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THE PACKAGE AND THE FISCAL ADJUSTMENT

I attach a note on this, as requested at tha<§§§§t Overview
meeting. <§§?®
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THE PACKAGE AND THE FISCAL ADJUSTMENT

a

recard contains estimates of the claim made by the present

pa 62%§>>0n the fiscal adjustment. . These are lower than the total
T

di effect on revenue set out in table 1, especially in
1990-91.
£ billion 1989-90 1990-91
12 . |
adjustme 149 L3
Fiscal adj in
the Januar ast 15 1:5
YK

e 2>
Background and definit%§n$/§>
N2

2.

The direct effects aim to capture the impact of the measures

on revenue for a given tax base. In some cases, where they are
quantitatively significant, allaﬁince is made for behavioural
effects. But no allowance is 155) for second round effects,

occurring for example as a coh ence of changes in incomes,

prices or other macroeconomic variables.

3%

@)
The claim on the fiscal adjustment s into account our best

estimate of the second round effecté% as well as the direct

effects, using simulation results from the Treasury model. The

calculations assume that:

- the PSBR is held fixed at the valde the January
forecast by means of variations in the rate of

income tax; Qi§3>

- money GDP is held on the path in the January
adjustments in interest rates.
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The January forecast allowed for a cut in income taxes in

-90 worth £1% billion, also taking the form of a reduction in
basic rate. The call on the fiscal adjustment shown in the

ecard gives our estimate of how much of that £1% billion would
haveégékge used up to finance the present package, assuming the
post-Budget paths for the PSDR and money GDP were as in the
January forecast. The figures suggest that we need to use up only

about £1 billion in 1989-90 and £1% billion in 1990-91; the

implication at in the absence of other changes to the
forecast, t R would turn out somewhat higher than shown in
January.

/Y

5. Differences be é} direct effects and the call on the fiscal

adjustment are oft atively small, because they reflect only
the macroeconomic impaQﬁ/dA a switch between one form of taxation
or expenditure (the Bud measures) and another (the basic rate).

But they are not always small. The call on the fiscal adjustment
will tend to be lower than the direct effects insofar as:

- the package has a mo avourable effect on inflation
that a cut. in the . bx
favourable split of mone P between output and prices;

- the package shifts activit?r' enditure or saving into
more highly taxed areas than szgs a change in the basic

rate.

rate, so allowing a more

6. In practice the first of these sources of difference tends to

in ion tends to

be more important than the second. Lower
reduce both tax revenue and public expendi
effects depend on the source of the reduction in i

extent to which cash limits are biting on public ex But
the consequential increase in output raises revenue, educes
expenditure mainly through lower social security pa The
net effect is to improve the financial position of th ie
sector and limit the call on the fiscal adjustment.
2
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<iji>+. One final point on methodology which is of particular
é%i@vance to the present package. When indirect taxes are
+ WwWe assume that money GDP is held fixed at factor cost

B i

han market prices. This < reflects the view that the

.

a
Gov ent would usually aim to accommodate any shift in indirect
taxes on the price 1level, rather than force an offsetting
adjustment on tax-exclusive prices and hence nominal incomes.
This mirrors the assumption underlying the direct effects, adopted
for the f%giii)time in the ready-reckoners in the 1988 Autumn
Statement, t

cost. /A
£

The present packa
20

8- The paragraphs \@hicﬂ follow describe how the call on the
fiscal adjustment diffe from the direct effects on revenue for

sumers' expenditure is held fixed at factor

the main measures, or groups of measures, in the package as it
currently stands. The figures are shown in the table below.

£ mi , yield (+)/cost(-)
cha e rom an indexed base

<o
Measures (lines Direct Effect§§§;> Call on fiscal adjustment
in Scorecard) 1989-90 1990—91<3<i::>1989-90 1990-91
Freeze excise S
duties (1) -1225 -1325 -1060 - 590

VAT: Non-domestic
construction etc SRS + 540 +£31.0) + 540

(8-10)

(4)
Savings package - 175 -1000 - ﬁgé§§%§§ - 920

Other measures - 95 - 270 - 90 Qiisb - 280
Z®)
Totals -1180 -2055 - 960 /\&@50
3
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iii//> i) Excise duties
St

é;;DThe freezing of excise duties accounts for essentially all the
ervence for the package as a whole. A reduction in excise
:§§§}§elative to the revalorisation assumed in the forecast)

more favourable effect on inflation in the short term than

has

does the cut in the basic rate of income tax assumed in the
forecast. Although we assume that the direct effect of the non-
revalorisation of excise duties is accommodated in lower money
GDP, the on effects of the 1lower price level on pay
settlements improvement in the split of factor cost money

GDP between outpu d prices. This improves the public finances,
as already noted;(and the call on the fiscal adjustment is lower

evenue effect. The difference is particularly

M

(ii) VAT on non-domestic construction etc

10. There is almost no difference between the estimated call on
the fiscal adjustment and the direct revenue effects of the
proposed extension of VAT cover d]>The VAT paid by the public
sector feeds directly into cen<§)<> vernment revenue and has no
impact on the price level. The Ja forecast already allows
for the estimated impact on public enditure; neither the direct
revenue effect given in the Scorecard r fhe call on the fiscal

adjustment net off this extra expenditu =

11. The increase in VAT paid by the priVate sector is expected to

have little immediate impact on the price level. There 1is no
direct RPI effect; and those in the private or paying the
extra VAT will be in exempt or partly exempt cat , and they

are not expected to pass the extra cost on directl .<§§$®
ZON
@
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The estimated call on the fiscal adjustment due to the

22§>§ackage is 1less than the direct revenue effect. A
substantial part of the net reduction in tax accrues to financial

savi

institutions, and this in itself would lead to lower spending and
lower tax receipts than a cut in income tax. However we expect
that announcement of the abolition of stamp duty on share dealings
will give mmediate boost to share prices, raising personal

sector wealt

s will raise consumer spending relative to GDP,
and hence revenyue from expenditure taxes. The rise in share
ase stamp duty and CGT receipts over the

ear 1989.

prices will also (inck
remainder of calendéd

(iv) Other measures <§§§i§>§

133 The net effect of the remaining measures on both revenue and

the fiscal adjustment are small.

Conclusion

14. Our estimates indicate that t all on the fiscal adjustment

irect effect on revenue,
1989-90. The main
arises from the freezing

due to the package is smaller than\the d

and is not much greater in 1990-91 tha
difference from the direct revenue effec
of the excise duties. An implication of<%he figures is that not
all of the fiscal adjustment in the January forecast needs to be

used up.
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Q%§;> : FROM: ROBERT CULPIN

{ DATE: 10 February 1989
CrANCELEOR “
<&

OPTIONS FOR A PACKAGE

Q

Revenue cost of package significantly higher in
1990-91 than 1989-90 <§§§§;ecard -1200, -2050.

2% Call on fiscal adj meht more even: =950, -1250.

3% Changes to income tax implemented from April. So
additional income tax options would have substantial cost in
both years.

4. Changes to NICs implemented m autumn. So affect

1990-91 much more than 1989-90.

<
S Changes to CT have slowest build Kgiizz per cent off is
-10, -400, building up to -570. O

6 Following notes rough. Produced at speed.

@
%
DN
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For

{@
%
; ;

Follows logic of view
that fiscal policy =

balanced budget + tax
reform

And policy that should
reduce tax burden

Gets us off RggR
readmill

ks up defence of 1988
et: actions speak
r than words

as well as
, stance still

o ————

Penny off Advertised policy

Courage of convictions
Supply side benefiﬁg
Consistency <>

&
Permits bigger incgggj:

in car scales

Allowances Said to be what people

want

Less provocative, and
therefore less risky

Cost adjustable

©
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Against

Raises stakes - "only
one instrument"/risk of
blame for inflation,
current account

Give with left hand
(tax), take with right
(mortgages)

Assuming high interest
rates, looks like
schizophrenia

Divorce from Prudence
and Caution?

Most likely to
crystallise objections
above

Candy floss

Flouts demand for
Budget for poor

Sink without trace

Complete waste of money

@
%
SN
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1% off NICs

2% off CT

&
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Coup de theatre

Surprise

Reduces starting rate

Addresses popular concern

te absurdly high

1% tter for most
peop
tax,
confti below UEL

Something” for "Budget for
poor" school

Makes subsequent NIC reform

cheaper
Supply side bene
Reduces NIF surplus

<
Narrows CT - income tg
gap, which has widened
Reduces effective burden ¢

on shareholding

Raises slightly cost of
debt
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Wrong thing to do

Impossible for 1989-90

Most of benefit goes
to people not in band

Either few in band or
expensive

Complicated

Reverses reduction in
number of rates

Chosen to give priority
to basic rate

No help to pensioners,

because don't pay NICs
(but most don't pay
income tax either)

Slightly more expensive
than penny off

Slightly odd priority

Has some of disadvantages
of "tax cuts" without
populist advantages
Tighten with left hand

(inter rates & £),
loos h right (CT)

S
.
D
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NICs

uced
at

Delete 5, 7, 9,
substitute (say)
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More people benetit

Reduces marginal rates

NOT TO BE COPIED

More people sutter steps

Tinkering

3; 5% Confines benefit to low Draws attention to steps
paid but ducks problem
Introduce more Q!§§> uces size of steps... ...but introduces more
bands of them
<§i:b Complicated

Convert LEL into
allowance; raise
marginal rate to
11%% on earnings
up to £200 pw;
then revert to
9%

Convert LEL into
allowance, and
steps into
thresholds; keep
5, 7, 9 marginal
rates

Convert LEL etc;
keep 5, 7, 9; but
raise UEL
(Mervyn King)

by way (£%bn) to
1w steps without
losers

&
Abolishes steps <€f?
Keeps reduced rate ba?x

Major reform
<
Supply side improvement

Benefits low paid

BUDGET SECRET

BUDGET LIST ONLY

More than doubles
marginal rate for
those in 5% band

Substantially raises
marginal rate for another
10 million

Abolishes reduced rate
bands introduced in 1985

Costs £5 billion

King billion,
we t er 4
Raises ginal rates
by 9% ab

o

P2
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’( ginal rates
'?j 11; leave

Converg@\ te:
raise al
rates 8, 10,
12; keep 9% band

at top; leave
UEL
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Abolishes steps
Costs £1% bn
Supply side improvement

Reduces average rales

enefit concentrated on
w paid
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£2% billion

Raises marginal rates
for lot of people by
3 percentage points

Reverses '85 reduction
in marginal rates

Complicated

Too clever by half?

ROBERT CULPIN

@
%
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Mr Call
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Isaac

Painter

REVISED BUDGET PACKAGE

I attach a
provisional decisions
These are that:

revised Scorecard table,

)
)
) IR
)

Unwin
<O Jefferson Smith

©

175G
on National Insurance contributions.

)C&E

reflect your

- employee NICs should be 2 per cent

upper earnings limit (£325 in 1989-90)

- there should be

limit

of lower
earnings limit (£43 in 1989-90) plus 9 p on
earnings between the lower earnings limit iég;ﬁs

<
no change in the upper earnigggéséi
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/§;> = no change in employer NICs

<€f§b_ and no change in NICs for the self employed.

\_/\
Q;%%§§%;ne 1 has been revised.
2

:
. /2§é>figures are slightly higher than in the Scorecard
tabl¥ and notes which I circulated yesterday. That is

because the Government Actuary's costings were for Great
Britain . only. We have added in Northern Ireland, and that
makes a difference of about 2 per cent.

to reduce NICs for the self-employed, the
probably be of the broad order of
and £100-150 million in 1990-91.

e If you
extra cost
£80smillion in 1
4. In the light o ecision to reduce NICs across the
board, we are consi options for a larger increase in
car scales. Every extr%/,‘per cent (in line 7) would yield

approximately £20-25 million in 1989-90 and £25-30 million

in 1990-=9%.
Presentation <§§§S
; ; : ks .
e, With this revised package, th popular perception of
the Budget is likely to be "£3 off, thing on". That is:

- most people will have a NIC cut of £3

&

- with nothing on beer, cigarettes, etc.

6. There will of course be other headlij atching
measures, such as the boost for unleaded

scrapping of the earnings rule, and the improve
age allowance. But if past experience is any gu
who-gets-what analysis will dominate much of the
commentary. N\
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7 The distributional story should be fairly simple.

@

<;jb their own money.

The NIC reform will leave the low paid more of

<§§§§§>> Those who want to do so will be able to add in the

cash value of indexing the income tax allowances.

L
- The NIC gains will be cash limited to £3 a head,
and will be the same for anyone earning more than
£115 week.
- TJ§§S§> be worth proportionately 1less to high
earn §¢fh§p low earners.
(Y
- For the (we heeled with company cars, there will
be an offsé 1g increase in car scales (yet to be
settled). Y>i/§>>
o
8. We shall, as always, want to present the package as

part of the Government's continuing programme of reform; and
this week's decisions give us give us a strong Mais lecture

theme - an opportunity and a chal

Y For counter inflationary macke icy, we have:

- high interest rates/tight <fi>

- record Budget surplus/debt repayment

- no reduction in the tax burden.

For supply side micro improvements, we have:

- NIC reform

- wider share ownership

assurance.

- reform of the taxation of pensions and §%§§§§

(The lists are not exhaustive.)
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N X
/j;> 10. The NIC change will be especially important in making

Q;%?2§§t easier for people to work as flexibly as they

ike - varying their hours and so on in whatever ways suit

Nt : . ; :
Cj?%y, without running into the unfortunate traps which exist

0\,
steps. There is an obvious link, if you want to make

1 h the ending of the pensioners' earnings rule.

\///
11. "The main problem - and this is where the challenge
comes in - is likely to be the risk of conflicting signals.
Briefly:

- G ent gives with left hand (tax and NICs),
ta h right (mortgages)

- austere(monetary policy/candy floss fiscal policy

- "no risks":;a give-away Budget/fuelling flames

A
> /1; :
- “prudence an%;f tion", but mortgaging future
(cost in 1990)

- basic rate "priority when prudent", but nowhere to

be seen. 9
12. None of this looks terri lkgdi icult; but by raising
the cost of the Budget to £2% llion in 1989-90 and
£4% billion in 1990-91, we shall raising the stakes on
the argument that you have collapsed ic poliecy ' into
only one instrument. The waters will ?? helpfully muddied
by the facts that the NIC reforms only take effect in the

autumn - and, perhaps, that next year's Budget surplus can
be described at one and the same time as higher than anyone

envisaged until very recently, the same as is year
excluding privatisation proceeds, and lower than year
in cash.

8

66/\
<™
R <;§>§
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Briefing

@3\. I attach a first outline by EB of the main tax brief
i n\y below that, a first list of questions by FP. These are

ssential reading for the Overview, and are very ruach
progress; but they may be some help to Ministers in
about presentation.

14. The priority is still to work up the positive

presentation of the Budget in the speech. This will then
carry through to the briefing; and we are working in
parallel on ers to questions, where these are not
obvious. I already given you some suggestions for
Budget themes wit note of 16 February.

g/&\« :

o

ROBERT CULPIN

<@

5
Q
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DIRECT EFFECTS QOF BUDGET MEASURES

=
AN
\\@ SCORECARD OF 23 FEBRUARY 1989
@ TARLE 1:

gl £ million yield (+)/cost (-)
@\ 1989-90 1990-91
% Chainges [ranm Changes fram Changes fram
a non-indexed an indexed an indexed
A i e e
P i
<
I Reform employee NICs - 985 - 985 -2785
2 Freeze excise duties nil =1225 -1320
3 Reduce duty
unleaded : - 30 - 30 =% 75
increase
4. VED: coaches
lorries @ + 40 + 40 + 40
5% VAT: non-domestic
: construction etc @315 + 315 + 540
6. Index IT thresholds N -1465 nil nil
Tes Increase car scales
by 20 per cent + 90 e O + 300
8. CT: raise small
companies thresholds - neg - neg - 35
| '5
9. Abolish stamp duty o
on shares from 1/4/90 + 10 4 210 - 900
10. Life assurance - 20 0@0 + 45
1% Pensions, PEPs, Share
Schemes, Unit Trusts - 5 S 5 - 10
Other
42, Schedule E: receipts
basis - 60 - 60 - 80
153 VAT: bad debts, AT
registration, etc - 105 - 105 ( 270 )
14. Miscellaneous starters - 70 - 35 < i ’5
é\&
15. TOTAL -2285 -2010
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4 Mr Scholar

V/ Mr Riley
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REVISED BUDGET PACKAGE
o
I attach a revised Scorecard table, to reflect your

provisional decisions on National Insurance contributions.
These are that:

employee NICs should be 2 per cent of
earnings limit (£43 in 1989-90) plus 9 p

earnings between the lower earnings limit e o

2

there should be no change in the upper earninQ§;;2>>

limit

upper earnings limit (£325 in 1989-90)
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no change in employer NICs

‘ - and no change in NICs for the self employed.

=
ine 1 has been revised.

x\w

55 /Z§;>figures are slightly higher than in the Scorecard
7

table and notes which I circulated yesterday. That is

because the Government Actuary's costings were for Great

Britain only. We have added in Northern Ireland, and that

makes a difference of about 2 per cent.

-

‘ gl If you
extra cost

£50 million in 1 )0, and £100-150 million in 1990-91. 'se— 1125
4. In the light ofj He\decision to reduce NICs across the
board, we are consi é%ioptions for a larger increase in

car scales. Every extr r cent (in line 7) would yield
approximately £20-25 million in 1989-90 and £25-30 million

. \in 1990-91.

Presentation <§$>

to reduce NICs for the self-employed, the
probably be of the broad order of N

‘ &
5. With this revised package, thé<g§ipular perception of
the Budget is likely to be "£3 off,\ggtgffﬁ on", That is:

- most people will have a NIC cu§>of £3
- with nothing on beer, cigarettes, etc.

6. There will of course be other headli atching
measures, such as the boost for unleaded the
scrapping of the earnings rule, and the improvem the

he

age allowance. But if past experience is any gu -
who-gets-what analysis will dominate much of the
2N

commentary. V<2§§§$
- £y %
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The distributional story should be fairly simple.

. - The NIC reform will leave the low paid more of

Qi§3> their own money.
N
e
/;§>> Those who want to do so will be able to add in the

o cash value of indexing the income tax allowances.

- The NIC gains will be cash limited to £3 a head,
and will be the same for anyone earning more than
115 week.

- The be worth proportionately 1less to high
earn géfhgp low earners.
\& 7
- For the {) heeled with company cars, there will
be an offs

N %
settled). V>f/>\
& &

increase in car scales (yet to be

AN

83 We shall, as always, want to present the package as

‘ part of the Government's continuing programme of reform; and
this week's decisions give us give us a strong Mais lecture
theme - an opportunity and a chal ge.

icy, we have:

- high interest rates/tight mone

g For counter inflationary mac

- record Budget surplus/debt repayment
- no reduction in the tax burden.

For supply side micro improvements, we have:

- NIC reform <3§i§§
- wider share ownership Qi;;%gb
: : r
. - reform of the taxation of pensions and 1 §

assurance.

(The lists are not exhaustive.)
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10. The NIC change will be especially important in making
it easier for people to work as flexibly as they
ike - varying their hours and so on in whatever ways suit

. without running into the unfortunate traps which exist
steps. There is an obvious link, if you want to make
h the ending of the pensioners' earnings rule.

<;ﬁ/\
11. "The main problem - and this is where the challenge
comes in - is likely to he the risk of conflicting signals.
Briefly:

- G ent gives with left hand (tax and NICs),
ta h right (mortgages)
7~
m

- austeré&:P tary policy/candy floss fiscal policy

- "no risks"<§§g§§9ive-away Budget/fuelling flames

- "prudence an ‘2> tion", but mortgaging future
(cost in 1990)

- basic rate "priority when prudent", but nowhere to

be seen. “NKD
.//
12. None of this looks terribly{difficult; but by raising
the cost of the Budget tol £ i in 1989-90 and

£4% billion in 1990-91,
the argument that you have collapsed
only one instrument. The waters will be helpfully muddied
by the facts that the NIC reforms only take effect in the
autumn - and, perhaps, that next year's Budget surplus can
be described at one and the same time as higher than anyone

envisaged until very recently, the same as is year
excluding privatisation proceeds, and lower than year

sing the stakes on
ic- policy” “into

in cash.
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below that, a first list of questions by FP. These are
ssential reading for the Overview, and are very much
progress; but they may be some help to Ministers in
about presentation.

14. The priority is still to work up the positive
presentation of the Budget in thé speech. This will then
b Bl e i s

o e i A A

carry through to the briefing; and we are working in

parallel on ers to questions, where these are not
obvious. I already given you some suggestions for
Budget themes T note of 16 February.

%\ b

A

ROBERT CULPIN

‘o

o

5
%,

. I
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TABIE 1: DIRECT EFFECTS OF BUDGET MEASURES
£ million yvield (+)/cost (-)
G\ 1989-90 1990-91
Changes from Changes fram Changes fram
a non-indexed an indexed an indexed
)\ base base base
/\\/
A4 J
w1 Reform employee NICs - 985 - 985 -2785
% Freeze excise duties nil ~1225 -1320 +660
3 Reduce duty
unleaded . - 30 - 30 - 75
increase
4. VED: coaches 7\
lorries U + 40 + 40 + 40
5. VAT: non-domestic <>
; construction etc Ans +-315 + 540
b
6. Index IT thresholds xvzﬁ% nil nil
~ J,y 7 Increase car scales
4 by 20 per cent + 90 + 90 + 110
’ 8. CT: raise small
companies thresholds - neg - neg - 35
g
9. Abolish stamp duty % =
on shares from 1/4/90 + 10 + 710 - 900
10. Life assurance - 20 O@0 + 45
uls: Pensions, PEPs, Share
Schemes, Unit Trusts - 5 Py - 10
Other /
; A N
12s Schedule E: receipts ¢~ o,/
basis - 60 - 60 @ - 80 & >J’
13. VAT: bad debts, L 00
registration, etc - 105 - 105 270 L
[ Mt
I Ao}
14. Miscellaneous starters - 170 - 35 + e ‘1’ é’}
Ol
5. TOTAL -2285 -2010

ROV p

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE COPIED



BUDGET SECRET
BUDGET LIST ONLY

BUDGET SECRET
BUDGET LIST ONLY

NOT TO BE coplwf ?:

NOT TO BE COPIED



DGET LIST ONLY A2

“nﬁﬁm;%:rasgsmﬁ“ *® NOT TO BE COPIED

;ECEU DGET LIST ONLY

AN
<:§>| X

2
®

2 OVERALL STRA

tual

Continues policy of tax reform. Tax reform integral part of
nt's economic strategy. Increasing incentives and improving efficiency
nomic success.

(11) porate tax system reformed in 1984 and personal taxes in 1988.

Improvéd conmpany sector performance - profitability, productivity - clearly
shows benefits of reforms. 1988 Budget measures mostly not implemented until
1990.

(iii) This budget particularly concentrates on encouraging wider share
ownership. Also j oduces number of simplifications and deregulation measures.

Help for lower rough reform of NICs.

(iv) Set - -fir
stance will allow

thin context of prudent and cautious approach. Fiscal
large repayment of national debt.

20

Budget measures

(1) [Reform of struc employees' NICs. ]

(ii) Reform of taxation‘of ions means individuals' free to determine

own level of pension, rather ictated by tax system.

Ciii) Reformed regime for life assurance removes worst distortions of
. previous system while recognizing unique nature of industry. Continues general

theme of applying lower tax rates to broader base.

(iv) Number of measures to encour personal savings and wider share

ownership, building on reforms introdu 325 revious budgets

- abolition of stamp duty on sha ? Sixth major tax abolished in

last six budgets;

- PEPs and approved employee sharedschemes limits increased;

- nev tax relief to encourage develgggéiz of employee share option
plans; o

- pensions and life assurance reforms will reduce bias towards
institutional saving.

(v) Measures to encourage businesses, especially smaller businesses

- profits limit for small companies' CT rate r
cut-off for marginal relief increased to £750,

£150,000 and

- VAT registration requirements now based on past,
future, turnover. Threshold also increased in line(wi
£23,600

ected

- unincorporated businesses to be allowed to set-off trad

i CGT .
. against § ;S
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tditroduced for VAT (building

A,
on cash accountlng for bu31nesses w1th turnover below £100,000
<<iii>L introduced in 1987 Budget).

i) Unleaded petrol]

Budget overall presents prudent and cautious approach. Some reductions
11 level of taxation needed to offset effects of fiscal drag. So

most IT allowances and basic rate limit increased in line with RPI
no reduction in IT basic rate
no increase in excise duties

[- lowver paid helped through NIC reform]

But PSDR set at [£ billion] will enable further substantial repayment of debt.

Defensive

(i) Budget contains nothing - tax reform has run out of steam
(4.15) Failure ¢t t\taxes/ size of PSDR show that accept verdict that last
year's strategy mistaken.

(105 "Budget for rich" year. Why not Budget for poor this?

() WSO measures only\d&n
more of the same - no reaso

ine failure of previous attempts. Why just
ould work any better.

(v) 'Savings' package basically non-existent. Will do nothing to encourage
'ordinary' savings.

‘ (vi) Why not accept logic of NIC reforms and integrate with IT.

(vii) Why no increases in excise dutie;;;ﬁynical manipulation of RPI?

(viii) Why overall tax burden still r
down abandoned? ;>

- Government's policy to get it

©

o

(i) Why more taxpayers next year?

@
%
SN
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c PERSONAL TAXES [AND NICS]
‘ @
a
N

Income Tax

(L \§Most personal allowances and basic rate limit increased in line with
in ati Age allowance extended to over 75s.

(1id) Basic rate remains unchanged at 25 per cent and higher rate at 40 per
cent.

(ad) No changes in mortgage interest relief.

(iv) Car scales-increased by 20 per cent. Car fuel scales unchanged.

ill be available on premiums for private health insurance
over-60s. Relief available from 1990-91.

(vi) Earnings r ox\pensioners, under which state pension withdrawn for
every £ earned over £ a ek, abolished.
(vii) Payroll giving<§é§§§> oubled to £480 a year.

(b) Capital Gains Tax \,§?£§>>
(viii) CGT annual exempt amoUnt unchanged at £5,000 for individuals and £2,500

for most trusts.

. (ix) Gifts relief restricted to certain types of gift.
(c) Inheritance tax @
(x) Threshold indexed to £118,000. S
[(d) NICs o
(x1i) Employees' NICs restructured, build n 1985 reforms. Steps

abolished. Replaced by "joining fee" at £43,_while other steps turned into
thresholds. LEL and UEL remain as announced in November. ]

Positive

(1) Budget builds on fundamental reforms of personal introduced in
1988.

(d) Allowances up over x per cent in real terms sinc 8<79. Married

man's allowance maintained at highest level in real terms sinc war. X
million taxpayers taken out of tax altogether compared to (inde 1978-79
regime. <:>

(iii) Number of measures to increase incentives for elderly t off

. dependency culture.
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company cars into line with

) Reform of NICs substantial help to lower paid. Removes very high
grginal 'tax' rates at limits of bands.

Increase in payroll giving limit further encouragement to charitable

(1) Progress on cutting IT burden halted. [First time for seven years no
reduction in IT beyond indexing allowances. ]

(1) 20 per cent target for IT abandoned?
(1149 Why no ict IT reliefs to basic rate?
(iv) Why no to MIR : increase limit/ abolish altogether?

(v) Why not mo Qiiii}rs, after what said last year?
N

o

@
%
DX
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BUDGET AND SAVINGS

Pensions tax regime reformed. Tax privileges for occupational pensions
"capped" at income level of £60,000, but employers will be free to
ensions up to any level. Also some changes to personal pension
rly retirement provisions of occupational pension schemes and AVCs

(1) Tax regime for life assurance also reformed
- pensions and general annuity businesses to be ring-fenced;

- relj for expenses of acquiring new life assurance business to be
s ver seven years;

charged on income and capital gains attributable to
rs reduced to 25 per cent;

= rat

(iii) Stamp Duty on

approved employee share schemes increased to
limit of £6,000. Monthly 1limits for 1980
150.

(iv) Annual limits
£2,000 or 10 per cent of pay)
SAYE scheme increased from £1

(v) Annual limit on investment in Personal Equity Plans increased from
£3,000 to £4,800 - doubling original 1986 limit. Of"= thilsy  up*ito’ S22 500
(formerly £750) may be invested in unit and investment trusts. A number of
other restrictions also abolished.

(vi) New tax relief introduced fo émp oyers' payments into qualifying
employee share trusts (ESOPs). <:>
o
Positive
: : e i
(i) Major reform to encourage saving intr last year with independent
taxation. Removed great disincentive for marri en to save.

(ii) Measures encourage wide range of dif?grent savings methods, but
especially share ownership. Also remove bias towards institutional saving that
has accumulated over past 30 years.

(1id) Pensions proposals build on Government's earlier moves to widen
pensions' choice and encourage private provision. Remove ano that tax rules

effectively limited pensions paid. Put relief for pensions ame basis as
others eg MIR. Also reduce incentive to save through pensi rather than
investing directly in equities.

(iv) Life assurance proposals

- remove distortive effect on savers by limiting 'up-£f
on initial costs that used to be available to life assuf
policy holders but not to investors directly in shares;

between one Life Office and another.
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