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CHANCELLOR'S SPEECH, CLAUSE 20

It is wholly appropriate that we should start the Committee Stage
of this year's Finance Bill with a Clause that goes to the heart of
the difference between the parties in this House.

I might add that before the Budget I was urged by the Opposition not
to cut income tax because the polls showed that nobody wanted lower
taxes: after the Budget they accused me of indulging in a

pre-election bribe.

Their concept of an unpopular bribe certainly shows that the
political gutter the Labour Party inhabits is characterised not
merely by its stench but by its total confusion: they manoeuvre
like squid lost in their own ink.

If it is unpopular, then I can only say that this Government has
consistently shown itself prepared to take whatever measures are
necessary in the interests of the British economy, however
unpopular they may be at the time.

If, on the other hand, it is popular, I can live with that.

By last year, we had reduced the basic rate of income tax - which is
the marginal rate of tax for 95 per cent of all personal taxpayers
and 90 per cent of unincorporated businesses and the
self-employed - from the 33 per cent we inherited from Labour to
29 per cent. The question before the House today is whether it
should be further reduced to 27 per cent - within two points of the
objective set by my predecessor in 1979 of a basic rate of no more
than 25p in the pound; an objective which, given the continuation
of present policies, it should not take too long to achieve.

From a third to a quarter.

We on this side of the House are in no doubt.

The basic rate of tax should now come down to 27 per cent.

The Labour Party, the Liberal Party and the SDP are equally adamant

that income tax should not be reduced, and are committed to voting

against it.
The difference could not be plainer.

Nor is it any accident.




For the Conservative Party is the only Party committed to reducing
the burden of taxation as and when it is prudent to do so.
And that is precisely what we have done.

While the Opposition parties are in the business of increasing the
burden of taxation - as every Labour Government there has ever been
has clearly demonstrated.

It is, of course, true that when we first took office in 1979 we
inherited a massive and unsustainable level of public borrowing
which had to be brought under control if there was to be any
prospect of bringing down inflation, to which we were committed.
And this initially involved, as we clearly explained at the time, a
temporary increase in the burden of taxation.

But that phase was already over by the time we secured the
overwhelming endorsement of the British people in the General
Election of 1983; and since then the path of taxation has been
steadily downward.

As a result, the basic rate of tax is now sixpence in the pound
lower than the rate we inherited from Labour, the lowest it has
been since before the War. At the same time, personal allowances
are now 22 per cent higher in real terms than in 1978-79, and the

married man's allowance is at its highest level since the War.

As a result, 1.4 million people have been taken out of income tax
altogether, and tax thresholds in the UK are now around the
international average.

The overall burden of income tax is some £12 billion lower than it
would have been if we had kept Labour's tax regime and adjusted it
for inflation.

The benefits-of these tax reductions have been felt at all levels

of income.

The percentage of earnings taken in income tax and national
insurance contributions is lower in all cases than if we had simply
indexed the Labour regime.

And real take-home pay - which also, of course, takes account of
the effect of changes in indirect taxation - is higher at all
income levels.




This is in stark contrast to Labour's record in office.

Single people at all levels were worse off in 1978-79 than at the
start of Labour's spell in office.

Under this Government, their real take-home pay is up by a fifth or
more.

Or take the married man on average earnings.

Those without children were also worse off in 1978-79 than in
1973-74.

Those with children did better, it is true, and I shall quote the
figures, because it is important that the House appreciates those
cases where the Labour Government did actually see an increase in
living standards.

The married man on average earnings with two children saw his real
take-home pay go up by a half of one per cent.

Under this Government, it is up by more than 21 per cent.

I should like to take just one more specific example, because it is
of some topical interest, and concerns a group whom the Opposition
like to pretend have been victimised by this Government.

After the pay award announced last week, a typical nurse will have

seen her real take-home pay rise by no less than 42.4 per cent
since 1978-79. '
If she is married to a typical teacher, their combined take-home

pay will also have risen by more than 40 per cent; under Labour it

rose by a mere 4 per cent.

And the effect of this year's Budget alone is to increase the
take-home pay of a married man on average earnings by almost £4 a
week - quite apart from any further benefit he may secure from the
reduction in mortgage rates that comes into effect later this week.
The British people know all this.

They know how much better off they are than they were under Labour.
That is why they will not be taken in for one moment by the
desperate black propaganda relaunched by the Labour Party this
week.

[Refer to Kinnock letter]




The British people know that it is the Labour Party, with its

massive public expenditure pledges to finance, that would increase
the burden of taxation once again.

They know that, to pay for its £34 billion public spending
programme - an extra £34 billion over and above current levels of
expenditure - would require either a doubling of the basic rates of

income tax or more than trebling the standard rate of VAT.

And on the subject of VAT let me say this.

My Rt. Hon. Friend the Prime Minister made it clear as far back as
1984 that we have no intention of extending VAT to food.

Beyond that, the incidence of taxation has to be determined in the
light of the budgetary needs at the time, and no responsible
Government could conceivably take any other position.

But what is abundantly clear is that it is the Labour party which is
in business to put taxes up, and the Conservative party which is in
business to bring taxes down; no amount of scaremongering can
obscure that basic fact.

And as this year's Budget Red Book clearly shows - and I refer the
House to Table 2.6 - the prospects on the basis of present policies

are of a steady further reduction in taxation in the years ahead.

The gulf between the parties on the issue of tax is in part a
profound difference of political philosophy.

We believe that what people earn and save belongs to them, and that
the State should take from them only what is necessary to discharge
the functions that only the State can perform, leaving people free
to make their own choices and pursue their own destiny.

They believe that all resources belong to the State, that all
important decisions should be taken by the State, and that people
should be 'given' - that is the word they use - whatever pocket

money is needed to keep them quiet.

But the gulf between the Parties is also at the heart of the

difference between the two sides of this House over the conduct of

economic policy.




Rt Hon and Hon Members opposite start from the proposition that the

cure for any economic problem lies in State intervention, which

inevitably implies ever-increasing State spending and

ever-increasing taxation to pay for that spending.

The policy of this Government is clear, and distinct.

As the dismal experience of the 'seventies demonstrates beyond any
reasonable doubt, the crucial role of fiscal and monetary policy
must be to control and conquer inflation.

Within that framework, improved economic performance depends on the
success of individual enterprise.

And this requires Government resolutely to pursue a whole range of
policies designed to remove the impediments to that enterprise -
through deregulation, through privatisation, and through reducing
the burden of taxation.

This prescription is now accepted throughout the world.

All major countries have now embarked on policies of derequlation.
Most have embarked on programmes of privatisation, openly
acknowledging the lead given by the United Kingdom.

And as for the burden of taxation, all of the other members of the
Group of Five have either cut their income tax rates, or have
announced plans to do so.

So has Sweden, which has traditionally been a high tax country; so
have Australia and New Zealand, and, among the developing
countries, India, all of which have socialist governments.

On this as on so many issues, it is the Opposition parties in this

House who are out of step, and out of touch.

Everyone else knows that the only route to higher living standards
and more jobs is through a more dynamic economy; and that the only
route to a more dynamic economy is through lower tax rates.

It is no accident that the two most successful economies in the
Group of Five, and the two with the lowest levels of unemployment,
the United States and Japan, are the two with the lowest burden of

public spending and taxation.

Moreover, the dynamic affect of reductions in taxation can often
mean not lower but higher revenues, thus leading to the scope for

still further reductions in taxation.




Inheritance tax is expected this year to yield almost 50 per cent
more in real terms than Capital Transfer Tax did in 1978-79.

The yield of Capital Gains Tax is forecast to be 80 per cent higher
in real terms, and Stamp Duty up by 140 per cent.

As for Income Tax, the higher rates, applying in 1987-88 are, of
course, much lower than the absurd penal rates which Labour had.
But they are expected to yield 90 per cent more in real terms, and
the top 5 per cent of taxpayers now contribute 28 per cent of
income tax, compared to 24 per cent in Labour's last year.

And the greatly increased yield of Corporation Tax, reflecting
greatly increased company profitability is clearly connected with
the reform of Corporate Taxation I introduced in 1984, which
brought the rate of tax on company profits in this country to the
lowest in the industrialised world.

There is, as I have said, a profound difference between the two
sides of the House over economic policy, of which tax policy is an
integral part.

And the policies we have been pursuing have been abundantly
vindicated by the results they have brought.

It is no accident that, this year, I have been able to reduce taxes
by £2% billion and to increase public spending on priority areas by
£4% billion, while reducing public borrowing below its previously
planned level by some £3 illion.

For the Opposition to claim that they would have used the money
differently is beside the point. For with their policies, it would

never have been there in the first place.

For as a result of our policies, the economy today is sounder than
it has been at any time since the War - a fact increasingly
recognised throughout the world.

Of course, there is always scope for further improvement: that has
always been so and will always be so, in every country in the world.




Indeed, at the present time it is in the rest of the world where the
biggest problems 1lie, as the United States and Japan, in
particular, struggle to adjust successfully to the massive but
necessary change that has occurred over the past two years in the

$/yen exchange rate.

It is of the first importance to all of us that these two powerful
nations pull back from the blind alley of a trade war and instead
concentrate on measures to put their own houses in order, which in
time will underpin, as is highly desirable, the present world

pattern of exhange rates.

Meanwhile, the British economy is indeed, as the headline of the
leading article in today's Financial Times describes us, "an island

of success".

I described some of that success story in my Budget speech last

month.

How our growth this year will be the highest in the industrialised

world, with inflation remaining low.

How by the end of this year we will have registered the longest
period of steady growth, at close to 3 per cent a year, that the

British economy has known since the War.

I described the massive strength of our external position, while at
home unemployment was now finally on a downward trend.

And all this, I have to say, was on the basis of deliberately

cautious forecasts.

I shall not be publishing a further forecast until the Autumn, in

the usual way.

But all the indicators that have been published since the Budget
confirm that, if anything, we are doing even better than I

suggested then.




The PSBR for 1986-87 has come out lower than I forecast in the
Budget.

Inflation, too, is lower than I suggested in the Budget.
The current account of the balance of payments is also performing
better, so far, than I predicted.

And output appears to be rising if anything rather faster.

This is fully reflected in the CBI's quarterly industrial trends
survey, published yesterday, which is of course confined to
manufacturing industry, about which the Opposition always profess
particular concern.

All in all, this survey shows manufacturing industry's optimism to
be at or near the highest level ever recorded, whether in respect
of output, exports, orders or investment.

And of course this was before the further cut in interest rates

yesterday, which I am sure the whole House will welcome.

These are the fruits of the policies we have been consistently
pursuing since we first took office.

When he rises to speak, the Hon Member for Dagenham will, I have no
doubt, paint a different picture - one of doom and despair,
depression and disaster.

Certainly, I hope he does.

Because the more that Rt Hon and Hon Members opposite do this, the
more the shattered credibility of the Labour Party further
deminishes.

For all it does is to demonstrate in the clearest possible way that

they are wholly out of touch with what is happening in the real
world.




Conclusion

Mr Deputy Speaker, for the Opposition to criticise us for having
increased taxation in 1979-81 when we were clearing up the mess
they left behind is not merely an impertinence: it is satan
denouncing sin, coming from a party which is itself implicitly
committed to a massive further increase in the tax burden on
ordinary people.

The only 27 per cent Labour ever knew was 27 per cent inflation -
and if they were ever to regain office that is what we would see
again.

No wonder they have committed themselves to reversing the 2p cut in
income tax in the Budget: they hope that this lesser offence will
divert attention from the fact that to finance their overall
spending plans they would have to double the basic rate of income

tax.

As for the Liberals and the SDP, and it would be wrong to forget
them, they say that they will vote against the 2p reduction in
income tax but don't know whether, if they were ever to be in a
position to influence events, they would reverse it or not.

Their confusion on income tax parallels their confusion on every
other aspect of economic policy - not to say more widely.

The whole world now recognises that our policies have created an
economy that is stronger than at any time since the wWar.

The policies of the Opposition would destroy that strength.

An integral part of our policy has been the reduction of income
tax, and Clause 20 is a further step forward.

So long as this Government is in office, it will not be the last.
I would remind the House of the precise words used by my
predecessor din 1979, which I have reaffirmed before and reaffirm
today: our long-term objective is a basic rate of no more than
25 per cent.

We do not pursue policies to meet arbitrary targets, and then sit
back.

We pursue them because they are right, and because they work, and
we shall continue to do so.

The contrast with the Opposition could not be greater.




We believe in building on success; they believe in a return to the
failures of the past.

We. believe in incentives for success; they believe in penalising

those who succeed.

We believe in a free economy and a free society; they believe in
State planning and State regulation.

The vote at the end of this debate will establish, once and for all,
which Party is the party of lower taxation, and which Parties are
the parties of higher taxation.

I commend Clause 20 to the House.
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MR NORGROVE
4

The Prime Minister this afternoon asked

me to dig out my minute on Budget

Presentation. I attach 2 copies.

BERNARD INGHAM
17 March 1987




Cc: Mr Wicks

1. MR NORGROVE
2. PRIME MINISTER

BUDGET PRESENTATION
I was struck today by the intro to the attached cutting from

today's FT and its link with a briefing I had from Young and

Rubicam last night on their latest research.

It seems obvious that in a potential election year, a
prudent Chancellor would seek to combine lower taxes with
lower borrowing (and lower interest rates), and that if he
could do so the Opposition parties would have an uphill
task.

What is already clear is that the Labour Party has an uphill
task anyway. The steepness of its climb is related to the
performance of the SDP/Lib Alliance which is now felt to

have repackaged itself rather well.

Budget presentation therefore needs to have as one of its

aims the neutralising of the SDP/Lib appeal which owes

something to the so-called "liberal conscience".

This could best be done by a four pronged approach to Budget
presentation, on the assumption that the Budget facts permit

it

| The Government's prudent management of the economy over
the last 8 years has produced six continuous years of
growth, a resurgence of the economy, more jobs and at

last a falling trend in unemployment.

This has been partly brought about by tax cuts which
have encouraged enterprise, hard work etc.
Consequently, I propose to reinforce this healthy
development by a further modestly prudent reduction of

Xp.




I could of course have cut taxes more because I have
the spare cash to do so, but prudence requires a
balanced approach. 1t is therefore right that I should
use part of those resources to reduce borrowing and so
help to lower the cost of interest rates to industry

and home buyers, among others.

But there are other claims on available money - not the
least of which are health, education and the social
services. And here I want to make clear that the money
to reduce taxes and borrowing is available, thanks to
prudent management, over and above what we have already
allocated to higher spending on these social
priorities. This higher spending is not just taking
place now in an election year; it has occurred in each

of the last X years; and it will continue in the years

immediately ahead as our published public expenditure

plans show.

In other words, the prudent management of Britain's finances

over the last 8 years is paying a treble dividend:

in lower taxes
in lower borrowing

in higher spending on social priorities.

That's what a Conservative Government has been about in the
1980s. It is what a Conservative Government is about as we
approach the 1990s. And it is what a Conservative
Government intends to continue to be about as we approach

the next century.

Such a presentation would accord with the advice coming from
Young & Rubicam who are adamant that the Government needs
to demonstrate that it is devoting some of the extra

resources to social principles not merely now, but intends

ﬁL/Lijvzj_fn doing so in the future - as its plans indicate.

BERNARD INGHAM
6 February 1987




Philip Stephens examines the o

Lawson prepares Bud

LOWER TAXES, lower borrow-
Ing and lower interest rates are
the enviable prospect that Mr
Nigel Lawson, the Chancellor,
sees within his grasp as he pre-
pares for what seems almost
certain to be the last Budget
before a general election,

| Behind the pre-Budget secrecy
'surrounding the Treasury it is
impossible to miss the air of
optimism among the Chancel-
lor's advisers. The talk is of an
“exciting” Budget, of “sur-
prises” on March 17,

Mr Lawson's attempts to
downplay expectations have had
no impact in Whitehall. There
is growing confidence that he
will find £3bn or f£4bn to spht
between income tax cuts, other
electoral sweeteners and, with
an eye on financial markets, a
cut in borrowing,

“Barring a sterling crisis he
will be able to be both generous
and prudent. The timing is per-
‘!ecl." is how one insider puts
L.

The final judgment of the
size of the “fiscal adjustment”
(the amount of cash the Chan-
cellor has available to reduce
taxes or public borrowing or a
combination of both) will not
be made until perhaps the
beginning of next month, Last
year Mr Lawson waited until 10
days before the Budget before
{deciding that he could afford to
"cut the basic rate of tax by 1p.

It is already obvious, how-
ever, that revenues from value

added and corporate taxes are
running far ahead of the Trea-
sury’s previous forecasts. The
tax windfall—generated by the
current consumer spending
boom and high company profit-
ability—was acknowledged in
last November's Autumn State-
ment when the Treasury raised
its forecast of non-oil revenues
in 1986-87 by £2bn.

At that time the Treasury's
internal forecasts were already
Pointing to a substantial fiscal
adjustment, perhaps of about
£2bn, even after the Govern-
ment had added nearly £5bn to
its public spending 1target for
1987-88.

There is growing
confidence that
up to £4bn will be
found for tax cuts

Since then, the pace of in-
crease in non-oil revenues has
further accelerated and the
Treasury expects to under-
shoot its £7bn target for the
public sector borrowing require-
ment (PSBR) in this financial
year.

The rise in the oil price to
about $18 a barrel has provided
another unexpected windfall
and will allow Mr Lawson to
project a price of perhaps $15
or $16 a barrel for the next

ptions facing the Chan
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Nigel Lawson: optimistie

financial year while still appear-
ing cautious.

Finally, the likely undershoot
in the PSBR has allowed
Treasury officials (o begin Bring.
ing forward some of the publfc
spending which would normally
fall in 1987-88 into the current
year.

The decision facing Mr Law-
son is how he should best use
the fiscal adjustment, both in
terms of maximising. the Gov-
ernment’s  popularity and of
ensuring that the Budget gets
a vole of contidence from finan-
clal markets,

get o

Some of the Treasury’s’' most
senior economists believe that—
in the abstract — the best
Strategy would be to use most
of the cash available to reduce
next year’s PSBR even further.

The argument js that the
economy is growing strongly so
no stimulus is needed from tax
cuts. By giving an added
stimulus to the consumer boom,
lower taxes might also exacer-
bate Britain's widening trade

. Bap, as imports account for a

disproportionate share of retail
sales,

A substantially lower PSBR
would pave the way for lower
interest rates, thus boosting
prospects for investment and for
more balanced growth in the
economy, It might also allow a
continued depreciation in the
pound'’s value, strengthening the
prospects for exports. ;

With an election looming,
however, there are few illusions
in Whitehall that Mr Lawson
will opt for such a course. What
does seem increasingly plausible
is that he will seek 6:0 best of
both worlds.

On freunt arithmetic the
Chancellor may well be able to
reduce income taxes by more
than £2bn—perhaps by cutting
the basic rate by 2p to 27p—
and to reduce his planned bor-
ro:ing target by about £1bn to
£6bn.

That apparent combination of
Prudence and generosity might
be enough for a cut in interest
rates and lower mortgage rates,
The latter would provide a
welcome brake on the pace of

f sweeteners

-

increases in. retail”price infla.

tion at a time when it is likely

to be heading for 5 per cent.
Of course, low

not be confine

Conservative
ment to the lower-paid by an-
Nouncing a significant increase

An income tax thresholds.

The Chancellor—again with
an eye on the inflation rate and
votes — could also decide
against raising excise duties on
tobacco, petrol and alcohol by
enough to take account of past
inflation.

Another relatively
sive option would be to cut
the top rates of tax, although
the Prime Minister has indi-
cated that electoral considera-
tions point more towards doing
something for the lower paid.
In that context an increase in
the cejlin for the special
lower-rate band of employees'
National Insurance contribu-
tions might be an attractive
option,

The lokle of Mr Lawson's

inexpen-

‘past policles would dictate the

removal of stamp duty on share
transactions, but what would
be seen as a £1bn handout to
the City would almost certainly
be out of tune with Mrs Thatch-
er's political antennae,

The Chancellor, who is tem- °

peramentally a juggler and al-
ways anxious to spring sur-
prises, will also be looking for
taxes to reform or perhaps to
abolish. The increasingly com-
plex  capit:l »yn-

cellor in what looks like being an election year

and surprises

Prove a worthwhile candidate
if some of its revenue can be
diverted elsewhere.
Plans for the introduction of
X incentives for profit-related

industrialists,

Mr Lawson, though, may well
feel that he has invested too
much political capital in the
idea to drop the idea of even
a modest move in the direction
of profit-related pay.

This comfortable scenario, in
which the Chancellor can afford
to do most of the things he
wants to do, is not, of course,

Revenues from valye
" added and corporate

taxes are running

ahead of forecasts

Immune to outside shocks. The
bound still looks vulnerable on
foreign exchange markets and
another run on the currency
could well force him to follow
the advice of officials and drasti-
cally cut the PSBR target.

Barring a sterling crisis,
though, Mr Lawson's fourth
"Budget looks to be the one
where he will have all the pre-
election opportunities he could
hope for—and, of conrsc no ex-




NB: THIS TRANSCRIPT WAS TYPED FROM A TELEDIPHONE RECORDING AND NOT COPIED FROM AN ORIGINAL
~ SCRIPT: BECAUSE OF THE POSSIBILITY OF MIS-HEARING AND THE DIFFICULTY, IN SOME CASES, OF
. IDENTIFYING INDIVIDUAL SPEAKERS, THE BBC CANNOT VOUCH FOR ITS ACCURACY.

by

BUDGET BROADCAST ¢
THE CHANCELLOR OF THE EXCHEQUER

RECORDED FROM TRANSMISSION: BBC-1 at 2130 DATE: Tuesday, 17th March,'87

THE RT.HON.NIGEL LAWSON,MP (Chancellor of the Exchequer): One of the
things that always surprises visitors to Britain is our strange

attitude to success. It's almost as if we thought it was bad manners
to admit we've done well in anything. Certainly it's true about the
British economy.

We find it hard to accept that whereas less than ten years ago we
were one of the weakest of the industrial nations, today we're one of
the strongest.

Anyone would think our recovery was something to be ashamed of; some
kind of dark secret. But like so many secrets these days it's finally
found its way into the newspapers. Just about every recent survey,
whether by British industry or by independent experts, finds that our
economy is sound and strong and that our prespects are better than
they've been for a generation.

Perhaps the clearest way to see Britain's transformation over these
past eight years after decades of relative failure is to look at the
economic growth in the leading European countries.

As you can see, during the sixties we were bottom of the league. Again,
during the seventies, we were still bottom. But in the eighties, we've
been right at the top of the league -- the fastest growing economy of
all our main European rivals. And if you look at our national output
over the years you can see just why.

After all the stops and starts of the seventies, when we seemed always
to be lurching from one crisis to the next, we've at last had six
successive years of steady growth, taking us far beyond anything we've
achieved before. And this has meant higher living standards for pretty
well everyone.

Over the past eight years, the take-home-pay of a man on average
earnings has gone up by almost twenty percent more than the cost of
living. Compare that with what happened when we last had a Labour
government. In those five years, the real take-home-pay of the man
Oon average earnings didn't go up at all -- in fact he was worse off
at the end of the Labour government than he was at the beginning.

But the key to getting the British economy right has been the battle
against inflation. There was that terrible peak under the Labour
government in 1975, and it was rising again when we took over in

1979. Since then, we've brought it down to around four percent. And
that combination of falling inflation with rising output is a blessing
that Britain hasn't enjoyed at least twenty years. But there's one
yardstick that's even more significant,at least as a pointer to the
future. The curse of Britain's manufacturing industry throughout the
sixties and seventies was low productivity. Our competitors were able
fb
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to produce more goods than we could with the same number of people.

During the sixties, we were bottom of the productivity league. And
during the seventies, we were still bottom. But now, in the eighties,
we're right at the top of the league. And if our productivity is
growing faster than our rivals then that's great news for the years
to come.

Of course the toughest problem for Britain and, indeed, for most other
industrial countries is unemployment. That's because so many more people
have been entering the job market. It isn't because new jobs aren't
being created; they are. Indeed, jobs are another of Britain's growth
areas. Since 1983 France has lost almost a-quarter-of-a-million jobs.
Italy has gained almost a-quarter-of-a-million jobs, and West Germany
has created half-a-million jobs. But here, in Britain, we now have a
million more jobs than we had in 1983 -- a net gain of a million jobs
more than in all the others put together. And unemployment is now

firmly on the way down.

So that's the background to today's Budget. It's not just the result
of one good year; it's the reward of eight years of steady policies
by the government coupled with the tremendous energy and enterprise
of the British people when they're allowed and encouraged to give of
their best. :

But there's a lot still to do, and today's measures will help us
further along the road. In my Budget today, I've once again been able
to cut income tax -- this time by t'pence in the pound which will
increase the take-home-pay.of a man on average earnings by more than
three pounds a week. And I've done so without putting any extra tax
at all on petrol, beer or tobacco.

In the years ahead, I want to get income tax lower still, because that's
the only way to provide real incentives and to stimulate enterprise.

And that in turn is the only practical route to an economy that can
afford the better public services we all want to see. And above all,

to more jobs.

A lot of the new jobs will be in small businesses, and that's why I've
also made a number of changes to help small businessmen and business-
women specially with VAT. And I've annoucned a brand new tax relief for
those whose pay is directly linked to the profit their company makes.
This could easily be worth the same as an extra penny off income tax
to the employees concerned. And it will give people a greater personal
interest in the success of the firms where they work. And it should
also mean that companies will lay fewer people off when profits fall
and take more people on when profits rise. And again, I've introduced
a tax relief for personal pensions which is a way of giving everyone
the opportunity to make their own pension arrangements independent of
their employers. And all these tax reductions come on top of the

the substantial extra spending on health, on education, and on other
priority services which I announced last November. All these measures
are things we wanted to do for a long time, but they're only possible
now because of the solid base and growing strength of Britain's
economy. And we have to advance sensibly because there's always the
unforeseen. If we hadn't had this firm base, then the coal strike in
1984 and 1985, or the collapse of our oil revenues in 1986 could have
knocked us right off course. In fact we were strong enough to ride out
both those storms. And we're now enjoying the sort of success we
haven't known since the war. But we can't relax or let up. It's taken
fb
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eight long years to get ourselves into this enviable position. It would
be all too easy to chuck it away and return to the high spending, high
borrowing binges of the sixties and the seventies, and eight years of
hard fought gains would all be thrown away. But if we stick to the
steady sound policies of the past eight years, then we can all look
forward to a new era of security and prosperity and of pride in the
achievement of our country.

END OF BROADCAST.
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(2) ARRANGEMENT OF WAYS AND MEANS RESOLUTIONS
Mr Chancellor of the Exchequer 1. Amendment of the law.
PrOVISIONAL COLLECTION OF TAXEs: That, pursuant to section 5 of the Provisional Collection of 2. Unleaded petrol.
Taxes Act 1968, provisional statutory effect shall be given to the following Motions:— 3. Vehicles excise duty (farmers’ goods vehicles).
(a) Unleaded petrol (Motion No. 2); and 4. Veh%cles exc%se duty (recovery vehicles).
1 : . : : 5. Vehicles excise duty (trade licences).
(b) Vehicles excise duty (farmers’ goods vehicles) (Motion No. 3). 6. Abolition of general betting duty on on-course bets.
7. Gaming machine licence duty (rates).
8. Gaming machine licence duty (exemptions etc.).
9. Value added tax (credit for input tax).
10. Value added tax (supplies to groups).
11. Value added tax (valuation).
12. Value added tax (issue of securities).
13. Value added tax (supplies received from abroad).
14. Value added tax (tour operators).
15. Value added tax (transfers from the United Kingdom).
16. Value added tax (registration etc.).
17. Income tax (charge and rates for 1987-88).
18. Income tax (indexed personal reliefs etc.): operative date for PAYE.
19. Increased personal relief for those aged eighty and over.
20. Increased relief for blind persons.
21. Relief for interest (limit for 1987-88).
22. Corporation tax (charge and rate for financial year 1987).
23. Corporation tax (small companies).
24. Companies’ chargeable gains.
25. Charities.
26. Registered friendly societies.
27. Annuities, etc.
28. Retirement benefits schemes.
29. Income support.
30. Pay as you earn.
31. Underwriters.
32. Foreign partnerships.
33. Companies: material interests.
34. Apportionment of income etc. of close companies.
35. Corporation tax (payment dates).
36. Charges on income.
37. Investment companies.
38. Recognised investment exchanges.
39. Controlled foreign companies.
40. Dual resident companies.
41. Double taxation relief: interest on overseas loans.
42. Advance corporation tax: oil industry.
43. Commodity futures, financial futures and options.
44. Stamp duty (clearance services).
45. Stamp duty (market makers).
46. Stamp duty (Crown exemption).
47. Stamp duty reserve tax.
48. Inheritance tax.
49. Oil taxation: nomination scheme.
50. Oil taxation: market value of oil.
51. Collective investment schemes.
52. Relief from tax (incidental and consequential charges).
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1. Amendment of the law

That it is expedient to amend the law with respect to the National Debt and public revenue and
to make further provision in connection with finance; but this Resolution does not extend to the
making of any amendment with respect to value added tax so as to provide—

(a) for zero-rating or exempting any supply;
(b) for refunding any amount of tax;
(c) for varying the rate of that tax otherwise than in relation to all supplies and importations; or

(d) for relief other than relief applying to goods of whatever description or services of whatever
description.

2. Unleaded petrol
That, as from 6 o’clock in the evening of 17th March 1987,—

(1) after section 13 of the Hydrocarbon Oil Duties Act 1979 there shall be inserted the following
section—

;ﬁggg;%"" 13A.—(1) On unleaded petrol charged with the excise duty on hydrocarbon
petrol. oil and delivered for home use there shall be allowed at the time of delivery a

rebate of duty at the rate of £0-0096 a litre.

(2) For the purposes of this section petrol is “unleaded” if it contains not more
than 0-013 grams of lead per litre of petrol or, if the petrol is delivered for home
use before Ist April 1990, not more than 0-020 grams of lead per litre of petrol.

(3) Rebate shall not be allowed under this section in any case where it is
allowed under section 14 below.”:

(2) in section 24 of that Act (control of use of duty-free and rebated oil) in subsection (1) (power
of Commissioners to make regulations) after the words “‘section 12" there shall be inserted “‘section
13A”: and

(3) insection 27 of that Act (interpretation) in the definition of “‘rebate’ after the words “‘section
11" there shall be inserted “13A™:

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

3. Vehicles excise duty (farmers’ goods vehicles)

That Schedule 4 to each of the Vehicles (Excise) Act 1971 and the Vehicles (Excise) Act
(Northern Ireland) 1972 shall have effect, in relation to licences taken out after 17th March 1987,
with the amendments set out below:

But this Resolution shall not authorise the making of amendments which would result in
different provisions being in force in different parts of Great Britain:

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968:

(1) In Part I, in sub-paragraph (2) of paragraph 6 (farmer’s goods vehicle or showman’s goods
vehicle having a plated gross weight or a plated train weight) in paragraph (b) (weight exceeding
7.5 tonnes but not exceeding 12 tonnes) for *“ £155 (which applies to farmers’ goods vehicles only)
there shall be substituted “ £175”; and

(2) In Part II, for Tables A(1), C(1) and D(1) (rates for farmers’ goods vehicles having plated
weight exceeding 12 tonnes) there shall be substituted the Tables set out below:
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TABLE A(1)

RATES OF DUTY ON RIGID GooDSs VEHICLES EXCEEDING 12 TONNES PLATED GROSS WEIGHT

RATES FOR FARMERS’ GOODS VEHICLES

ey
TaBLE D(1)

RATES OF DuTY ON TRACTOR UNITS EXCEEDING 12 TONNES PLATED TRAIN WEIGHT
AND HAVING THREE OR MORE AXLES

RATES FOR FARMERS’ GOODS VEHICLES

Plated gross weight of vehicle Rate of duty

2 2. s 4. 5.
Exceeding Not Two axle Three axle Four or more

exceeding vehicle vehicle axle vehicle
tonnes tonnes £ ' £

12 13 245 190 190

13 14 340 205 205

14 15 445 205 205

15 17 620 205 205

17 19 - 295 205

19 24 — 395 205

21 23 — 540 295

23 25 — 965 415

25 27 - — 600

27 29 — — 880

29 30.49 - — 1,450

TaABLE C(1)

RATES OF DUTY ON TRACTOR UNITS EXCEEDING 12 TONNES PLATED TRAIN WEIGHT
AND HAVING ONLY 2 AXLES

RATES FOR FARMERS’ GOODS VEHICLES

Plated train weight of tractor unit Rate of duty
L 2. 3. 4. 5.
For a tractor For a tractor For a tractor

ur;lit to be used unit to be used unit to be used

; : with semi-trailers only with semi- only with semi-

Exceeding Not exceeding with any number trailers with not trailers with not

of axles less than two less than three
axles axles

tonnes tonnes 5 £ 5

12 14 280 250 250
14 16 355 265 265
16 18 415 265 265
18 20 485 265 265
20 22 565 330 265
22 23 600 370 265
23 25 690 470 265
25 26 690 520 320
26 28 690 655 430
28 29 725 725 490
29 31 1,010 1,010 630
31 33 1,470 1,470 1,010
33 34 1,470 1,470 1,350
34 36 1,650 1,650 1,650
36 38 1,860 1,860 1,860

Plated train weight of tractor unit Rate of duty
I: 2 3. 4. 59
For a tractor For a tractor For a tractor

unit to be used unit to be used unit to be used

. . with semi-trailers only with semi- only with semi-

Exceeding Not exceeding with any number trailers with not trailers with not

of axles less than two less than three
axles axles

tonnes tonnes £ £ £

12 14 250 250 250
14 20 265 265 265
20 22 330 265 265
22 23 370 265 265
23 25 470 265 265
25 26 520 265 265
26 28 655 265 265
28 29 725 310 265
29 31 1,010 385 265
31 33 1,470 580 265
33 34 1,470 850 330
34 36 1,470 1,220 500
36 38 1,640 1,640 745

4. Vehicles excise duty (recovery vehicles)

That provision may be made for, and in connection with, charging duty in respect of recovery
vehicles by reference to an annual rate of £50 under the Vehicles (Excise) Act 1971 and the Vehicles
(Excise) Act (Northern Ireland) 1972.

5. Vehicles excise duty (trade licences)

That provision may be made with respect to the rates of duty applicable to trade licences under
section 16 of each of the Vehicles (Excise) Act 1971 and the Vehicles (Excise) Act (Northern
Ireland) 1972.

6. Abolition of general betting duty on on-course bets
That—

(1) General betting duty shall not be chargeable on any bet made on or after 29th March 1987
which is an on-course bet within the meaning of Part I of the Betting and Gaming Duties Act 1981
(“‘ the 1981 Act™):

(2) Nothing in this Resolution shall affect—

(a) the question whether a person is for the purposes of Schedule 1 to the 1981 Act carrying on
a general betting business or engaged in an activity by reason of which he is or may be or
become liable for general betting duty, or

(b) the question whether a person is for the purposes of Schedule 2 to the Miscellaneous
Transferred Excise Duties Act (Northern Ireland) 1972 carrying on a business which
involves or may involve general betting duty becoming payable or engaged in an activity by
reason of which he is or may be or become liable for duty:

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.
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7. Gaming machine licence duty (rates)

That, with respect to licences for any period beginning on or after 1st June 1987, for the Tables
set out in section 23(1) of the Betting and Gaming Duties Act 1981 there shall be substituted the
following Tables:

TABLE A

Small-prize machines

Description of machines Duty on
authorised by the licence whole-year licence

Chargeable at the lower rate ... RIS pex macttns

Chargeable at the higher rate ... £375 per machine

TABLE B

Other machines

Description of machines Duty on
authorised by the licence whole-year licence
£375 per machine

Chargeable at the lower rate ...
Chargeable at the higher rate... £960 per machine

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

8. Gaming machine licence duty (exemptions etc.)

That provision may be made amending Schedule 4 to the Betting and Gaming Duties Act 1981
(exemptions and supplementary provisions relating to gaming machine licence duty).

9. Value added tax (credit for input tax)

That, in relation to supplies and importations made on or after 1st April 1987, the Value Added
Tax Act 1983 shall have effect with the following amendments:

(1) In section 15, for subsections (1) to (3) there shall be substituted—

“(1) The amount of input tax for which a taxable person is entitled to credit at the end of any
period shall be so much of the input tax for the period (that is input tax on supplies and
importations in the period) as is allowable by or under regulations as being attributable to
supplies within subsection (2) below.

(2) The supplies within this subsection are the following supplies made or to be made by the
taxable person in the course or furtherance of his business—

(a) taxable supplies;

(b) supplies outside the United Kingdom which would be taxable supplies if made in the
United Kingdom;

(c) supplies which section 35 below provides are to be disregarded for the purposes of this Act
and which would otherwise be taxable supplies.

. 19:°)

(3) The Commissioners shall make regulations for securing a fair and reasonable attribution
of input tax to supplies within subsection (2) above, and any such regulations may provide for—

(a) determining a proportion by reference to which input tax for any prescribed accounting
period is to be provisionally attributed to those supplies;

(b) adjusting, in accordance with a proportion determined in like manner for any longer
period comprising two or more prescribed accounting periods or parts thereof, the
provisional attribution for any of those periods; and

(c) the making of payments in respect of input tax, by the Commissioners to a taxable person
(or a person who has been a taxable person) or by a taxable person (or a person who has
been a taxable person) to the Commissioners, in cases where events prove inaccurate an
estimate on the basis of which an attribution was made.”

(2) In section 6(1), for the words “ the charge to tax ™ there shall be substituted the words * this
Act”.

(3) In section 35(1) and (2), for the words “ shall be disregarded ” there shall be substituted the
words ““ shall, except where the contrary intention appears, be disregarded .

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

10. Value added tax (supplies to groups)

That, in relation to transfers of assets made on or after 1st April 1987, the Value Added Tax Act
1983 shall have effect with the insertion after section 29 of the following section—

Supplies  29A.—(1) Subject to subsections (2) and (3) below, subsection (4) below
groups.  applies where— g

(a) a business, or part of a business, carried on by a taxable person is
transferred as a going concern to a body corporate treated as a member of
a group under section 29 above;

(b) on the transfer of the business or part, chargeable assets of the business are
transferred to the body corporate; and

(¢) the transfer of the assets is treated by virtue of section 3(3) (¢) above as
neither a supply of goods nor a supply of services.

(2) Subsection (4) below shall not apply if the representative member of the
group is entitled to credit for the whole of the input tax on supplies to it and
importations by it—

(a) during the prescribed accounting period in which the assets are transferred,

and

(b) during any longer period to which regulations under section 15(3) (b)
above relate and in which the assets are transferred.

(3) Subsection (4) below shall not apply if the Commissioners are satisfied that
the assets were acquired by the taxable person transferring them more than three
years before the day on which they are transferred.

(4) The chargeable assets shall be treated for the purposes of this Act as being,
on the day on which they are transferred, both supplied to the representative
member of the group for the purpose of its business and supplied by that member
in the course or furtherance of its business.

(5) A supply treated under subsection (4) above as made by a representative
member shall not be taken into account as a supply made by him when
determining the allowance of input tax in his case under section 15 above.

(6) The value of a supply treated under subsection (4) above as made to or by
a representative member shall be taken to be the open market value of the
chargeable assets.
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(7) For the purposes of this section, the open market value of any chargeable
assets shall be taken to be the price that would be paid on a sale (on which no tax
is payable) between a buyer and a seller who are not in such a relationship as to
affect the price.

(8) The Commissioners may reduce the tax chargeable by virtue of subsection
(4) above in a case where they are satisfied that the person by whom the
chargeable assets are transferred has not received credit for the full amount of
input tax arising on the acquisition by him of the chargeable assets.

(9) For the purposes of this section, assets are chargeable assets if their supply
in the United Kingdom by a taxable person in the course or furtherance of his
business would be a taxable supply (and not a zero-rated supply).”.

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

11. Value added tax (valuation)

That, in relation to supplies made on or after 1st April 1987, Schedule 4 to the Value Added Tax
Act 1983 shall have effect with the insertion, at the beginning of paragraph 1(1) (c), of the words
“if the supply is a taxable supply,”.

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

12. Value added tax (issue of securities)

That, in relation to supplies made on or after 1st April 1987, Group 5 in Schedule 6 to the Value
Added Tax Act 1983 shall have effect with the following amendments—

(a) at the end of item 5 there shall be added the words * or the underwriting of an issue within
item 17; and

(b) after item 6 there shall be inserted the following item—

“6A. The making of arrangements for, or the underwriting of, an issue within item 6.”.

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

13. Value added tax (supplies received from abroad)

That, with respect to services supplied on or after 1st April 1987, section 7 of the Value Added
Tax Act 1983 (reverse charge on supplies received from abroad) shall be amended as follows—

(a) in paragraph (b) of subsection (1), for the words ““ taxable person ™ there shall be substituted
*“ person (in this section referred to as * the recipient”) ”’;

(b) in subsection (1), in the words following paragraph (b) for the words “as if the taxable
person ” there shall be substituted ** as if the recipient ”’;

(c) in subsections (3) and (4) for the words ‘“taxable person” there shall be substituted
“recipient ’; and

(d) in subsection (3) for the words ** the allowance ” there shall be substituted *“ any allowance ™.

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

—_—
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14. Value added tax (tour operators)

That provision may be made about the treatment for the purposes of value added tax of supplies
by tour operators, travel agents and others making like supplies.

15. Value added tax (transfers from the United Kingdom)

That provision may be made repealing item 2 of Group 15 in Schedule 5 to the Value Added Tax
Act 1983.

16. Value added tax (registration etc.)

That the Value Added Tax Act 1983 may be amended by provisions as to registration, and
provisions treating as taxable persons certain registered persons who neither make nor intend to
make taxable supplies.

17. Income tax (charge and rates for 1987-88)
That—

(1) Income tax for the year 1987-88 shall be charged at the basic rate of 27 per cent. and, in
respect of so much of an individual’s total income as exceeds £17,900 (the basic rate limit as
determined under subsection (4) of section 24 of the Finance Act 1980—indexation), at such higher
rates as are specified in the Table below:

TABLE
Higher rate bands Higher rate
The first £2,500 40 per cent.
The next £5,000 45 per cent.
The next £7,900 50 per cent.
The next £7,900 55 per cent.
The remainder 60 per cent.

(2) Section 24(4) of the Finance Act 1980 (indexation of thresholds) shall not, so far as it relates
to the higher rate bands, apply for the year 1987-88:

(3) This Resolution shall not require any change to be made in the amounts deductible or
repayable under section 204 of the Income and Corporation Taxes Act 1970 (pay as you earn)
before 18th May 1987:

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

18. Income tax (indexed personal reliefs etc.): operative date for PAYE

That, for the year 1987-88, in subsection (7) of section 24 of the Finance Act 1980 (which
specifies }he date from which indexed changes in income tax thresholds and allowances are to be
brought into account for the purposes of PAYE) for ““ 5th May * there shall be substituted * 18th
May :

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.
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19. Increased personal relief for those aged eighty and over

That, for the year 1987-88 and subsequent years of assessment—

(1) Subject to the provisions of this Resolution, subsection (1) of section 8 of the Income and
Corporation Taxes Act 1970 (personal reliefs) shall have effect—

(a) in relation to a claim by a person who proves that he or his wife was at any time within the
year of assessment of the age of eighty or upwards, as if the sum specified in paragraph (a)
(married) were £4,845; and

(b) in relation to a claim by a person who proves that he was at any time within the year of
assessment of the age of eighty or upwards, as if the sum specified in paragraph (b) (single)
were £3,070;

and for this purpose, a person who would have been of the age of eighty or upwards within the year
of assessment if he had not died in the course of it shall be treated as having been of that age within
that year:

(2) Forany year of assessment for which a person is entitled to increased personal relief by virtue
of this Resolution, he shall not be entitled to increased relief under subsection (1A) of the said
section 8 (increased relief for persons of sixty-five and upwards):

(3) For the purpose of any enactment which refers to Part I of the Income and Corporation
Taxes Act 1970 or to Chapter 11 of that Part, paragraph (1) above shall be taken to be included in
that Chapter:

(4) In the following enactments—
(a) subsection (1B) of the said section 8 (tapering of relief under subsection (1A)), and
(b) paragraph 3(3) of Schedule 4 to the Finance Act 1971 (exclusion of certain reliefs where there

is separate taxation of wife’s earnings),

any reference to subsection (1A) of the said section 8 shall include a reference to paragraph (1)
above:

(5) In subsection (8) of section 36 of the Finance Act 1976 (application of provisions relating to
transfer of balance of certain reliefs between spouses) the reference in paragraph (b) to subsection
(1A)(b) of the said section 8 shall include a reference to paragraph (1)(b) above:

(6) This Resolution shall not require any change to be made in the amounts deductible or
repayable under section 204 of the Income and Corporation Taxes Act 1970 (pay as you earn)
before 18th May 1987:

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

20. Increased relief for blind persons
That—

(1) For the year 1987-88 and subsequent years of assessment, in section 18 of the Income and
Corporation Taxes Act 1970—

(a) in subsection (1) (single blind persons and married couples of whom one is blind) for *“ £360
there shall be substituted ““ £540”’; and

(b) in subsection (2) (married couples, both of whom are blind) for “£720” there shall be
substituted “ £1,080’:

(2) This Resolution shall not require any change to be made in the amounts deductible or
repayable under section 204 of the Income and Corporation Taxes Act 1970 (pay as you earn)
before 18th May 1987:

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.
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21. Relief for interest (limit for 1987-88)

That, for the year 1987-88, the qualifying maximum referred to in paragraphs 5(1) and 24(3) of
Schedule 1 to the Finance Act 1974 (limit on relief for interest on certain loans for the purchase or
improvement of land) shall be £30,000:

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

22. Corporation tax (charge and rate for financial year 1987)

That corporation tax shall be charged for the financial year 1987 at the rate of 35 per cent.

23. Corporation tax (small companies)
That—

(a) the small companies rate for the financial year 1987 shall be 27 per cent; and

(b) the fraction by reference to which corporation tax charged on income is reduced under
section 95(2) of the Finance Act 1972 shall for that financial year be one fiftieth.

24. Companies’ chargeable gains

That provision may be made with respect to the treatment of the chargeable gains of companies
for the purposes of corporation tax.

25. Charities

That, for the year 1987-88 and subsequent years of assessment, section 27(7) of the Finance Act
1986 (which limits to £100 the payroll deductions attracting relief) shall have effect with the
substitution of “ £120” for “ £100”.

And it is hereby declared that it is expedient in the public interest that this Resolution should
have statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

26. Registered friendly societies
That provision may be made—
(a) amending section 332(2) of the Income and Corporation Taxes Act 1970 and section 64 of

the Friendly Societies Act 1974 with respect to contracts for the assurance of gross sums
under tax exempt life or endowment business of registered friendly societies; and

(b) ar'nendin.g.the. operation of section 400 of that Act with respect to gains arising in connection
with policies issued in the course of such business by registered friendly societies.

27. Annuities, etc.

That provision‘n.lay be made about contracts, schemes or other arrangements providing for the
payment of annuities or lump sums.
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28. Retirement benefits schemes

That provision may be made about retirement benefits schemes.

29. Income support

That provision may be made charging to income tax under Schedule E payments of income
support under the Social Security Act 1986 or the Social Security (Northern Ireland) Order 1986.

30. Pay as you earn

That provision may be made with respect to the payments to which section 204 of the Income
and Corporation Taxes Act 1970 (pay as you earn) applies.

31. Underwriters

That charges to income tax (including charges for the years of assessment 1985-86 and 1986-87)
may be imposed by provisions about underwriters.

32. Foreign partnerships

That provision may be made, with retrospective effect, with respect to the taxation of persons
resident in the United Kingdom who are members of partnerships resident outside the United
Kingdom.

33. Companies: material interests

That provision may be made as to the cases in which a person is to be regarded as having a
material interest in a company for certain purposes of the Tax Acts.

34. Apportionment of income etc. of close companies

That provision may be made amending Schedule 16 to the Finance Act 1972.

35. Corporation tax (payment dates)

That provision may be made as to the time within which corporation tax in respect of any
accounting period of a company is required to be paid.

36. Charges on income

That provision may be made with respect to the dates on which certain payments made between
companies are to be treated as received.

( 15)

37. Investment companies

That amendments may be made to section 304 of the Income and Corporation Taxes Act 1970.

38. Recognised investment exchanges

That charges to income tax, corporation tax and capital gains tax may be imposed by provisions
enabling enactments referring to The Stock Exchange to have effect, with or without modification,
in relation to other recognised investment exchanges.

39. Controlled foreign companies

That provision may be made with respect to the circumstances in which a controlled foreign
company, within the meaning of Chapter VI of Part II of the Finance Act 1984, is to be regarded
as pursuing an acceptable distribution policy.

40. Dual resident companies

That provision may be made with respect to companies which are resident in the United
Kingdom and are also within a charge to tax under the laws of a territory outside the United
Kingdom.

41. Double taxation relief: interest on overseas loans

That provision may be made amending sections 65 and 66 of the Finance Act 1982.

42. Advance corporation tax: oil industry
That provision may be made with respect to—

(a) the setting of advance corporation tax against corporation tax on profits arising from oil
extraction activities or oil rights, within the meaning of Part II of the Oil Taxation Act 1975;
and

(b) the repayment of advance corporation tax under section 17 (3) of that Act and section 127 (5)
of the Finance Act 1981.

43. Commodity futures, financial futures and options
That provision may be made—

(a) for bringing gains on certain disposals of commodity futures, financial futures and options
within the charge to capital gains tax or corporation tax on chargeable gains, and

(b) with respect to the treatment under the Capital Gains Tax Act 1979 of certain options.

44. Stamp duty (clearance services)

That provision may be made with respect to stamp duty in relation to instruments transferring
securities to persons concerned with clearance services.
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45. Stamp duty (market makers)

That amendments may be made to section 82(6) of the Finance Act 1986.

46. Stamp duty (Crown exemption)

That charges to stamp duty may be imposed by provisions relating to instruments made by, to
or with Ministers of the Crown.

47. Stamp duty reserve tax

That charges to stamp duty reserve tax may be imposed by further provisions relating to that
tax.

48. Inheritance tax

That charges to inheritance tax may be imposed—
(a) by provisions relating to the coming to an end of an interest in possession in settled property;

(b) by provisions as to the circumstances in which the settlor is liable for the tax on the value
transferred by a potentially exempt transfer relating to settled property;

(¢) by provisions relating to relief under Chapter I (business property) or Chapter II
(agricultural property) of Part V of the Inheritance Tax Act 1984;

(d) by provisions relating to settled property of the kind to which Schedule 4 to that Act
(maintenance funds for historic buildings etc.) relates; and

(e) by provisions relating to the payment of tax by instalments.

49. Oil taxation: nomination scheme

That, in connection with a scheme relating to the nomination of sales, appropriations and other
disposals of oil, provision may be made with respect to the amounts to be taken into account under
the Oil Taxation Act 1975 in determining the gross profit or loss accruing to a participator in an oil
field in any chargeable period.

50. Oil taxation: market value of oil

That provision may be made with respect to the determination of the market value of oil for the
purposes of provisions of the Oil Taxation Act 1975.

( 47 )

51. Collective investment schemes

That charges to income tax, corporation tax, capital gains tax, inheritance tax, stamp duty and
stamp duty reserve tax may be imposed by provisions relating to unit trust schemes or to other
collective investment schemes.

52. Relief from tax (incidental and consequential charges)

That it is expedient to authorise any incidental or consequential charges to any duty or tax
(including charges having retrospective effect) which may arise from provisions designed in general
to afford relief from tax.



( 18 )
PROCEDURE RESOLUTIONS

PROCEDURE (PERSONAL PENSION SCHEMES): That, notwithstanding anything to the contrary in
the practice of the House relating to matters which may be included in Finance Bills, any Finance
Bill of the present Session may make provision for the payment of sums out of or into the National
Insurance Fund in connection with provisions relating to the payment of minimum contributions
under Part I of the Social Security Act 1986.

PROCEDURE (EXCHANGE AND FINANCIAL ConTROL): That, notwithstanding anything to the
contrary in the practice of the House relating to matters which may be included in Finance Bills,
any Finance Bill of the present Session may—

(a) make provision for and in connection with the repeal of the Exchange Control Act 1947; and

(b) amend section 2 of the Banking and Financial Dealings Act 1971.

PrROCEDURE (FUTURE TAXATION): That, notwithstanding anything to the contrary in the practice
of the House relating to matters which may be included in Finance Bills, any Finance Bill of the
present Session may contain the following provisions taking effect in a future year—

(a) provisions amending the Taxes Management Act 1970;

(b) provisions with respect to amounts due by way of penalty or interest;

(¢) provisions with respect to interest on tax overpaid;

(d) provisions with respect to the payment of corporation tax without assessment; and

(e) provisions with respect to the time within which corporation tax in respect of any accounting
period of a building society is required to be paid.
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Mr. Deputy Speaker (Mr. Harold Walker): Before I call
the Chancellor of the Exchequer, it may be for the
convenience of hon. Members if I remind them that at the
end of the Chancellor’s speech, as in past years, copies of
the Budget resolutions will not be handed around in the
Chamber but will be available to hon. Members in the
Vote Office.

3.34 pm

The Chancellor of the Exchequer (Mr. Nigel Lawson):
The setting for this year’s Budget is more favourable than
it has been for very many years. We are now entering our
seventh successive year of steady growth, and the fifth in
which this has been combined with low inflation. The
public finances are sound and strong, and unemployment
is falling. These are the fruits of the Government’s
determination, in bad times as well as good, to hold firmly
to our policies of sound money and free markets. Once
again, I reaffirm those policies.

I shall begin, as usual, by reviewing the economic
background to the Budget. I shall then turn to monetary
policy and to the fiscal outlook this year and next. Finally,
I shall propose some changes in taxation designed to
improve still further the prospects that lie before us. A
number of press releases, filling out the details of my
proposals, will be available from the Vote Office as soon
as I have sat down.

THE ECONOMIC BACKGROUND

I start with the economic background, Nineteen
Eighty-six was dominated by the sudden collapse of the oil
price. Our own economy was affected not only directly, as
a major oil producer and exporter, but also by the pause
in world growth as the world economy adjusted to what
has been described as the third oil shock. Despite this
dislocation, however, the economy has developed in most
respects as I foreshadowed a year ago.

In 1986 as a whole output grew by a further 21 per cent.,
or so, which compares well with the experience of other
industrialised countries. It is worth recalling that during
the 1960s, and again in the 1970s, Britain’s growth rate was
the lowest of all the major European economies. By
contrast, during the 1980s, our growth rate has been the
highest of all the major European economies.

This greatly improved growth performance has been
accompanied by falling inflation, which at 31 per cent. in
1986 reached the lowest figure for almost 20 years. Over
the lifetime of this Parliament, inflation has averaged less
than S per cent.

During the first half of last year, exports and hence
output were affected by the pause in world growth to
which I have already referred. But since the middle of the
year exports have grown strongly. Indeed, over the last
three months the volume of exports of manufactures was
6 per cent. higher than a year earlier — a better
performance than that of any other major economy. This
pattern was reflected in the rapid growth of manufacturing
output in the second half of last year.

This resurgence of economic growth, coupled with the
special measures we have taken, has brought about a
welcome fall in the number of people out of work. Since

424

17 MARCH 1987

Budget Statement 816

July unemployment has fallen by more than 100,000, the
largest six-monthly fall since 1973. Though the numbers
out of work are still far too high, both youth
unemployment and long-term unemployment are now
lower than they were a year ago.

I announced a number of specific employment
measures in my last Budget, and since then my right hon.
and noble Friend the Secretary of State for Employment
has further extended the restart programme for the long-
term unemployed. There will also be more places on the
enterprise allowance scheme, and the number of jobclubs
is to be quadrupled. The new job training scheme will
eventually give a quarter of a million people, most of them
youngsters, vocational training leading to recognised
qualifications. With these and other measures, this
Government have developed their employment and
training programmes on a scale which no other country
can match. But the best hope of all for the unemployed is
in the continued vigour of the economy.

Since the early months of last year, there has been a
further surge in manufacturing productivity. This
continues the remarkable improvement in productivity
growth achieved by British industry throughout the 1980s.
During the 1960s, and again in the 1970s, growth in
manufacturing productivity in the United Kingdom was
the lowest of all the seven major industrial countries in the
world. During the 1980s, our annual rate of growth of
output per head in manufacturing has been the highest of
all the seven major industrial countries.

The recorded current account of the balance of
payments went into deficit in 1986 by around £1 billion.
This followed a cumulative current account surplus of
some £20 billion between 1979 and 1985. Some
deterioration in our current account was inevitable in the
face of a £4 billion loss of earnings on oil trade virtually
overnight. But the significance of this should not be
exaggerated. The exchange rate adjustment that followed
the fall in the oil price is already contributing to an
improved non-oil trade performance. And earnings from
the massive stock of net overseas assets we have acquired
since 1979 will provide a continuing support to the current
account in the years ahead. At well over £100 billion, our
net overseas assets are now greater than at any time since
the war, and second only to those of Japan.

Looking ahead, I expect 1987 to be another year of
balanced growth with low inflation. Total output is
forecast to rise by 3 per cent., with exports and investment
up by rather more than that. By then we will have
registered the longest period of steady growth, at a rate
approaching 3 per cent. a year, that the British economy
has known since the war. Manufacturing industry, in
particular, should do well in 1987. and with the non-oil
economy set to grow at 3} per cent., there is every prospect
of unemployment continuing to fall throughout the year.

In last year’s Budget speech I said that the outlook for
jobs depended on a sustained improvement in the
performance of business and industry. That sustained
improvement in economic performance is now well under
way.

Despite the strong growth in exports, it will inevitably
take time for the full effect of the exchange rate adjustment
to work through. The current account is thus likely to
remain in deficit this year, by some £21 billion, around half
of 1 per cent. of GDP.

As I foreshadowed in the autumn statement, inflation
may continue to edge up for a time, perhaps exceeding 4}
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Mr. Fairbairn: Does my right hon. Friend appreciate,
I could say it in Latin, but I shall not, that the permissive
society one generation on has turned out to be the criminal
society?

The Prime Minister: My hon. and learned Friend makes
his own point very effectively.

Q3. Mr. Winnick asked the Prime Minister if she will
list her official engagements for Tuesday 17 March.

The Prime Minister: I refer the hon. Gentleman to the
reply that I gave some moments ago.

Mr. Winnick : As the head of the security service, does
the Prime Minister not recognise that if some dissident
members of the security service in the 1970s tried to
destabilise a Government whom they did not like, it strikes
at the very heart of democracy? On reflection, therefore
does the Prime Minister not recognise, bearing in mind the
answers that were given yesterday by the Attorney-
General, that we cannot be satisfied with anything less
than a full judicial inquiry about what happened during
the time of a Labour Government?

The Prime Minister: The hon. Gentleman is concerned
with something that did not happen in my time and about
which the Prime Minister of the day made a clear
statement. [Interruption.]
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Mr. Speaker: Order. I ask the House to listen to the
Prime Minister.

The Prime Minister: The Labour Prime Minister of the
day made a clear statement about it. The hon. Gentleman
must take up that matter with that Prime Minister.

Mr. Bell: On a point of order, Mr. Speaker. Earlier, the
hon. Member for Poole (Mr. Ward) said that the Leader
of the Opposition had been converted to the cause of law
and order. I should like you to ask him to withdraw that
phrase.

Mr. Speaker: Order. I do not think that it was
unparliamentary, although it might have been rather
offensive.

Mr. Ward: Further to that point of order, Mr. Speaker.
I had not realised what a sensitive subject law and order
is with the Opposition. In view of the embarrassment, of
course I withdraw it.

NEW MEMBER
The following Member took and subscribed the Oath :

Matthew Owen John Taylor Esq., for Truro.
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per cent. by the summer, before falling back to 4 per cent.
by the end of the year. While short-term fluctuations are
inescapable, it remains the Government’s prime objective
to keep inflation on an underlying downward trend.

Given the continuation of present policies in this
country, the biggest risk to the excellent prospect I have
outlined is that of a downturn in the world economy as a
whole. There are still serious imbalances afflicting the
three major economies—the United States, on the one
hand, and Japan and Germany on the other—which, if
not handled properly, could lead to a simultaneous
downturn in all three. And this in turn could be
exaggerated by renewed turmoil in the foreign exchange
markets, whose tendency to overshoot is as notorious as
it is damaging.

It was to address these dangers that the Finance
Ministers and central bank governors of six major nations
met in Paris last month, and agreed among other things
to co-operate closely in fostering a period of exchange rate
stability. In my Budget speech last year, I said:

“Provided we are not over-ambitious, I believe that the
Plaza accord 1is something we can usefully build
on.”—|Official Report, 18 March 1986; Vol. 94, c. 167.]
That is what we have now done, with Plaza II. But it would
be idle to deny that the wider risks still remain.

Short of a world downturn, which can and must be
avoided, British industry now has an outstanding
opportunity, with growing markets at home and overseas,
low inflation, rapidly growing productivity and greatly
improved profitability. Provided it can control its costs
and maintain its present competitive advantage, and
assuming the continuation of present policies, we can look
forward to many more years of strong growth combined
with low inflation.

Budget Statement

MONETARY POLICY

For their part, the Government will keep in place a
sound and prudent financial framework. That means, as
it has done since 1980, the medium-term financial strategy.
The central objective of the MTFS is gradually to reduce
the growth of money GDP over the medium term so as to
squeeze inflation out of the system and ultimately to
achieve price stability. This requires monetary discipline
buttressed by low public sector borrowing. The essential
instrument of monetary policy must remain short-term
interest rates. These will continue to be set in the light of
monetary conditions as indicated principally by the
growth of narrow and broad money and the behaviour of
the exchange rate.

For narrow money, MO, the target range for next year
will be 2 to 6 per cent. as foreshadowed in last year’s
MTES. For broad money, however, as the Governor of
the Bank of England cogently argued in his
Loughborough lecture last October, it is probably wiser in
current circumstances to eschew an explicit target
altogether. But broad money will continue to be taken into
account in assessing monetary conditions, as of course will
the exchange rate.

PUBLIC SECTOR BORROWING

I mentioned a moment ago the need to keep public
sector borrowing low.

The final outturn for the public sector borrowing
requirement last year, 1985-86, was just under £6 billion,
equivalent to 1} per cent. of GDP, the lowest level since
1970-71. In my Budget last year, faced with a massive loss
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of what now looks to be almost £7 billion of North sea oil
revenue, I none the less decided to hold the PSBR for this
year, 1986-87, to £7 billion, or 13 per cent. of GDP.

In the event, this year’s PSBR looks like turning out at
only £4 billion, or 1 per cent. of GDP — the second
successive year of significant undershoot. This successful
outcome is chiefly attributable to the remarkable
buoyancy of non-oil tax revenues in general and of the
corporation tax paid by an increasingly profitable business
sector in particular.

Looking ahead, there is still a degree of uncertainty
surrounding oil prices, and I have therefore stuck to the
assumption I made last year that the North sea oil price
will average $15 a barrel. But it is clear that the increased
flow of non-oil tax revenues, coupled with the prospective
further growth of the economy in excess of the growth of
public expenditure, puts the public finances in a very
strong position. I intend to keep it that way.

Last year’s MTFS indicated a PSBR for 1987-88 of £7
billion, or 13 per cent. of GDP; and, as the House will
recall, I gave an assurance at the time of the autumn
statement, when I announced a £43 billion increase in
planned public expenditure in 1987-88, that on no account
would I exceed that figure.

Indeed, I believe it is right to go below it. Since its
inception in 1980, the MTFS has indicated a steadily
declining path for the PSBR expressed as a percentage of
GDP. We have now reached what I judge to be its
appropriate destination —a PSBR of 1 per cent. of
GDP. My aim will be to keep it there over the years ahead.
This will maintain a degree of fiscal prudence that, until
this year, had been achieved on only two occasions since
1950.

Accordingly, I have decided to provide for a PSBR in
1987-88 of £4 billion.

Inevitably, this greatly diminishes the scope I have this
year for reducing the burden of taxation, which of course
remains a major objective of Government policy. But I am
sure it is right to err on the side of prudence and caution,
and to build a still firmer base for the future. That is the
principle on which both I and my predecessor have
consistently conducted economic policy these past eight
years, and 1 see no reason to depart from it now.

Meanwhile, I would make one further observation, of
a different nature. Economic arguments are seldom
concluded, one way or another. This is chiefly because it
is unusual for economic policies to be held in place long
enough to provide sufficient evidence. But the 1980s have
been different; and, as a result, one critically important
economic argument has now been concluded, finally and
decisively.

Throughout our period of office, our critics have
consistently maintained not only that a fiscal stimulus
would produce real economic growth, but that without an
expansionary fiscal policy sustained growth was imposs-
ible. They were wrong, and have been proved wrong. The
British economy is now embarking on its seventh
successive year of steady growth, at an average rate of
getting on for 3 per cent. a year. And during that time the
PSBR, even if privatisation proceeds are added back, has
been deliberately and steadily reduced from a shade under
6 per cent. of GDP to a little over 2 per cent. Indeed, had
I or my predecessor at any time heeded the advice of our
so-called expansionist critics, the British economy would
never have been in the unprecedentedly favourable
position it is in today.
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EXCHANGE CONTROL

Before I turn to my proposals for changes in taxation,
I have one other change of a specific nature to announce.
In 1979, a few months after the present Government had
first taken office, my predecessor announced the abolition
of exchange controls, which had been in continuous
operation ever since the outbreak of war in 1939. That
bold action has, over the past seven and a half years,
proved wholly beneficial to the British economy; and I am
glad to note that other European countries are now
moving in the same direction.

But the Exchange Control Act remains on the statute
book. The time has come to repeal it. The necessary
legislation will be contained in this year’s Finance Bill.

I note that, in what was clearly intended to be a major
speech in New York in September, the Deputy Leader of
the Labour party declared that

“The Labour Party has no intention of reintroducing
statutory exchange controls”.

I am confident, therefore, that the proposal I have just
made will be welcomed on all sides of the House.

BUSINESS AND ENTERPRISE

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

The fundamental reform of the corporation tax system
which I introduced in 1984 came fully into effect last April.
The new system has undoubtedly improved the quality of
business investment decisions in Britain, and is also
encouraging more overseas companies to set up here.

During the transition to the new system, companies
were given advance notice of the main rate of Corporation
Tax for the year ahead. This helped them in their forward
planning, and I intend as far as possible to continue the
practice of setting the rate in advance.

Accordingly, I can announce now that the main rate of
corporation tax in 1987-88 will be unchanged at 35 per
cent.—lower than in any other major industrial nation,
though the United States is now set to emulate us.

The low rate of corporation tax enables me to introduce
a further simplification into the system.

At present, while companies’ capital gains are liable to
corporation tax, the amount of such gains is first adjusted
by a certain fraction so that the effective rate of tax is the
same as that on capital gains made by individuals. This
dates back to the time when the two rates of tax were far
apart.

This is no longer the case. Indeed, the corporation tax
rate.for small companies is now below the capital gains tax
rate. I therefore propose that, from today, companies’
capital gains be charged at the appropriate corporation tax
rate, without adjustment, save for the indexation which
applies to all post-1982 gains.

Hitherto, companies have not been allowed to set
payments of advance corporation tax against their liability
to tax on capital gains. This means that, where companies
distribute capital gains as dividends, the gains are, in
effect, taxed twice—once in the hands of the company,
and once in the hands of the shareholder. I propose that,
under the new system, companies should be able to set
ACT payments against tax on capital gains.

Taken together, these changes should yield £60 million
in 1988-89.

I also have some further simplification and rationalisa-
tion of the corporation tax system to announce.

At present, some companies established before 1965 do
not have to pay their corporation tax until up to 21 months
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after the end of the period for which it is due, whereas
companies established since 1965 have to pay their tax
after nine months—and indeed some building societies
have to pay sooner still. This difference in treatment
cannot be justified. Moreover, it is open to an abuse which
could put the timing of a substantial proportion of the
total corporation tax yield at risk.

I therefore propose that all companies and building
societies should be treated the same way, with all liable to
pay tax nine months after the accounting period for which
it is due.

While business and industry as a whole are doing well,
the North sea oil sector has inevitably been hard hit by last
year’s oil price collapse. My right hon. Friend the
Secretary of State for Energy and I have followed closely
the effects on North sea producers and their suppliers. The
industry itself is generally confident about the longer-term
prospects; while, as for the tax system, not only is it
inherently price-sensitive, but the companies themselves
have repeatedly stressed their desire for stability.

However, in the light of the immediate problems, I
introduced legislation last autumn to bring forward the
repayment of over £300 million of advance petroleum
revenue tax. This has already helped many of the smaller
and medium-sized companies faced “with cash flow
difficulties.

I now propose two further petroleum revenue tax
reliefs. First, as from today, companies may elect to have
up to 10 per cent. of the costs of developing certain new
fields set against their petroleum revenue tax liabilities in
existing fields, until such time as the income of those new
fields exceeds the costs incurred. Second, there will be a
new relief against PRT for spending on research into
United Kingdom oil extraction that is not related to any
particular field.

I believe that these carefully targeted changes will give
a worthwhile measure of relief to.the North sea oil sector.

Last year I put the business expansion scheme on to a
permanent footing. However, the present rules still
produce too much end-year bunching of BES investments,
and hence may crowd out some projects and lead to bad
decisions on others. 1 propose, therefore, to permit
someone who invests in the first half of the year to claim
part of the relief against his previous year’s income. This
will make it easier for companies to raise BES finance
throughout the year.

I also propose to legislate now to pave the way ofr a
new method of collecting corporation tax, to be known as
pay and file. Under this system companies will estimate
their tax liabilities themselves, and pay on the normal due
date. Where it turns out that the initial payment was too
low, the company will pay interest to the Revenue; where
the initial payment was too high, the Revenue will pay
interest to the company. This new approach, which has
already been generally welcomed by the business
community, is part of a wider programme of streamlining
tax collection, and will not come into force until the early
1990s.

I have to set the 1988-89 car and fuel benefit scales for
those with company cars. The car scale charges still fall
well short of the true value of the benefit, and, as last year,
I propose to increase them by 10 per cent. There will be
no change in the fuel scales which, as already announced,
will also be used for VAT purposes from 6 April.
[Interruption. ]
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Training and retraining are vital to a flexible and
competitive economy. At present training —
[Interruption.] If right hon. and hon. Members are not
interested in training, they show themselves to be a fraud,
which we know them to be.

Mr. Willie W. Hamilton (Fife, Central): On a point of
order, Mr. Deputy Speaker. The Chancellor’s
Parliamentary Private Secretary, obviously, has some
amended version of the speech which he has received from
a civil servant in the Box. Would you now suspend the
sitting until the Chancellor is properly equipped with the
new speech?

Mr. Deputy Speaker: Order. The hon. Gentleman
knows perhaps better than any other hon. Member that,
according to convention, the Chancellor is listened to
without interruption. The hon. Gentleman also knows
that what happens behind the Chair is not part of our
proceedings.

Mr. Lawson: Training and retraining are vital to a
flexible and competitive economy. At present, training
financed by an employer that is related to the employee’s
current job is allowable against tax for the employer and
imposes no tax burden on the employee. But an employer
who is willing to finance the retraining of workers for
future employment elsewhere may find that the cost of this
is not allowable against tax, and the employee may find
that he has received a taxable benefit. I propose to remove
both these obstacles. This should help more workers to
acquire new skills for new jobs.

The past few years have seen a remarkable and welcome
growth in the number of small businesses and the self-
employed. The Government have done a great deal to
lighten the burdens on this vitally important sector of the
economy. But I am well aware that problems remain, not
least in the field of VAT.

Accordingly, I asked Customs and Excise to issue a
consultative document last autumn canvassing a number
of changes. In the light of the responses to that document,
I have four proposals to make.

Perhaps the biggest problem faced by the small business
man today is the trade customer who is late in paying his
bills: so late sometimes that VAT becomes due before the
bill has been paid. I can do nothing about late payment;
but I can, I hope to something about the VAT problem.

My first and most important proposal, therefore, is
that, as from 1 October, businesses whose annual turnover
is under £} million, which covers more than half of all
traders registered for VAT, will be able to choose to
account for VAT on the basis of cash paid and received.
In other words, they will have no liability to pay VAT until
they themselves have received the money from their
customers. In addition to easing the cash flow problems
caused by late payers, this system will, of course, provide
automatic VAT relief on bad debts.

I have to warn the House, however, that I cannot
legally introduce this change without first obtaining a
derogation from the European Community’s sixth VAT
directive. I am applying for the necessary derogation
today. The House will note that the upper limit of £}
million is considerably greater than the £100,000 suggested
in the consultative document.

Second, I propose to give these businesses the option
of accounting for VAT on an annual basis. Instead of
making quarterly returns, they would make regular
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payments on account, and then file a single return at the
end of the year. This option, which offers considerable
streamlining, will be available next year.

Third, the period within which business must apply to
be registered for VAT will be extended from 10 to 30 days.

Fourth, there will be changes to the rules for the special
VAT schemes for retailers, and more small and medium-
sized businesses will be able to make use of the simpler
schemes.

I believe that the changes 1 have outlined, and in
particular the option to move to cash accounting, will be
widely welcomed by the small business community. The
cost will be £115 million in 1987-88 and £60 million in
1988-89.

In addition, I propose to increase the VAT threshold
to £21,300, to keep it at the maximum permitted under
existing European Community law.

In the light of the responses to the consultative
document, I shall not be going ahead either with the
withdrawal of the so-called standard method by which
retailers calculate their gross takings for VAT, or with the
compulsory deregistration of traders below the VAT
threshold.

I have one further measure to help the small business
man, unrelated to VAT. I propose to increase the limit for
capital gains tax retirement relief by 25 per cent. from
£100,000 to £125,000.

In any ongoing programme of tax reduction and
reform, where much still remains to be done, an essential
element must always be the elimination of unintended or
unjustified tax breaks, which cause rates of tax generally
to be higher than they need to be. Accordingly, I have five
proposals to make today to that end.

The first concerns VAT, and has already been the
subject of extensive consultation. The House will be aware
that a business that provides a service that is exempt from
VAT cannot in turn deduct input tax on its purchases. But
where the activities of a business are in part liable to VAT
and in part exempt the existing rules are excessively
generous as to the amount of input tax that can be
deducted; and this generosity is being exploited on a
growing scale.

The rules must therefore be changed, and the changes,
which I proposed to the House last December, will come
into effect on 1 April.

There will be special arrangements to deal with the
problem of brewers’ tied houses.

I am also taking this opportunity to exclude a
significant number of small businesses from the scope of
this provision. The yield from this change will be some
£300 million in 1987-88 and £400 million in 1988-89.

Second, I propose to change the law so that companies
in multinational groups which enjoy dual residence will no
longer be able to secure tax relief twice on one and the
same interest payment. Genuine trading companies will
not be affected. This change, which will take effect on 1
April, follows the similar action recently taken by the
United States. It will yield £125 million in 1988-89.

Third, I propose to end the present excessively generous
treatment of tax credit relief for foreign withholding tax
paid on interest on bank loans. In future, banks will be
able to offset this tax credit only against tax on the profit
on the relevant loan, and not more widely. This will bring
our rules broadly into line with those in most other
countries.
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The change will apply from 1 April this year for new
loans and from 1 April next year for existing loans. It will
yield some £20 million in 1988-89.

Fourth, the tax treatment of Lloyd’s syndicates as it
applies to the reinsurance to close system is clearly
unsatisfactory. I therefore propose to bring it into line with
that of provisions for outstanding liabilities made by
ordinary insurance companies and, indeed, of comparable
provisions made by other financial traders. I have asked
the Inland Revenue to consult urgently with Lloyd’s about
the details of the legislation. The new rules will first apply
to premiums payable for the Lloyd’s account which closes
on 31 December this year. '

Fifth, I propose to implement the Keith committee’s
recommendations that interest should be charged in the
limited number of cases where an employer does not apply
PAYE properly and a formal assessment has to be made
to recover the tax. This change will take effect from April
next year, and the yield in 1988-89 is estimated at £45
million.

I have one further proposal to make in the broad field
of business and tax.

In my Budget last year I suggested the possibility of
introducing a measure of tax relief for profit-related pay.

I pointed then to two considerable advantages that
might be expected to flow from arrangements which relate
pay to profits. First, the work force would have a more
direct personal interest in the profits earned by the firm or
unit in which they work; and, second, there would be a
greater degree of pay flexibility in the face of changing
market conditions. Such flexibility is vital if, as a nation,
we are to defeat the scourge of unemployment.

Last July I presented a Green Paper on profit-related
pay in conjunction with my right hon. and noble Friend
the Secretary of State for Employment and my right hon.
Friend the Secretary of State for Trade and Industry. I
now propose to introduce a scheme of tax relief broadly
along the lines floated in the Green Paper.

My proposals depart from those in the Green Paper in
one important respect. I am doubling the proportion of an
employee’s profit-related pay that will be tax free from a
quarter to a half, and I am also increasing the upper limits
on the relief. For a married man on average earnings
receiving 5 per cent. of his pay in profit-related form, the
tax relief will be equivalent to a penny off the basic rate
of income tax. The cost will inevitably depend on take-up.
It could be £50 million in 1988-89, building up to
substantially more than that, as take-up grows, and as the
proportion of an employees’s pay which is profit-related
rises.

Profit-related pay is no panacea. But then there are no
panaceas. What it is is a tool to help British business
gradually to overcome ore of our biggest national
handicaps — the nature and behaviour of our labour
market. I am today challenging British management to
take advantage of that tool and to make good use of it, for
the good of their firm, their work force and their country.

TAXES ON SAVING

I turn now to the taxation of savings.

A central theme and purpose of the Government’s
policies is the creation of a genuine popular capitalism.

That means wider home ownership, wider share
ownership, and wider pension ownership. Over the past

428

17 MARCH 1987

eight years, the Government have actively promoted the
first two, and have now embarked on the third: home
ownership, above all through the council tenant’s right to
buy; and share ownership, through the rapid growth of
employee share schemes, through the massively successful
privatisation programme, where Britain has led the world,
and most recently through the new personal equity plans,
which I announced in last year’s Budget and which started
up on 1 January this year. In the first month of the scheme,
more than 2,000 people a day took out personal equity
plans, many of them first-time investors, as I had hoped.

We know that 63 per cent. of households now own their
own homes, 2} million more than in 1979. However, there
have been no official figures for the more explosive growth
of share ownership in Britain over the past eight years. The
treasury and the Stock Exchange therefore jointly
commissioned a major independent survey of individual
shareholding in Britain.

The results are now available. They show that there are
now some 8} million individual shareholders in this
country, amounting to one fifth of the total adult
population, and roughly three times the number there were
in 1979.

Mr. Eric S. Heffer (Liverpool, Walton): So what?

Mr. Lawson: The hon. Gentleman may learn.

Then there is wider pension ownership. Two years ago,
the Government embarked on a major strategy to extend
the coverage of private pension provision and to give
individuals far more flexibility and choice in the way they
provide for their retirement. We have already introduced
a number of important new measures to that end, and the
tax changes I am announcing today will complete the
picture.

The cornerstone of the Government’s pensions strategy
is the introduction of an entirely new means of provision
for retirement, developed by my right hon. Friend the
Secretary of State for Social Services. This is the personal
pension, which will be launched at the beginning of next
year, three months earlier than planned.

Personal pensions are an important new dimension of
ownership. They will enable employees—if they so wish
—to opt out of their employers’ schemes and make their
own arrangements, tailored to fit their own circumstances.
And they will provide a new opportunity for the 10 million
employees who at present do not belong to an
occupational scheme to make provision of their own and,
if they so wish, to contract out of SERPS.

In my Budget last year I undertook to bring forward
proposals to give personal pensions the same favourable
tax treatment as is currently enjoyed by retirement
annuities. These were duly published in a consultative
document last November, and the necessary legislation
will be contained in this year’s Finance Bill.

In addition, to encourage a wider spread of
occupational schemes, employers will be able to set up
simplified schemes with the minimum of red tape. This will
be particularly welcome to many small employers who
have been discouraged by the complexity and open-ended
commitment of a full-blown final salary scheme. And there
will be much greater scope for transferring between
different types of pension scheme. Again, the Finance Bill
will contain the necessary tax provisions.

Finally I have decided to go beyond the proposals set
out in the consultative document in one important respect.
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Starting in October, I propose to allow members of
occupational pension schemes to make additional
voluntary contributions, with full tax relief, to a separate
plan of their own choice instead of, as now, being
restricted to plans within their employers’ schemes. They
will be able to top their pensions up to the present tax
approval limits.

The proposals I have outlined — along with the
measures my right hon. Friend has already taken—will
make it easier for people to take their pensions with them
when they change jobs, which will be good both for labour
mobility and for independence. They will widen the range
of choices people can make about their pensions and will
mean that in future individuals will have much more
control over the way in which their own pension
contributions are invested.

Taken as a whole, the changes we have made in the last
two years have brought about a radical transformation in
the ways people can provide for their retirement. There are
new options for employers and much greater freedom for
individuals to plan their own pensions. This will lead to a
further major extension of ownership, as people start to
take advantage of the new opportunities.

But the generous tax treatment of pensions can be
justified only if it is not abused. I propose, therefore, to
introduce some limited changes to the present rules to
restrict the excessive relief which can be obtained in some
circumstances, particularly by a few very highly paid
people. These will include a stricter definition of final
salary and, for all arrangements entered into from today,
an upper limit of £150,000 on the maximum permissible
tax-free lump sum, coupled with more rigorous rules on
how pension and lump sum benefits can be calculated.

The cost of the overall pensions package will inevitably
depend on take-up, but with that proviso is estimated at
£65 million in 1988-89.

For friendly societies, I have decided to replace the
existing tax-exempt life assurance limit based on the sum
assured with a new limit based on annual premiums. I
propose to set this at £100 a year, which will greatly
increase the scope for the traditional societies to offer life
policies to their members.

The tax-exempt limits governing sickness and accident
benefits which trade unions provide for their members
have not been changed since 1982. With effect from today,
I propose to increase them to £3,000 for lump sums and
£625 for annuities.

Finally, in this section, I turn to inheritance tax. In my
Budget last year I abolished the pernicious capital transfer
tax on lifetime gifts between individuals, which was
particularly damaging to the ownership and health of
family businesses. This year I propose to extend the same
exemption from tax, on similar terms, to gifts involving
settled property where there is an interest in possession.
This will not, however, apply to discretionary trusts. These
changes will be of particular benefit to family businesses
and to heritage properties, both of which are often held in
trust.

I also propose to make two minor changes affecting
business assets. First, holdings in companies quoted on the
unlisted securities market will henceforth be treated for
inheritance tax purposes in precisely the same way as
holdings in companies with a full Stock Exchange listing.
Second, business relief for minority holdings in excess of
25 per cent. in unquoted companies will be increased from
30 per cent. to 50 per cent. The purpose of both these
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changes is to concentrate business relief more accurately
on those assets which could provide funds to pay the tax
only at the risk of damaging the business.

The abolition of the tax on lifetime giving was of the
first importance to family businesses. but I remain
conscious that it did little to help the smallest taxable
estates, where the family home is often the principal asset.

I therefore propose to make a substantial increase in the
threshold for inheritance tax, from £71,000 to £90,000,
coupled with a simplification of the rate structure from
seven rates to four. As a result of this change, the number
of estates liable to inheritance tax will be cut by roughly
a third. The cost will be £75 million in 1987-88 and £170
million in 1988-89.

Despite this substantial relief, however, and all the
other much-needed reliefs that my predecessor and I have
introduced since 1979, the House may be interested to
learn that the expected yield of inheritance tax in 1987-88,
at over £1 billion, is three times the yield of capital transfer
tax in 1978-79, an increase in real terms of almost 50 per
cent.

TAXES ON SPENDING

I now turn to the taxation of spending.

I have already announced some important changes in
value added tax to prevent avoidance and to help the small
business man. I have no other proposals for major changes
in VAT this year.

However, in the light of representations I have received,
I have decided to extend slightly the VAT reliefs I
introduced last year for certain aspects of charitable work.
I propose to relieve charities from VAT on certain welfare
vehicles used by hospices to transport the terminally ill ; on
installing or adapting lavatory or bathroon facilities in
charity homes for the disabled; on drugs and chemicals
used by a charity in medical research; and on specialised
location and indentification equipment employed by
mountain rescue and first aid services.

While on the subject of charitable giving, I should
remind the House that this year’s Finance Bill will increase
the limit on donations to charity under the new payroll
giving scheme, which starts next month, from £100 to £120
a year.

Next, the excise duties. I propose to maintain the
revenue from the taxation of gambling, but to make some
readjustment within the total. I therefore propose to
increase the gaming machine licence duty by about a
quarter, which will restore it in real terms to its 1982 level,
when it was last increased ; and to offset this by abolishing,
from 29 March, the tax on on-course betting. I am sure
that this measure will be welcomed by the racing and
bloodstock industry, as well as consoling those hon.
Members who have complained to me about the clash this
year between Budget day and the Champion Hurdle.

In my Budget statement last year I undertook to
introduce a tax differential in favour of unleaded petrol,
to offset its higher production cost. I can now announce
that the differential will be 5p a gallon. This means that
the pump price of unleaded petrol should be no higher
than that of four-star leaded petrol. The change will take
effect from 6 o’clock this evening.

In my 1985 Budget I announced the first stage in the
process of increasing the rates of vehicle excise duty on
farmers’ heavy lorries to bring them into line with the use
they make of the public roads. I introduced the second
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stage in last year’s Budget and propose to complete the
process this year. I also propose to increase the rates of
duty on trade licences and to rationalise the taxation of
recovery vehicles.

I have no further changes to propose this year in the
rates of excise duty.

INCOME TAX

Finally, I turn to income tax.

There is now a worldwide consensus on the economic
desirability of tax reform and tax reduction, and in
particular the reduction of income tax. This was
demonstrated most recently by the various national policy
declarations that emerged from last month’s meeting of
Finance Ministers from the major industrial nations.

Lower rates of tax sharpen up incentives and stimulate
enterprise, which in turn is the only route to better
economic performance. And it is only by improving our
economic performance that we will be able to afford to
spend more on public services; and only by improving our
economic performance that we will be able to create jobs
on the scale that we all want to see.

That is why, ever since we first took office in 1979, we
have consistently sought to reduce the burden of income
tax. We have cut the basic rate of tax from 33 per cent. to
29 per cent. and sharply reduced the punitive higher rates
we inherited from the Labour party. And we have
increased the main tax allowances by 22 per cent. more
than inflation, taking almost 1} million people out of
income tax altogether.

For 1987-88 I propose to raise all the main thresholds
and allowances by the statutory indexation factor of 3-7
per cent., rounded up. Thus the single person’s allowance
will rise by £90 to £2,425 and the married man’s allowance
by £140 to £3,795. The single age allowance will rise by
£110 to £2,960 and the married age allowance by £170 to
£4,675. The age allowance income limit becomes £9,800.
I propose to raise the first 40 per cent. higher rate
threshold by £700 to £17,900, in line with statutory
indexation ; but the threshold for the 45 per cent. rate will
g0 up by only £200 to £20,400. The other higher rate
thresholds will remain unchanged.

I have two other changes in allowances to announce.

First, I propose to give an additional increase in the age
allowance for those aged 80 or over. For them, the increase
will be double the amount due under statutory indexation
so that, for the very elderly, the single age allowance will
rise by £220 to £3,070 and the married age allowance by
£340 to £4,845. Around 400,000 taxpayers will benefit
from this new measure, and up to 25,000 of them will be
taken out of income tax altogether.

Second, the blind person’s allowance has remained
unchanged since 1981, when it was increased by £180 to
its present level of £360. For 1987-88 I propose to increase
it by a further £180, to £540.

Finally, I turn to the basic rate of income tax. This is
the starting rate of income tax for everyone and the
marginal rate for the overwhelming majority of taxpayers.
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In my Budget speech last year I reaffirmed the aim set
out by my predecessor in 1979, to reduce the basic rate of
income tax to no more than 25 per cent. That remains my
firm objective.

However, given my decision to use the greater part of
the fiscal scope I now have to reduce the public sector
borrowing requirement, that goal cannot be achieved in
this Budget.

I can, however, take a further step towards it, as I did
last year. I am therefore reducing the basic rate of income
tax by 2p to 27 per cent. This reduction, which will benefit
every taxpayer in the land, will be worth more than £3 a
week to a man on average earnings.

There will, of course, be a consequential reduction in
the rate of advance corporation tax, and—as last year—
I also propose a corresponding cut in the small companies’
rate of corporation tax from 29 per cent. to 27 per cent.

Taken together with the income tax change, this will
mean a significant reduction in the tax burden on small
businesses, which are so important for future growth and
jobs.

The income tax changes I have just announced will take
effect under PAYE on the first pay day after 17 May. They
will cost a little more than £2 billion in 1987-88 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 a little over £21 billion.

CONCLUSION

In this Budget I have reaffirmed the prudent policies
which, despite a year-long coal strike followed by a
collapse in the oil price, have given us the strongest
economy we have known since the war.

After an autumn statement which substantially
increased public spending in priority areas, I have once
again cut the basic rate of income tax: a cut which the
Labour party is pledged to reverse, if it is given the chance
— which it will not be. And I have done this while
sharply reducing public borrowing—a combination that
has eluded successive Governments for decades.

This is a Budget built on success, and a Budget for
success. I commend it to the House.

PROVISIONAL COLLECTION OF TAXES

Motion made, and Question,

That, pursuant to section 5 of the Provisional Collection
of Taxes Act 1968, provisional statutory effect shall be given
to the following motions:

(a) Unleaded petrol (Motion No. 2); and

(b) Vehicles excise duty (farmers’ goods vehicles) (Motion

No. 3—/Mr. Lawson.]

put forthwith, pursuant to Standing Order No. 50 (Ways
and Means Motions), and agreed to.

Mr. Deputy Speaker (Mr. Harold Walker): I shall now
call the Chancellor of the Exchequer to move the motion
entitled “Amendment of the law™. It is on that motion that
the Budget debate will take place today and on succeeding
days. The remaining motions will not be put until the end
of the Budget debate next week, and they will then be
decided without debate.
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Al. The setting for this year's Budget is more
favourable than it has been for very many years. We
are now entering our seventh successive year of
steady growth, and the fifth in which this has been
combined with low inflation. The public finances
are sound and strong, and unemployment is falling.
R
5%§§§$hese are the fruits of the Government's
d;%égiiﬁation, in bad times as well as good, to hold
NP
firmlg%> ) our policies of sound money and free
markets <<§§§g again, I reaffirm those policies.
A3. TI shall begin, as wusual, by reviewing the
economic background to the Budget. I shall then
turn to monetary £9¥§$Y and to the fiscal outlook

O

this year and nexEY;)Fégally, I shall propose some
<o
changes in taxation\\ﬁesigned to improve still

> )
further the prospects tﬂ%%f?} before us. A number
\

of press releases, fillinf)out the details of my

proposals, will be available from the Vote Office as

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

Bl. I start with the economic background.

B2. Nineteen eighty-six was dominated by the
sudden collapse of the oil price. Our own economy
was affected not only directly, as a major oil
producer and exporter, but also by the pause in
Q\(gid growth as the world economy adjusted to what
HQQQb n described as the third oil shock. Despite
thlqkzvéﬁslocatlon, however, the economy has

most respects as I foreshadowed a year

B3. 1In 1986 as a whole output grew by a further
2} per cent or so, which compares well with the
experience of othegﬁi&%@strialised countries. It is
worth recalling thggiégpghg the 1960s, and again in
the 1970s, Britain's »pwth rate was the lowest of
all the major European Qg;a mies. By contrast,

during the 1980s, our grawth rate has been the

-~

Conin f i e

highest of all the major European economies.

B4. And this greatly improved gr§g§§> erformance

has been accompanied by falling inflaki which at

34 per cent in 1986 reached the 1owes<i£;\ re for

almost 20 years. Over the 1lifetime this
£
C?/A
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Parltament;—imflationhas averaged less than 5 per

cent, while growth has averaged over 3 per cent.

B5. During the first half of last year exports and
hence output were affected by the pause in world
growth to which I have already referred. But since
the middle of the year exports have grown strongly.
Indeed, over the last three months the volume of

) rts of manufactures was 6 per cent higher than a
x§a§> rlier - a better performance than that of any
oth{éi?@'or economy. This pattern was reflected in
the )) growth of manufacturing output in the

\
\
second ai§§q§ last year.

» 3%

\V
B6. This resurgence of economic growth, coupled
with the special measures we have taken, has brought
about a welcome fa/lﬁé?\the number of people out of
work. Since July ﬁnémp yment has fallen by more
than 100,000; the 1 gest six-monthly fall since
1973. Though the numbers@§i> of work are still far
too high, both youth unquloyment and 1long-term

unemployment are now lower than they were a vyear

S

B7. I announced a number of spec gd\gmployment

ago.

measures in my last Budget, and since </;2> my Rt

Hon and Noble Friend the Secretary of \\ for

Employment has fur ther extended the

\

2

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY :




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

nemployed. There will
also be more places on the Enterprise Allowance
Scheme, and the number of Jobclubs is to be
quadrupled. The new Job Training Scheme will
eventually give a quarter of a million people, most
of them youngsters, vocational training leading to
recognised qualifications. With these and other

measures, this Government has developed its

(0 2 .

(5 oyment and training programmes on a scale which
A\

ngother country can match. But the best hope of

N\
allegQ,;he unemployed is in the continuing vigour
:3 ///\\\\

of th/%b/gxpmy.
AN\
AN
N\ Y R\
BS. Since<fg%Véarly months of last year, there has

been a further surge in manufacturing productivity.

This continues the remarkable improvement in

<

productivity growgeﬁgﬁihieved by British industry

throughout the ngdéj ring the 1960s, and again

A,

4
in the 1970s, growth manufacturing productivity

in the UK was the 1ow§> fi all the seven major
industrial countries i world. puring the
1980s, our annual rate of growth of output per head

in manufacturing has been the highest of all the

seven major industrial countries. (ggig

B9. The recorded current account of t
payments went into deficit in 1986

£1 billion. This followed a

3
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account—surptus—of-some—£20-billion between 1979 and

1985. Some deterioration in our current account was
inevitable in the face of a £5 billion loss of
earnings on oil trade virtually overnight. But the
significance of this should not be exaggerated. The
exchange rate adjustment that followed the fall in
the oil price is already contributing to an improved

non-oil trade performance. And earnings from the

(iﬁgé ive stock of net overseas assets we have

’/ggﬁed since 1979 will provide a continuing
suﬁééjiOto the current account in the years ahead.
Sfyer £100 billion our net overseas assets

are now gé@er than at any time since the War, and

\\ s\

O
second onlg;}évthose of Japan.

Bl0. Looking ahead, I expect 1987 to be another year
of balanced growth wi .low inflation. Total output

D)

is forecast to rlséqﬁi’// er cent, with.exports and
V.

investment up by rathég/ ore than that. By then we
will have registered th)/TZEPest period of steady
growth, at a rate approach’ﬁg 3 per cent a year,
that the British economy has known since the Wwar.
Manufacturing industry, in particular, should do

well in 1987. And with the non—o%iiiiiéomy set to
) \

grow at 3% per cent, there is ev {prospect of

unemployment continuing to fall tﬁ}ég:§9ut he

year. 1In last year's Budget Speech I sa a vﬁt the

/

outlook for jobs depended on a sustained im ‘emgnt
\ W N

4
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in the performance of business and industry. That

sustained improvement in economic performance 1is

now well under way.

Bll. pDespite the strong growth in exports, it will
inevitably take time for the full effect of the
exchange rate adjustment to work through. The
current account is thus likely to remain in deficit
FE
Qﬁg}} year, by some £2% billion, around half of

LN
0ﬁe§§éx cent of GDP.

\\ /:Qb

@A
B12. Kéggf foreshadowed in the Autumn Statement,
inflation \ma¥ continue to edge up for a time,
\‘> / \\\

perhaps er§56¥hg 4} per cent by the Summer, before

falling back to 4 per cent by the end of the year.

While short-term fluctuations are inescapable, it

inflation on an un

remains the Govergzéé?'s prime objective to keep

4§i99 downward trend.

v<\//

B1l3. Given the continua@" f present policies in
this country, the biggestorisk to the excellent
prospect I have outlined is that of a downturn in
the world economy as a whole. There are still
serious imbalances afflictin the three
major economies - the United States one hand
and Japan and Germany on the other - Cﬁgab 1£ not
handled properly, could 1lead to a sxgﬁ>e neous

downturn in all three. And this in turn be

5
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exacerbated by renewed turmoil in the foreign

exchange markets, whose tendency to overshoot is as

notorious as it is damaging.

Bl4. Tt was to address these dangers that the
Finance Ministers and Central Bank Governors of
six major nations met in Paris last month, and

agreed among other things to co-operate closely in

<g§ i&srlng a period of exchange rate stability. 1In

m{ Géget Speech last year, I said:

o
\
Q@;;av@ded we are not over-ambitious, I believe

%
¥ha )) he Plaza accord is something we can
TN
usé{&?ﬂ%}@uild o "

oy

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

it would be idle to deny that the wider risks still

b 2 et

B1l5. Short of a worr§<§6@nturn, which can and must

remain.

be avoided, British i&&é§;§y$pow has an outstanding
opportunity, with growﬁééﬁiAarkets at home and
overseas, low inflatié%, rapidly growing
productivity and greatly improved profitability.

Provided it can control its costs a maintain its

continuation of present policies, \\w
\/

\

) \

forward to many more years of strong grd&ﬁp

S\

with low inflation.

6
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POLICY

Cl. For its part, the Government will keep in place
a sound and prudent financial framework. That
means, as it has done since 1980, the medium-term

financial strategy.

C2. The central objective of the MTFS is steadily

Qﬁgﬁkséuce the growth of money GDP over the medium

($\ ,Uso as to squeeze inflation out of the system

N

N s
C3. Thig \rxequires monetary discipline buttressed

D e R
ané(@lt@mgtely to achieve price stability.
\\ . 8

\\

N
by low pu&ﬁ&f&'sector borrowing. The essential
instrument of monetary policy must remain short term
interest rates. These will continue to be set in

the 1light of moqe§§§y conditions as indicated

< \
principally by the\§%§£;5>of narrow and broad money
i

and the behaviour of tHe exchange rate.
<3<zi:>

C4. For narrow money, MO, %pe target range for next
year will be 2 to 6 per cent, as foreshadowed in
last year's MTFS. For broad money, however, as the
Governor of the Bank of England c y argued in
his Loughborough 1lecture last

probably wiser in current circumstance (o] chew an

/\
explicit target altogether. But broad @6§€§ will

)
\<§§>§

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY '




BUDGET SECRET NOT TO BE COPIED
UDGET LIST ONLY

to—be—takenmr—imto— account in assessing

con Yt

monetary conditions, as of course will the exchange

rate.
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‘PUBLIC-SECTOR BORROWING —

Dl. I mentioned a moment ago the need to keecp

public sector borrowing low.

D2. The final outturn for the public sector
borrowing requirement last year, 1985-86, was just

under £6 billion, equivalent to 1% per cent of GDP,

<K€§§\lowest level since 1970-71. 1In my Budget last
V\ V
\J//\\ ’ :
x§a§p§faced with a massive loss of what now looks
N

l{%észéxpillion of North Sea o0il revenue, I
o 4

”

ey e
nonetﬁ%f@%b decided to hold the PSBR for this year,

)\ AN
198&87?@@\%2 billion, or 1% per cent of GDP.
\ .

v /; N\
i

D3. In the event, this year's PSBR looks 1like
turning out at only £4 billion, or 1 per cent

of GDP: the secon@4§§ccessive year of significant
N
under shoot. \§> <;>
3
%
\

p4. This successfu1<><éggrcome is chiefly
attributable to the remar <>1e buoyancy of non-oil
tax revenues in general and of the Corporation Tax

paid by an increasingly profitable business sector

in particular. Q!S;b
QN

D5. Looking ahead, there is still\>f' ree of
a/

uncertainty surrounding o0il prices, gigb have
(//\

<\/\\X<\

X%
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therefore stuck to the assumption I made last year

that the North Sea price will average $15 a barrel.
But it is clear that the increased flow of non-oil
tax revenues, coupled with the prospective further
growth of the economy in excess of the growth of
public expenditure, puts the public finances in a

very strong position.

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

ted a PSBR for 1987-88 of £7 billion, or
lA er égnt of GDP; and, as the House will recall,
1 gaég%¥vﬁ assurance at the time of the Autumn

ZZQN
Statemeﬁgkgwbgn I announced a £4% billion increase

/')
/ \

in planne@é@ﬁ%ﬁic spending in 1987-88, that on no

account would I exceed that figure.

D7. 1Indeed, I belié§§\it is right to go below it.
Since its 1ncept10ﬁ\%? 1980, the MTFS has indicated
a steadily declining thh for the PSBR expressed as
a percentage of GDP. Wéi/iye now reached what I
judge to be its approprlate/destlnatlon- a PSBR of
1l per cent of GDP. My aim will be to keep it there

over the years ahead. This will maintain a degree

of fiscal prudence that, until thi (AT?r, had been

achieved on only two occasions 51nce/i§;ﬁ;

N
/m

D8. Accordingly, I have decided to progzd%)for a
AN

PSBR in 1987-88 of £4 billion.

2
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D9. —Tmevitably; this—greatly diminishes the scope

I have this year for reducing the burden of
taxation, which of course remains a major objective
of Government policy. But I am sure it is right to
err on the side of prudence and caution, and to
build a still firmer base for the future. That is
the principle on which both I and my predecessor

have consistently conducted economic policy these

(éé%%} eight years, and I see no reason to depart from
LN
& ~d§.

plo0. ﬁ%%;;bgle, T would make one further

observa ,(\ a different nature. Economic
arguments gﬁgkseldom concluded, one way or another.
This is chiefly because it is unusual for economic
policies to be held in place long enough to provide

sufficient evidenqg@?§ But the 1980s have been

A

o

N\
)
different; and,xﬁés//a result, one critically
important economic arﬁéﬁent has now been concluded,
v

finally and decisively.C><::>

o
Dll. Throughout our period of office, our critics
have consistently maintained not only that a fiscal
stimulus would produce real econ growth, but
that without an expansionary policy

>
sustained growth was impossible. The (655} wrong,

and have been proved wrong. The Brltlsh C5;émy is

X

now embarking on its seventh successive

3
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stea rate of getting on for

3 per cent a year. And during that time the PSBR,
even if privatisation proceeds are added back, has
been deliberately and steadily reduced from a shade
under 6 per cent of GDP to a little over 2 per cent.
Indeed, had I or my predecessor at any time heeded
the advice of our so-called expansionist critics,

the British economy would never have been in the

4
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X1l. Before I turn to my proposals for changes in
taxation, I have one other change of a specific

nature to announce.

X2. 1In 1979, a few months after the present
Government had first taken office, my predecessor

N\
/zgibpunced the abolition of exchange controls, which
\ ) N

N A\
K@dQ> en in continuous operation ever since the
NN
outhreak of war in 1939. That bold action has, over
N

¥

the pé%ﬁi@j\years, proved wholly beneficial to the
ZA\

British(%&@ﬁ@my; and I am glad to note that other
- \\/ /> :\\

European gguﬁﬁkies are now moving in the same

direction.

X3. But the Exch?n§§>Control Act remains on the

Statute book. The\§ghe/bas come to repeal it. The
S 7

necessary 1egislatioﬁ\\will be contained in this

>

A TR
year's Finance Bill. K/Qi/g)
o S

<
X4. T note that, in what was clearly intended to be

a major speech in New York 1in September, the

Deputy-Leader of the Labour Party d@f}%@ed that, and

I quote: \‘ég§}§
"The Labour Party has no i{é%;b'on of

reintroducing statutory exchange con¥r )

W,
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I am confident, therefore, that the proposal I have

just made will be welcomed on all sides of the

House.
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El. I now ¢turn to ‘taxation. First, taxes on

business.

E2. The fundamental reform of the Corporation Tax
system which I introduced in 1984 came fully into
effect last April. The new system has undoubtedly

(Elh\ioved the quality of business investment
)
déaiséons in Britain, and is also encouraging more

\\ V/_\
oveféea companles to set up here.
\(S
53
2N

</

E3. xﬁg\%fhe transition to the new system,
N\ \

D>
companies %gfg\given advance notice of the main rate
of Corporation Tax for the year ahead. This helped

them in their forward planning, and I intend as far

as possible to contiQ§S the practice of setting the

rate in advance. %;Ebgglngly, I can announce now
that the main rate 6§\Corporat10n Tax in 1987-88

will be unchanged at 35‘86;:\ nt - lower than in any
natio

other major industrial n, though the United

States is now set to emulate us.

E4. The low rate of Corporation §A%Pables me to
introduced a further simplifiégigéfgkjnto the
D
Q)

\

O)
‘\2/@

AN

system.
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ies' capital gains are

liable to Corporation Tax, the amount of such gains
is first adjusted by a certain fraction so that the
effective rate of tax is the same as that on capital
gains made by individuals. This dates back to the

time when the two rates of tax were far apart.

E6. This 1is no 1longer the case: indeed, the
oration Tax rate for small companies is now
Qsthe Capital Gains Tax rate.

\ \/‘\
N
( g})
E7. v/jiy/frefore propose that, from today,
companlégﬁx\papltal gains be charged at the
N
appropr1a%i//»§orporatlon Tax rate, without

adjustment, save for the indexation which applies to

all post-1982 gains.

\\

//?53

E8. Hitherto, coﬁpanmés have not been allowed to

set payments of Advg/g/r Corporation Tax against

\/
their liability to tax dh/cap%tal gains. This means

that, where companies dlsﬁb{%ute capital gains as
<o
dividends, the gains are in effect taxed twice, once

in the hands of the company and once in the hands of
the shareholder. I propose that igyder the new
system, companies should be able tO\€é£4gST payments

ZA\ NN
Vi L
N

against tax on capital gains.
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E9. “Taken together, these changes should yield

£60 million in 1988-89.

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

announce.

Ell. At present, some companies established before

Q{%é%Ado not have to pay their Corporation Tax until
NI
Q§\§d>2l months after the end of the period for

whgkﬁ/zzxis due, whereas companies established since
Ny N

\) Y
1965 ﬁg%gi}\ pay their tax after 9 months - and some
,buildin 53§9

AV

: \%gties have to pay sooner still.
/ )/« \
C;/\Q
El2% This difference in treatment cannot be

justified. Moreover, it is open to an abuse which

could put the timin <o\ a substantial proportion of
\®

_the total Corporatib%é22§>yield at risk.

e
E1l3. T therefore prop;%%géii}t all companies and
building societies should e treated the same way,
with all liable to pay Corporation Tax nine months
after the end of the accounting period on which the
tax is due. The change will be sed in, but I
would expect it to yield around in

1988-89.

3
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El4 T aYso propose to legislate now to pave the way

for a new method of collecting Corporation Tax, to

be known as Pay and File. Under this sgyaiem
companies will estimate their tax 1liabilities
themselves, and pay on the normal due date. Where
it turns out that the initial payment was too low,
the company will pay interest to the Revenue; where

the initial payment was too high, the Revenue will

Egh\ interest to the company.
2
V)

El ./Eﬁ‘/ new approach, which has already been

generé{ﬁgy elcomed by the business community, is
€?/%§
<R/

part of< ;)%%ider programme of streamlining tax

\ > \.;
collectiongjéﬁ& will not come into force until the
early 1990s. But by legislating now I am giving

taxpayers and their advisers a firm basis on which

7\
i

to prepare for the)my§
QY

N
e
d

O
E1l6. while business g%

\ O\
\ \
\//ﬂ Ve
/

(\.

doing well, the North Sé%;ii})sector has inevitably

been hard hit by last year S 0il price collapse. My
N

)

industry as a whole are

Rt Hon Friend the Secretary of State for Energy and

I have followed closely the effects on North Sea

producers and their suppliers. Thgkgggustry itself
NS XA

is generally confident about the (lgnger-term
N\

N\ e

prospects; while as for the tax systemﬂyﬁbQ)only is

it inherently price-sensitive, but thé?ﬁé&@?anies
) N

A\

\J

<\
\\1) / /:\\
Y

4
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themseilves—have—repeatediy—stressed their desire

for stability.

E1l7. However, in the 1light of the immediate
problems, I introduced legislation last autumn to
bring forward the repayment of over £300 million of
Advance Petroleum Revenue Tax. This has already
helped many of the smaller and medium-sized

}égiyanies faced with cash flow difficulties.

CONN

LE\Y
Ei@ /I pr propose two further Petroleum Revenue Tax
re11e ‘(lﬁgrst, as from today companies may elect
to have qp~t0310 per cent of the costs of developing
certain n%gf/fields set against their Petroleum
Revenue Tax liabilities in existing fields, until
such time as the income of those new fields exceeds

the costs 1ncurred/<5§econd, there will be a new

relief against PRT ggfjggsndlng on research into UK

0il extraction that 1é</ot related to any particular

field. /\ /A“)

&
E19. I believe that these carefully targeted

changes will give a worthwhile measure of help to

the North Sea o0il sector. Q!S;D

E20. Last year I put the Business Exp
onto a permanent footing. However,

evidence that the present rules produce

5
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bung BYD LIST ONEY nd hence may crowd out

some projects and lead to bad decisions on others.

I propose therefore to permit the investor to claim
part of the relief against his previous year's
income. This will make it easier for companies to

raise BES finance throughout the year.

E21. T have to set the 1988-89 car and fuel benefit
es for those with company cars. The car scale
(a§§@s still fall well short of the true value of

th@(/fiéflt, and as last year I propose to increase

them éﬁii\\per cent. There will be no change in the

fuel sc gﬁ&hlch, as already announced, will also

be used fo/;yﬁ§>purposes from 6 April.

E22. Training and retraining are vital to a flexible
and competitive /dmy. At present, training
financed by an em ig;%; that is related to the
employee's current 305/15 allowable against tax for

the employer and 1mpo§g§fij? tax burden on the

employee. But an employer\wﬁé/is willing to finance

O

the retraining of workers for future employment
elsewhere may find that the cost of this is not
allowable against tax, and the e @ee may find
that he has received a taxable beggégg?i I propose

to remove both these obstacles. Thls)> ld help

more workers to acquire new skills for negjzlzﬁ

\.
\(\/

6
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E23J UDGET. LIST ONLY seen a remarkable and

welcome growth in the number of small businesses and

the self-employed. The Government has done a great
deal to 1lighten the burdens on this vitally
important sector of the economy. But I am well
aware that problems remain, not least in the field

of VAT.

<€f§§} Accordingly, I asked Customs and Excise to

\ ;QQQ> a consultative document last  autumn
N\
=

\ \

\\

\\
ca l

gfxgng a number of changes. 1In the light of the

E25. Perhaps the biggest problem faced by the small
businessman today is the trade customer who is late
in paying his bll;g;/\so late, sometimes, that VAT
becomes due before\t ill has been paid. I can do

C>
nothing about late p ent; but I can, I hope, do

something about the VAT<§§§E§7m.
O

E26. My first and most important proposal,
therefore, is that, as from 1 October, businesses
whose annual turnover is under £ illion, which

means more than half of all trader istered for

e
VAT, will be able to choose to acco@ﬁfiﬁ?b VAT on

@ other

+ the basis of cash paid and received.

words, they will have no liability to pay

7
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they UDRGETL LIST QNLY | the money from their

customers. In addition to easing the cash flow

problems caused by late payers, this system will of

course provide automatic VAT relief for bad debts.

E27. I have to warn the House, however, that I
cannot legally introduce this change without first
obtaining a derogation from the European

/>66%Funity's Sixth VAT Directive. I am applying for

\J
h \
\Tmﬁgigcessary derogation today. The House will note

\ S \‘>

N
thdf/ the upper limit of £} million is considerably
A\
greateaO¥han the £100,000 suggested in the
A
AN
-consulta%ixﬁggocument.
N\ \
\ N\
’/4;A¢
C
E28. Second, I propose to give these businesses the
option of accounting for VAT on an annual basis.
Instead of making qg%fterly returns, they would make

A
regular payments on'a cggnt, and then file a single

\///

return at the end of\gﬁé year. This option, which
N\
\\)

of fers considerable stré?éigﬁgng, will be available
%
next vear. \;’

E29. Third, the period within which businesses must

apply to be registered for VAT wil%K:X

ten to thirty days. /\)
\ \

NV

\?xtended from

\

N>/ )
e
E30. Fourth, there will be changes to thﬁ?ﬁggss for

the special VAT schemes for retailers, Q?%f%ﬁ9re
NS

Fesid:

\ \,
v

.\\
2
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small—amd—medium=stized busifiesses will be able to

make use of the simpler schemes.

E3l. T believe that the changes I have outlined, and
in particular the option to move to cash accounting,
will be widely welcomed by the small business
community. The cost will be £115 million in 1987-88

and £60 million in 1988-89.

U A\
Q?éi§¢n addition, I propose to increase the VAT

thrééii@d to £21,300, to keep it at the maximum
/“

permléfigé nder existing European Community law.

\
QAN
> >\
E33. In pgéy\ilght of the responses to the
consultative document, I shall not be going ahead
either with the withdrawal of the so-called standard

method by which ggﬁgilers calculate their gross
NS

takings for VAT\J6%5€> with the compulsory

A
s

deregistration of tradérs below the VAT threshold.
E34. T have one further me@sure to help the small
businessman, unrelated to VAT. I propose to

increase the limit for Capital Gains Tax retirement

relief by 25 per cent, from ElO0,0i@&?@ £ 125,000

E35. In any ongoing programme of ta§<¥ d$§1on and

reform, where much still remains to b , an

essential element must always be the elimin§§§é§>of
Zk

9
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rates of tax generally to be higher than they need

to be. Accordingly, I have five proposals to make

today to that end.

E36. The first concerns VAT, and has elready been
the subject of extensive consultation. The House
will be aware that a business that provides a
vice that is exempt from VAT cannot in turn
input tax on its purchases. But where the

ities of a business are in part liable to VAT
A\
16);‘éyart exempt, the existing rules are

(%igigenerous as to the amount of input tax
D

that can\be/, gucted and this generosity is being

excess

exploited on a growing scale. The rules must
therefore be changed, and the changes, which I
proposed to the House»last December, will come into

effect on 1 Apr i> There will be special

arrangements to dealﬁgﬁ%ﬁ the problem of brewers'
\

tied houses. I am als&3%§Kiyg this opportunity to
i;ger

exclude a significant n of small businesses

from the scope of this provision. The yield from

this change will be some £300 million in 1987-88 and

£400 million in 1988-89. GC?SD

E37. Second, 1 propose to change the)i n\so that

l

{
companies in multinational groups whicgtg y dual

residence will no longer be able to s Cgtéi \tax

\\ > <\

\)//‘;y

v
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rel tef—twice—onmr—one 1 me ame interest payment.

Genuine trading companies will not be affected.
This change, which will take effect on 1 April,
follows the similar action recently taken by the
United States. It will yield £125 million in

1988-89.

E38. Third, I propose to end the present excessively

(Eéiifrous treatment of tax credit relief for foreign

<8 ﬁhgldlng tax paid on interest on bank loans. 1In
Fue ﬁ/\Ubanks will be able to offset this tax credit
only agé{th tax on the profit on the relevant loan,
and no€<m0re widely. This will bring our rules
broadly ejb“yllne with those in most other
countries. The change will apply from 1 April this

year for new loans and from 1 April next year for

existing loans. It 1l yield some £20 million in

1988-89. \Q)
£

<j’
S
E39. Fourth, the taﬁxzi;;?atment of Lloyd's
syndicates as it applies t S e Reinsurance to Close
system 1is clearly unsatisfactory. I therefore
propose to bring it into 1line with that of
provisions for outstanding 1liabijilities made by
ordinary insurance companies an /Qg\deed, of
comparable provisions made by ofgé financial
traders. I have asked the Inland Revenue E%énsult

urgently with Lloyd's about the det:allé/{i\>
)\
11
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legisIation. The new rules will first apply to

premiums payable for the Lloyds account which closes

on 31 December this year.

E40 Fifth, I propose to implement. the Keith
Committee's recommendation that interest should be
charged in the 1limited number of cases where an
employer does not apply PAYE properly and a formal
<§§§gbssment has to be made to recover the tax. The
Qkéggé will take effect from April next year, and
the@??i}d in 1988-89 is estimated at £45 million.
5O
E41. ‘ﬁggg(one further proposal to make in the
broad flegéj;\f the taxation of business and

enterprise.

E42. In my Budgifiig?st year I suggested the
\\“\)
possibility of introd cigg a measure of tax relief
<’\) 7
for profit-related pagi
N

S /N
@

E43. I pointed then to twocponsiderable advantages

that might be expected to flow from arrangements
which relate pay to profits. First, the workforce
would have a more direct personal@éjg}rest in the
profits earned by the firm in which y work; and,

second, there would be a greater degféev of pay
s
NS
flexibility in the face of changlvg> quet
/\\

conditions. Such flexibility is wvital q”gﬁe\a
\\ AN

TN
12
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nation, we are to defeat the scourge of

unemployment.

E44. Last July I presented a Green Paper on
Profit-Related Pay in conjunction with my Rt Hon and
Noble Friend the Secretary of State for Employment
and my Rt Hon Friend the Secretary of State for
Trade and Industry. I now propose to introduce a

(?é%i}me of tax relief broadly along the lines floated
K@f/\@ Green Paper.

7
N/ \
C ).
NS A ;
E45. My;//gposals depart from those in the Green
P

@ <\\\

.

Paper 1

>§Qé%{@portant respect. I am doubling the
proporti$:<6%)§h employee's profit-related pay that
will be tax free from a quarter to a half, and I am
also increasing the upper limits on the relief. So
for a married magéégg average earnings receiving

5 per cent of his profit-related form, the

tax relief will be eguivalent to a penny off the

? O /o : . .
basic rate of income tax.QiEﬁ cost will inevitably

depend on take-up: It cepld be £50 million in
1988-89, building up to substantially more than

that, as take-up grows, and as the proportion of an

employee's pay which is profit-religgéifises.
N\
&N

\
E46. Profit-related pay is no panacéﬁ t then

there are no panaceas. What it is is a t t help

British business gradually to overcome on

13
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big 3 the nature and

behaviour of our 1labour market. I am today
challenging British management to take advantage of

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

of their firm, their workforce and their country.

14
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F. TAXES ON SAVING
Fl. I turn now to the taxation of savings.

F2. A central theme and purpose of the Government's
policies 1is the creation of a genuine popular
capitalism.
l(? (:\

E€<§\$hat means wider home ownership, wider share
\\a€£§§)2’ and wider pension ownership. Over the
past @é*é@_\ years, the Government has actively
promotedégéeéflrst two, and has now embarked on the
third. gghé\>ownersh1p, above all through the
council tenant's right to buy. And share ownership,
through the rapid growth of employee share schemes;
through the maszéii?g successful privatisation
programme, where Br ///has led the world; and most
recently through the\ipew Personal Equity Plans,

~

which I announced in 1g>E::Far s Budget and which

started up on 1 January this year. In the first
month of the scheme, more than 2,000 people a day

took out Personal Equity Plans, many of them

first-time investors, as I had hoptigib
o}
m“

F4. We know that 63 per cent of hous now own

their own homes, 2% million more than<(/%5 1979.

However, there have been no official figure he

1
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more explosive growth of share ownership in Britain
over the past eight years. The Treasury and the
Stock Exchange therefore jointly commissioned a
major independent survey of individual_shareholding
in Britain. The results are now available. They
show that there are now some 8% million individual
shareholders in this country - amounting to one
A th of the total adult population, and roughly

S

é‘ times the number there were in 1979.
\,m
‘7?@% hen there is wider pension ownership. Two

years i\che Government embarked on a major

SR

<\
\ \

8 \ : .
strategy\tgﬁﬁx;end the coverage of private pension

provision and to give individuals far more
flexibility and choice in the way they provide for

their retirement. /We have already introduced a
/\)u
number of 1mportaﬂ§igéw measures to that end, and
<
the tax changes I am'%g;gunc1ng today will complete

the picture.

F6. The cornerstone of the Government's pensions
strategy is the introduction of an entirely new

means of provision for retirement, loped by my

R

\ \
Rt Hon Friend the Secretary of S for Social
Services. This is the personal pens16n/7%§jch will

be launched at the beginning of next yggx” \three
//

/ )
months earlier than planned. Q//ﬁfV;
\ \\\ “\> (\\

4 A

N
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F7. Personal ©pensions are an important new

dimension of ownership. They will enable
employees - if they so wish - to opt out of their
employers' schemes and make their own arrangements,
tailored to fit their own circumstances. And they
will provide a new opportunity for the 10 million

employees who at present do not belong to an

upat10nal scheme to make provision of their own
<§§;§L\1f they so wish, to contract out of SERPS.
N

F8.k;%g?@§ Budget last year I undertook to bring

forwarqégfékpsals to give personal pensions the same
AN K
favourabigvf‘\\treatment as is currently enjoyed by

A

ety

retirement “annuities. These were duly published in
a consultative document last November, and the

necessary leglslatlon will be contained in this

year's Finance Blh¥<>y>

v/>
F9. 1In addition, to\ggp urage a wider spread of
occupational schemes, em&iéijls will be able to set
up simplified schemes with @he minimum of red tape.
This will be particularly welcome to many small

employers who have been discour

complexity and open-ended

<\;
full-blown final salary scheme.
much greater scope for transferri <>
different types of pension scheme.

Finance Bill will contain the necessai;i;ééi
L~

provisions.
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F10. Finally, I have decided to go beyond the
proposals set out in the consultative document in
one important respect. I propose to allow members
of occupational pension schemes to make additional
voluntary contributions, with full tax relief, to a
separate plan of their own choice instead of, as
now, being restricted to plans within their

oyer s schemes. They will be able to top their

%ﬁgns up to the present tax approval limits.

Fll.?@g/ oroposals I have outlined - along with the
measuréé%§§\Rt Hon Friend has already taken - will
make 1tve%§}éb for people to take their pensions
with them when they change jobs, which will be good
both for labour mobility and for independence. They
will widen the r;/gé of choices people can make
about their pen51dh§””é/d will mean that in future
individuals will have‘ﬁgéh more control over the way
in which their own ‘?F/FE contributions are
invested. ‘

O
F12. Taken as a whole, the changes we have made in
the last two years have brought A\t a radical
transformation in the ways people bﬁ%/gzov1de for
their retirement. There are new‘“ég:i ns for
employers, and much greater freedom for 1nﬁz§;duals

to plan their own pensions. This will 1 d tg a

/’\

further major extension of ownership, as ‘ﬁcgpie

start to take advantage of the new opportunities.
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F13. But the generous tax treatment of pensions can
be justified only if it is not abused. I propose,
therefore, to introduce some limited changes to the
present rules to restrict the excessive relief which
can be obtained in some circumstances, particularly
by a few very highly paid people. These will
1nclude a stricter definition of final salary and,
<E§gb all arrangements entered into from today, an
\>llm1t of £150,000 on the maximum permissible

\

tax e@Alump sum, coupled with more rigorous rules

\

h wa n51on and lump-sum benefits can be
/

/
Vv

\

/) \
AN
/

\>

Fl14. The cost of the overall pensions package will
inevitably depend on take up, but with that proviso
is estimated at EQ%?@% lion in 1988-89.
3

F.15 For Friendly Sdggeties, I have decided to
replace the existing C¥§§E§>empt life assurance
limit based on the sum agsured with a new limit
based on annual premiums. I propose to set this at

£100 a year, which will greatly increase the scope

of the traditional societies to of@ggygife policies

N
to their members. <J(§§s
X

@
F16. The tax-exempt limits governing sié?%ﬁg

accident benefits which trade unions proxﬁ&g
\

their members have not been changed since
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With effect from today, I propose to increase them

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

F17. Finally, in this section, I turn to Inheritance

Taxe

F18. In my Budget 1last vyear I abolished the
nicious Capital Transfer Tax on lifetime gifts
<\§} en individuals, which was particularly
i to the ownership and health of family
bus'@%§%§> This year I propose to extend the same
exempE<\ /%§gom tax, on similar terms, to gifts
involvi3§§§gékyled property where there 1is an
interest iﬁ/;ggsession. This will not, however,
apply to discretionary trusts. These changes will
be of particular benefit to family businesses and to

heritage properti \<<§§kh of which are often held in

trust. 3 //
'\\ \.\
)

A
F19. I also propose tocimg e two minor changes

affecting business assets? First, holdings in
companies quoted on the unlisted securities market

will henceforth be treated for I eritance Tax
purposes in precisely the same wagga oldings 1in
\ <‘ .
n

\
companies with a full Stock Exc ar g listing.
D //\y_ '
hold@in

Second, business relief for minority

6
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purpose of both these changes is to concentrate
business relief more accurately on those assets
which could provide funds to pay the tax only at the

risk of damaging the business.

F20. The abolition of the tax on lifetime giving was
of the first importance to family businesses. But I

ain conscious that it did little to help the

<\§@§£§est taxable estates, where the family home is

ofk e principal asset.

N

¥ fore propose to make a substantial
\ \/ (\

A\
increase Vin ﬁhg threshold for Inheritance Tax, from
&
£71,000 to £90,000, coupled with a simplification of
the rate structure from seven rates to four. As a
result of this change, the number of estates liable
Paa\
to Inheritance Ta§\¥§ii be cut by roughly a third.

The cost will be”’ 7§>m11110n in 1987-88 and

£170 million in 1988—8\9\)@ (>

Ry

F22. Despite this substant?él relief, however, and
all the other much-needed reliefs that my
predecessor and I have introduced ce 1979, the
House may be interested to learn }\e expected
yield of 1Inheritance Tax 1in 198 over
£1 billion, is three times the vyiel £ apital

Transfer Tax in 1978-79, an increase in r

of almost 50 per cent.
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F23. It is the same story with the other capital

taxes. Since we first entered office, their severity
has been significantly eased. And over the same
period the yield of Capital Gains Tax has risen in
real terms by 80 per cent and that of Stamp Duty by

140 per cent.

8
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Gl. T now turn to the taxation of spending.

G2. I have already announced some important
changes in value added tax to prevent avoidance and
to help the small businessman. I have no other

proposals for major changes in VAT this year.

in the light of representations I have

X%
\\

>
6539, I have decided to extend slightly the VAT
N

rel?é%gﬁﬁ\introduced last year for certain aspects
/ \\

of chaéﬁtzéig work.
il

G4. 1 propose to relieve charities from VAT on
certain welfare vehicles used by hospices to
transport the terminally ill; on installing or
adapting lavatory g§§§§throom facilities in charity
homes for the disablg> on drugs and chemicals used
by a charity in medical Qiiiiifh; and on specialised
location and identificati 3 equipment employed by
mountain rescue and first aid services.

G5. While on the subject of chari ivi I
should remind the House that this s Finance
Bill will increase the limit on donati
under the new payroll giving scheme,

next month, from £100 to £120 a year.

1

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY ‘




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

year. T alSC Proposé to increase the rates of duty

on trade licences and to rationalise the taxation of

recovery vehicles.

G9. I have no further changes to propose this year

in the rates of excise duty.
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Hl. Finally, I turn to income tax.

H2. There 1is now a worldwide consensus on the
economic desirability of tax reform and tax
reduction, and in particular the reduction of income
tax. This was demonstrated most recently by the

(Kgﬁiﬁous national policy declarations that emerged
ﬁ

ﬁigast month's meeting of Finance Ministers from

\ N
\ O\

tﬁé&%:iér industrial nations.

e
\46 )

H3. LO <Tn§tes of tax sharpen up incentives and

/
stimulate égﬁférprlse, which in turn is the only
route to better economic performance. And it is
only by improving our economic performance that we
will be able to /9ff§xd to spend more on public
\'\(\q)
services; only \Qy l/4mprOV1ng our economic

performance that we ﬁ?%//be able to create jobs on
the scale that we all w&?%i%?)see.
o
o

H4. That is why, ever since we first took office in
1979, we have consistently sought to reduce the
burden of income tax. We have cut &H;39a51c rate of
tax from 33 per cent to 29 per cé ahd sharply

reduced the punitive higher rates we §ﬁﬁg:§}ed from

the Party opposite. And we have 1ncrea§§%ﬁ€éﬁ main
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tax allowances by 22 per cent more than inflation,

taking almost 1% million people out of income tax

altogether.

H5. For 1987-88 I propose to raise all the main
thresholds and allowances by the statutory
indexation factor of 3.7 per cent, rounded up. Thus
the single person's allowance will rise by £90 to
@ér\ 25 and the married man's allowance by £140 to

The single age allowance will rise by £110

e age allowance income 1limit becomes

f@ggégpose to raise the first, 40 per cent,

higher rate fMeshold by £700 to £17,900, in line
with statutory indexation; but the threshold for the

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

The other highe2///\-e thresholds will remain
Y

unchanged. o
9 g>,/f>
“
N
& .

H6. T have two other .@. es in allowances to
announce. First, I propose to give an additional
increase in the age allowance for those aged 80 or
over. For them, the increase will be double the

amount due under statutory indexat \J} so that, for

\

the very elderly, the single age allow§§§§>will rise

by £220 to £3,070 and the married age ég;é}

£340 to £4,845. Around 400,000 taxp

2
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them will be taken out of income tax altogether.

H7. Second, the blind person's allowance has
remained unchanged since 1981, when it was increased
by £180 to its present level of £360. For 1987-88 T

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

GG§T> Finally, I turn to the basic rate of income

«\\

\»This is the starting rate of income tax for
e@%{fggé and the marginal rate for the overwhelming

majorgifggf taxpayers.

X
H9. 1In my<§hﬂget speech last year I reaffirmed the
aim set out by my predecessor in 1979, to reduce the
basic rate of income tax to no more than 25 per

cent. That remalns  firm objective.

)
<> e

P

H10. However, given mgidec151on to use the greater

part of the fiscal scoéé lizyw have to reduce the

Public Sector Borrow1ng\j§équ1rement, that goal
b

cannot be achieved in this Budget.

as I did last year. I am therefo reducing the

H1ll. T can, however, take a furtheﬂgzzig/towards At

basic rate of income tax by twopendé(/“g 27 per

cent. This reduction, which will beﬁetfg \every

N

,M\) A

3
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taxpayer—inmthe—lamd; will be worth more than £3 a

week to a man on average earnings.

H12. There will, of course, be a consequential
reduction in the rate of Advance Corporation Tax,
and - as last year - I also propose a corresponding
cut in the small companies' rate of Corporation Tax

from 29 per cent to 27 per cent. Taken together

(})E} the income tax change, this will mean a
o 0
J)

Rl NN . 5
significant reduction in the tax burden on small
\ \ \‘/‘

bugéégiggs, which are so important for future growth
/ "/\ \:\'\
and jéb%ty_
228
RO
p ¥ ; ol

>
A

\\\/ / g

H13. The ;gééﬁé tax changes I have just announced

N\

will take effect under PAYE on the first pay day
after 17 May. They will cost a little more than
£2 billion in 198778?\-\over and above the cost of

O
statutory indexatio

K
% A b

H1l4. The total cost oé>?fz)the measures in this

year's Budget, again on %9 indexed basis, is a

little over £2% billion.

N

4
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J1l. Mr Deputy Speaker, in this Budget I have
reaffirmed the prudent policies which, despite a
year-long coal strike followed by a collapse in the
oil price, have given us the strongest economy we

have known since the War.

an Autumn Statement which increased

RUbLIC spending in priority areas, I have once again
\ \\/

cut @ggvpasic rate of income tax; a cut which the
o

<g§2§§}te are pledged to reverse, if they are
AN

¢/ :
given t\g\gh@nce - which they will not be. And 1
have donecjgﬁ%s while sharply reducing public
borrowing; a combination that has eluded successive

Governments for decades. This is a Budget built on

success, and a Budget.for success. I commend it to
Ca\S
the House. )
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CONFIDENTIAL

10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 13 March 1987

1987 BUDGET- MTFS
The Prime Minister has seen the Chancellor's
minute (undated) which set out his proposals

for the PSBR and monetary targets for 1987/88
and the MTFS, and is content.

(David Norgrove)

Alex Allan, Esq.,
HM Treasury.
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BUDGET SECRET

PRIME MINISTER

The Chancellor's draft Budget Speech is below.

You may be able to pass any comments to the Chancellor by
telephone. If not, there will be a car to take a minute
from you to the Chancellor ready to leave at 1100 on
Saturday morning. Could you please tell the Garden Room
Girl at Chequers early on Saturday whether you will need the
car, so that the driver can be stood down if not required?

(There will be proper security for your minute.)

The speech itself is short - the Chancellor is aiming to
give the shortest speech this century, under an hour - and

well written., Two things struck me.

First, paragraph D7 makes several very firm statements about

a PSBR set at 1 per cent of GDP. They seem to me too firm.

As you know, the MTFS will show a PSBR at 1 per cent of GDP
throughout the period it covers. This may well be right.
It would be possible to show the PSBR declining further to
balance or even into surplus. But in the coming years
privatisation proceeds are likely to decline, so the
"quality" of the PSBR will be improving, and on top of that

there may well be a shortfall in privatisation receipts.

On the other hand, to make firm statements about the
desirability of 1 per cent of GDP is itself a hostage to

fortune. Suppose the forecast next year showed another

£6 billion fiscal adjustment, it would surely not be right

to reduce taxation by the full amount, in almost any likely
economic circumstances. There are also great uncertainties
about the o0il price. It could be $25 or $10 this time next
year and the PSBR could quite properly be set above or below
1 per cent of GDP.
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The Chancellor appears to believe that if circumstances

change he can change the figure. But that is not the

implication of his Budget Speech, even if there is the usual
qualifiying sentence in the published MTFS that the PSBR in

each year will be set nearer the time. Just possibly, he
may see the figure as a way of tying down the colleagues on
public expenditure. But he did not mention this point when
I discussed the paragraph with him, and certainly it seems
very hard to believe it would have any effect: everyone

knows that the PSBR can be adjusted from year to year.

Finally, the theoretical basis for a PSBR at 1 per cent of
GDP is not unchallengeable. 1Indeed, in the end the figure
depends on the Chancellor's hunch. But if we had experience
of public sector surpluses we might well regard those as the

natural order of things.

I have marked on paragraph D7 three amendments designed to
weaken the commitment to a PSBR of 1 per cent of GDP, whilst

retaining the Chancellor's words as far as possible.

The second point to which I would draw your attention is the
phrase marked in paragraph F2: "what used to be called,
when ambitions were more limited and language more
inhibited, a property owning democracy". This seems rather
flip, though the Chancellor regards it as lightening the

speech.

I attach a draft minute for your signature if you agree with

these comments.

(DAVID NORGROVE)
13 March 1987

DCABUG
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Treasury Chambers, Parliament Street, SWI1P 3AG
01-270 3000

13 March 1987

David Norgrove Esq
10 powning Street
LONDON Swl

Dewr Daid,

BUDGET STATEMENT

I attach the latest draft of the Chancellor's Budget Statement.
You have kindly agreed that you will arrange for the
Prime Minister's comments to be sent to the Chancellor at Stoney
Stanton on Saturday.

A C S ALLAN
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A. INTRODUCTION

Al. The setting for this year's Budget is more
favourable than it has been for very many years. We
are entering our seventh successive year of steady
growth, at the top of the international 1league

le. We are entering the fifth year in which this

eQQX growth has been combined with low inflation.

%q/(:ﬁyllc finances are sound and strong, and
ungﬁpi/gggnt is falling.

//<

e
A2, Theéé//at; the fruits of the Government's
determination, in bad times as well as good, to hold

firmly to our policies of sound money and free

markets. Once aga/n” I reaffirm those policies.
g P

w /4/
A3. So the Budget I gresent today is a Budget built

on success, and a Budge§<::2)success.

A4, 1 shall begin, as usual, by reviewing the
economic background to the Budget. I shall then

turn to monetary policy and to thf@igscal prospect

\
)
\

this year and next. Finally, I s \ \fgopose some
changes in taxation designed to\‘¥;;;ppe still
further the prospects that lie before ugffgé/number
of press releases, filling out the deta{fs aﬁ\my
proposals, will be available from the Vote Of%;é%sas

soon as I have sat down.

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




Drage of 13 Maccin

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

THE ECONOMIC BACKGROUND
I start with the economic background.

B2. Nineteen eighty-six was dominated by the
sudden collapse of the o0il price. Our own economy

was affected not only directly, as a major oil

A

\QJ ucer and exporter, but also by the pause in

/\\ .
qgriddvgrowth as the world economy adjusted to what

\\ //j\\

has\Eg described as the third oil shock. Despite

- \\\.
. <\ )) .
this vré%ﬁ&gcatlon, however, the economy has
N\
. )

develop \\\ﬁmost respects as I foreshadowed a year
E AN

&n
7NN
ago. e

B3. In 1986 as a whole output grew by a further
2% per cent or so Qﬁ ich compares well with the
r— <
experience of other“ind rialised countries. It is
p %géggt
worth recalling that $Q>the 1960s, and again in the
o
1970s, Britain's growth é§E§>was the lowest of all
the major European economies. By contrast, during

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

all the major European economies.

R

B4. And this greatly improved gro tﬂg rformance

has coincided with falling inflatioégiiihich at

3% per cent in 1986 recorded the lowest‘@éé&
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almost 20 years. Over the 1lifetime of this

Parliament, inflation has averaged less than 5 per

cent.

B5. During the first half of last year exports and
hence output were affected by the pause in world

'\ﬁ
growth to which I have already referred. But since

iﬁ;;gi, over the last three months the volume of
&

Ehg middle of the year exports have grown strongly.
2 of manufactures was 6 per cent higher than a
ier - a better performance than that of any

A
other Qéj \economy. This pattern was reflected in

A

the r:apl\\Q> growth of manufacturing output in the
N\
second half“of last year.

B6. This resurgence of economic growth, coupled
with the special m és we have taken, has brought
about a welcome fall<§2§éﬁe number of peopie out of

A\ N\
work. Since August uné@pl ient has fallen by more
3 ;

Ay
than 100,000; the larg égjékx—monthly fall since

1973. Though the numbers oitt of work are still far
too high, both youth unemployment and long-term
unemployment are now lower than they were a vyear

ago. GLB X

\\

\) \
B7. I announced a number of specifiégg; yment
./

measures in my last Budget, and since theg}

e, \\'\
Hon and Noble Friend the Secretary of Stégiééég
ful

Employment has further extended the succe
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Restart programme for the 1long-term unemployed.

There will also be more places on the successful

Enterprlse Allowance Scheme, and the number of

e PR

Jobclubs is to be quadrupled. The new Job Training
Scheme will give a quarter of a millionhpeople, most
of them youngsters, vocational training leading to
recognised qualifications. With these and other
sures, this Government has developed its

Qﬁé;ingment and training programmes on a scale which

r country can match. But the best hope of

all //ﬁhg unemployed lies in the continuing vigour
A\
of the my.

BS8. Slnce<%52§;arly months of last year, there has

been a further surge in manufacturing productivity.
This continues the remarkable improvement in
productivity grow§32> hieved by British industry
throughout the 1986&; n the 1960s, and again in
the 1970s, growth in %g& tur1ng productivity in
the UK was the 1lowest o all the seven major
industrial countries in the world. During the
1980s, our annual rate of growth of output per head
in manufacturing has been the highest of all the

seven major industrial countries. GL)

B9. The recorded current account of th
payments went into deficit 1in

£1 billion. This followed a cumulative

BUDGET SECRET NOT TO BE COPIED
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1985. Some deterioration in our current account was

inevitable in the face of a £5 billion loss of
earnings on oil trade virtually overnight. But the
significance of this should not be exaggerated. The
exchange rate adjustment that followed the fall in
the oil price is already contributing to an improved
non-oil trade performance. And earnings from the
sive stock of net overseas assets we have
@%ed since 1979, which at well over £100 billion
£§&v d only to that of Japan, will provide a

conti?u?ﬁ? support to the current account in the

B1O. Looking ahead, I expect 1987 to be another year

years

of balanced growth with low inflation. Total output
is forecast to rise/;x\B per cent, with exports and
investment up ratﬁggggore than that. By then we
will have registerec’?> €>longest period of steady

growth, at a rate apﬁfgzizzﬁg 3 per cent a year,

that the British economy known since the War.

Manufacturing industry, 163 particular, should do

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

grow at 3% per cent, there is eZiﬁi prospect of
Q

unemployment continuing to fall ghout the

A\ N\
year. In last year's Budget Speech r\iiiZthat the
'/pgayement

in the performance of business and 1nduscgéy<?$hat

sustained improvement in economic performéh§//§§§

outlook for jobs depended on a sustaine

occurred and is continuing.
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Bll. Despite the strong growth in exports, it will

inevitably take time for the full effect of the
exchange rate adjustment to work through. The
current account is thus likely to remain in deficit

this year, by some £2% billion, around half of

e ————

one per cent of GDP.

. As I foreshadowed in the Autumn Statement,
\
QP Eion may continue to edge up for a time,

\ N\
pég?%ﬁébto a little over 4} per cent by the Summer,
\®)

( \ /
befot%;gglling back to 4 per cent by the end of the

) \
year. 1/42§§ile short-term fluctuations are

< \

\

inescapaE&e, >§f remains the Government's prime
objective to keep inflation on an unambiguously

downward underlying trend.

B1l3. Given the codgégﬁgtion of present policies in

this country, the b st risk to the excellent
prospect I have outli; is~that of a downturn in
the world economy as a QQEQQe. There are still
serious imbalances afgiicting the three

major economies - the United States on the one hand

handled properly, could 1lead to ultaneous

and Japan and Germany on the othe?3§53§ich, if not

downturn in all three. And this in zzifsould be

exacerbated by renewed turmoil in

exchange markets, whose tendency to oversh

notorious as it is damaging.
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Bl4. Tt was to address these dangers that the

Finance Ministers and Central Bank Governors of
six major nations met in Paris last month, and
agreed among other things to co-operate closely in
fostering a period of exchange rate stability. 1In

my Budget Speech last year, I said:

"Provided we are not over-ambitious, I believe

\HS\ that the Plaza accord is something we can
/<§sefu11y build on.

Tha‘(/jvwhat we have now done, with Plaza II. But

it WOQééeéf idle to deny that the wider risks still

AN \
remain. < \/<

\ A
a2
B15. Short of a world downturn, which can and must

T e S
be avoided, British industry now has an outstanding

opportunity, with<giégying markets at home and
i
overseas, low lation, rapidly growing

productivity and greﬁgiy improved profitability.

Provided it can controlcﬁggrﬁpsts and maintain its
present competitive advang@ge, and assuming the
continuation of present policies, we can look
forward to many more years of strong growth combined

with low inflation.

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




Drafe @ 13 Moxt

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

C. MONETARY POLICY

Cl. For its part, the Government will keep in place
a sound and prudent financial framework. That

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

financial strategy.

@?b The central objective of the MTFS is steadily

(@
'\zégiéguce the growth of money GDP over the medium

% -
X

te 3 as to squeeze inflation out of the system
BN ) . i
and imately to achieve price stability.

%

/\\
O\

\\Q;n\
3. Th;§<££§bires monetary discipline buttressed

by low public sector borrowing. The essential

instrument of monetary policy must remain short term
interest rates. T will continue to be set in

the 1light of mggg ar conditions as . indicated

O -
principally by the gﬁg@fh of narrow and broad money
N
and the behaviour of tﬁ%@ii%}ange rate.
<

C4. For narrow money, MO, the target range for next
e Sy

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

last year's MTFS. For broad mone ever, as the

Governor of the Bank of England coggiggk argued in
&

his Loughborough lecture last Octobe current

circumstances it is probably wiser to<§é§§> W an
) explicit target altogether. But broad monme ill
continue to be taken into account in ass ing
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monetary conditions, as of course will the exchange

rate.

C5. 1In my Lombard Association speech last April, I
set out at considerable length precisely how in
practice monetary policy is operated. Rt Hon and

Hon Members who are interested in such matters will

ﬁ“> doubt have observed that Mr Paul Volcker,

5\

\\/Kngtwan of the United States Federal Reserve Board,
CA\ VWV
\.\ X \ . AL

\Qiizyritten testimony to the Senate last month,

exp /ﬁe&yhow the Fed operates monetary policy in
\

<
& %;“
remark X

bt

/yféimilar terms.
N

\ N\
\\) /A\
o

\
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D. PUBLIC SECTOR BORROWING

Dl. I mentioned a moment ago the need to keep

public sector borrowing low.

D2. The final outturn for the public sector
borrowing requirement last year, 1985- 86, was just

\g%%kr £6 billion, equivalent to 1} per cent of GDP,
ey,

——

\Ibwest level since 1970-71. In my Budget last

yeak /;ed with a massive loss of what now looks
llke‘vf llion of North Sea o0il revenue, I
nonethefé:A‘kgflded to hold the PSBR for this year,
1986-87, tv “€7°billion, or 1} per cent of GDP.

—_——

D3. In the event, this vyear's PSBR looks 1like

turning out at {%§§ billion, or 1 per cent

of GDP: the secon (/9qg sive year of significant

undershoot. Ny

By

i)

D4. This successful ©Qutcome is chiefly
attributable to the remarkable buoyancy of non-oil
tax revenues. And this in turn is due not to some
short-term surge in consumer ’
particular to an increase over last Q%?é\bf
than a third in the yield of Corporatiofn(Ta

increasingly profitable business and ind

X
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D5. Looking ahead, there 1is still a degree of

uncertainty surrounding o0il prices, and I have
therefore stuck to the assumption I made last year
that the North Sea price will average $15 a barrel.
But it is clear that the increased flow of non-oil
tax revenues, coupled with the prospective further
growth of the economy in excess of the growth of
public expenditure, puts the public finances in an
tionally strong position.
i
D6; ki end to keep it that way. Last year's MTFS
1nd1caf\ PSBR for 1987-88 of £7 billion, or
13 per ‘%}6{ GDP; and, as the House will recall,
\
I gave an///s urance at the time of the Autumn
Statement, when I announced a £4% billion increase
in planned public spending in 1987-88, that on no
account would I exc ed,that figure.

\f

D7. Indeed, I belleég%;t is right to go below it.

Since its inception in f)giZZ}he MTFS has indicated

a steadily declining path Qgr the PSBR expressed as

a percentage of GDP. We have now reached what I
F jeneak
A

judge/to be its appropriate destination- a PSBR of

1 perm cent of GDP. / I intend t ck to that
; “ L pfreda ‘
figure. This will méintatn~ a aéégxe) of PSBR

prudence that, until this year, had bee acb}eved on

\e,/4?\
only two occasions since 1950. C?

\
N\

/:f \%\

> /\x
2
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D8. Accordingly, I have decided to provide for a

PSBR in 1987-88 of £4 billion.

D9. 1Inevitably, this greatly diminishes the scope

I have this year for reducing the burden of

taxation, which of course remains a major objective

of Government policy. But I am sure it is righEsto

‘ng on the side of prudence and caution, and to

Q%%g%@sa still firmer base for the future. That is
X\

Eﬁg¥§¥§Fciple on which both I and my predecessor
VA !

Dl0. Meanwhile, 17 would make one further
observation, of a//different nature. Economic
arguments are seldé%b ncluded, one way or another.

This is chiefly becadse it is unusual for economic

policies to be held in QZEszlong enough to provide

sufficient evidence. the 1980s have been

o
different; and, as a result, one critically
important economic argument has now been concluded,

finally and decisively.

Dll. Throughout our period of offic
have consistently maintained not only th

stimulus would produce real economic grow

A
that without an expansionary fiscal bgg%ﬁ%y
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sustained growth was impossible. They were wrong,

and have been proved wrong. The British economy is
now embarking on its seventh successive year of
steady growth, at an average rate of getting on for
3 per cent a year. And during that time the PSBR,

even if privatisation proceeds are added back, has

—— I i e e ———

—

been deliberately and steadily reduced from n a shade

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

Q \\, had I or my predecessor at any time heeded
Q/ \ W

t@g/r ice of our so-called expansionist critics,
the §>i%§sh economy would never have been in the
o

unprec ly favourable position it is in today.

d
: .\\<\‘\\/‘ \/<\

.\\

i (/>
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X. EXCHANGE CONTROL

Xl. Before I turn to my proposals for changes in
taxation, I have one other important change of a

specific nature to announce.

;2. In 1979, a few months after the present

<\:;U nment had first taken office, my predecessor

aﬁ§§ ed the abolition of exchange controls, which
@

had\;/ fg\ln continuous operation ever since the
outbreg& war in 1939. That bold action has, over
the pasﬁ %4 Qgrs, proved wholly beneficial to the
British ecdﬁ;;y, and I am glad to note that other
European countries are now moving in the same
direction.
A
P
X3. But although thé(gﬁgration of exchange control
has ceased, the Exchan trol Act 1tse1f remains

on the Statute book. as it does, there is

likely to persist a naggléé fear that, in certain
i

circumstances, exchange control might be reimposed;
_—‘—'\

and such uncertainty could be dami%i;ij

X4. T have therefore concluded tha time has

come to repeal the Act.
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X5. I note that, in what was clearly intended to be

a major speech in New York in September, the
Deputy-Leader of the Labour Party declared that, and

I quote:

"The Labour Party has no intention of

reintroducing statutory exchange controls”".

I am confident, therefore, that the proposal I have

(g§ﬁ§>ﬂ made will be welcomed on all sides of the
\i%)/A\
gp§§w

VD @ )/V

QO

/)/\ \
@\

T
) T~

P &
7
i,gy@\
N\ N SN

N\ N

L AN

i
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E. BUSINESS AND ENTERPRISE

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

business.

E2. The fundamental reform of the Corporation Tax
system which I introduced in 1984 came fully into
ect last April. The new system has undoubtedly

Q&gg;gi ed he quality of business investment

d&al in Britain, and is also encouraging more

over <%§;§§mpan1es to set up here.

B3 Duri@g/;i transition to the new system,
companies were given advance notice of the main rate
of Corporation Tax for the year ahead. This helped

them in their forward planning, and I intend as far

as possible to con(%ﬁ§§)the practice of setting the
A

rate in advance. Ace ingly, I can announce now

that the main rate o%%&zifzi?tion Tax in 1987-88

will be unchanged at 35 p C;Q) t - lower than in any

————

other major industrial naé%on, though the United

States is now set to emulate us.

E4. The low rate of Corporation bles me to
<\

introduced a further simplificat EO

system. Qi;?%ib
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E5. At present, while companies' capital gains are

liable to Corporation Tax, the amount of such gains
is first adjusted by a certain fraction so that the
effective rate of tax is the same as that on capital
gains made by individuals. This dates back to the

time when the two rates of tax were far apart.

E6. This 1is no longer the case: indeed, the

Qég;% ration Tax rate for small companies is now

A\
bedow ‘the Capital Gains Tax rate.

>

E7. efore propose that, from today,

r
X
N
companiest \> ¥apital gains be charged at the

e
appropriatel” Corporation Tax rate, without
adjustment, save for the indexation which applies to
all post-1982 gains.
\
<\
\
E8. It has, howeve k/?ggn argued that it is wrong
\
that, where companiesfggstribute capital gains as
?}K/TA
dividends, the gains are\@é& d twice, once in the
hands of the company and orge in the hands of the
shareholder. I believe there is some justice in

this complaint. Accordingly, I propose to remedy it

by allowing companies to set pay ggﬂ of Advance

\
Corporation Tax against their liabinéi\ko tax on

capital gains.

2
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E9. “Takén together, these changes should yield

£60 million in 1988-89.
—

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

announce.

Ell. At present, some companies established before

/\‘
Qég@é«?o not have to pay their Corporation Tax until
ué(@ébzl months after the end of the period for
\>

whi iﬂ)is due, whereas companies established since
AN\
1965 “#0 pay their tax after 9 months - and some
A\
buildin@?@&yi@@ies have to pay sooner still.

o
A

Bl2< This difference in treatment cannot be

justified. Moreover, it is open to an abuse which

\

could put the timi%?<§§\a substantial proportion of

)
the total Corporatiégiigg;yield at risk.

R

A\
\
<> /\ ) "

El3. I therefore propos |\529t all companies and
building societies should b@xtreated the same way,
with all liable to pay Corporation Tax nine months
after the end of the accounting period on which the
tax is due. The change will be in, but I

a
would expect it to yield around £ Sﬁ}llion in

1988-89. <§iéb

/><>
20
‘\;3 //%

g

3
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El4. I also propose to legislate now to pave the way

for a new method of collecting Corporation Tax, to
be known as Pay and File. Under this system
companies will estimate their tax 1liabilities
themselves, and pay on the normal due date. Where
it turns out that the initial payment was too low,
the company will pay interest to the Revenue; where

initial payment was too high, the Revenue will

/fgterest to the company.
\»/‘U

ELlS. \?hi?\ new approach, which has already been

N

general (QQQ;comed by the business community, is
g \\/ ( P

part of Va A4ger programme of streamlining tax
collection, and will not come into force until the
early 1990s. But by legislating now I am giving

taxpayers and thelr/gdylsers a firm basis on which

to prepare for the<kzy«%cheme
0/
E1l6. While business ané§§gd/\gry as a whole is doing
‘kc%/
well, the North Sea o0il se: r has inevitably been
&
hard hit by last year's oil price collapse. My Rt
Hon Friend the Secretary of State for Energy and I

have followed closely the effecﬁﬁ North Sea

producers and their suppliers. The\li try itself

N
is generally confident about théQ> er-term
(

prospects; while as for the tax system,\§6 y is
it inherently price-sensitive, but the cé@ﬁ%ﬁ%@s
themselves have repeatedly stressed their \des

for stability.
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E17. However, in the 1light of the immediate

problems, I introduced last autumn legislation to
bring forward the repayment of over £300 million of
Advance Petroleum Revenue Tax. This has already
helped many of the smaller and medium-sized

companies faced with cash flow difficulties.

E18. I now propose two further Petroleum Revenue Tax

e ————————————

g iefs. First, as from today companies may elect

éﬁ§§23>up to 10 per cent of the costs of developing
ai

cer@ ~new fields set against their Petroleum

Revenue) liabilities in existing fields, until

N\

z;;f?e income of those new fields exceeds

- V :
the costs curred. Second, there will be a new
ey

p——

relief against PRT for spending on research into UK

0il extraction that is not related to any particular

field. @

Q;?;/

E19. I hope that the§Q>carefully targeted changes
will give a worthwhile m {g;} of help to the North

Sea o0il sector. e

E20. I have to set the 1988-89 car and car fuel

benefit scales for those with compa@???% s. The car

scale charges still fall well sho : the true
value of the benefit, and as last year
P e —atereg

increase them by 10 per cent. There

—

change in the car fuel scales which,

5
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anno . for VAT purposes from

6 April.

E21. Last year I put the Business Expansion Scheme
onto a permanent footing. However, there 1is
evidence that the present rules produce end-year

——\—-
bunching of BES investments, and hence may crowd out

some pro;ects and lead to bad decisions on others.
opose therefore to permit the investor to claim
p {ﬁgibf the relief against his previous year's

N KT e
incqﬁg?i)This will make it easier for companies to

raise i@'nance throughout the year.
AN

E22. Train;g§;3ﬁd retraining are vital to a flexible

and competitive economy. Some employers may be
willing to help with the retraining of workers who
are leaving their fH?%Fnt employment. At present
the tax system ca} //n obstacle to this. I
propose that both emplqgérs and employees should be
exempt from tax in this {fZ) f case, which should

encourage workers to acqulég new skills for new

jobs.

E23. The past few years have seen emarkable and
most welcome growth in the num \@f small

businesses and the self-employed. Theﬂ%ﬁ? rnment

has done a great deal to lighten the burdeqﬁﬁé; this

vitally important sector of the economy. §7§\V~§m

N\

6
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well aware that problems remain, not least in the

field of VAT.

E24. Accordingly, I asked Customs and Excise to
issue a consultative document last autumn
canvassing a number of changes. 1In the light of the

responses to that document, I have four proposals to

maif.
l(\\
Q:)Zts\
NS

ﬁg$?y§e§haps the biggest problem faced by the small

o . .
busggggﬁ%ﬁn today is the trade customer who is late
L

in pay;; \is bills: so late, sometimes, that VAT
W \>
\ \ N\
becomes\égz?gé\ore the bill has been paid. I can do
u

f
e
nothing about late payment; but I can, I hope, do
something about the VAT problem.
L
E26. My first €SC> most important proposal,
therefore, is that,ci%j}rom 1 October, businesses
whose annual turnovegégs under £% million, which
means more than half of ll‘ raders registered for
VAT, will be able to choo$e to account for VAT on
the basis of cash paid and received. In other
words, they will have no liability to pay VAT until
they themselves have received the from their

customers. In addition to easing ash flow
problems caused by late payers, this s{éé?b 111 "of

course provide automatic VAT relief for ba

7
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E27. I have to warn the House, however, that I

cannot legally introduce this change without first
obtaining a derogation from the European
Community's Sixth VAT Directive. I am applying for
the necessary derogation today. The House will note
that the upper limit of £% million is considerably

—_———

greater than the £100,000 suggested in the

\j§§§Ultative document.

<;i?§fnd I propose to give these businesses the

opti N accounting for VAT on an annual basis.
Gyt o, L e

Insteadigzi/aklng quarterly returns, they would make

D A
yments on account, and then file a single
V

regular
return at the end of the year. This option, which
offers considerable streamlining, will be available
next year.
O r)

E29. Third, the perlda/ﬁiéhln which bu51nesses must
apply to be registered ng/thxw1ll be extended from
ten to thirty days. py/

o
E30. Fourth, there will be changes to the rules for
the special VAT schemes for retai and more

—— e, ——

small and medium-sized busxnesseS\gi)(/

make use of the simpler schemes.

A

E31. I believe that the changes I have outli \and
/«
>
in particular the option to move to cash accougtln \

8
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will be widely welcomed by the small business

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

and £60 million in 198&-89,

E32. In addition, I propose to increase the VAT

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

-y
permitted under existing European Community law.

QE the 1light of the responses to the

Y

cb EZ;%Btlve document, I shall not be going ahead

eit th the withdrawal of the so-called standard

method ()ﬁfwhlch retailers calculate their gross

takings \ Sg%) \\ VAT, or with the compulsory

dereglstratlon of traders below the VAT threshold.

E34. I have one furﬁbsr measure to help the small

/ \
businessman, unre{éggb) t0 1 VRT. I propose to

increase the limit f6{i§§§1tal Gains Tax retirement

— = bl i

S e

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

E35. An essential element f% any ongoing programme
of tax reduction and reform must always be the
elimination of wunintended or unjustified tax
breaks, which cause rates of tax 1lly to be
higher than they need to be. Accor

five proposals to make today to this end}

9
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E36. The first concerns VAT, and has already been

the subject of extensive consultation. The House
will be aware that a business that provides a
service that is exempt from VAT cannot in turn
deduct input tax on its purchases. But where the
activities of a business are in part liable to VAT
and in part exempt, the existing rules are
excessively generous as to the amount of input tax
(K can be deducted; and this generosity is being
ited on a growing scale. The rules must

e be changed, and the changes, which I

annournc 9;;0 the House last December, will come into
effect %> 1\Apr11 There will be special
arrangemenég:to deal with the problem of brewers'
tied houses. I am also taking this opportunity to
exclude a significant number of small businesses
from the scope of\ \ provision. The yield from

this change, which “in effect is a measure of the

<

potential revenue loséx\will be some £300 million in
P —————

o N
1987-88 and £400 million (@88-89.

C
E37. Second, I propose to change the law so that

companies in multinational groups which enjoy dual

residence will no longer be ablé;£§9 secure tax

relief twice on one and the same in Q?QSQ payment.

Genuine trading companies will not \Qvﬁif ected.

This change, which will take effect o ) i1,
(\ \

follows the similar action recently taken bg>fhe
X

chéij
10
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1988-89.

E38. Third, I propose to end the present excessively
generous treatment of tax credit relief for foreign
withholding tax paid on interest on bank loans. 1In
future, banks will be able to offset this tax credit
only against tax on the profit on the relevant loan,

<§€@® not more widely. This will bring our rules

)

Q%?%%&y into 1line with those in most other
>

cSHﬁEiEéi: The change will apply from 1 April this
\
\ \

vgﬁ} ew loans and from 1 April next year for

2
existing/ians. It will yield some £20 million in

\

E39. Fourth, the tax treatment of Lloyd's
syndicates as it apg;iAs to the Reinsurance to Close
system is clearl§<§E gigisfactory. I therefore
propose to bring }Eg?into line with that of
provisions for outst;ga(ﬁ?> liabilities made by
ordinary 1insurance comp <>es and, indeed, of
comparable provisions made by other financial

traders. I have asked the Inland Revenue to consult

urgently with Lloyd's about the ils of the

legislation. The new rules will §§§)apply to
i

premiums payable for the Lloyds accoun @Eigb

£

7

S

closes

on 31 December this year.

1k
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E40 —Fifth7;—TI =also propose to implement the Keith

Committee's recommendation that interest should be
charged in the 1limited number of cases where an
employer does not apply PAYE properly and a formal
assessment has to be made to recover the tax. The
change will take effect from April next year, and

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

\é%i I have one further proposal to make in the
&?g%: field of the taxation of business and

ey

E42. In(égé nBudget last year I suggested the
D

\
poss1b111txfgévlntroducing a measure of tax relief

for profit-related pay.

E43. I pointed thep%?? two considerable advantages
that might be exp\/:> ed to flow from arrangements
which relate pay to pégflts First, the workforce
would have a more dlrec%:;giponal interest in the
profits earned by the flrm‘én which they work; and,
second, there would be a greater degree of pay
flexibility in the face of changing market
conditions. Such flexibility is C{At>l if, as a

nation, we are to defeat th

unemployment.

|
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E44. Last July I ©presented a Green Paper on
Profit-Related Pay in conjunction with my Rt Hon and
Noble Friend the Secretary of State for Employment
and my Rt Hon Friend the Secretary of State for
Trade and Industry. I now propose to introduce a
scheme of tax relief broadly along the lines floated

~——
in the Green Paper.

R

\uy proposals depart from those in the Green
P;%éiiiy one important respect. I am doubling the

propot¢ty of an employee's profit-related pay that

will be t&@ ee from a quarter to a half, and I am
ol K o A =g

also 1ncre€§2%g’the upper limits on the relief. So

for a married man on average earnings receiving

5 per cent of his pay in profit-related form, the

tax relief will be ivalent to a penny off the

basic rate of 1ncorﬁe,(//,> The cost will inevitably

depend on take-up: i} could be £50 million in
1988-89, building up 5%2?3; stantially more than

that, as take-up grows, aQ§ the proportion of an

employee's pay which is profitrelated rises.

E46. Profit-related pay is no paT§§§b But then

there are no panaceas. What it is i 1 to help

British business gradually to overco %Ei?% of our

biggest national handicaps: the ng%ﬁég) and

behaviour of our 1labour market. 1A ay

challenging British management to take advanta
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that tool and to make good use of it, for the good

of their firm, their workforce and their country.

14
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P

x&??%ﬁ\

2y TAXES ON SAVING
&

/\\\\
</<?§\ Fl. I turn now to the taxation of savings.
\g\\> A
>//i*

2\

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

policies is the creation of a genuine popular
fapitalism:‘what used to be called, when ambitions
/égé more limited and language more inhibited, a

I

\ |

Ség -owning democracy. |
\ \

> g ). i

2\
Q?&// ans wider home ownership, wider share

ownersth, and wider pension ownership. Over the
past eigh years, the Government has actively
promoted the first two, and has now embarked on the
Ehird. Home ownership, above all through the
council tenant's r Q§ o buy. And share ownership,
through the rapid gn@w of employee share schemes;
through the ma551véi%> ccessful privatisation
programme, where Br1ta1n ‘ed the world; and most
recently through the new “Personal Equity Plans,
which I announced in last year's Budget and which

started up on 1 January this vyear. In the first

month of the scheme, more than 2£§g§§p§ople a day
AN

took out Personal Equity Plans, W of them
first-time investors, as I had hoped.

O

19N
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F4. We know that 63 per cent of households now own

their own homes, 2% million more than in 1979.
There have been, however, no official figures for
the more explosive growth of share ownership in
Britain over the past eight years. The Treasury and
the Stock Exchange therefore jointly commissioned a
major independent survey of individual shareholding
im Britain. The results are now available. They

wsh \that there are now some 8% million individual
s(xiifgjders in this country - amounting to one
Eif /q%}the total adult population, and roughly
three&;> gQ;he number there were in 1979.

FS.
years ago, the Government embarked on a major
strategy to extend the coverage of private pension

provision and ' individuals far more

flexibility and chof@iiég the way they provide for

their retirement. We<3h e, already introduced a
number of important new mggglres to that end, and
the tax changes I am annouﬁ%ing today will complete

the picture.

F6. The cornerstone of the Gove v9 tls pensions
AT
CAAN VLV
strategy is the introduction of aﬁQ@ irely new
i . i
means of provision for retirement, dev %gpga\by my
\

< \_/
Rt Hon Friend the Secretary of State f€> ]
N
\

\\'\\) o
Services. This is the personal pension, whfqp/ﬁﬁl;

BUDGET SECRETY NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

s s ie 2 i 1 . Rtafiiaas

be launched at the beginning of next year, three

months earlier than planned.

F7. Personal pensions are an important new
dimension of ownership. They will enable
employees - if they so wish - to opt out of their
oyers' schemes and make their own arrangements,
\yji¥§;ed to fit their own circumstances. And they
A\
v . . . .
wf§%?§%3v1de a new opportunity for the 10 million
empfﬁ%eéé}wwho at present do not belong to an

g
OCCUpa%

/‘\
aibscheme to make provision of their own
o NS

and, if %hi%égg)wish, to contract out of SERPS.

F8. 1In my Budget last year I undertook to bring
forward proposals to give personal pensions the same
favourable tax tre fb t as is currently enjoyed by
retirement annuities§><Tﬁ;se were duly contained in

a consultative documgﬁggizziished last November,
<o

and the necessary legisl will be contained in

this year's Finance Bill.

F9. 1In addition, to encourage a wider spread of
occupational schemes, employers wi “able to set
up simplified schemes with the minimu ed tape.
This will be particularly welcome to small
employers who have been discouraged

the
complexity and open-ended commitment éj§>§
full-blown final salary scheme. And there will be
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much greater scope for transferring between

different types of pension scheme. Again, the
Finance Bill will contain the necessary tax

provisions.

F1l0. Finally, I have decided to go beyond the
proposals set out in the consultative document in
one important respect. I propose to allow members

\ cupational pension schemes to make additional

\\ﬁh\ ry contributions, with full tax relief, to a

sepa zé@«plan of their own choice instead of, as
AN ; — :
now, b(f%%\ restricted to plans within their
N\ \ \>

\
employer{i\é emes. They will be able to top their
pensions »iéﬁt up to the present tax approval

limits.

Fll. The proposala@€§§ﬁve outlined - along with the
measures my Rt Hon\kéi has already taken - will
make it easier for pégglgmso take their pensions
with them when they chan é;zéks, which will be good
both for labour mobility an& for independence. They
will widen the range of choices people can make

about their pensions; and will mean that in future

(A
individuals will have much more con@éégyayer the way
O

in which their own pension con 1;9£40ns are
W
A% (ﬁ \\

. J
invested. i & @A\
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the last two years have brought about a radical

transformation in the ways people can provide for
their retirement. There are new options for
employers, and much greater freedom for individuals
to plan their own pensions. This will lead to a
further major extension of ownership, as people

start to take advantage of the new opportunities.

(%Ql

) \

= X

\Eiggxgut the generous tax treatment of pensions can
\ \)

N\
\
A\

béoé/;:\fied only if it is not abused. I propose,

BN

NN AN ) S
theretg%éi);o introduce some limited changes to the

presené;gﬁigsato restrict the excessive relief which

N\

can be obt%§h68>in some circumstances, particularly
by a few very highly paid people. These will
include a stricter definition of final salary and,
for all arrangemenb%é?ntered into from today, an
upper limit of £15 O00;9n the maximum permissible
tax-free lump sum, colpled with more rigorous rules
on how pension and ? CE: um benefits can be

calculated. o

Fl4. The cost of the overall pensions package will
inevitably depend on take up, but wi hat proviso

is estimated at £65 million in 1988-

F.15 For Friendly Societies, I

\
to
replace the existing tax-exempt 1life a{%éé;%ii
/\
&
5
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limit based on the sum assured with a new limit
based on annual premiums. I propose to set this at
£100 a year, which will greatly increase the scope
of the traditional societies to offer life policies

to their members.

F16. The tax-exempt limits governing sickness and

Qé%%ﬁdent benefits which trade unions provide for

g§§>members have not been changed since 1982.

A\

Wit //E@ect from today, I propose to increase them
to £3 \/ﬁor lump sums and £625 for annuities.

KN

Faligse Flngk%g;;ih this section, I turn to Inheritance

Tax.

F18. In my Budget /l@st year I abolished the

pernicious Cap1tal<§%:é%§er Tax on lifetime gifts
between 1nd1v1dualgl<i which was particularly
damaging to the owner tf:) nd health of family
business. This year I propose to extend the same
exemption from tax, on similar terms, to gifts
involving settled property where there is an

interest in possession. This w1@i;; t, however,

apply to discretionary trusts. /hgnges will

be of particular benefit to family busiq§g2§ and to

heritage properties, both of which are ofﬁgn/b 1d in

trust.
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F19. I also propose to make two minor changes
affecting business assets. First,. in ‘whatilis
—— il
perhaps an unwanted tribute to the unlisted
securities market, holdings in USM companies will
henceforth be treated for Inheritance Tax purposes
in precisely the same way as holdings in companies
with a full Stock Exchange listing. Second,
(1§§%fness relief for minority holdings in excess of
\§%<ggg cent in unquoted companies will be increased
frbﬁffg)per cent to 50 per cent. The purpose of
both changes is to concentrate business relief

more a g%gly on those assets which could provide

funds to ngYEhe tax only at the risk of damaging

the business.

F20. The abolition o<<>he tax on lifetime giving was
<§\ )

of the first import to family businesses. But I

remain conscious tha§</lt did little to help the

smallest taxable estate@<jf§bre the family home is

often the main asset.

F21. I therefore propose to make a substantial

increase in the threshold for Inhe;@@?ﬁce Tax, from
\v
£71,000 to £90,000, coupled with a si ication of

ey |

the rate structure from seven rates ¢t
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The cost will be £75 million in 1987-88 and

£170 million in 1988-89.

F22. Despite this substantial relief, however, and
all the other much-needed reliefs that my
predecessor and I have introduced since 1979, the
House may be interested to learn that the expected

1d of 1Inheritance Tax in 1987-88, at over

illion, is nearly three times the yield of

—

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

@QAglmost 50 per cent.

F23. AS\QSi/ﬁhe other Capital Taxes, over the same
Fa \\)
period the“9¥ield of Capital Gains Tax has risen in

real terms by more than 80 per cent and of Stamp

Duty by 140 per cent. These increased yields are
e

not unconnected w%ﬁ&i%ﬁe fact that, since we first
\ ‘.\)

\o
took office, the sé@%&éﬁy of these taxes has been

significantly eased. \\

¢ N

(@

8

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY




Orar @ 13 Meyee
BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

G. TAXES ON SPENDING
Gl. I now turn to the taxation of spending.

G2. I have already announced some important
changes in value added tax to prevent avoidance and
to help the small businessman. I have no other
(ij%boposals for major changes in VAT this year.
Fﬁ?wever, in the light of representations I have
\)/\
recaﬁgéd/AI have decided to extend slightly the VAT

relleﬁéjfxiptroduced last year for certain aspects

of char1g562é)work

G4. I propose to relieve charities from VAT on

certain welfare<;j§§fcles used by hospices to
/———\\ﬁ—
transport /gély ill; on installing or

adapting lavatory orQ§;throom facilities in charity

homes for the disabled; é:jgrugs and chemicals used
by a charity in medical regsearch; and on specialised
location and identification equipment employed by
mountain rescue and first aid services.

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

should remind the House that this

under the new payroll giving scheme, whi

S ——

P ————————————— -
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