million, on education and 

, and on law and order by 

over £350 million, whil 	ns ring that public spending 

continues to fall as a jrcentaqe of GDP. 	T also 

announced a corresponding  \-1) 	se of £6 billion in 

programme spending in 1989-90 

Indeed, I have to tell the House, with considerable 

regret, that these spending increases, 	ed with the 

need for a prudent fiscal stance mean th 	e will be 

no scope at all for reducing the tax burden 4year. 
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D19. On the expenditure 
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have some room to reduce tax rates [and I shall come to 

this later.] 

D17. The plain fact is that sound policies, pursued 

consistently over a number of years, have established a 

virtuous circle in our public finances. 

D18. The reductions we have achieved in borrowing and 

publ 	ding as a share of GDP, coupled with lower tax 

rates, 	created the room for the private sector to 

expand. 	Th 	expansion has generated higher output, 

higher pro 

increased t 

scope for lower 

and higher incomes, all of which have 

. This buoyancy has in turn created 

rowing, and lower tax rates. And so 

the circle goes on. 

lower borrowing has reduced 

the debt interest we h Zpay. Debt interest now 

a saving of nearly £3 billion eac year. And the pattern 

of borrowing I have set out in the MTFS should bring a 

further saving of £21 billion a year, by 1990-91. This 

means that, within any given total for i  s c spending, 

more can be spent on programmes. 	And 	ntinuing 

search for value for_ money - the equivalent it 	public 

sector of the supply-side reforms in the privat 	or - 

means that more can be achieved for a given a 

spending. 

accounts for over half a 	rcentage point of GDP less 

than it did only three years a 	This is equivalent to 
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No other major country has succeeded in reducing its 

debt interest payments. 	Indeed, the rest of the major 

seven have all seen increases in public sector debt 

relative to national income over the 1980s, compared with 

our falling debt income ratio. 	[In one or two cases 

there is a risk of a vicious circle developing: 	more 

borrowing raises interest payments, and hence more 

borrowing still is needed just to service the debt. Our 

vir 	circle stands in sharp contrast.] 

Thi 	tuous circle is an achievement of great 

value. 	B 	is no cause for complacency. 	It took 

several year 	epair the damage done to the public 

finances by prey 	overnments. But it would take next 

to no time to slip out of the virtuous circle, if we were 

ever to abandon the policies that put us there. 

This Government ha con istently pursued prudent 

financial policies for the est part of a decadP, And 
\> 

the plans I have just announcLIL hich now extend well 

into the next decade, enshrine 	e epitome of financial 

prudence - the balanced budget. 
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E. 	TAX REFORM 

El. 	Sound 	finance is 	the essential 	foundation for 	a 

successful 	economy. But by itself, 	it 	cannot create 

economic growth or more 	jobs. That depends on markets 

that work properly, on businesses that show enterprise 

and 	e risks, and on the hard work and effort of the 

ind 	s who work for them. 

Tha 	why the reforms we have made - and are 

continuing 	k - of the supply side of the economy 

are so cruci 	ivatisation, and reducing the burdens 

on businesses, have played a vital part in the 

transformation of the British economy. And so has tax 

reform. 

Nine years ago, 

Government's period in of05 

country on the right road - t 

tax reform. He removed the worst excesses of the penal 

taxation of incomes and started us on the way to an 

acceptable basic rate of income tax. 

first Budget of this 

predecessor set this 

ad of tax reduction and 

E4. The British people responded as we a 

would. And the evidence is there for all 

richest 5 per cent of taxpayers now contribut 

new they 

the 

her 
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The main focus of the reforms I shall announce today 

is on personal taxes. 

And first the taxation of married worn 
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proportion of income tax revenues than when they were 

taxed at penal rates. 

E5. Four years ago, in the first Budget of the second 

d'>N Parliament of this Government, I turned my attention 

especially to business taxation. I announced a radical 

overhaul of the taxes on companies. 

E6w they, too, responded as we always knew they 

woul 	ish business, indeed, has never looked back. 

I gave 	Sr les the lowest tax rate in Europe, and they 

responded 	he best performance for the best part of 

a generatio 	the yield from company taxes is rising 

as a result. 

The reforms I introduced in my first Budget are now 

being emulated around orld. 

Today, I have £uLtr mprovements to make in 

business taxation. But the 	structure has stood us 

in good stead, and I intend toqeave well alone. 
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F. INDEPENDENT TAXATION AND TAX PENALTIES ON MARRIAGE 

Fl. The present system for the taxation of married 

couples goes back 180 years. It taxes the income of a 

married woman as if it belonged to her husband. Quite 

simply, that is no longer acceptable. 

This is a matter on which there has been extensive 

consultation. The time has come to take action. 

rc keo410 aivf olt4i4 
kovevev ape a rairt gr.." • 

(F0•1 MAI • kiiit to.;41) 

I therefore propose a major reform of personal 

taxation, with three objectives. First, to give married 

women the same privacy and independence in their tax 

affairs as everyone else. Second, to end the tax 

penalties that can arise on marriage. And third, to 

ensure that the tax system continues to recognise 

marriage. 

I have decided to introduce, at the earliest 

practicable date, April 1990, a completely new system of 

independent taxation. 

$.tute, (grim) 

Under the new system, a husband and wife will De 

taxed independently, on the whole of their income. All 

taxpayers, male or female, married or single, will De 

entitled to the same personal allowance, which will De 

available against income of all kinds, whether from 
tozftsso;u2, 

earning or savings. 
Iv 



AcsA Istax:) 
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ver, complete independence and privacy will be  A n  

t nn,  wv W104- oso,r dr.#6,,wa • 

F8. In the same way, a husband and wife will be taxed 

F6. In addition, there will be a married couple's 

allowance, equivalent in value to the difference under 

the old system between the married man's allowance and 

the single allowance. This new allowance will go in the 

first instance to the husband, so that his tax threshold 

does not fall. But if he does not have enough income to 

use it in full, he will be able to transfer any unused 

portion to his wife, to set against her income. 

F7. Thus while the tax system will continue to recognise 

marriage, from 1990 married women will pay their own tax, 

on the basis of their own income, and have their own tax 

return, when one is necessary. 

AAA tsvpiNd V1141,  NO 164* 40 00 

husbands to handle their tax affairs, as before. But 

hat matters is that  4414—ffia*+.4.e—warmeill.  for the first time 

." 	• • • 	_ 

mawAsAlory4~ 
biNv 

set, 
tat„(4- tA:AvAte' 

Cvoi 44"' I 	‘1144  4.644Al* 	
independently on any capital gains they may have, with an 

sost  fscsA/Fsfre4i4"" I  annual exemption each, instead of one between them, as 

now. But transfers of capital between husband and wife 

will continue to be entirely free of any liability to 

tax. 

itirtiiatiiirte-4 Witt lie remil016 1;rwy 	delar4 %;i4 acti;K,  6-"444.4  400-1424/3 
F9. Eloreover, the new system will stargEonsiderably3 

earlier than [Would have been possible foDmost of the 



c 
pm(9(1,r ) 

BeilA 

,jair1164144mw 
othcr reforms  that have been  f)-etit—fe.r-Irlwrid-, 5.--n  particular 

transferable allowance3 The necessary legislation will 

be contained in this year's Finance Bill. The cost of 

this historic reform, which for the first time ever gives 
eW7.2 

a fair deal to married women will be9 million in 

1990-91. 

F10. I mentioned a few moments ago the tax penalties on 

marriage. It is clearly wrong that some couples should 

find themselves paying more tax, simply because they are 

married. I propose to put that right. 

Cd4W6144 

Independent taxation by itself will remove the most 

common penalty - the taxation of a married woman's 

PavingiYincome at her husband's tax rate. But there are 

other tax penalties on marriage, and I propose to 

abolish  fiwte-t-ef-tiTem,  in advance of Independent Taxation. 

Under the present system an unmarried couple can get 

twice as much mortgage interest relief as a marriea 

couple. This has attracted increasing - and justified - 

criticism. T propose to put a stop to it as from August 

this year. In future, the £30,000 limit on mortgage 

interest relief will be related to the house or flat, 

irrespective of the number of borrowers. This was the 

solution put forward in the 1986 Green Paper on Petsonal 

Taxation, and it was widely welcomed. Existing mortgages 

will be unaffected. 

Mtl3mf.ofAitt;v. 
v;vv, wv,(049. • 

&At1 J9r14‘usta.isota,  

at;a ocowik.. 
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Fl3.LThe seconc9anomaly is that an unmarried couple with 

children can each claim the Additional Personal 

Allowance, and thus get more tax relief than a married 

couple in the same position. 	I therefore propose to 

restrict the Additional Personal Allowance to one per 

-6461;grA'4 

F14.[Thu)this Budget will eliminate, for all practical 

purposes, all the tax penalties which, under the present 

system, can arise on marriage. 

GP 
 couple. This will take effect from April 1989. 
4 
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G. BUSINESS TAXATION 

filth 044.04,  tot Dv, 
we, Kilkk ves,:taik144/„.1 tci. 

e.40,444.3 of 'tor 	. 
I turn now to business taxation-j 

G2. The major reform of business taxation, which I 

introduced in 1984, and wnich was completed in 1986, has 

given us the lowest Corporation Tax rate of any major 

European country. This has encouraged overseas companies 

to invest in Britain, and has improved the quality of 

investment by British firms. It is a crucial part of an 

environment in which company profitability has recovered 

to its highest level for some twenty years. 	It has 

succeeded in its objectives. 

.ACSA 
wi,04,6L&g44,444440%" 

propose any further -r--e-f-errar of 

main Corporation Tax rate for 

G3. I do not therefore 

Corporation Tax. lene 
k 

1988-89 will be unchanged at 35 per cent. 

Auctipst G4. But I do have three 

mt4A etc  640h0;04w 60.04,4U:rw. 

Atoy 
changes to propose 

G5. First, oil. My Rt. Hon. friend the Secretary of 
ONtweAme- 

State for Energy will shortly be bringing forwara 

legislation to abolish royalties, from 1 July, for  a-i---1- 

--ite-r-rr—B-a-s-t-rf---aTrci--t-rfi-s-h-o-r-r_  fields 	dameloped--  aftcr 

time, I propose to reduce the 

Aeti) 	 

I piveg troV"..X44,- 

tivt. to,c teiw:•••• rre 
oprorotAm," cc Sovi400... 

a44 wywl.ove,  Kaldo, 

teAtdia,  tax 
mcn4400010 

LPrzo.4,14.0k41,04-  40.0( blAat at7aLlifr. ef trijtAZO4 
io tow rropei; P. ale* bkavtve Ad av 
Kiffrue vAmo we'.e, 4441  14....e 



Petroleum Revenue Tax oil allowance for these fields to 

100,000 tonnes per chapigeable period. 

G6. Coupled with the substantial oil tax reforms 

introduced in 1983, this will mean the end of royalties 

• 

for all future fields. 

 

mCiret 

 

y ) This will help to keep 

up the pace of UK oil and gas activity, which has already 

made an impressive recovery from the oil price collapse 

of two years ago.-rkoot privrseao 	 ‘- 44  1244. 

Irrgn 	0,44mA42.-- 

nmA)Gai 
G7. 	Second , Building Societies. 	The 1986 Building 

Societies Act gives Building Societies the power, to 

0 

,sel vitt ,...44;w40-
tanotto;Iv. of f.,‘ f :04id 
yr. tow..4,3 df iiksmo. 
CA464.3to,imt 
auttLavirraert .%3 

r\CS 
-biNe Ri3t Ft#Vei 11134tP, 

IsAt ;•‘• 	r+4., 

Aktel 	 t, 

51  

convert themselves into companies, if they so wish. At 

present, however, they would face a heavy, and 

unintended, tax charge if they did so. 	I propose to 

rectify this. 

G8. Third, I propose two changes to the tax arrangements 
Le fti, ivotte t1,42. 

for Lloyd's. 'point Lloyd's have raised on 

last year's legislation on reinsurance to close. 	The 

k7e.oa-fi 641"' 1-61t° 
04. Ritx 12-44e*,44t- 

L1 	̀4114'd "i9 

second will 	 the administrative arrangements for 
- 	- — 

taxing Lloyd's members. 	These changes will help to 

ensure that the system for taxing Lloyd's is effective 

while taking full account of the special features of 

Lloyd's. 

years, 

GA 
A CSA WA-Moe' 

Cl svvmedloote.A -- 

tefrre G1+-G8. 

Tk.k1  4 lor.e44 , 	Vt dose 

irmot row, locome re4. 

British exporters have done extremely well in tecent 

thanks to major improvements in efficiency and 

G9. 



entertainment generally is 
0.164, 	 4 couolMe-i 
is deductibility for the 
— k. 

entertaining overseas suppliers. 

overseas customers is tax 

quality. But no exporter 

success hinged on the fact 

could honestly claim that his 

that the cost of entertaining 

deductible, whereas business 

ANA 
not%  --a-.14.11.caugla.„..al-a4-11-, there 

importOf 

absolutely no 

cost to 

There is 

an 

which are not incorporated in the 

managed and controlled here, will 

UK, but arc centrally 

ceftruN;‘4- 
also Ja-e--4e-e-m-e-ati to be 

anomalous treatment,thich lends itself to case for this 

abusii. I therefore propose to simplify matters by making 

all business entertainment non-deductible for tax 

purposes, %;.-4l“4t4.1 v WOr. 

atm, 
G10. I have reviewed the unsatisfactory provisions 

governing company residence and migration under 

Section 482 of the Income and Corporation Taxes Act 1970. 

Gil. In future, companies will be resident in the UK if 

they are incorporated here. A small number of companies 

resident. 	Companies resident in the UK and wishing to 

4114.g.za-tiwill be able to do so, provided they pay their 

tax  44-E-et,  including any aeeTta-ed capital gains tax 

liability. In In return, the requirement for companies to 

seek Treasury consent before they migrate will be 

abolished. 

G12. The encouragement of small businesses and new 

businesses - which are so vital a source of enterprise, 



innovation, and new jobs - has been a central theme of 

Government policy. And the rate of business formation, 

net of failures, which has averaged 500 a week, week in, 

week out, since 1979, shows beyond any doubt the 

continuing vigour of this sector. 

• 

APE/  

Many new businesses have been greatly assisted by 

the very successful Business Expansion Scheme, which has 

now been running for nearly five years. During that time 

it has enabled new and expanding companies to raise 
veroma. 

equity financeCio the tune, on average:3 of £150 million a 

year," 

However, However, the rapid growth of the venture capital 

market since 1983 has meant that companies seeking 

relatively large amounts of equity investment can now 

raise these readily, while smaller companies looking for 

more modest amounts can still find it difficult to do so. 

To improve the targeting of BES, I therefore propose 

to introduce a ceiling of half a million pounds on the 

amount any company can raise under the scheme. 

Investment should thus be better directed at the smaller, 

newer and riskier businesses, particularly those outside 

the South-East of England, which can still find it hard 

to raise equity finanne in other ways. 	In lhe special 
464) 

rp 	industry, however, the circumstances of 

ceiling will be E5 million. 
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G16. This measure is expected to save some £25 million a 

yea r.17 

I have one further announcement affecting the 

Business Expansion Scheme. 

One of the Key reasons for our economic transform-

ation has been the reform of the supply side of the 

economy. 

\tic S (A vv;oko 

-wrtafrotsto*' 

t.IG Pf 

As to the labour market, there is 	 y 	 

he tax relief I introduced last year for 

profit-related pay will, in time, help to increase pay 

flexibility. But if successful firms are to expand 

further, and if we are to build on the substantial 

el'4471 
 

reductions in in unemployment, we have tonsure thappeople 

C-ca4mov3 to where the new jobs are. 

For 	years, 	the 	shortage of 	private 	rented 

accommodation has been an obstacle to labour mobility. 

The Government's proposals to deregulate new rents are 

already going through the House. Deregulation will, over 

time, substantially increase the supply of housing for 

rent. But this will not happen overnight, and there is a 

case for a special incentive to speed up the process in 

the early years. 



I therefore propose to extend the Business Expansion 

Scheme to include companies specialising in the letting 

of residential property on an assured tenancy basis. 

The BES is well suited to this task. Since full tax 

relief is given immediately, it should bring forward new 

investment straight away, meeting the objective of 

stimulating interest in the early years. 	And we are 

building on success. 

• 

DR. 	oek ochrioe, 

stata,  

?lc, 

ocS 

The ceiling for this type of investment will be 

£5 million, as for shipping. 	But since the relief is 

specifically designed to provide an extra stimulus in the 

early years of the new regime, it will run only for 

investments made before [April 1993]. 	The cost will 

	

cenaiot 	of As,  mrice tie 
depend on take-up, but  414,3-y—iae—semle  £40 million a year. 

This 	change 	will 	reinforce 	the 	impact 	of 

deregulation, in reviving the private rented sector of 

housing in Britain. 

In last year's Budget I raised the ceiling for 

capital gains tax retirement relief from L100,000 of 

cwt citerocvvi:144 to do 'viol-a- 
gain to £125,000. But I 
	

t. 

--5-1014-nrt- to help the small businessman whose entire 

wealth is tied up in the business and who is faced with a 

heavy capital gains tax bill when he sells up on 

retirement. I therefore propose to extend the relief so 



look-out for taxes to abolish. 

eig.m of reform. 

Abolition is the simplest 

I have already abolished the National 

that, on top of the exemption, half of any gain between 

£125,000 and £500,000 will also be completely free of 

tax. 

atixte,  

maed> wtao 
a40.414,4vta 
V.pwier. 
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Z:7 G26. While on the subject of capital gains tax, I propose 
to extend rollover relief to a group of assets whose only 

characteristic in common is that none of them existed 

when thettint rig list of qualifying assets was drawn up. 

They are milk quotas, potato quotas, satellites and 

spacecraft. I know that this will be warmly welcomed in 

the farming and extra-terrestrial communities alike. 

G27. Lastly, on the small business front, I propose to 

increase the VAT threshold to £22,100, the maximum 

permitted under existing European Community Law. 

G28. Throughout my time as Chancellor, I have been on the 

Development Land 
Wei 

EToda0 I propose to 

Insurance surcharg e, the Investment Income surcharge, 
0441.- feekl, rtnipitis. " 	fiao pi:4141.4 

Tax, and the 'tax on lifetime gifts. 
6. 

abolish a further tax: Capital Duty. 

G29 At present, companies have to pay a 1 per cent duty 

whenever they raise new capital - whenever, for example, 

a new company is formed or an existing company makes a 

rights issue. This is undesirable on two counts. It is 



a burden on companies who need to secure external finance 

for expansion. And it discriminates against risk capital 

as compared with debt finance and bank borrowing. 

G30 Capital Duty is a relatively recent impost, having 
br 	&Wet. rwerw.A•rir 

been reluctantly introduced in 1973 in compliance with 

our obligations under European Community Law. But the 

relevant Community Directive has now been amended. 

• 

(AN  t 4 	toet 
4.1.1  

tAcaiwn• ) 

Accordingly, I propose to abolish capital duty with 

effect from  [today}.  CrZki. 14'Ens:4y1-010 . 

G31 At the same time, I propose to get rid of the Unit 

Trust Instrument Duty, a similar though much less 

substantial impost, which is levied at the rate of i per 

cent on all property put into a unit trust. I know the 

unit trust movement will welcome this minor relief, and I 

trust the benefit will be fully reflected in lower 

charges to investors. 

4)  IC 14.441  erV:Vit, 

be0C4414440 allf.A if/  

mcs 
(hccA, trj 401444 

6.,"46p a re la 
at& "atoolirk ".) 

G32.Uhe cost of abolishing these two duties will be of 

the order of £100 million in 1988-89;2 The demise of 

141.*Iv  
Capital Duty brings the number of  -s-3-z-eab4e  taxes I have 

abolished up to five: an average of one a Budget. 
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D. PUBLIC SECTOR FINANCES 

Dl. As I have said, a sound monetary policy has to be 

buttressed by a prudent fiscal stance. 

Over 

cent of GDP 

D2. one time, it was regarded as the hallmark of good 
;01,-ti--- 	64 -A' 

the years, this robust idea became 

increasi ly gnored, culminating in 1975-76, when the 

last Labou 	rnment borrowed what, in today's terms, 

would amount 	ound £40,000 million.] 

This profligacy not only forced them to ask the IMF 

to bail Britain out. It also adeleel—v-a-s-t---amstuat, - 

n-a-t-ianal 

 

at- Ai-AIN  I-  4- 

 

     

One of our main objec_krs, when we came to office, 

was to bring down Government 	ing. We 4ww-IT-eeduced 

the Public Sector Borrowing Requiement from  af-fterntel 5I- per 
14- Rit_e"..)1-)  

Pm 	 /A-1k.  
cofft-by-1.242,_aai1  toll per cent  41110  198 . Today, I am 

able to report to the House that I h 	rought this 

process to its logical conclusion. This 	e ave 
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D5. The oudget 	in ltlt-uu  lOOKS to have been in surplus 

by some £3 billion/c something achieved on only one 

previous occasionsince the early 1950s. Instead 

ublic sector borrowing requirement, we have a public 

sector debt repayment; 	instead of the PSBR, the PSDR.' 

And even if there had been no privatisation proceeds at 

all, the PSBR would have been lower than in all but one 

year since the early 1950s. 

xcellent outcome reflects both higher than 

ec 	s, and a lower outturn on the expenditure 

side. Wit' . 	-conomy growing rapidly, revenues from a 

number of ta 	e risen faster than expected. Income 

tax and VAT hav 	particularly buoyant, and revenues 

from the North Sea are up significantly. 

-1e/Le- 

On the expenditure 	lower unemployment has kept 

down social security spe 	ng 	The trading performance 

of the nationalised indus1.ees  has improved. And the 

capital receipts of local aut.9 es and new towns have 

been buoyant. I now estimate tha the planning total for 

1987-88 will be [£146.4] billion, some £2 billion lower 

than projected in the Public Expenditure White Paper in 

January. 

The balanced budget is thus the 

consistently cautious fiscal stance, 

public spending, and the strong and vigorous econ 

a 
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D10. 

industrial country is in balance, let alone 

And even if we had no privatisation proceeds at 

E) (3 ET SECRET I  INJOTTO BE COPIED 
BUE)(3 Er LIST 0 INJ L1(  

has res  lted. IL is 'lel jubl. d 	e-off achievement in an 

exceptional year, but something we intend to hold on to. 

D9. A balanced budget is a sound discipline for the 

medium-term. It buttresses monetary policy. It creates 

more room for the private sector to borrow, invest, and 

grow. It leads to a lower burden of debt interest, which 

represents an investment for future years. And it gives 

ro 	r manoeuvre in the event of shocks. 

ahead to 1988-89, the factor that has weighed 

most hea 	ith me in setting the PSBR is the need to 

stick to a 	t and cautious fiscal stance. I have 

therefore dec 	to provide for a budget surplus, of 

£3 billion, the same as this year's expected outturn. 

Beyond that, I have projected a PSBR of zero in the 

remaining three years 	the Medium-Term Financial 

Strategy. 

[D11. Looking further ahead; privatisation receipts 

decline, as they are bound to o, I intend to stick to a 

PSBR of zero as the norm. In the very nature of things, 

there will be fluctuations, on either side. But I intend 

to keep these generally to within 1 pe 	t of GDP.] 

D12. A balanced budget represents sec 	for the 

present and an investment for the future. No4fja  major 
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US, in particular, to increase our plans for spending on 

the Health Service by £700 million, on education and 

announced a corresponding 

programme spending in 1989-90 

ear. 

J 
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budget d fit-IL wyuld bLill be lowet 

seven countries, except Japan. 

D13. The budget surplus for 1988-89 inevitably limits the 

scope that would have been available for reductions in 

the tax burden, which, leaving aside the oil sector, has 

actually risen, as a share of GDP, for two years in 

succession. 

NOT TO BE COPIED 

than in all the major 

D14. 

manoeuv 

expenditur 

, as the House will appreciate, any room for 

already constrained by the public 

for 1988-89, which I announced in the 

Autumn Stat 	 These show an increase of over 

£41 billion in 	g on programmes. This has enabled 

science by over £600 ml and on law and order by 

over £350 million, whil 	ns ing that public spending 

continues to fall as a N centage of GDP. 	I also 

of £6 billion in 

Indeed, I have to tell the House, with considerable 

regret, that these spending increases, 	ed with the 

need for a prudent fiscal stance mean th 

no scope at all for reducing the tax burden 

However, because of the buoyancy of tax 

which reflects the strength of the economy, I shall 

6.) 

e will be 
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have some room to reduce tax rates [and I shall come to 

this later.] 

D17. The plain fact is that sound policies, pursued 

consistently over a number of years, have established a 

virtuous circle in our public finances. 

D18. The 

pub 

rates 

reductions we have achieved in borrowing and 

ending as a share of GDP, coupled with lower tax 

created the room for the private sector to 

expand. Th 	expansion has generated higher output, 

higher pr 	and higher incomes, all of which have 

increased ta 	 This buoyancy has in turn created 

scope for lowerd..r owing, and lower tax rates. And so 

the circle goes on. 

D19. On the expenditure 	lower borrowing has reduced 

the debt interest we h 	pay. 	Debt interest now 

accounts for over half a 	rcentage poinl. of GDP less 

than it did only three years 	This is equivalent to 

a saving of nearly £3 billion eaq year. And the pattern 

of borrowing I have set out in the MTFS should bring a 

further saving of £21 billion a year, by 1990-91. This 

means that, within any given total for 	c spending, 

more can be spent on programmes. 	And ntinuing 

search for value for money - the equivalent 	th public 

sector of the supply-side reforms in the privat 	or - 

means that more can be achieved for a given a 

spending. 
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No dther major country nas succeeded in,-reducing its 

debt interest payments. Indeed, the 	St of the major 

seven have all seen increases in •ublic sector debt 

relative to national income over 	e 1980s, compared with 

our falling debt income rat 	[In one or two cases 

there is a risk of a vi ous circle developing: 	more 

borrowing raises it-rest payments, and hence more 
/ 

vir 	circle tands in sharp contrast.] 

Thi vJtuous circle is an achievement of great 

value. 	B 	is no cause for complacency. 	It took 

several year 	epair the damage done to the public 

finances by prey 	governments. But it would take next 

to no time to slip out of the virtuous circle, if we were 

ever to abandon the policies that put us there. 

This 

financial 

the plans 

into the 

Government ha co istently pursued prudent 
0 

policies for the \27st part of a decade. And 

I have just anno410 hich now extend well 

next decade, enshrine 	e epitome of financial 

prudence - the balanced budget. 
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borrowing still is eeded 	to 	the debt. Our just service 
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steady, and its timing cannot be predicted. But I am 

determined that, over time, we shall squeeze inflation 

out of the system altogether. 
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Bl. I start with the economic background. 

1987 will be remembered for the worl wide collapse 

in equity markets in October. Dramatic 	that was, we 

can now begin to see it in a longer pers ective. In many 

markets, the falls in share prices did little more than 

rev 
	

the rapid rises that had taken place earlier in 

th 
	

And business confidence dOes not seem to have 

been 21. ffected. 

Last 	in spite of the dramas in the financial 

markets, the 	nomy built on and indeed surpassed the 

strong performance of previous years [both in the three 

quarters before the collapse, and in the fourth quarter 

after it.] 

The growth rate, 	 than [4] per cent, was the 

highest since 1973, and 	en bettered only three 

times since the War. But b 	trast with some periods 

in the past, last / year was no freak sudden spurt, 

containing the seeds of its own undoing, hut a temporary 

quickening within a steady upward trend. 	ndeed, the six 

years to 1987 have been the longest 	d of steady 

growth, at a rate averaging 3 per cent 	 that WP 

have achieved since the War. 

1 

(.9 
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During both the 1960s and the 1970s, Britain's 

growth rate was the lowest of all the major European 

economies. During the 1,980s, it has been the highest. 

Inflation last year turned out at a little over 

4 per cent. 1987 was thus an important landmark: 	the 

first year for a generation in which the rate of real 

grow Zb was higher than t e rate of inflation. 
ain fact is that the economy has been 

transfo 	Prudent financial policies have given the 

private se 	he stability and confidence to expand. 

And supp1y-seorm, including tax reform, has removed 

many of the burdens w ich held British industry and 

individual enterprise n check for far too long. 

B8. 	[The combination 	ady growth and low inflation, 

which eluded previous G64ents for decades, has now 

CO)  
.. 

brought [11 million] new 3.0 	And over the past 

0 eighteen months, this has fed through into a fall of 

650,000 in the numbers of people out of work [including a 

sizeable fall in the number of long- 	unemployed]. 

Unemployment fell in all regions. And 	eioportion of 

than in 

any other major country. 

been with us throughout t* five years.] 	It has 

the workforce unemployed fell by a bigger 

performance of manufacturing industry 

t as outstanding as I predicted a year ago, with 

B9. 

every 
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B10. 	urrent account of the balance of 

1987 lbksflo have been in deficit by El 

GDP, well below the forecast 

ven though growth in the 

,T per ce 

invisible trade turned he surplus on 

But we saw a what was forecast. 

in exports, with non-oil exports up 

time last 

other countri 

out very close to 

further strong rise 

payments in 

billion, or 

I made this 

UK outpaced 

the efficiency and ad 	ity 
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output up by 	51 per cent. 	Once again, the success of 

manufacturing was founded on a sharp improvement in 

productivity. 	Since 1979, output per head in 

manufacturing has gone up faster here than in any other 

major industrial country, and we led the way again last 

year. This is a stark contrast to the 1960s and 1970s, 

when in productivity, as in so much else, 

of the league. 

we were bottom 

 

7 per cent, and manu nures up 9 per 

0 
continues the patter of the 

d)  o 
manufacturers maintainin their 

after decades in which it k' 

grew very much in line with <9xpectations 

buoyancy of domestic demand. 

1980s, 

share of 

nstantly. 

cent. 	This 

with British 

world tidde, 

And imports 

despite the 

[B11. Thus, comparing what happened 1 

forecast in the last budget, growth was 

in line, and the nnrrent account was lower 

This excellent outcome is testimony to 
/ 
that has taken place in 
/ 
of British businesses.] 

ear with the 

lation was 

an xpected. 

change the 
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Looking ahead to 1988, I expect another year of 

healthy growth with low inflation: and there is every 

prospect that unemployment will continue to fall [though 

the speed of this may slow from the record decline in 

1987.] 

Output is forecast to rise by 3 per cent, more or 

le 	1 line with the steady trend of recent years. The 

ris ixports is set to continue, though the pace may 

moder 	Consumer spending is likely to grow rather 

more slo 	an in 1987, but business investment is set 

to be much 1er. 

The non-oil economy should expand more rapidly than 

total GDP. For the year as a whole non-oil output may 

grow by 31 per cent altht,h the pace of growth is likely 

to ease from now on an 	o gh the year may be close to 

the trend of the past f 	ears. 
\> 

The underlying inflation 	te should stay at around 

4 per cent during 1988, as it did during 1987, though 

there are inevitably fluctuations, mos tly mirroring 

changes in the mortgage rate. 	Thi 	cord of low 

inflation is particularly impressive, 

sustained at a time of rapid growth. 

B16. Although growth is expected to be slower 	ast 

year, it is again likely to be faster than mos 

major countries. A particular worry is that growth in 
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Europe, which is increasingly the most important market 

for UK exports, could remain sluggish. This inevitably 

has implications for our current account. Although I 

expect the non-oil trade balance to remain at around the 

same level as in the second half of 1987, with our 

surplus on oil trade falling as North Sea oil output 

declines, the current account deficit may increase to 

some £3 billion in 1988 - around 1 per cent of GDP. 

Sme,  as the rates of growth here and overseas 

come b k 	to line, I expect the deficit to decline. 

Meanwhil , 	the continuation of prudent monetary and 

fiscal polii.. nd with the considerable international 

confidence in 	performance of the UK economy, this 

should pose no financing problem. 

The prospects b 	r exporters and for a further 

fall in unemployment, 	pend crucially on employers 

keeping their costs firm 	under control. Unit labour 

costs in manufacturing hardl at all in 1987, after 

three years of increasing signyicantly faster than our 

competitors. It is vital that employers do not let this 

\jlip, and keep a tight grip on costs, and in particular 

pay costs. 

However, the more serious dangers 1i inhe world 

economic scene. Growth in the major seve 	trial 

countries was around 3 per cent in 1987, do 	the 

forecast I made in the Budget last year. 
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Q.  B20. The latest indications suggest that, despite the 

stock market collapse, activity remains fairly buoyant, 

and I expect overall growth in the major seven countries 

to be around 21 per cent in 1988 - only slightly slower 

than this year. 

B21. However, there are considerable uncertainties given 

sistence of the large imbalances within the three 

lar 	untries, the US, Japan and Germany. 

The 	untries have begun to make the policy 

adjustment 	sary to reduce these imbalances. 	And 

there are si 	hat the steps they have taken are 

starting to bear fruit. But there is a long way to go. 

And there is the constant danger that the process of 

adjustment - which may 	I take time - could be damaged 

either by further gyr 	s in the  v.a.1.45te-ef-tile dollar*A 

or by a slide into prote lonism. 

\'t) 

Some commentators contin 	to insist that the way to 

solve these imbalances lies in further substantial 

exchange rate adiustments, even 1-hough the source of the 

problem lies elsewhere. They 	xchange rate 

adjustment as a miracle cure, whatever 	ness. They 

ignore the damage that uncertainty and 	nge rate 

volatility does to economic health. And t 	stract 

attention from the fundamental causes of the i 	es. 
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H.. 	COVENANTS AND MAINTENANCE 

Hl. I turn now to an important area of personal taxation 

which is ripe for reform and simplification: 	the 

taxation of payments made under deeds of covenant and 

maintenance agreements. 

Charities apart, these payments are simply particular ways 

another. 	Most transfers take place within families - 

housekeeping money from a husband to a wife, for example 

-and are rightly and properly wholly outside the scope of 

the tax system. But, over the years, the Inland Revenue 

has been increasingly brought into this area, for reasons 

which have little to do with logic and much to do with 

history and accident. 

This involvement of the Revenue in transactions 

which, in principle, should be none of their concern has 

introduced a new knot of complexity, much of it quite 

unnecessary, into the tax system. 	The reforms I am 

proposing today will greatly simplify all this; bring to 

an end a method of tax relief for the better off that can 

no longer be justified; will remove some lesser-k nown, 

but nonetheless unacceptable tax penalties on marriage; 

will reduce the burden of tax on those recipients of 

maintenance least able to bear it; will reduce the 

314- 



pressure on the Courts; and will improve the incentive to 

work both for students and for separated and divorced 

wives. 

First, covenants. With the exception of covenants 

to charities, which will be wholly unaffected by the 

changes I am proposing today, I propose to take all new 

covenants made on or after today out of the tax system 

altogether. Those receiving these payments will not be 

liable to tax on them and those making the payments will 

get no tax relief on them. The tax treatment of existing 

covenants will continue unchanged. 

The largest group of people affected will be 

students, and their parents, many of whom currently 

choose, for example, to make their contributions to the 

maintenance grant by covenant. 	As I have indicated, 

those who have already made such covenants will continue 

to benefit from them. 	For students who begin their 

studies in the next academic year, the parental 

contribution to the maintenance grant will be assessed on 

a new, more generous, scale, reflecting the withdrawal of 

the tax relief nn new covenants. My LL hon rienc the 

Secretary of State for Education and Science will be 

announcing the new scale later today. 

There will be no compensation for the loss of tax 

advantage in other cases - the grandparent, for example, 

about to covenant to pay a grandchild's school fees. But 



once rates of income tax are set at reasonable levels, 

this is precisely the sort of tax shelter it is right to 

dispense with. 

This reform will remove a wholly unnecessary 

complication from the tax system. 	Making the deed of 

covenant, and filling in the Revenue's forms, took much 

time and effort for the taxpayer and student alike; and 

a technical mistake could render the covenant legally 

void, and deny the recipients their tax relief 

altogether. 	The procedures were complicated and 

wasteful: 	local authorities had first to compute 

parental income for the means tested grant; then 

restrict the student grant accordingly; 	parents then 

made their covenants; the Revenue checked the student's 

income; then, finally, on receipt of the necessary claim 

forms, sent the tax repayments to the students. 

It would be difficult to devise a more convoluted 

way of getting money in to the hands of students. 

My proposals sweep all these complications away, but 

retain the same overall level of support for students. 

They also greatly improve students' incentives to take 

part-time or holiday jobs; for, when the old system has 

run out, no student will find that his or her personal 

allowance has all been used up by covenanted income so 

that tax has to be paid on the first pound of income he or 

she earns. 



• 
Similar 	considerations 	apply 	to 	maintenance 

payments. 	The present arrangements are complex and 

cumbersome, and mean that the Revenue have to send tax 

returns to divorced and separated people whose tax 

affairs would otherwise be very simple. Again, there is 

no reason in principle why the tax system should be 

involved in the making of these transfers of income at 

all, except insofar as is necessary to compensate the 

payer for the reduction in his tax threshold from the 

married to the single allowance when the marriage has 

broken down. 

So I am proposing that in future separated or 

divorced spouses rece iv ing payments under maintenance 

agreements will not have to pay any tax whatever on them. 

Those making these payments will, on the other hand, get 

tax relief on the payments that are made, but only up to 

a limit equal to the difference between the married 

allowance and the sing le allowance. There will no longer 

be tax relief at all for maintenance payments other than 

to separated or divorced spouses. 

This new system will be much simpler for all. 

concerned. It will reduce the tax burden of those who 

are least able to bear it, since the great majority of 

those who receive maintenance payments, and who will be 

wholly relieved of tax on these payments, are at the 

lower end of the income sca le; and because the limit on 

tax relief for payers is sufficiently high to ensure that 

- 



the great majority of payments to divorced or separated 

spouses will continue to enjoy tax relief. 

These changes will also remove one of the 

lesser-known tax penalties on marriage. For tax relief 

greatly in excess of that which is available to a married 

couple will no longer be available to a divorced couple 

who make very large income transfers between themselves; 

nor will it be possible to make artificial tax-efficient 

transfers to minor children - a device at present 

available to the unmarried but not to the married. 

The new provisions will protect people who are 

either making or receiving payments under existing Court 

Orders or agreements. The same protection will run for 

people who have already applied for Court Orders, 

provided these are made by 30 June. 

My proposals on covenants will yield £25 million in 

1988-89 and £85 million in 1989-90. 	The additional 

expenditure on student grants will be EX million in 

1988-89 and EX million in the following year. 	My 

proposals on maintenance payments should be [ revenue 

neutral] [bring a small yield in 1988-89 and 1989-90]. 

As I have already indicated, covenants to charities 

will be entirely unaffected by these changes, which 

essentially concern covenants between individuals. 

Indeed, I have a new measure to help charities further. 

e 



The payroll giving scheme has now been running for nearly 

a year. I am glad that so many employers have already 

set up schemes, and I hope as many employees as possible 

will take advantage of them. In order to give further 

encouragement to charitable giving, and to assist the 

growth of the payroll giving scheme, I propose to double 

the limit on tax-allowable donations under the scheme 

from £10 a month to £20 a month. 

• 

_ 	- 
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J. TAXES ON SPENDING 

I now turn to the taxation of spending. 

• 

0~K 
I have one change to propose today affecting the 

coverage of Value Added Tax, which will remain at 15 per 

cent. Confectionery was brought in to VAT by the RHM for 

Leeds East in 1974, and the legal definition of 

confectionery goes back further still to the days of 
v.* lavVor 

purchase tax. It 	 well ovcr the . 	, 

Ua 
particular, recentl cases 420e-f-ert-e—VAT—t-r-ab.u.a.a.1-s  appear to 

suggest that somerphewjcereal bars are subject to VAT, 

[Whereas hard cereal bars are no j. I propose to clarify 

the law so that 4=t  6".3  Lypt.:  are taxed. 

GIESPOC4WM4  

Goo 

Cn E 

Uri wit 	rfc.44./e 

awt;•41. a AVV;Viti 

1Lear-5, as new products have come on to the market. In . 	• 

tirry.40111 ;4) 

J3. -1.—p-r-erro-se to raise the excise duties as a whole in 

line with inflation, but to make some modest adjustments 

within the total. 	The duty on cigarettes and 

hand-rolling tobacco will be increased, by the equiv-

alent, including VAT, of threepence for a packet of 20 

cigarettes. This will take effect from midnight on 
0 mist 

AF  Thursday. The duty on a tr5g1 packet of fivc cigars 
Av 

will rise by two pence, but that on pipe tobacco will 

remain unchanged. 



to abolish the 
ee,cavalie 440 A 

minimum duty charge on beer, which will 
of low-4144ot basrz. 

• 
J4. As to the 

including VAT, 
m4094-4101,4"%d. 

beer and "bider 

sixpence on a 

again be no 

alcohol duties, I propose increases which, 
tOkywr 

will put a penny on the price of a pint of 
tv 

, fourpence on a bottle of table wine, and 
ediguiv a4.4. 

bottle of sparkling wine. There will once 

increase in the duty on spirits. These 

changes will take effect from 6 o'clock tonight. 

KIGA :scorei aieht>. 
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become more 
cop4441kt AM41 

ty structure, 

w4-rre7 -btrt—rrcrt-- 

alcoholic drink and a soft drink, have 

popular in recent years.. the existing du 
putoo Mi4 	4t4144 AMg. `;',Ii4eiracethie 

these  4--lew-5-t-reiteytiat  products, to encourage the young 
• 

+-0 C44Wbit4  ).4;1gAv 	lerwe,r c4ut3i4 conta.ve• 
particular to 

J5. Dr inks known as 'coolers', which are mixtures of an 

.Icat-prc qtisfactorily for productc baccd on 

- 	• IP 	"• • 

in 

 

based 	on L eL UL bp IL 1 . I propose, 

 

therefore, to introduce a new and lower duty band for 

rages. For the same reason, I propose from 1 October 

J6. I propose once again to leave the main rates of 

Vehicle Excise Duty unchanged. 	But I shall be 
ve•IV 

new special tax class for a small category 
goat.**A-F4avOt4k Art44 11411410 

teelobftsot 	cob' 

lAn4 bion.v.14n4cov or, 

< F f 4 tArp..«,g,  bi44k- 	eta 	Loc4u4de,  bt,ors .4<e,  

o-41 ttoo vo4;stoo $101.;, 	nafto p.o. &ed.. 81.4k4%/it PA C 

Vri-luta owe  tAvr•-• wow 4 ir.4L,  

introducing a 

of large and heavy vehicles. These juggernauts 

cause a substantial amount of wear and tear on the roads, 

044 

LI" «oitott JAI 

"cer.c000t;toctoj *. rimed 

of not- qt./  1 1 li&ve,  

but currently pay a 
	

tme. 	 rate of duty. 	The 

excise duty for these vehicles will go from £130 up to 

£1600 this year, and will rise again next year to a level 

which corresponds with the maximum rate of duty paid by 
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other heavy goods vehicles. 	There will also be some 

minor adjustments to the rates of duty within the HGV 

classes. 

• 

J7. 	To recover the revenue forgone by not revalor ising 

Vehicle Excise Duty, I propose increases in petrol and 

dery over and above the rate of inflation, which, 

including VAT, will raise the pr ice of petrol by about 

sixpence a gallon, and that of dery by f ivepence a 

gallon. These changes will take effect from 6 o'clock 

tonight. 

38. In my Budget last year, I sought to promote the use 

of lead-free petrol, with all the environmental benefits 

it brings, by introducing a duty differential in its 

f av ou 	 consumption  e-f---1-e-erel—free pet-rol 

remains disappointingly low. Accordingly, I propose to 
Cr,,,tse. 440,-3 

double the duty differential in its favour by exempting 

it from the duty increase I have announced for leaded 

petrol. This means that, despite the higher production 

costs, the pump pr ice of unleaded petrol should Ca-t worsg 

W 
be Ciio hi

OW
gher than)that of ordinary 2-star petrol. It is 

MAO' 1•44Wte 
now up to the Cpel.Lol companieg to promote the &ale.) of 

44..:4. 

Y4C4ik  Celtedo 	
unleaded petrol far more effectively than Ethey have donD 

ktisore aowts st4 	 hitherto. 

40.0 041•10 . 
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K. TAXES ON CAPITAL 

Kl. The emergence of the capital-owning democracy has 

been one of the most remarkable features of the 1980s. 

Encouraged 	 (Fome 21 million 

families have bought their homeg And our new proposals 

for personal pensions, which come in to effect in July, 

will give a new dimension to pension ownership. 

But the most dramatic change has been in share 

ownership. 	In last year's Budget, I announced the 

results of a joint Treasury/Stock Exchange survey of the 

number of shareholders in this country. This revealed 

that some 81 million people - one adult in five - owned 

shares, about three times the number in 1979. 

A similar survey has been carried out this year. 

Despite all the stories of people taking quick profits on 

privaLi6dtion shares, and despite the stock market 

collapse, the results show that the number of individual 
er04-0,1ap44;arew4164 

shareholders has if anything risen slightly, to very 

nearly 9 million.114;00.6a0Aratio 1,A04, 64.ov...tad 	 Few•ii.-- 436, 

wov 	vitiola, -biNe ka-tr& of-  .014.ate. arkm;v 	nafiv 4ovka-k/ nob 

I have two proposals to encourage share ownership 

further to announce today. 



• 
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First, Personal Equity Plans are off to a successful 

start. Over a quarter of a million people took out plans 

in 1987, and subscribed nearly £1 billion between them. 

To give further encouragement to this form of investment, 
co, leo 

I propose to increase the annual limit, from £2,400 to 
kv 1:— £3,000. The new higher limit will apply retrospectively 

as from 1 January this yearD 

Second, measures to encourage employee share 

ownership have featured in seven out of the last eight 

Budgets. As a result, the number o all-employee share 
Gd 

schemes has risen from 30 in 1979 to over 1400 today, 

involving well over 10,000 companies, and providing 

shares and options for well over 11 million employees. 

,40  

4 

1),Eri 

0-4* 

Following extensive consultation, I propose to 

relax the provisions of Section 79 of the 1972 Finance 

Act, relating to employee shares obtained outside the 

approved schemes, so as to encourage the spread of these 

schemes. 

(I have already, 	previous Budgets, substantially 

reformed the taxation of capital, with the replacement of 

Capital Transfer Tax by Inheritance Tax. But I believe 

this process can and should be taken further. Last year, 
tykat:eorew 

I reduced the rates of tax from seven to four: this year 

I propose to simplify
I 
	tax still further by levying it 

at a flat rate of 40 per cent. 



At the same time I propose to raise the threshold 

tiCS 
	 -Ear---144.4e-E-i-t-&=r---T-a-x-from £90,000 to £110,000. 

The increase in the threshold will reduce the number 

of estates liable to tax by a quarter)  allowingmany more 

people to inherit the family home free of tax. And the 

flat rate of 40 per cent means that for the family 

business, enjoying 50 per cent business relief, the 

effective rate of tax can never exceed 20 per cent, one 

of the lowest rates in the industrialised world. 

vic 4414 bilsio 
nctk- v. 420.9.. 

frfli 

AfWt e- 

K11. The Inheritance Tax reforms will cost £100 million 

in 1988-89. 

1(12. Lastly, Capital Gains Tax./trictly speaking, this 
trY4y4w1 

should not be a tax on capital as such at allp Nor is it, 
4 

so far as gains which have arisen since 1982 are 

concerned, thanks to the indexation provisions 

csowt 
introduced by my predecessor in 1982, 0 extended in my 

1985 Budget. 

fov 	 iterb/4 
1(13. But w)-th gains that arose -Fr-ior -to 1982, the tax 

falls largely on purely paper profits resulting from the 

rampant inflation of the 'seventies. In other words, it 

bites deeply, and capriciously, into the capital itself. 

reti440 .6t03G 

V.:CA/114 	ellt 

64414  • D.6a  

K14. This has long been recognised as manifestly unjust. 

Indeed, from the time I first entered this House I have 



• 
argued that Capital Gains Tax should fall only on real 

gains, and not on inflation-induced paper gains. I have 

therefore looked hard to see if the indexation provisions 

could be applied right back to the inception of the tax 

in 1965. Unfortunately, they cannot. The necessary 

information is in many cases no longer available. 

Accordingly, I have decided to bring the base date 

for the tax forward from 1965 to 1982. That is to say, 

for all disposals on or after 6 April, any capital gain 

arising before April 1982 will be exempt from tax 

altogether, for individuals and companies alike. 

Po- 
This Budget thus ends once and for all the injustice 

of taxing inflationary gains. ;Pt' willCils93 benefit the 

economy by unlocking assets which have been virtually 

sterilised because of the penal tax that would have 

arisen on any sale. 	And it will help many small 

businessmen and farmers in particular. 

   

At the same time, it is necessary to review the size 

of the annual exempt slice. This currently stands at the 

relatively high level of £6,600, largely as a result of 

the substantial increase enacted by my predecessor in 

1982, explicitly as rough and ready partial compensation 

for the continued taxation of pre-1982 paper gains. 	I 

therefore propose .Pns-t--ye-t—ld-ee-ild-eA4, It should also be 

borne in mind that, with the introduction of independent 

teAlfoce- )014A,  

t 000  fp- 1128 -VI 
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taxation in 1990, a husband and wife will each have their 

own exempt slice. 

4,44 covael.to.ntat 
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Rebasing the tax so as to produce a fully indexed 

system makes it possible to bring the taxation of gains 

closer to that of income. In principle, there is little 

economic difference between income and capital gains)) 

And, insofar as there is a difference, it is by no means 

clear why one should be taxed more heavily than the 

other. 	Taxing them at different rates distorts 

investment decisions and inevitably creates a major tax 

avoidance industry. beIt has also tended to produce a 

bias in favour of capital gain and against income which 

is not conducive to a healthy Q.a1-04.-t-al-marke-t<) 

K2.0 -6 

propose a fundamental reform. Subject 

to the new base --(capital gains will continue to be 

worked out as now, with the present_ xemptions) and 

<,..Teli_!!_i —=Ziq:—ia4P-01thqkt*the principal private residence, 

will 	remain -tax 	free. But the indexed gain will then be 

taxed at the income tax rate that would apply if it were 
4t,ta1341.4.e,  of.  

l_the taxpayer'sEarginal slice oDincome. 

towv raotAa. iNowt. 

°Tt4;w  csf" 
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K20. At present, with capital gains taxed at 30 per cent 

for everybody,/ t-14-e—s-y-s-ta te  

t,expayers more heavily on capital gains than on 

investment income, -wh-e-r-ea7g higher 	Late 	LdXyLS -ace 

Iowex_rata of  tax--eft—tha-i-n-s--.- 	This contrast is hard to 

—.z 
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These changes will not take effect until 6 April. 

Taxing capital gains at income tax rates makes for 
- 4 411414*  84)c DAV itk4k (re4W.-- 

greater neutrality in the tax system. It is what we do 
4w 

already for companies. And it is also nc7Othe practice 

in the United States, cvcn 	withouL 	the  —rettuf--3,f 
1-t, 14a, Ame4;€441/6.croude-v-  doed 144 ter 	41,  

eAcAr 'vewle-tatu.n, cv 	0.4VA4•44' e k gAngru.tvi , 

1<23. The changes I have announced, taken as a whole, 

represent a thoroughgoing reform of capital gains tax 

which will benefit the economy and eradicate a major 

injustice. They will sharply reduce the damaging effects 

of the tax, while ensuring that capital gains remain 

properly taxed and the yield of income tax adequately 

protected. 

1<24. They aLe expected to yield £45 million in 1988-89, 

/ and cost £20 million in 1989-90. The cost in this case 
14‘,t_y / ri.-s a measure 

 

of the tax that should never have been 

levied in the first place. 
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L. 	INCOME TAX 

Li. Finally, I turn to income tax. 

L2. I have followed with interest the press speculation 

about the size of the so-called giveaway that would come 

in this Budget, through lower taxes in general, and lower 

income tax in particular. Of course, the Government has 

no money of its own to give away. Any tax reductions are 

a question of taking less, 
I 

C.4111‘444144'. 11411CCtl ' 

of 	'40 .24A-n4;14 	 of 

There has also been much discussion about the 

trade-off between tax cuts and public spending increases. 

There is no such trade-off. The plain fact is that if 

you have a successful economy, you can, over time, have 

both. 	And if you have a feeble economy, you can have 

neither. 

The way to a strong economy is to boost incentiveb 
ourtearrt, wrAA, 

and enterprise. And that means keeping income tax as low 

as possible. 

Income Lax has been cut in each of the last 

six Budgets - //the first time this has ever occurred./ 

And the strength of the economy over that period speaks 

for itself. 

-/- 
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However, reforming Income Tax is not simply a matter 

of cutting the rate. 	I also have to look at all the 

various allowances and reliefs to check that they are 

still justified. 

With this in mind, I have a number of proposals to 

announce. 

First, forestry. Given the special characteristics 

of forestry, including a gap of anything up to a hundred 

years between the costs of planting and the income from 

selling the felled timber, I accept that some special tax 

treatment is warranted. 

But the present system is not. 	It has been said 

that it encourages the prong peoplfito plant the wrong 

trees in the wrong places. Whether that is so or not, 

what it certainly does is enable mostly top rate 

taxpayers to shelter their athow income from tax, by 

setting it against forestry losses, while the proceeds 

from any eventual sale are effectively tax free. Indeed 

a whole industry has grown up to promote this particular 

form of tax avoidance. 

L10. The time has come to bring it to an end. I propose 
pAnaex:Ae."1- 

to do so by the simple expedientof taking commercial 

woodlands out of the tax system altogether. That is to 

say, as from  txj  receipts from the sale of trees 0 

felled timber will not be liable to tax./.244-t-r-e-qtrer-1-1-25- 

• 



a#,A,  subject 494417 to transitional provisions, expenditure on 

commercial woodlands will no longer be allowed as a 

aq4A 
deduction for income tax-a,T corporation tax. EJ62.0p4'4 

)( 	Lll. It is perhaps, a measure of the absurdity of the 

t- 	 present system that Ithe Geffits.4-e-4e exemption -f 	the  

will, in time, produce a yield 

of at least £10 million a year. 

But in order to further the Government's objectives 

for the rural areas, I have agreed with my Rt. Hon. 

friends with responsibilities for forestry that there 

should be a parallel increase in planting grants. Full 

details of the new grant scheme will be announced next 

week. 

The net effect of these changes will be to end an 

increasingly blatant for" of tax avoidance; to simplify 

the tax system, abolishing the archaic Schedule B in its 

entirtty; and to enable the Guveinment to secure its 

forestry objectives with proper regard for the 

environment, including a better balance between 

broad-leaved trees and conifers. 

gl6 A 
	 L14. Next, benefits in kind - perhaps better known as 

6:0114!4  vf 	 perks. One of the biggest tax-induced distortions in the 

.xrad'A'r*"4-1..1f:41 Zuonomy today is the growing tendency to provide 
rw."--- 

tr-• 

remuneration in kind rather than in cash. 	It must be 

right to move towards a system of lower taxes all round 

and fewer tax breaks of this kind. 

otiove,  
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Far and away the most widespread benefit in kind is 

the company car, which remains massively undertaxed. 

Independent studies, based on figures supplied by the AA, 

suggest that a typical company car, such as a 1.6 litre 

Sierra, is worth at least £3000 a year to the employee. 

But the scale charge on which the employee is taxed is 

only £700: less than D.- quarter Othe true value. 

This discrepancy is too great to be allowed to 

continue. 	On the other hand, the scale of the 

undertaxation is so great that it cannot be put right in 

a single year. But in a Budget when I am able to reduce 
7 

47 
tax rates, there is a strong case for a s 	change in 

the taxation of these benefits. I therefore propose to 

double the car scales for 1988-89. This increase 

subsumes the 10 per cent increase which I had already 

announced for 1988-89. 	The yield from this will be 

/90 
Et=t  million in 1988-89. 

ELI/. As I have indicated, even this large increase in tax 
will leave the benefit from company cars significantly 

undertaxed. It will therefore be necessary to return to 

this in future years. :3 

L18. The scales for the taxation of car fuel adequately 

reflect the value of the benefit, and I propose to leave 

them unchanged. 

Lc rt('41 	.1 



In principle, everybody should be liable to/  ax on 

benefits in kind, just as they are on remun4ation in 

cash. But for reasons of administrativ convenience, 

most benefits are taxed only on dirt tors and those 

employees whose earnings, including senefits, are above 

£8,500. This threshold has rem ned unchanged for many 

years. In the special circu stances of this year, with 

the car benefit scale c 	ge doubled, a modest increase 

is justified. Otherw 	, tens of thousands of people, on 

below average 	nings, would be saddled with a 

substantial inc ease in their tax liability as they cross 

the threshol for the first time. I therefore propose to 

increase the limit to £10,000. 	I do not intend to 

incre se it again. The cost of this concession will be 

£ 	million in 1988-89. 

Next, mortgage interest relief. This Government is 

committed to the further spread of home ownership. 

Mortgage interest relief has an important role to play in 

achieving that aim, and will continue in place, against 

both the basic and higher rates of tax. 

However, in addition to the move to the residence 

basis I have already announced, which will remove the 

most widely-resented tax penalty on marriage, I have one 

simplification and one reform to propose in this 

connection. 

• 
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1:- The simplification is to bring to an end, for new 

loans only, relief for the purchase of a home for a 

dependent relative or a divorced or separated spouse. 

This will make little practical difference, since relief 

will still be available if the relative or spouse makes 

the payments directly; but this will usefully simplify 

the administration of the system.? 

The reform I have in mind concerns the parallel tax 

relief for home improvement loans. Most of these loans 

are for fittings such as double glazing,nd have played 

a significant part in the recent growth of consumer 

credit] This may be partly due to the substantial scope 

for abuse, as loans ostensibly taken out for home 

improvements are used for other purposes, a matter which 

was the subject of a recent report from the Public 

Accounts Committee. 

I propose, therefore, to end tax relief for all new 

home improvement loans taken out after 5 April. Existing 

home improvement loans will be unaffected. This is 

expected to yield £80 million in 1988-89 and £200 million 

in 1989-90. 

Among the legacies of the years of penal top tax 

rates is the complicated special relief for large 

redundancy payments. 	This is no longer justified. 	I 

therefore propose a major simplification, increasing the 

exemption limit for these payments from £25,000 to 



£30,000, but abolishing the additional relief for larger 

amounts. By the same token, top slicing relief for lease 

premiums and the like will also disappear. 

L26. I have a few changes to propose this year following 

from the recommendations of the Keith Committee. Most 

are designed to improve compliance, and to help the 

Revenue to uncover taxpayers who do not declare all their 

income, particularly where large amounts of tax are being 

lost. This measure is expected to yield £10 million in 

1988-89, and more in later years. However, I propose a 

number of relaxations to the VAT enforcement regime, 

which will make life easier for businesses, while 

safeguarding tax revenue. Some of the penalties will he 

reduced from midnight tonight. 

L27. Finally, I turn to income tax itself. 
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L35. I now turn to the tax thresholds. 	The statutory 

indexation formula means that I should increase  _err  the 
_Elx-140katral income tax allowances and bands by the increase 

in the RPI over the year to last December, or 3.7 per 

cent, rounded up. I propose to do more than that; indeed 

exactly FicE)as much. 

L36. Thus the single allowance will go up not by £90, as 

required by indexation, but by £180, to £2605; and the 

married allowance will go up not by £150 but by £300, to 

£4095. Similarly the single age allowance will rise by 

£220 to £3180 and the married age allowance by £360 to 

£5035. The higher allowances for taxpayers aged 80 and 

over, which I introduced in the last Budget, will 

correspondingly be increased by £240 and £360 to £3310 

and £5205 respectively, and the new age allowance income 



destroy enterprise, encourage avoidance, and drive 

talent to more hospitable shores overseas. As a result, so 

far from raising additional revenue, over time they 

actually raise less. 

L41. By contrast, a reduction in the top rates of tax 

can, before long, result in a higher, not a lower, yield 

to the Exchequer. Despite the substantial reduction in 

the top rate of tax in 1979, and the subsequent abolition 

of the investment income surcharge in 1984, the top five 

per cent of taxpayers today not only contribute X per 

cent more in real terms than they did in 1978-79, 

Labour's last year: they also contribute a significantly 

higher proportion of the total yield of income tax. 

• 
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L42. Indeed, .even after the changes I am about to 

announce, and before the beneficial effects have had time 

to work through sOthe top 5 per cent of taxpayers will 

contribute some 27 per cent of the total yield of income 

tax, compared with 24 per cent in 1978-79. 

L43.Ds I have indicated.) after nine years I believe the 
14mA 4"/` 

time has come to make a further reduction in the top rate 

of income tax. I therefore propose to abolish all the 

higher rates of tax above 40 per cent. 

L44. This will leave us with a simple system of income 

tax consisting of a basic rate of 25 per cent and a 



single higher rate of 40 per cent. And, indeed, a system 

of personal taxation in which there is no rate in excess 

of 40 per cent. 

L45.CI believe that 40 per cent is a reasonable top rate 

of  tax.:?  But, bearing in mind that the basic rate of tax 

is also the starting rate of tax, I believe that 25 per 

cent is still too high. 

AG:1Vivwsito Ws' 4 Ali 

arry tvooni• 
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L46. Since we first took office in 1979, we have reduced 

the basic rate of income tax from a third to a quarter. 

hinAl 
Our aim should szIy be to get it down to a fifth - a 

rate of 20 pence in the pound - as soon as we prudently 

and sensibly can. 

Meanwhile, I have today been able to reduce income 

gPftA 
in both the basic and higher rates. The tax reduction 

for a married man on average earnings in 1988-R9 will he 

worth nearly £5 a week. 	The changes will take effect 

under PAYE on the first pay day after 14 June. They will 

cost £00 billion in 1988-89 over and above the cost of 

statutory indexation. 

The total cost of all the measures in this year's 

Budget, again on an indexed basis, is £00 billion. 

See. cs 7 ret.:„,uk,  
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tax at all levels, with increases in both the personal 

allowances and the I/14W rate 
	

ir • and reductions 
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H. 	COVENANTS AND MAINTENANCE  lAwliin 	taw  11.14444-'7" 

r  at a te,.„1,4 

Hl. I turn now to an important area of personal taxation 

which is ripe for reform and simplification: 	the 

taxation of payments made under deeds of covenant and 

C wc,4,ectdc) 
	

maintenance  2=11=t 
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Charities apart, these payments are simply 

particular ways of transferring income from one person to 

171,#t another 	Most transfers take place within families 

ousekeeping money from a husband to a wife, for example 

-an!3are rightly and properly wholly outside the scope of 

444-tkvi  the tax systar . But, over the years,5he Inland Revenue 

has been increasingly brought into this area, for reasons 

which have little to do with logic and much to do with 

history and accident. 

ACIA ov.a teA pitevi.. 
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This involvement of the Revenue in transactions 

which, in principle, should be none of their concerhas 

introduced a new knot of complexity, much of it quite 

unnecessary, into the tax system. 	The reforms I am 

proposing today will greatly simplify all this; bring to 

rarr- 
an end a mcthod of tax relief for the better off that can 

no longer be justified; will remove some lesser-known, 

but nonetheless unacceptable tax penalties on marriage; 

will reduce the burden of tax on those recipients of 

maintenance least able to bear it; will reduce the 
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4;w4fuoti,  et 	44  
pressure on the Courts; and will ..improvc thc incentive to 

work both for students and for separated and divorced 

wives.  f-Altieortivofr 	4'64444-  44°4'4'4  4044224"" 1;1  "4+ v417 
61,11, 84;.411. Lew. 41tyw Dy 

1.4.4. wink. 

First, covenants. With the exception of covenants 

to charities, which will be wholly unaffected by the 

changes I am proposing today, I propose to take all new 

1:144"4‘411.4  covenants mde on or after today out of the tax system 

altogether.  .1-1=rcrSe  receiving these payments will not be 

liable to tax on them and h-dte making the payments will 

get no tax relief on them. The tax treatment of existing 

covenants will continue unchanged. 

ttC5 

The largest group of people affected will be 

students, and their parents, many of whom currently 

choose,—for 	cxample, to make their contributions to the 

maintenance grant by covenant. 	As I have indicated, 

those who have already made such covenants will continue 

to benefit from them. 	For students who begin their 

studies in the next academic year, the parental 

contribution to the maintenance grant will be assessed on 

a new, more generous, scale, reflecting the withdrawal of 

the tax relief on new covenants. My rt hon Friend the 

Secretary of State for Education and Science will be 

announcing the new scale later today. 

H6. There will be no compensation for the loss of tax 

advantage in other cases - the grandparent, for example, 
(-, 

about to covenant to pay a grandchild's school fees:3 But 
f.IG.A wovi4k.o.,.4e 



once rates of income tax are set at reasonable levels, 

this is precisely the sort of tax shelter it is right to 

dispense with. 

KSA 0,...144WG 

weloy;,4t down,  

t.4 14 0044"4V ef 	. 

kA) 

H7. This reform will remove a wholly unnecessary 

- 
complication from the tax system. 

 E:  
Making the deed of 

covenant, and filling in the Revenue's forms, took much 

time and effort for the taxpayer and student alike; and 

a technical mistake could render the covenant legally 

void, and deny the recipients their tax relief 
,oikomle,)4FAJIA4, rat.44444 4 47.04, An. ......„mr4 

altogether. 	The procedures, were complicated and 

wasteful: 	local authorities had first to compute 

parental income for the means tested grant; 	then 

avc: 

er 144eik trf 
Nu...444v 440-4:e— Ftwe' 

restrict the student grant accordingly; 	parents then 

income; t.44n-,---f-iaa4-1-y-T-eft-r-eceipt ef-the -rt-ecessary-cimr 
amt. 

forme, sent the tax repayments to the students. 

made their covenantWhe Revenue checked the student's 

HR. It would be difficult to devise a more convoluted 

way of getting money in to the hands of students. 

 

H9. My proposals sweep all these complications away, but 

retain the same overall level of support for students. 

trrhey also greatly improve students' incentives to take 
part-time or holiday jobs; for, when the old system has 

run oul, nu student will find that his or her personal 

allowance has all been used up by covenanted income so 

that tax has to be paid on the first pound of income he or 

she earns.? 
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Similar 	considerations 	apply 	to 	maintenance 

arrangements are complex and 

c474w";/a 4-r  14,4-  Pv;.1 	044;Immocir 444tmet, 	4^01. ALAirrwl.. 
.47.uxmhens-ame,--a-nd  mean tha the—Revenue have  tia_send—tax 

retuT 	n s ttr—dhiroirrce4----arld--separated 	-psolods--whose---tax 

affaixs.wau-16—etherwise be—very-simple. Again, there is 

no reason in principle why the tax system should be 

involved in ftFie making oi) these transfers of income at 

allj3 except insofar as is necessary to compensate the 
en;tstre"stfut-e/ 
for the reduction in his tax threshold from the 

married to the single allowance when the marriage has 

bnak-en—Town. 

So I am proposing that in tilture  separated or 

eraltra awl divorced spouses receiving payments under maintenance 

agreements will not have to pay any tax whatever on them. 

Those making these payments will5n the other hand get 

tax relieftn the payments that are made, but onl9up to 

a limit equal to the difference between the married 

allowance and the single allowance. There will no longer 

be tax relief at all;for maintenance payments other than 

to separated or divorced spouses. 
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payments. 	The present 

OA/ vok to.* VI 14 Lime, 

H12. Tb-i-s- new system will be much simpler for all 

concerned. 	It will reduce the tax burden of those who 

are least able to bear itd since the great majority of 

those who receive maintenance payments, and who will be 

wholly relieved of tax on these payments, are at the 

lower end of the income scale; and because the limit on 

tax relief for payers is sufficiently high to ensure that 



the great majority of payments to divorced or separated 

spouses will continue to enjoy tax relief. 

CW 41). CrW:At 
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C- These changes will also remove one of the 

lesser-known tax penalties on marriage. For tax relief 

greatly in excess of that which is available to a married 

couple will no longer be available to a divorced couple 

who make very large income transfers between themselves; 

nor will it be possible to make artificial tax-efficient 

transfers to minor children - a device at present 

1 
available to the unmarried but not to the married:7. 

riJ 
The  a- 	•  .v'ate"." people who are 

either making or receiving payments under existing Court 

Orders or agreements. The same protection will run for 

people who have already applied for Court Orders, 

provided these are made by 30 June. lenii-vAioU tq" 41itetel.;$14, 

tre 41444A,  trilowXtowil. r14.6.3F., cont...;o4. i;Adet 
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My proposals on covenants will yield Ek.5 million in 
log 

1988-89 and Las million in 1989-90. 	The additional 

expenditure on student grants will be EX million in 

1988-89 and EX million in the following year. 	My 
ts)vit Lou 	i0 	;4%, 

proposals on maintenance payments -eh-euld be [revende 

me -19  64 c walig;*— 	1149-9°, [mt.  14/41 1441641e a avowalLIU. 
neutral] [bring a amall—y4eldr—in 	19-88  ft') end 1985 5.8]-. 
Ug041,,T.,  bm0^. 

As I have already indicated, covenants to charities 

will be entirely unaffected by these changes, which 

essentially concern covenants between individuals. 
at 

Indeed, I have ar2V-meeed-re—to help charities further. 
0")C, 
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n unmarried couple with 

Aaditional Personal children can each claim the 

Allowance, and thus get more tax relief than a married 

couple in the same position. 	I cthcrate-refpropose to 
44n 	1-441-v 

E-est-r-i-c-t-241-e-!addl-t--i-oftal-Persona- Allowance to one per 

„c-ouplie:-A414-6;-_wil-I-A:a.Ate effect from April 1989. 

F14. Thus this Budget will eliminate, for all practical 

, all the tax penalties which, under the present 

n arise on marriage. 
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a new company 
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G29 At present, companies have to pay cent duty 

whenever they raise new capital - wheneve<(\  example, 

is formed or an existing com0 
 

1, 
44. _ . 

is is undesirable on two count 
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that, orreAg)(3EITeLJEapONJO(half  of any gain betw4n 

£125,000 and £500,000 will also be completely free of 

tax. 

G26. While on the subject of capital gains tax, I propose 

to extend rollover relief to a group of assets whose only 

characteristic in common is that none of them existed 

when the'existi-ng list of qualifying assets was drawn up. 

The 	e milk quotas, potato quotas [do they e-istn, 

sat 	and spacecraft. I know that this will be 

warml 	med in the farming and extra-terrestrial 

communi 

t, 
0 G27. Lastly, n 	small business front, I propose to 

U increase the VAT threshold to £22,100, the maximm 

permitted under existing European Community Law. 

G28. Throughout my tim 

look-out for taxes to abo 

form of refoLm. 	I have a  

hancellor, I have been on the 

Abolition is the simplest 

abolished the National 

>e 	Insurance surcharge, 	he In went Income surcharge, 

Development Land Tax, and the tax on lifetime gifts. 

Today I propose to abolish a further tax: Capital Duty. 
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unit trust movement will welcome 

trust the benefit will . 	. 
, 	• ,I4 „ 

, 

G32. The cost of abolishint 

his minor relief, and I 
cyr 

two duties will be of 

4414arratmrsto investors. 

A,0 ,11111i.450#  the order of £100 million 8-89. The demise of 
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a burdea B1J:10E1T ELI S To Q UlaYt 0  secure external finance 

for expansion. And it discriminates against risk capital 

as compared with debt finance and bank borrowing. 

A4AL 
G30 Capital Duty is a relatively recent impost, -naving, 

r-eiuctantTy.  introduced in 1973 in compliance with 

our obligations under European Community Law. 	But the 

relevant Community Directive has now been amended. 

gly, I propose to abolish capital duty with 

[today]. 

Acco 

G31 At 

Trust Ins 

substantial 

cent on all 

me time, I propose to get rid of the Unit 

Duty, a similar though much less 

a 
which is levied at the rte of i per 

L. 
unit trust. I know the property put into a 

F1 

k 
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Capital Duty brings the number of sizeable taxes I have 

abolished up to five: an average of one a Budget. 
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H8. It would be difficult 
citA71 1 

way of Ilet_tiftg money in - to 0 1110nds of students. 

vise a more convoluted 

(111 

once rates of income tax are set at reasonable levels, 

this is precisely the sort of tax shelter it is right to 

dispense with. 

H7. This reform will remove a wholly unnecessary 

complication from the tax system. Making the deed of 

covenant, and filling in the Revenue's forms, took much 

time 	d effort for the taxpayer and student alike.; and 

a 	 1 mistake could render the covenant legally 

void, 
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deny the recipients their tax relief 
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wasteful/ 

parental 

The procedures were complicated and 

u 	

authorities 

in  

i'saktAt/ tea-  first to compute 
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grant accordingly;,  parents .tite-r 

made their covenants; the Revenue checked the student's 

income; t74cfi, finally, 	receipt of the necessary claim 
‹) 

forms, sent the tax reSiints to the students.,  

aott restrict the student 

H9. My proposals sweep all these complications awayo, 

r" tn th,4--s-51174'-e<112.1.1 I 	 ppo 	for st-171cilts. 

They also greatly improve students' 	 es to take 

part-time or holiday jobs; for, when the 	stem has 

run out, no student will find that his or 	rsonal 

allowance has all been used up by covenanted 	so 

that tax has to be paid on the first pound of inco 

she earns. 
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