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COVERING BUDGET SECRET

FROM: D R NORGROVE
DATE: 28 February 1983

cc Chief Secretary
@ Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R) ~
Sir Douglas Wass “
Sir Anthony Rawlinson

Mr Burns
Mr Littler
72N Mr Middleton

Mr Bailey
Mr Cassell
Mr Hall
Mr Moore
Mr Ridley
Mr French
Mr Harris

Sir Lawrence Airey (Inland
Revenue)
Mr Fraser - C&E

BUDGET SPEECH: FOURTH DRAFT

Attached is a fourth draft of the Budget speech. You saw and commented on the third
draft over the weekend. It seemed worthwhile to try to take in your detailed drafting
amendments at this stage. The third draft was not therefore circulated today
(Monday), but I am attaching Mr Kemp's and my covering minutes so that copy

addressees can follow through the main changes.

2. The attached draft takes in most of your amendments. However you also asked
for fairly substantial work on some of the blocks (C, F, H, and U with V). This is being

commissioned separately.

3. I shall as usual be asking for comments from contributors to the blocks. One of
the main aims will be to remove as many square brackets as possible, though progress
in that will depend in many cases on progress on the substance this week. The deadline

for comments will be lunchtime on Thursday with the aim of sending a further draft to

you for the weekend.
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COVERING BUDGET CONFIDENTIAT
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FROM: C D HARRISON
DATE: 3 MARCH 1983

PRINCIPAL PRIVATE SECRETARY ' cc PS/Chief Secretary
PS/Financial Secretary
P8/Minister of State (02
PS/Minister of State (R)
Mr Kemp
Mr lMonger

/)J¢Aﬂ}ﬂ Mr ﬁvrarove
y Mr R:

Ridley

\ Mr Harris
£ o/

BUDGET SPEECH: 4TH DRAFT

You asked for the Economic Secretary's comments on sections Cc11,
D7 and D11.

e I attach draft contributions on the first two; the Economic
Secretary will be looking at D11 over the weekend (although, as
he minuted on 2 March, he thought that this section should deal
with the "locamotive theory).

gk As he also said in that minute, he thinks that the section
on restoration of the abatement belongs in section K rather than
section D. He has drafted accordingly.
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As I've minuted before, it dom't belong here.
It belongs in K.
I suggest something like

K1. et seqqe.

.-..sThis is over a quarter of all public expenditure.

It goes to all of those who have a khzmmukpikm thoroughly
legitimate claim upon the rest of us as taxpayers: the old, the
young, the sick; the unemployed., But we in Parliament should
pause more often to reflect that the bills to meet such huge
expenditures can no longer be directed to a small minority of
the wealthy and to them alone. They have to be met; thoough tax
and insurance, bg every man and woman at work, and indded by many
of the elderly themselves. That, at any rate, is the consideration
which 4 must keep in the very forefront of my mind as I come to
set the rates appropriate for the year ahead.

Last year, as the House will recall, because the pace
of inflation slackened faster than we or anyone else had predicted,
recipients of benefit got a bonus on account; and in my Autumn
Statement I made it clear that this would logically be allowed

for in the up-rating which it falls to me to announce this after-

noon, just ag in previous years we've compensated for an under-
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shoot. In the end I have decided that it would be right, never-—
theless, to consolidate a quarter of the windfall, and to limit
the correction for the majority of benefits to 2 percent.

And to put this on a more certain basis for the future, a Bill

giving Government permanent powers to correct for overshoot and

shortfall will be intrqﬁuced forthwithe.

/4 as drafted/

At the same time I have concluded that it would be approp-
riate to take this opportunity to restore the 5 percent abatement
of unemployment benefit w?ich was introduced in anticipation of
taxation. I know this has been a matter of concern to hon ms on
both sides of the House, and it wd have been the easiest thing
in the world to have responded to these pressures earlier. But,
as 1 said a moment ago, it is our constituents at work who have
to pay the reckoning: and it is my duty that we do not impose

and yet :

upon the tax-creating sector more than it bearysmst revive, and

pDDSpET.
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BUDGET SPEECH: FOURTH DRAFT

The Chief Secretary has the following main comments on the draft

circulated by Mr Norgrove on 28 February.

Block A -
S lj/vvw ot owa

Block C\ ~ He would delete the last sentence in para. 7
L\, which makes the UK achievement look less striking.

He thinks that this requires a short passage,
as in previous years, describing the particular
theme of the Budget.

Block D Paragraph 7 needs to be expanded to say what
difference the special employment and training
°< measures make to jobs and to deal more fully

with the 5% abatement in unemployment benefit.
é%m* - Paragraph 11: Delete the last two sentences.
A Block F

,(j_\‘.\,-\

9 Block G

Para. 9: Delete first two sentences.

He does not like either of the alternative passages

Jonr in para. 7.
Block J - The last sentence in para.3 needs expanding to say
"7 more about what we have done to stop underspending

4 in 1983-84.

- He thinks that the measures detailedin paras. 4-9
tLﬂwJ should be presented more overtly as a construction

1
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BUDGET SECRET

package; paras. 5 & 8 need
amendment/deletion.

Block K - He does not favour including the square bracketed
sentence in para.?2; Eg_w;ll_comment separately on
> the latest version of this block. )
Block L - He is definitely opposed to the inclusion of

ﬁ06(;4 paras. 3-5.

Block M Para. 4 should say how much extra disabled and

chronically sick people will be able to earn
before their "benefit is reduced and should

iLWV& specify the changes in the supplementary benefit

capital disregards.

Block‘y Para. 3 should make it clear where revalorisation
Afdy Ny RV is not being applied in full.

Block W Para. 4 - He does not think this is the clearest
LvﬁqmgyL4 presentation for listeners.

2, He also has a few more minor drafting amendments which are

)}

30 0 recorded on the attached shgét.

JOHN GIEVE

2
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Block

Block

Block

Block

Block

Block

Block

Block

Para. 2 - Insert "But" at the beginning of the second

sentence; delete '"steady" in the final sentence.
Para. 9 - Replace "healthy" by "well-based".

Para. 4, final line - Replace "has already been'" by

"is already".

Para. 1, penultimate sentence - To read "This achieve-
ment has been brought about because of the consistency

of the policies we have pursued in the past four years."

Para. 3, last sentence - To read "Our policies will
maintain the downward pressure on inflation just as

they did after the exchange rate fall in 1981."
Para. 2 - Replace "intended" by "envisaged".

Para. 4, last sentence - Replace "but they are still"

by ", still very".

Para. 6, final sentence - To read "If that seemed
likely to compromise the success of our ecomnomic
strategy I would be ready to take appropriate corrective

action'.

Para. 3 - Insert "part of" before "the so-called

'invalidity trap' '".

Para. 4, penultimate sentence - Spell out what the
figures were when the Government took office and what
they now are ie. now 1 per cent, 2% per cent below

the level of 3% per ‘cent when the Government took office.
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fupeeT ScCreT FROM: JOHN GIEVE
DATE : % MARCH 1983

P

cc. Sir Douglas Wass
Sir Anthony Rawlinson
Mr Monger
_——PRINCIPAL PRIVATE SECRETARY Mr Kemp
Miss Seammen
Mr Norgrove

BUDGET SPEECH BLOCK J: SOCIAL SECURITY

The Chief Secretary has seen Mr Kemp's first shot at a revised
passage on Social Security (circulated on 25 February). He
would not favour setting a floor of 4 per cent for the uprating.
On the draft itself, he thinks that paragraph 6 needs to spell
out much more clearly what our best guess is for the uprating,
and what that will mean for public expenditure compared with
sticking to the old forecast approach. He would also delete the
first sentence of para 4 which he thinks is both inaccurate and

defensive.
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BUDGET SECRET

From: M E Donnelly
% March 1983

MR KEMP cc: —Principal Private Secretary

- Akr?nwc

BUDGET SPEECH: FOURTH DRAFT - FINANCIAL SECRETARY'S COMMENTS

I will be sending you the Financial Secretary's redrafts of

Blocks R and T separately.

2. In Block D, paragraph 3, second sentence might begin:
"The inevitable corollary of that is ...". ;Ki

The expansion-of paragraph 13 of Block D might include something
on the lines of:

"This is the only way to create real and sustainable ‘] F 7> j
jobs and I intend to announce measures to reinforce ff_ ’

past efforts in this direction.”

3. In Block F, paragraphs 4-8 may be too long. They may make

people Tather edgy sinceé they are waiting for the later goodies.
'r-jﬂ - .-“}.J

C%” Gex?® f
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M E DONNELLY

BUDGET SECRET







BUDGET CONFIDENTIAL

FROM: M E DONNELLY
DATE: 3 March 1983

MR KEMP cc PPS &——
Mr Norgrove

BUDGET SPEECH: BLOCK R

eso I attach the Financial Secretary's redraft of Block R.
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BUDGET CONFIDENTIAL

BLOCK R: ENTERPRISE AND BUSINESS

1. A major source from which new jobs and new
wealth will come is small and medium sized
businesses. I want to announce a series of
measures which fos%er their growth, greatly

extending the measures I have taken previously.

2. The results are already evident. tI would
not put this section in unless we can give

some evidence of numbers of firms or jobs].
Britain now offers a mare attractive tax
environment for risk investment and high tech-
nology than Germany. This was not so five years

ago.

3. I want to help people to increase their
ownership of the companies in which they work.

It is both a good incentive, and a good way for
people to build up a capital stake. I increased
the 1limit under the Employee Share Ownership

Scheme last year to £1250. This boost has now
brought us to the position where 250,000 employees
have become shareholders. I want to make this
Scheme more flexible, while still open to all

employees. I therefore propose that companies
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may either give shares to employees to the value
of £1250, or to the value of 10 per cent of
their salary, sSubject to a maximum of £5000pa.
This new freedom will provide much needed
encouragement to managers upon whom so much

depends.

4, SAYE linked share option schemes now cover
a further 100,000 shareholders. The monthly
limit on contributions with tax relief is £50.
In order to develop this scheme I propose

increasing it to £75.

5. Share options for senior managers also pro-
vide an important incentive. They receive no
tax relief, other than the one I provided last
yvear to spread tﬂe Income Tax burden over three
years. Since by their nature they cannot be
available to all employees, I consider it right
to 1limit relief to spreading; but I propose
this year that spreading should be allowed over
5 years. The total cost of these measures will
be £20 million in 1983-84 and some £40 million

in a full year.

6. I also want to ease the difficulties when
the employees of a company as a whole seek to

buy their own business. The transformation
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that followed the employee buy’out of the Nétional
Freight Company showshow valuable such buy outs
can be. To assist in this, and future situations,
I propose to extend the relief for interest on
loans to buy shares in a company to purchasers

of shares by employees in a buy out which sets

up an employee controlled company. The House
might like to know “that under our privatisation
programme&?;housand employees have now acquired

shares in their own companies.

7. Capital taxes can suffocate enterprise.
Last year we took the major step of indexing
capital gains. It is clearly appropriate to
provide a period of stability to let the new
structure settle in. We have already announced
that administrative measures will be introduced
to help large institutional investors. I now
propose that, as the legislation provides, the
annual exempt amounts for individuals and for
trustees should be increased in line with
inflation to [ ]. The small gifts exemption
which is now of little practical significance
is to be withdrawn. I also propose to increase
to £20,000 the limit on the relief for small part
disposals of land and for residential letting
[and to abolish the £250,000 limit on payment

by instalments and to lengthen the repayment
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period to ten years].

8. I propose to double the present retirement
from £50,000 to £100,000. This will further
encourage entrepreneurs to keep money in their

business where it can work to best effect.

9. The cost of all these CGT measures will be
under £14 million in a full year. There will be

no cost in 1983-84.

10. On capital transfer tax, I remain unhappy
that, except at the bottom of the scale, the
tax is still mére onerous in real terms than
when it was introduced by the Rt Hon Member for
Leeds East. Unfortunately I cannot afford this

year to restore the position.

11. I propose only to round up the rate bands

as a consequence of the indexation requirement

I brought in last year.

12. The only reliefs I have to propose are
designed to help unquoted companies and to
provide an incentive to landowners to make more
farms available for letting. Both of these are
wealth creatingactivities where paying the tax

can damage the continuity of the enterprise. I
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propose to increase the relief for m;nority
shareholders in unquoted companies and for let
agricultural land from 20 per cent to 30 per cent,
and also to extend the period for payment of tax
by instalments from 8 to 10 years.

[Channel Islands and Isle of Man?].

13. The cost of these changes in capital
transfer tax will be £40 million in 1983-8%4 and

£90 million in a full year.

14. I have a number of other measures to help

small firms.

15. I propose to increase the VAT registration
threshold with effect from midnight tonight from

£17,000 to £18,000 in line with inflation.

16. I propose to increase from £200 to £1,000
the de minimis limit for assessment of invest-
ment income apportioned to the members of a

close company.

17. The small workshop scheme has produced a
three fold increase in the number of small
industrial units being built. I propose an
improvement to allow the relief where the con-

version of an individual building results in
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workshops which average 1250 sq ft, rather than

that being the limit.

18. Fourth, innovation and technology. I pro-

pose to increase from 10 per cent to 25 per
cent the permissible office space in buildings
which qualify for the industrial buildings
allowance as a help in particular to technology

based industries.

19. The cost of these measures will be £6

million in 1983-84 and £11 million in 1984-85.

20. It is vital to give all help possible to
which

our businesses/ are in the forefront of

technology and where we can take the lead

position in the world. I propose two tax reliefs

of particular concern to two specific industries.

21. I propose to extend the 100 per cent first
year allowance for rented teletext receivers
until June 1984 and for British films until
March 1987. The cost of these two measures will

be £100 million in the period up to 1988.

22. I also propose some public expenditure
measures which will assist industry and enter-

prise to the tune of £200 million over the next

three years.
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23. The West Midlands have been particularly
hard-hit by the current recession. The small

engineering firms that are even more important

in that region than in other parts of the economy

need help to modernise and re-build their
strength. I propose, therefore, to make avail-
able an extra £100 million over the next three
yvears to enable My RHF the Secretary of State
for Industry to give a new lease of life to the
Small Engineering Firms Investment Scheme. The
scheme is open to qualifying firms in any area,
but, as one would expect, a high proportion of
the first allocation went to firms in the West
Midlands. The new, and much larger, allocation
will I hope be of substantial further help to
the region, as well as to the small engineering

firms generally.

24. A new range of grants will be provided to
enable firms to buy computer systems to improve

productivity.

25. At the moment grants are available for
research and development but ndf for bringing
new products into production. A new grant will
be introduced to support the initial investment

required for this.






.

26. There will also be an increase in expéﬂdi—
ture on DOI's manufacturing and design advisory

services. These provide small firms with a free

‘iptroduction to private sector consultancy

services, and have proved highly successful.

27. If ﬁy,Rt Hon Friend the Secretary of
State for Industry is lucky enough to catch
your eye, Mr Speaker, at a later stage in this
debate, he will describe these meagures in more

detail.







Indexed bonds

BUDGET CCNFIDENTIAL

28. Next I propose major improvements in the

arrangements for financing industrial companies.
My first propoéal is designed to reactivate the
corporéte bond market, to the benefit of all
companies as well as monetary policy. I realise
that the besf help would be even lower long term
interest rates. But I hope to anticipate and

to some extent pre-empt that by making available
a new range of instruments, with sensible tax

treatment.

29. A consultative document on deep discount
stock was issued on 12 January. It set out a
range of options, including an accruals basis
of taxation as in the United States. I am

grateful to those who responded.

30. A8 a result I intend to
legislate
provide for and where necessary/for four new

sorts of bonds in addition to conventional stockt

with either the capital or the interest indexed.

31. Deep discount bonds - with the discount

treated either as a capital gain to the lender,
or as interest. In the latter case, the dis-
count will be treated as interest paid on a
compound basis by the borrower, but treated as

rolled up and taxable on sale or redemption in
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BUDGET CONFIDENTIAL

the hands of the lender.

32. Full details are given today in an Inland

Revenue press release.

33. I also propose certain reliefs to enable
companies to issue Eurobonds in this country and
to ensure fhat fulI(tax relief is available for
discounts paid on acceptance credits. The cost
of this is estimated to be [ 1.

34. The Loan Guarantee Scheme is another
important innovation which has been a great
success. Already [ ,000] firms have benefited
and it is close to its £300 million ceiling.
This ceiling will be raised to £540 million to
enable the scheme to run its full three year
course to May 198L. My hon Friend the
Parliamentary Under Secretary of State for

Industry will be making a fuller statement about

the scheme [later today].

35. Lastly, the Business Start-Up Scheme. This

scheme, announced in my 1981 Budget Statement,

it not bettered anywhere in the world. Although
I myself intend to better it. It offers uniquely
generous tax incentives to outside investors in
new companies. When I introduced the scheme I
thought it right to give priority to investment

in business start-ups, where there is often the

40
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BUDGET COXNFIDENTIAL
greatest difficulty in raising outside equity

finance.

36. I now propose what virtually amounts to a
new scheme. It will run until April 1987. The
coverage will be greatly widened. From 6 April
next the scheme will apply, not just to mew
companies but to all qualifying established
unquoted trading companies as well. I propose
also to double the allowable maximum investment
by any individual in any Yyear from £20,000 to
£40,000. A number of other changes will be made
to improve the scheme. In particular the 50
per cent 1imit on gqualifying shares will be
dropped. The cost of these changes is difficult
to estimate but qould rise eventually to £75

million in a full year.

37. These proposals will transform the position
of unquoted trading companies seeking outside
equity. It is a further move towards removing
the bias in the tax system against the personal
shareholder, and will encourage wider share
ownership. By concentrating help on those
companies which do not have ready access to the
capital markets the scheme will assist many more
small and medium companies to realise their
undoubted potential for growth. When coupled
with last year's arrangements for companies to

purchase their own shares 1T believe we now have

11
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BUDGET CONFIDENTIAL
uniquely favourable arrangements for financing
unquoted companies. The extended scheme will

be known as the Business Expansion Scheme.

38. [Enterprise allowances.]

40
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FROM: ROBIN HARRIS
DATE: 3 March 1983

CHANCELLOR —— cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Mr Kemp Mr Robson
Mr Norgrove '
Mr Ridley

sse I attach a re-worked section U/V and a section W.

ROBIN HARRIS 49157~4
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BLOCK U/V PEOPLE AND BUSINESSES/POVERTY AND
UNEMPLOYMENT TRAPS

1. The measures I have announced so far go
largely to help businesses in the first instance.
I estimate that they will provide relief and

help in a full year amounting to [ ].

2. Any Chancellor, whether he is proposing
increases in tax or, as now, tax reductions,
faces a difficult choice between the claims of
different groups. But the dilemma is less
acute than it is sometimes represented. Any
reduction in the level of taxes helps to ease

a burden on the economy.

3. Reductions in personal taxation themselves

benefit businesses and employment. Indeed,

it is those who work ' in business who mainly
determine business success. For years in
Britain the tax system and tax burden have
discouraged individual effort, commitment and
enterprise. Whatever help we give to industry
through direct tax reductions on firms can all
too easily be swallowed up in higher wage costs
or poor labour relations. By strengthening

incentives through lower personal taxes,
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Government can help increase the commitment

to business success at every level. And by
leaving employees with a greater share of

what they earn, we can encourage further
moderation in pay demands and settlements.

Like lower inflation, personal tax cuts
stimulate demand for industry's products. And,
again like lower inflation, and unlike poli-
cies for higher Government spending and borrowing,
they improve the prospect of meeting that
demand successfully. In these ways, tax cuts
for people themselves provide a vital stimulus

for lasting growth and jobs.

4. Any reduction in tax will to some extent
help some overseas suppliers, who have

captured already a large share of some parts

of our domestic market. But many of the figures
guoted are greatly exaggerated, and we should
not forget that companies, not just people,

buy from overseas. There is no reason to think
that reductions going to persons are more

likely to increase imports tham those going to

companies.

5. In judging the right balance to strike in
this Budget, I have taken into account the

measures which I announced in the Autumn which
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will directly help to reduce the growth in
industry's costs. I have also taken into
account recent movements in the exchange rate.
As I said in my Budget speech two years ago,
exchange rate changes have the effect of
altering the distribution of incomes between
companies and persons. A higher exchange rate
boosts personal spending power, but it squeezes
the profits of companies exposed to international
competition. That was the case in both 1981
and in 1982. Consequently, in my 1981 Budget,
personal income tax thresholds remained
unchanged in order in part to be able to offer
some help to companies. The same conditions
led me to direct [some two thirds] of the tax
reductions in my 1982 Budget, over and above
indexation, towards industry, to help cash flow

and rebuild profits.

6. This year, with a lower exchange rate, the
same reasoning points me in the opposite
direction, that is towards a preference for
personal tax reductions. However, because of
our success in controlling public spending, the
choice is less stark now, And I am able to
combine the significant measures of direct tax
relief to industry and enterprise which I have

just announced with a substantial measure of
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tax relief to people.

7. There are, moreover, compelling reasons

to move in that direction because of the
unfairnesses and absurdities which the rela-
tionship between our tax and social security
systems have generated over the years. Those
who claim to have found a quick, cheap way to
right the anomalies deceive themselves. The
so-called unemployment and poverty traps have
grown up because Governments for 30 years or
so have increased benefits in line with earn-
ings but raised personal tax thresholds only in
line with prices. In 1950 a married man with
two children's income tax threshold was set

at average earnings. It is now hardly more
than a third of average earnings. And he finds
himself paying tax at a marginal rate of 39
per cent on [ ] a week. At the same time,

to 1limit the rising burden of the social
security budget, means-testing was applied to
some [40] benefits. The result is that in the
unemployment trap people are little or no
better off in work than on social security.
And in the poverty trap those in work find
their increase in earnings results in very
little or no increase in spending power. The

effects of this are seen in various damaging
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ways: above all, in weakened incentives and

movement into the black economy.

8. What has occurred over 30 years cannot be
put right in one budget or one Parliament.
These problems have not arisen, moreover,
because Government spends too little, but
because it is has spent and taxed too much.
Pressures to increase public spending and so,
unless upward pressure on interest rates through
higher borrowing is accepted, higher taxation,
can only lead in precisely the wrong direction.
The substantial increase which I have proposed
in Child Benefit will improve work incentives
for the low paid. But it is only by limiting
public spending and so raising personal tax
thresholds that the roots of the problem can

be tackled. This is what I now propose.
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BLOCK W: PERSONAL TAX

1. In my first budget, I reduced the basic
rate of income tax from 33 per cent to 30

per cent and cut the top rates. That was one
of the first, and by no means the least radical,
change of the many that found a place in the
first of my four budgets. This year I do not
propose any further reduction in rates.
Thresholds and allowances, for the reasons I

have just given, must take top priority.

2. Two years ago in order to curb inflation
and allow lower interest rates, I decided
that income tax allowances could not be raised
at all. That was a difficult but necessary
decision in the circumstances. And it was the
firmness of that 1981 Budget which has since
allowed me to propose substantial tax reduc-
also allowed
tions in two subsequent budgets as well. It/Ahe
lower inflation and interest rates which today

offer the best prospect of lasting economy

recovery.

3. It is right that the benefit of that
restraint should now be enjoyed in particular

by those who have to make sacrifices then.
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BUDGET CONFIDENTIAL

But, of course, increases must still be held
to what can be afforded, so as not to jeopardise
the progress on other fronts which we have

made .

4, Last year I increased tax thresholds and
bands by 14 per cent. That was 2 per cent more
than the amount necessary to compensate for
inflation. This year I also propose an
increase of 14 per cent. But, because inflation
has been brought dramatically down, that now
represents 8% per cent, not 2 per cent, more
than is necessary to compensate for inflation

in the past year.

5. I propose that income tax thresholds be
increased for the single person from £1,565 to
C ] and, for the married person from £2,455
to [ 1. The additional personal allowance
paid to single parents will be increased in
consequence from £880 to [ ]J. Corresponding
increases will be made in the age allowance,
the higher rate thresholds and bands and the

threshold for the investment incomes surcharge.

6. The effect will be given to these changes
under PAYE as from the first pay day after [ J.

For/%arried man on the basic rate they will be






BUDGET CONFIDENTIAL

worth £2 a week. They will cost [£2 billion]
in 1983-84 and [£2%4 billion] in a full year.
Some [ ] people will be taken out of the tax

net.

7. For the vast majority of people the income
tax reductions will more than offset the NIC
increases that take effect from April. I am

sure that they will be widely welcomed.



PRER=S
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BUDGET SECRET

BUDGET SPEECH: FOURTH DRAFT

BLOCK A: OPENING

1. [Opening remarks: 5th Budget etc.]

2. I begin, as I began last year, by making it clear that
I shall this afternoon be proposing further significant cuts
in the taxes paid both by businesses and by individuals.
These proposals will be entirely consistent with our
Medium Term Strategy for firm control of the money
supply, for lower public borrowing and for further
progress on inflation. They are designed to sustain and to
encourage recovery. They will develop and build on the
steady themes which have been the foundation of this

Government's approach to the economy since we took

office in 1979.






1.1

BUDGET SECRET

BLOCK B: LOOK BACK TO 1979

1. By that time, already it was clear that the long-
term decline of Britain's relative position in the world
economy called for a fresh start, for a new strategy. And
it soon became apparent that the fresh start would have
to be made in an international setting that was profoundly

disturbed and unhelpful.

2. In my first Budget I stressed four principles that
were fundamental if we were to check and then reverse
the long decline: better incentives, greater freedom of
choice, a smaller and more efficient public sector and
commonsense and responsibility in collective bargaining.
At the same time, I emphasised that these principles
would not by themselves be enough unless they were
accompanied by sustained success in squeezing inflation
out of our economic system. In 1980 I published for the
first time a Medium Term Financial Strategy which
[charted our course towards that objective] [established

the framework within which to achieve that objective].

3. These basic principles offered a radical new
beginning. But they called also for fundamental and far-
reaching changes in attitudes and behaviour, in

government as well as in industry and commerce. As we






embarked on what was essentially a long-term programme
of economic reconstruction, many people may have
doubted, in 1979, our resolve to carry it through. [Such
doubts cannot exist today.] [Today there can be no doubt

about our resolution.]

4. This Budget is part of a continuing process. It is
shaped by our coherent strategy for a period of years

ahead.
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BLOCK C: WORLD ECONOMY

1. In the world economy as a whole, there are signs
now that the worst of the 'problems we have faced in the
three years since the second oil price shock are beginning

to abate/recede.

2. Last year we saw activity in the major industrial
economies fall by one half per cent. World trade in
manufactures was well below most forecasts.
Unemployment in industrial countries has risen to more

than 30 million.

3. At the same time the financial difficulties of
developing countries have continued to grow. They have
struggled to cope with high oil import costs. The markets
for their products have been weak. Interest rates have
been high, and many developing countries have seen a
sharp rise in their short-term debt. They have had to cut
their imports, which has contributed to the sharp fall in

world trade.

4, But although world markets for UK manufactures
last year shrank by about [3] per cent, it is some
encouragement that British manufacturers achieved a

small increase in their share of those markets.






5. Looking ahead, 1983 should see recovery in the
major economies gathering pace as the year goes on. This

should be accompanied by a recovery of world trade.

6. Oil prices are now falling. For this country as an oil
producer this is not an unmixed blessing. But for the
world as a whole - and so for the United Kingdom - lower
oil prices should help both to reduce inflation and to

encourage increased activity.

7. More important still, there are clear signs that the
world is breaking the inflationary habits of the 1970s. In
the past year the rate of increase in prices has fallen in
many countries mofe steeply than expected. Inflation in
industrial countries now averages [53] per cent - the

lowest for a decade.

8. At the same time, interest rates have declined
substantially in almost every country, including, of
course, our own. In the United States, 3-month interest
rates have almost halved compared to last summer's

peaks.

9. We have the opportunity for a recovery which will
be gradual, but healthy. Our task now is to ensure that it
can be sustained, and is not interrupted by new shocks to
the international system and above all not dissipated in

renewed inflation.






10. The policies agreed at last year's Versailles Summit
and reaffirmed most recently at the IMF Interim
Committee meeting which I chaired last month in
Washington offer hope in this. They will need persistence
and political will to carry through, but they command

wide international support.

11. Although the recession has tended to increase
budget deficits in the major countries, it is essential that
structural deficits are put on a convincing declining path
in the medium-term. The United States has a special
responsibility here. Success for the US Administration in
its efforts to reduce its huge public sector deficit in the
years immediately ahead is crucial. Otherwise American _
inflation and interest rates may rise again and dash

recovery prospects for us all.

12. It is also important that decisions have been taken
in the last two months to boost substantially the resources
available to the IMF. This will give it the means to back
its authority in securing adjustment by major debtor
countries and the ability to help them to achieve it. The
major problems of international sovereign debt will
continue to require careful handling and co-operation
between governments, central banks, commercial banks
and the international financial institutions. The United
Kingdom will continue to play an active part in ensuring

that solutions can be found to these problems.






BUDGET SECRET

BLOCK D: THE DOMESTIC ECONOMY

1. At home, the financial soundness of the economy is

more and more evident.

2. Government spending and borrowing are under
control. The public sector deficit, as a percentage of our
domestic product, is one of the smallest in the
industrialised world. Monetary growth is within the 8-12
per cent target range. The exchange rate and short-term
interest rates have stabilised reflecting the reassuring
position on public borrowing and the money supply; and
demonstrating the confidence of markets that Her
Majesty's present government will maintain the conditions

required for continued control of inflation.

3. On the external side, last year we had a surplus on
our balance of payments current account of £41% billion.
[That means that we also increased the nation's net assets
abroad by the same amount: a source of valuable income
for the future.] Even when oil is left out of account, our
share of world export markets rose. Though smaller than
last year we expect another surplus on current account in
1983. Total official external debt now stands at around
$12 billion, compared with $22 billion when we took
office. Britain's outstanding debt is smaller in relation to

its exports than at any time since the second World War.






4. In our own economy overall demand has been
growing - at some 2-3 per cent a year in real terms since
the spring of 1981, This is a stronger growth in demand
than in most other industrial countries. Indeed, as I said a
moment ago, external demand has fallen. With this
weakness in overseas demand and some further rise in
imports, total output in this country increased last year
by only % per cent. Manufacturing recorded another
slight fall. But in some sectors, such as construction, and
some service and consumer goods industries, the picture

has already been rather brighter.

5. [Expand, mentioning CBI trends survey.] We
expect both demand and output to grow by some [2] per
cent this year. This is in line with, or a little faster than,

the projected growth in world output.

6. Unemployment, however, remains tragically high. It
has indeed continued rising. But the rise has been less
rapid than in 1980 or 1981. Again developments over the
past year or two in countries such as the United States,
Germany and the Netherlands have been rather worse
than in the United Kingdom. [Details] This underlines
the point that although we went into recession rather
earlier than most other countries so too we have begun to

emerge ahead of the rest.






7. Unemployment is nevertheless likely to remain high
for some time to come. The special employment and
training measures next year will total around £2 billion,
almost five times as much as in 1978-79. It is also right
to recognise the widespread concern about the 5 per cent
abatement in unemployment benefit made in 1980. This
will be restored at the uprating in November. [Some

expansion needed - mention pledge?]

8. Some people have been tempted to see devaluation
as an easy way of reducing unemployment. Certainly the
fall in sterling that has taken place in the last four
months gives industry an opportunity to improve its
competitiveness - but only if costs are now more tightly

restrained. That means moderation in pay above all.

9. But devaluation sought as a deliberate act of policy
is folly. It is a signal to the world that government has
abandoned financial prudence. People are the more likely
to seek higher wages to offset its effects. It brings only
temporary improvement to the measures that are often
and rather misleadingly referred to as measures of

"competitiveness".

10. Since 1977 this country's exchange rate policy has
been based on an obvious truth: that governments cannot
arbitrarily fix the exchange rates for any one of the
world's major currencies against the others while large
instabilities persist and that to attempt to do so can itself

be damaging.






11. The way to greater currency stability must lie
through greater stability in the world economy, and above
all lower and more stable rates of inflation in the major
countries. This is a goal we must continue working for. It
is one that no British Chancellor could or should lightly
disregard. In the interests of the British people and as
guardians of one of the world's main currencies, British
Governments have a special responsibility to pursue
policies that will maintain the value of sterling over the

long run.

12. The right way to lower unemployment is for a larger
share of rising demand - demand in Britain as well as
overseas - to be translated into British output and British
jobs. There are some encouraging signs. Labour
productivity in manufacturing has increased sharply - by
some 13-14 per cent over the last two years. Average
pay settlements have continued to fall - though not as
fast as price inflation - and cost competitiveness has
improved. In the less easily measured areas of design,
reliability, speed of delivery and after-sales service,
British firms are also improving their performance.
Industrial profitability -though still by historic standards

very low - has also begun to recover.

13. We still have to reverse years of relative decline.
[Expand] Our firms are now more competitive and better
placed to make inroads into home and overseas markets

than for many years.
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BLOCK E: UNEMPLOYMENT

Deleted.






7-31

BUDGET SECRET
BLOCK F: INFLATION

1. Progress on inflation is the precondition for higher
output and lower unemployment. It was on a rising trend
when we came to office. It reached a peak of nearly
22 per cent in 1980. In 1981 it fell to [12 per cent]. Now
it is 5 per cent. This is a major achievement which is
owed substantially to the consistency of the policies we
have pursued in the past four years. The 1981 Budget was

particularly important in this.

2. With the fall in the exchange rate some check in our
progress against inflation now is unavoidable. Even so it
seems likely that the GDP deflétor - which is a measure
of prices across the whole economy -will show a
continuing fall from 1982-83 into next year and beyond.
But inflation measured by the Retail Price Index may be
running in the fourth quarter of this year at about [6] per
cent, a little above what it is now, but still substantially

below its level of a year ago.

3. This rise in the Retail Price Index should be
temporary. Just as they did after the exchange rate fall
in 1981 our policies will maintain the downward pressure

on inflation.






4. Lower inflation is not just good in itself - though it
is. It also underpins a return to lasting growth and new
jobs in this country as in the world economy as a whole.
Lower inflation contributes to lower interest rates.
Lower inflation and interest rates help profits, and
encourage new investment and the creation of new jobs.
Moreover, as people's expectations of future inflation fall,
growing confidence allows them to stop putting money
aside to cope with tomorrow's price rises and to maintain

the real value of their capital.

5. So low inflation can be a stimulus to demand. Just
as important, a return to lower more stable rates of
inflation should help to remove the uncertainties that
bedevilled our supply performance in the 1970s. Long
range decisions about investment are well nigh impossible
against the background of high and variable rates of

inflation and interest.

6. Inflatién and uncertainty are also the enemies of
good sense in pay bargaining. For years people knew the
Government would simply print money to cover excessive
pay awards. They had little incentive to look to improved
productivity to justify their pay increases. In 1975, for
instance, soaring 27 per cent inflation rate promoted
average wage rises of 30 per cent, higher still in many
cases. 1979 saw and 1980 saw a similar experience as the
effects of the winter of discontent came through. Behind

both lay the foolishness of the attempt to use incomes






policies to contain the effects of imprudent monetary and

fiscal policies.

7. The understanding that the Government will not
finance higher inflation, has- in most cases - brought
commonsense back into wage bargaining. Still lower wage
settlements and productivity gains remain vital for

strengthening our competitive position. [?water]

8. And more of the extra demand resulting from lower
inflation - at home and overseas - will be translated into

extra British output and British jobs.

9. Everyone in Britain should share our determination .
to make that happen. And everyone in Britain should
share too our satisfaction that lower inflation will allow it
to happen. Today's tragically high level of unemployment
was fostered by long years of high inflation. And by
failure to tackle it soon enough. And by failure to keep

up the fight. We shall not make those mistakes.
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BUDGET SECRET
BLOCK G: MONETARY POLICY

1. In the fight against inflation monetary policy has a
key part to play. The last Government recognised this, as
have the Governments of most major countries. In
judging whether monetary conditions are maintaining
downward pressure on inflation we look at the measures
of money supply and at other financial indicators such as
the exchange rate, real interest rates, and of course
progress in reducing inflation itself. The Red Book, now
in a new format in line with the Autumn Statement,

includes a full discussion of these matters.

2. During the course of 1982-83, financial conditions
have developed much as intended. In the year to
February, the growth of all three target aggregates was
within the target range of 8-12 per cent. Other financial
indicators also pointed to moderately restrictive
monetary conditions. As in other industrial countries,

real interest rates remained positive throughout the year.

3. For most of the year the exchange rate was strong.
The weakening in November and December seemed to owe
more to external factors such as concern about oil prices
and sharp movements in the world's other major

currencies than to any laxity of financial policy at home.






No doubt Opposition statements and election

uncertainties have also played a part, not only in the UK.

4. With the satisfactory development of financial
conditions and rapid progress in reducing inflation a
substantial fall in interest rates was possible. By mid
November, short term rates had fallen to 9 per cent.
They subsequently rose to around 11 per cent but they are
still substantially below the 16 per cent of November

1981,

5. Last year's MTFS set out a declining path for the
monetary targets. Given the satisfactory developments

of the past year, no change in the path seems to be called

for. Accordingly I am setting the target for 1983-84 at -

7-11 per cent as originally foreshadowed a year ago.
Again this will apply to both broad and narrow measures
of money though M1 may for a time grow rather t:asi:er
than indicated by the range. With the present prospect
for inflation these targets give sufficient scope for

growth in output.

6. Our position on the exchange rate has been stated
many times. We have no target but we will continue to
take account of the exchange rate in assessing monetary

conditions.

7. The exchange rate between sterling and other

currencies is inevitably affected by events abroad as well






as at hofne. [But over time our consistency and
determination in the pursuit of prudent fiscal and
monetary policies will outweigh ephemeral market
influences.] [Or: But clearly people are right to fear
that sterling would fall if a different government with
different policies were to be elected. I have every
confidence that these fears will not be fulfilled. There is
no reason connected with our present finances why any

fall should be more than temporary.]

8. The establishment of the Medium Term Financial
Strategy has been more than justified by its value as a
{framework] of fiscal and monetary discipline. One
other innovation has similarly proved its worth: namely
our decision to diversify our funding policy, by making
indexed asse.ts available, alongside conventional gilts. 1

intend to continue this policy.

9. National Savings this year again achieved the target
of £3 billion. This was helped by the introduction last
August of the very successful income bond. For the

coming year, I am again setting a target of £3 billion.

10. The steady performance of National Savings has
eased the pressure on the gilts market. This together
with more than £23% billion worth of indexed gilt sales
over the past year has made it possible almost to

completely avoid the issue of long term fixed interest






stocks. This makes good sense from the poin_t of view of_
the cost of funding, and it has helped long rates to come
down almost as much as short rates - to a lower level than
was aéhieved, except fleetingly, in the whole period of

office of the last Government.

11. [Before leaving my review of money and debt
management policy I shoqld like to acknowledge the
contribution of the Governor of the Bank of England. He
will be retiring at the end of June after serving for 10
years with exceptional distinction. He has handled with
great skill and wisdom several serious and complex crises
at home and abroad. He has also been prominent in the
less dramatic business of reform in many fields. Three
Chancellors of the Exchequer have good reason to be
grateful for his advice. I am sure that the whole House
will wish to be associated with my thanks and good wishes

to Lord Richardson.]
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BLOCK H: PUBLIC SECTOR BORROWING

1. Control of money needs to be supported by firm
control of public sector borrowing. Otherwise in the short
run the result is to push up interest rates. In the longer
term, the strains created are likely to prove intolerable.
Other countries understand this. All too many have had

to learn the hard way. This country is not an exception.

2. A substantial medium term reduction in public
sector borrowing is a necessary part of the process of
reducing inflation. We have made good progress. During
the late 1970s, public borrowing took up, on average,
[nearly 6 per cent] of Gross Domestic Product. In 1975
the figure was as high as 10 per cent. By 1981-82 it had
fallen to 3_§ per cent of GDP or £9 billion. For 1982-831
budgetted for a public sector borrowing requirement of
£9% billion. The latest estimate is for an outturn of
£8 billion, equivalent to about 3 per cent of GDP. [This
reduced figure is about half a consequence of lower than
expected borrowing by local authorities and the remainder
is attributable to nationalised industries and central
government.] Lower borrowing has contributed to lower

interest rates.






3. For 1983-84 last year's Budget Statement suggested
a figure for the PSBR of 21 per cent GDP, equivalent to
£8 billion at the level of money GDP now forecast. In
judging whether that figure is still appropriate, I have
taken account of developments over the past year, and of
the main uncertainties which now confront us. On
interest rate grounds, there is a clear case for trying to
achieve a further reduction in public sector borrowing.
Interest rates, though lower than they were, are still
undesirably high both in nominal and in real terms. The
fall in the exchange rate points in the same direction.
The fact that the exchange rate has now moved to a lower
level eases financial pressures, particularly on companies.
It reduces both the scope and the need for easier domestic

policies.

4. I have also had to consider the implications of_ the
recent fall in oil prices [and the continuing uncertainty
about future oil prices]. In the last few weeks the price
of North Sea oil and the official term prices of OPEC
crudes have both fallen. These falls are to be welcomed.
The 1979-80 oil price hike caused the world price of oil to
rise by more than 2% times. Coming in the aftermath of
the 1973 surge in oil prices, it triggered off the deepest
economic recession the world has experienced since the
war. Although oil prices in dollars have fallen back by
around 15 per cent over the last year or so, the rise in the
dollar means that in terms of the world's other major

currencies, the price of oil has continued to rise.






5. But the recent reductions in oil prices will be
beneficial, particularly if they are followed by a period of
relative stability in the oil market. A lower price of oil
will reduce world inflation and stimulate the growth of
world output and trade. df course it will reduce the value
of our oil production, but oil accounts for only 5 per cent
of our National Income. The health of a much larger part
of our national economy depends on the state of the world
economy. Lower oil prices and lower inflation abroad
means lower prices here. A more prosperous world
economy will in time mean more output and jobs in

Britain.

6. 1 must, of course, be mindful of the risk that oil
prices may fall further during this financial year and
cause public borrowing to be higher than I have planned.
If that seemed likely to compromise the success of our
economic strategy I remain ready to take action to make

good a shortfall in oil revenues.

7. Taking these factors into account, I have decided to
provide for a PSBR of [£8 billion] or 2% per cent of GDP,
as indicated in the Autumn Statement published for the
first time last year. At that timel announced a reduction
in the public sector burden on industry and commerce
during the year ahead of £1 billion. After allowing for
that and for the other changes I announced the latest
forecasts suggest that there will be room, within an

£8 billion PSBR, for further real tax cuts costing
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£[2] billion, consistent with a further reduction in public

sector borrowing in relation to the size of the economy.

8. The Red Book gives revenue and expenditure
projections for the next two years. These allow for a
further decline in publié sector borrowing over the
medium term. There is no certainty about the precise
figures. But they {llustrate how lower borrowing can be
combined with lower taxes, within the framework of
policies designed to secure a further reduction in inflation

and interest rates.

[Possible discussion of a balanced budget to be added if

agreed.]
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BUDGET SECRET

BLOCK I: PUBLIC EXPENDITURE

1. Central to the control of borrowing is the control of
public expenditure. On 1 February, we published the
public expenditure White Paper setting out our plans for
the years to 1985-86 [which the House debated last

week]

2. It remains our view, as I said in my first Budget
speech, that finance must determine expenditure, not
expenditure finance. The White Paper has been prepared
with that principle well in mind. Public expenditure is
being held within the levels set in earlier plans. That
achievement has been helped by one other innovation
introduced during the lifetime of this Government: cash
planning. The improvement in control of expenditure has
been an essential factor making possible the tax
reductions I am announcing today. [The cost of the
adjustments and additions to certain public spending
programmes which I am announcing this afternoon will be
met from the Contingency Reserve: it will thus not add

to the planned total of expenditure.]

3. As well as keeping a firm grip on expenditure we
have maintained a strict control over the running costs of

Government itself, in particular, manpower. By the end



v




of this month we shall have reduced the numbers.of the
Civil Service to 652,000 - a fall of 80,000 since 1979.
This represents a saving this year of around £590 million
in the Civil Service pay bill. We are on target for a

further reduction to 630,000 by April 1984.

[Mention plans for NHS, local government etc?]






Paragraphs 1 and 2 for
review in light of possible
debate.
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BUDGET SECRET

BLOCK J: CAPITAL EXPENDITURE AND CONSTRUCTION

1. [The House will, I am sure, be interested to know
what these plans imply for capital spending and particula
rly capital spending by the public sector. The Treasury

Committee referred to this in their recent report.

2. The White Paper showed that public sector capital
spending is planned to be about £11% billion in 1983-84.
This is about 12 per cent higher than the estimated
outturn for 1982-83 and includes some £6.8 billion of new

investment by nationalised industries.]

3. Within this increased total of public sector capital
spending, expenditure on construction in 1983-84 is
expected to rise by 10 per cent, to £10% billion. In
1982-83, we have been faced with major underspending on
capital both by local authorities and by nationalised
industries. I am well aware that there is particular
concern about the risk of further underspending in
1983-84 on the local authority capital programmes. In
view of this we have decided to increase capital
allocations by [£100 million]. This is intended to reduce

the risk that the plans will be underspent.
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4. We also intend two additions to the programme. We
have recently encouraged local authorities to tackle their
worst housing areas by the process known as enveloping -
where the local authority repairs the external fabric of
complete terraces or streets on behalf of the owners.
This is a cost-effective way of tackling the problem of
housing decay, not least in inner cities. I have therefore
agreed that we should make available to local authorities
in support of further specific schemes additional funds of

up to £50 million in 1983-84.

5. We also intend to make certain changes for
improvement grants, chiefly to allow houses built between
1919 and 1945 to become eligible for repairs grants. This
will meet a need recently identified by the English House °
Condition Survey. An additional 200,000 houses will
become eligible for grant. The cost is expected to be
some £35 million this year. This is a useful extens-ior; of

the initiative I launched in my last Budget Statement.

6. On the tax side, I propose to increé.se the
permissible proportion of office space in buildings
qualifying for the industrial buildings allowance from
10 per cent to 25 per cent. This additional flexibility will
be of particular value in the high technology industries as
these often need relatively large amounts of space for
design and computer based activities. It will cost about

£25 million in a full year.






7. Last year I extended the small workshop scheme for
two more years for very small units. This year I want to
encourage the conversion of more old, [disused] buildings
into thriving workshops: I propose to allow units in a
single converted building to qualify for 100 per cent first
year allowances if on average they meet the size
requirements. The cost will be about £1 million in a full

year.

8. I propose to introduce a measure which will benefit
tourism as well as the construction industry. The present
20 per cent capital allowance and writing down
allowances for certain new hotels will be extended to a
wider range of ‘holiday and tourist accommodation
including some self-catering facilities. I know this will be
welcomed by both industries. Self-catering is an area of
growing importance. The cost will be about £10 million in

a full year.

9. Finé.lly in this context, development land tax. In
1981 I introduced a scheme to defer DLT on developments
for the owner's own use. The scheme ends in April 1984.
I propose to extend it to April 1986. This will give owners
a longer time in which to make their development plans.

The cost will amount to £5 million in a full year.
[Stock relief for houses taken in part exchange.]
[Deroofing]

[Mortgage interest relief £25,000 if any change.

Mortgage interest relief for licensees has been decided.






Could be mentioned in this section or announce

separately?.)

10. Prospects for the construction industry are
improving. Construction output increased by [4] per cent
between the first and seco'nd halves of 1982. Last year
housing starts were up 27 per cent and housing new orders
by 36 per cent. The measures I have now announced,
together with the action taken in previous Budgets, will

further improve the outlook for the industry.
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BUDGET CONFIDENTIAL
BLOCK K: SOCIAL SECURITY
[May need revision. ]

1. The biggest single element in public expenditure is
of course social security and to that I now turn. Social
security involves sums which even Chancellors find
staggering.  During the coming year, expenditure is
expected to amount to over £34 billion. This is over a
quarter of all public expenditure. To raise the money

costs every household in the country £34 per week.

2. .Clearly any Government must keep careful watch on
sums of this magnitude. We have to balance the
undoubted needs of benefit recipients with the legitir;lafe
claims of t.he working population, who pay for benefits
both through taxes and through national insurance
contributions. [We must in particular take care not to
make promises for the future' which in the event cannot

be fulfilled.]

3. I announced in my Autumn Statement that the
Government had decided to make an adjustment to the
social security programme to take into account the
overshoot in the benefit uprating last November. The

House will be aware that the November 1982 uprating
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made an allowance for inflation in the previous year
which was 2.7 per cent above the outturn. The
Government has decided that it would not be right to take
the full amount of this overshoot into account in the next
uprating. Instead, the adjustment will be 2 per cent for

the majority of benefits.

4. On the basis therefore of the inflation forecast of
[ ] per cent for the year to November [which I have just
mentioned], the majority of benefits will be uprated by
[ ] per cent. This will mean that the pension for a
married couple will go up from [E ] to [E ]. Taking the
two years 1982 and 1983 together, most benefits will have
risen by [ ] per cent, or slightly more than the RPI

increase [ ] per cent.

5. Legislation will be needed for our proposal to adjust
the November 1983 wuprating and a bill giving the
Government permanent powers to adjust for both
overshoot and shortfall will be introduced immediately.

[Expand?]

6. [The Secretary of State will make a full statement
about the November 1983 upratings [tomorrow].] The
total cost of all these measures amount to €[ ] in
1983-84 and £[ ] in a full year. The increases in NIC
which were announced in November and take effect in

April are part of the price paid for this.






Omit paragraphs 3-5?

Views?
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BUDGET SECRET

BLOCK L: CHILD BENEFIT

1. The Government is proud of its record on child
benefit. We know how vital it is to millions of mothers
and particularly to working families with low incomes. As
such, it plays a vital part in action to alleviate the
unemployment trap and thus in our strategy of improving

incentives for all sectors of the population.

2. Thus I am glad to announce that from
November 1983 the rate will be increased by [ per cent]
to [£ ]. On the basis of my inflation forecast of [ per
cent] in November, this will make its real value [higher
than it has ever been]. One parent benefit will be
increased correspondingly to [£]. The cost will be [E£

million] in a full year, and [£ million] in 1983-84.

3. [Decision-making is all about priorities. And in the
case of social security benefits the decision-making is
particularly difficult. Not only are the sums of money at
stake very large, but any one of us could make a case for
preferring one benefit to another. But the total we can

afford is, and always will be, limited.]

4, [I heard some hon Members growl when] I referred
to our decision in relation to the November 1982 over-

provision. But had that decision not been taken it might
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well have been difficult both to give the increase in child
benefit which I have just referred to and to make good the

1980 abatement in unemployment benefit.]

5. [The Government felt that in this case it was right
to put the needs of the unemployed, and of those with
children, above the desirability of giving benefits

generally a substantial increase in real terms.]
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BUDGET SECRET
BLOCK M: CARING AND CHARITIES

1. There are other groups in our society to which any
Government must give a high priority. The measures I am
about to announce will be a very real help to widows, to

the sick, and to the elderly.

2. [Measures already for widows.] At present widows
are entitled to a bereavement allowance in the tax year
of their husband's death. But because their income is

already covered by other allowances only [45,000] out of

[200,000] newly widowed women receive any financial

benefit from the bereavement allowance. Widows'
Bereavement Allowance will now be extended to cover in

addition the year after the husband's death. In the coming

financial year this will mean some £25-30 million more

for widows, to assist them with the material costs of

establishing their new pattern of life.

3. We are also able to announce today significant help
for about 70,000 invalidity pensioners. TUntil now this
vulnerable section of our society has been excluded from
receiving the long term rate of supplementary benefit.
This is the so-called "invaliciity trap". I am glad to say
that My Rt Hon Friend Secretary of State for Social

Services intends to amend the regulations so that people






who have been on incapacity benefits for a year will

qualify for the long term rate.

4, We propose too a real increase of 2 per cent in
mobility allowance, over and above the (3) per cent
uprating this November. Second, there will be a real
increase in the amount which disabled and chronically sick
people can earn before their benefit is reduced. [And
third, we propose to replace the vehicle scheme for war
pensioners with a cash allowance at a rate which will
continue their existing preference over the civilian
severely disabled.] [Also mention supplementary benefit
capital disregards and housing benefit children's needs
allowance] [My Rt Hon Friend the Secretary of State for
Social Services will be giving full details later in our

debates.]

5. This cash assistance will be of real benefit. But
caring means more than cash. Many of the needs (for
example) of the elderly are met through voluntary groups
and charities with their potential for providing a
distinctive, personal care. If we are to get the best out of

this invaluable resource, we must help the helpers.

6. In 1980 I introduced substantial new tax relief for
covenanted donations to charities, by allowing relief
against higher rates of income tax subject to a ceiling of
£3,000 a year; and last year I increased the limit on

exemption from capital transfer tax for gifts made within
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a year of death from £200,000 to £250,000. I propose now
to carry t_hes.e 2 measures further by raising to £5,000 the
ceiling on higher rate relief for gifts made by deed of
covenant and by abolishing entirely the ceiling on
exemption from capital transfer tax for charitable
bequests. All gifts and be;:luests to charities will now be

free from CTT.

7. I have had representations about the position of
companies who are willing to second their staff with pay,
to charities. At present the employee's salary is not
allowable for tax because it is not an expense incurred
wholly and exclusively by the company for the purpose of
its business. I must make it clear that we shall adhere to
this general purpose test. But I am satisfied that it is
right to make a wvery limited exception, so that
Government does not hinder gifts of skills and experience
which may be infinitely more valuable than money in

particular cases.
[Enterprise agencies]

[Heritage]
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BUDGET SECRET

BLOCK N: INDIRECT TAXES

1, I come now to the indirect taxes. First, VAT. 1

propose no change in the present rate.

2. In successive Budgets I have sought to establish the
sensible presumption that the excise duties should be
adjusted in line with the movement of prices from one
year to the next. This year too I intend to follow broadly
the same approach. This is essential if we are to maintain
the balance between the direct and the indirect taxes.
But our success in reducing inflation means that the
amounts of the increases I shall be announcing will be

much smaller than in recent years.

3. I start with the duties on alcoholic drinks. [?Real
value of spirits.]I propose to increase the duties from
midnight tonight by amounts which represent, including
VAT, about 25 pence on a bottle of spirits, 5 pence on a
bottle of table wine, 7 pence on a bottle of sherry and one
penny on the price of a typical pint of beer. Cider is
increasingly competing with beer and I propose a similar

increase of one penny a pint.

4, Next, tobacco. I propose to increase the duty by the

equivalent, including VAT, of 3 pence on the price of a







packet of 20 cigarettes. There will be consequential
increases for cigars and hand-rolling tobacco, but no
increase for pipe tobacco. These changes will take effect

from midnight, Thursday.

5. Next, the oil duties. [Reference needed to falling
oil prices and energy conservation]I propose to increase
the duty on petrol by about [4p] a gallon or [0.9p] a
litre, including VAT. In the case of derv I propose an
increase, including VAT, of about [3p] a gallon or [under
0.7p] a litre. These changes will take effect for oil
delivered from refineries and warehouses from 6 pm

tonight.

6. As in the last two years, I Propose no change in the |
rate of duty on heavy fuel oil. This will represent a
reduction in real terms of some 25 per cent in the. duty
burden since it was last increased in 1980 and will assist

industry by holding down its energy costs.

7. I also propose a number of changes in the rates of
vehicle excise duty. For cars and light vans the duty will
be increased by £5, from £80 to £85. On goods vehicles,
the new duty structure introduced last year allows me to
spread the burden more fairly. In order to bring the rates
of duty more nearly into line with the costs the various
categories of truck impose on the road system I propose
to increase the duty on some 190,000 heavy vehicles. This

means that I shall, on the same lines, be able to reduce,






by approximately [ ] per cent the rates of duty on some
315,000 lighter commercial vehicles. These changes will

take effect from tomorrow.

8. The total effect of all the changes in excise duties
will be to raise an additional £[590] million in 1983-84
and £[600] million in a full year. This implies no increase
in the overall real burden of indirect taxes in 1983-84.
[The immediate effect will be to add about 0.4 per cent

to the overall level of prices.]
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BUDGET CONFIDENTIAL

BLOCK O: WEALTH CREATION

Deleted
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BUDGET SECRET

BLOCK P: BUSINESS - NIS AND CT

1, Ultimately our ability to buy and provide for both
publicly and privately consumed goods and services hinges
on our ability to sell and compete. The main
responsibility for containing costs and improving
competitiveness lies with industry and commerce. What
Government can do is to reduce the burden it places on
business. Lower inflation and control of public borrowing
help towards lower interest rates and lower business

costs.

2. But Government imposes direct burdens on business,
and here too we have acted to help cut costs. I have
given high priority to reducing the National Insurance
Surcharge (NIS), the tax on jobs introduced and increased

by our Labour predecessors.

an In last year's Budget I cut NIS from 3% per cent to
2% per cent. In November I announced that, for 1983-84,
the rate would be further cut to 1} per cent. On top of
this I made special arrangements to enable half of this cut

of 1 per cent to be brought forward into 1982-83.

4. [Could say why unable to go faster.] Inow propose

to take a further step towards abolition of NIS. The rate






will be reduced from 1% per cent to 1 per cent from
August 1983. As before, the benefits will be confined to
the private sector. This cut is worth yet another
£220 million in 1983-84 and nearly £400 million in a full
year. After this reduction takes effect NIS will be 24 per
cent lower than when this government took office.
Overall this reduction is worth nearly £2 billion to private

business in a full year.

5. Turning to Corporation Tax, we issued a Green
Paper over a year ago. I am grateful for the many
thoughtful responses. These raise a wide range of issues
which call for further examination. Some would benefit
from further consultation. But there is one that stands

out.

6. This is the overwhelming desire on the part of
industry for stability. I recognise the force in this.
Change is not costless. I have therefore concluded that
there should be no change in the broad structure of the
present arrangements. As regards inflation and profits, I
await the outcome of the accountancy profession's further

considerations.

7. The one issue raised most frequently in response to
the Green Paper has been the rules about advance

corporation tax (ACT).






8. In the light of this I propose two change;s. First,
ACT can at present be carried back two years to be set
against corporation tax. I propose to increase this to six
years. This will help companies which are paying
dividends while currently having low taxable profits -

notably manufacturing companies.

9. Second, credit for foreign tax on overseas income is
only allowed against such part of a company's corporation
tax liability as remains after deduction of ACT. I propose
that this double tax relief be allowed against the full
corporation tax liability before ACT is deducted. Any
surplus ACT arising could then, under my previous

proposal, be carried back up to six years.

10. The cost of these two measures is £5 million in

1983-84 and about £100 million in 1984-85.

11. Again in the light of responses to the Green Paper, I
propose that the incidental costs of issuing acceptance
credits and of issuing certain convertible loan stock

should be allowable expenses for corporation tax purposes.

12. At present the small companies rate corporation tax
is at 40 per cent and applies to taxable profits up to
£90,000. The 52 per cent rate is payable at £225,000.
Between these two figures, profits are subject to a
transitional marginal rate of 60 per cent. I propose to

reduce the 40 per cent rate to 38 per cent, to raise the






lower limit of £90,000 to £100,000 and to raise the upper

limit from £225,000 to £500,000.

13. This has the effect of reducing the transitional
marginal rate to 55% per cent - only a little above the
main 52 per cent rate. These changes will give help to
the many small and medium-sized enterprises with

taxable profits of up to £4 million.

14. The cost of these changes will be £40 million in

1983-84 and £70 million in 1984-85,
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BUDGET SECRET

BLOCK Q: NORTH SEA OIL REGIME

1. I come now to North Sea tax. The development of
the North Sea is a tribute to private enterprise and to a
huge cooperative effort, involving thousands of people and

hundreds of companies. We want this to continue.

2. To that end we have had detailed and helpful
discussions with the industry about the next generation of
oilfields. They will in general be smaller, and
proportionately more expensive, than existing fields. Tax
is only one element in decisions to develop new fields.
Technological changes to cut the industry's costs and, of
course, future oil prices will probably be of equal, or even
greater importace. But the fiscal regime needs to take
account of changing oilfield economics. My proposals

therefore focus on future development.

3. Most existing fields make good profits. The
Supplementary Petroleum Duty has been abolished. But
the industry has urged that some further easement of
current cash flow could help them to finance further
North Sea activity. I have therefore decided to phase out
Advance Petroleum Revenue Tax. As a start, the 20 per
cent rate will be reduced to [ ], and APRT will disappear

completely by [ ].
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4. To encourage further exploration and appraisal, I
propose immediate relief against Petroleum Revenue Tax
for expenditure incurred after today in searching for oil

and appraising discovered reserves.

5. On future fields .themselves, 1 propose two
important new incentives. First, the oil allowance will be
doubled for these fields. Second, my rt hon Friend the
Secretary of State for Energy will be taking steps to
waive royalties for such fields. These changes will apply
to future fields [with the exception of relatively
profitable Southern Basin and onshore fields] where
development consent is/has been given on or after [ ].
And by the time future fields come on stream APRT will

finally have been abolished.

6. An Inland Revenue press release will give further
details, and also describe other proposed changes in 'oil

taxation.

7. Taken together, these proposals will cost about []
in 1983-84. Phasing out of APRT and the new appraisal
relief will cost on average about [ ] over each of the next
4 years. And as new fields come on stream the longer
term benefits to the companies will be even greater. The
regime for future fields will be simpler and entirely profit
related. The larger oil allowance will be particularly
significant for smaller fields. Exploration and appraisal

will be encouraged and the early improvement to cash
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flow from phasing out APRT should help finance new

activity.

8. I believe that my proposals will provide the industry
with the right fiscal incentives for a further phase of
successful development of the country's North Sea

resources.
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BUDGET SECRET

BLOCK R: ENTERPRISE AND BUSINESS

1. The tax system used to work against enterprise. It

now works in its favour.

2. The results are already beginning to be seen.
Britain can now offers a more attractive tax environment
for venture capital and for the micro-electronics
revolution than Germany. It is unthinkable that this

would have been said five years ago.

3. It is important to build on these successes. I now

propose further action in a number of areas.

4. First, wider share ownership. It is important that

the employee should identify élosely with the success of
his company. For this reason the profit sharing schemes
need to be made more attractive. Schemes should remain
open to employees at all levels but more flexible rules are
needed to reflect particular circumstances. I therefore
propose to allow a limit of 10 per cent of the employee's
salary, subject to a maximum of £5,000 as a more flexible

alternative to the present flat rate limit of £1,250 a year.

5. On share options I introduced arrangements to
spread the income tax burden that can arise when an

option is exercised. I now propose to increase the
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instalment period from 3 years to 5 years. I also propose
to increase the £50 monthly limit on Save As You Earn
linked share option schemes to £75. The total cost of
these measures will be £20 million in 1983-84 and some

£40 million in a full year:

6. Next, capital taxation. Capital taxes can suffocate

enterprise. Last year we took the major step of indexing
capital gains. It is clearly appropriate to provide a period
of stability to let the new structure settle in. We have
already announced that administrative measures will be
introduced to help large institutional investors. I now
propose that, as the legislation provides, the annual
exempt amounts for individuals and for trustees should be
increased in line with inflation to [ ]. The small gifts
exemption which is now of little practical significance is
to be withdrawn. I also propose to increase to £20,000 the
limits on the relief for small part disposals of land and for
residential letting [and to abolish the £250,000 limit on
payment by instalments and to lengthen the repayment

period to ten years].

7. I propose to double the present retirement relief to
£100,000. This will further encourage entrepreneurs to
keep money in their business where it can work to best

effect.

8. The cost of all these CGT measures will be under
£14 million in a full year. There will be no cost in

1983-84.







[9. On capital transfer tax, I am concerned that, except
at the bottom of the scale, the tax is still more onerous in
real terms than when it was introduced by the Rt Hon
Member for Leeds East. Unfortunately I cannot afford to

restore the position entirely.

10. I do propose to raise the threshold from £55,000 to
£60,000 and to simplify and reduce the number of rate

bands leading to a new top rate of 70 per cent starting at

£1,325,000.

11. I am particularly concerned about the impact of the
tax on businesses. The tax acts as a disincentive to
entrepreneurs. In farming, it seems to be contributing to
a reduction in the farms available for letting and so
inhibiting new entrants into the industry. I therefore
propose to increase the relief for owners of businesses‘an'd
for agricultural land with vacant possession from 50 per
cent to 60 per cent and increase relief for minority
shareholders in unquoted companies and fo_r let

agricultural land from 20 per cent to 40 per cent.]
[12. The cost of these changes in capital transfer tax
will be £40 million in 1983-~84 and £90 million in a full

year.]

13. Third, tax measures for small companies. I propose

to increase the VAT registration threshold with effect
from midnight tonight from £17,000 to £18,000 in line

with inflation.
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14. 1 propose to increase from £200 to £1,000 the de
minimis limit for assessment of investment income

apportioned to the members of a close company.

15. The cost of these measures will be £6 million in

1983-84 and £11 million in 1984-85.

16. Innovation and technology. As I have already said I

propose to increase from 10 per cent to 25 per cent the
permissible office space in buildings which qualify for the
industrial buildings allowance as a help in particular to
technology based industries. I also propose to extend the
100 per cent first year allowance for rented teletext
receivers until June 1984 and for British films until March
1987. The cost of these two measures will be

£100 million in the period up to 1988.

17. I now come to public expenditure measures for the
encouragement of industry and enterprise that will be

worth £200 million over the next three years.

18. The West Midlands have been particularly hard-hit
by the current recession. The small engineering firms
that are even more important in that region than in other
parts of the economy need help to modernise and re-build
their strength. I propose, therefore, to make available an
extra £100 million over the next 3 years to enable my
RHF the Secretary of State for Industry to re-open the

Small Engineering Firms Investment Scheme. The scheme






is open to qualifying firms in any area, but, as one would
expect, a hfgh proportion of the first allocation went to
firms in the West Midlands. The new, and much larger,
allocation will I hope be of substantial further help to the
region, as well as to the small engineering firms

generally.

19. A new range of grants will be provided to enable

firms to buy computer systems to improve productivity.

20. At the moment grants are available for research and
development but not for bringing new products into
production. A new grant will be introduced to support the

initial investment required for this.

21, There will also be an increase in expenditure on
DOI's manufacturing & design advisory services. These
provide small firms with a free introduction to private
sector consultancy services, and have proved highly

successful.

22. If My Rt Hon Friend the Secretary of State for
Industry is lucky enough to catch your eye, Mr Speaker, at
a later stage in this debate, he will describe these

measures in more detail.

23. Now I come to the critical matter of finance.






24, The revival of the corporate bond market would
benefit both companies and monetary policy. The single
most important factor is to bring down long term interest
rates. There are also a number of ways of giving
companies greater flexibility in the nature and timing of

the bonds they issue.

25. A consultative document on deep discount stock was
issued on 12 January. It set out a range of options,
including an accruals basis of taxation as in the United

States. I am grateful to those who responded.

26. There was considerable support for an arrangement
under which the borrower would get relief on an accruals
basis while the investor would only pay tax at redemption

or on sale. ‘I propose to legislate to this effect.

27. Companies will still be able to issue conventional or
indexed bonds. My proposal will extend the range of
options. In addition, in operating the queue the Bank of
England will be seeking to give companies the flexibility
that the introduction of shelf registration has provided in

the United States.

28. I also propose certain reliefs to enable companies to
issue Eurobonds in this country and to ensure that full tax
relief is available for discounts paid on acceptance

credits.






29. The Loan Guarantee Scheme is another important
innovation, which has been a great success. Already
[ ,000] firms have benefitted. It is close to its
£300 million ceiling. This ceiling will be raised to
£540 million to enable the scheme to run its full three
year course to May 1984, My hon Friend the
Parliamentary Under Secretary of State for Industry will
be making a fuller statement about the scheme [later

today].

30. [Management buy-outs have become a familiar and
important means of improving industrial activity. 1
propose to extend the relief for interest on loans to buy
shares in a company to purchases of shares by employees
in a buy-out which sets up an employee controlled
company.] [Or could come between paras 5 and 6 of this

section?]

31. Lastly, the Business Start-up Scheme. This scheme,

announced in my 1981 Budget Statement, is without -equal
anywhere in the world. It offers uniquely generous tax
incentives to outside investors in small companies. When
I introduced the scheme I thought it right to give priority
to investment in business start-ups, where there is often

greatest difficulty in raising outside equity finance.

32. I now propose a major extension in the scheme. It is
due to end in April 1984. The life of the scheme will be

extended to April 1987. The coverage will be greatly






widened. From 6 April next the scheme will apply, not
just to new companies, but to all qualifying established
unquoted trading companies as well. I propose also to
double the allowable maximum investment in any year
from £20,000 to £40,000. A number of other changes will
be made to improve the scheme. In particular the 50 per
cent limit on qualifying shares will be dropped. The cost
of these changes is difficult to estimate but could be

£75 million in a full year.

33. My proposals will transform the position of unquoted
trading companies seeking outside equity. It is a further
move towards removing the bias in the tax system against
the personal shareholder, and will encourage wider share
ownership. By concentrating help on those companies
which do n;)t have ready access to outside capital the
scheme will assist many more small companies to realise
their undoubted potential for growth. The extended

scheme will be known as the Business Expansion Scheme.
34, [Free ports]

35. Our constant concern as a government has been to

improve the competitive environment for businesses and
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people who work in them. The results are being seen.
There has béen a three fold increase in the number of
small industrial units being built. [£300] million has been
lent to [11,000] companies under the loan guarantee
scheme. Profit sharing schemes have mushroomed and
now benefit about 250,000 employees. SAYE linked
schemes covers another 100,000. The enterprise
allowance scheme has led to the creation of [2,000] new
firms, many of whom are now recruiting their own work
forces. This Budget marks a further stage in the

development of a better environment for business.
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BUDGET SECRET

BLOCK S: MORTGAGE INTEREST RELIEF

Deleted.
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Could go to:
Block P after paragraph 10 ...,

Block R, paragraph 28  ..........

Block J, paragraph 9 ...ceceeesenes

Block W somewhere ...ciceeesvens

Block P after paragraph 10

BUDGET SECRET

BLOCK T: FAIRNESS IN TAXATION
[or "Fiscal Justice" again?]

NB: put here in a single block for convenience, but may be
distributed elsewhere. Suggestions are shown in the

margin.

1. I now come to a number of measures which seek to

ensure a proper balance in the tax system.

2. I propose to introduce legislation to tackle
avoidance through the exploitation of group relief, and
through the exploitation of second hand bonds. And I
propose to improve the arrangements for collecting DLT
on disposals by non-residents and to legislate to bring into
tax scholarships provided by coxﬁpanies for the children of
employees. This will take effect only in respect of sums

payable after the end of this academic year.

3. On the taxation of international business, I have
considered carefully the responses to the latest round of
consultation. I have decided not to proceed this year with
any measures in two of the three areas concerned. These
are company residence and upstream loans. Both need

further consideration. On tax havens clauses will be laid






Block W somewhere

Block P, at end?

which take account -of the recent consultations. This
action on tax havens needs to be seen in relation to the
proposal I have already announced on double tax relief and
ACT. My aim is to help companies trading overseas, but
to do so in a way which is consistent with the legitimate

interest of the Exchequer.

4. In each Budget I announce the scale rates for tax for
car and fuel benefits. The rates for 1984-85 will be [to

be settled].

5. Finally, banks. I said last year we would be giving
further thought to the problem of how best to ensure a
sufficient contribution to tax revenues by the banking
sector. I have examined the position with great care.
What I have seen has not convinced me that it is
satisfactory. But the conclusions this might normally
have led to have had to be tempered by the international
and domestic pressures on the banking system. I believe
UK banks are in a stronger position to deal with these
pressures than banks in some other countries. But it
would still not be sensible to take action which might now
weaken British banks. I have therefore concluded that
there should be no changes this year in the tax regime for

banks.
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BUDGET SECRET

BLOCK U: PEOPLE AND BUSINESSES

1. The measures I have announced so far go largely to
help businesses in the first instance. I estimate that they
will provide relief and help in a full year amounting to
[]. I shall be coming shortly to measures intended

directly to help individuals.

2. Any Chancellor, whether he is proposing increases in
tax or, as now, proposing tax reductions, is confronted by
a difficult choice between the claims of different groups.
But this dilemma is less acute than it is sometimes.
represented. Any reduction in the level of taxes helps to

ease a burden on the economy:

3. Cuts in company taxes help to secure a thriving and
efficient business sector. But successful businesses
depend on the energy and initiative of those who work in
them. Lower personal taxes are vital to an enterprising
and competitive economy. We must not lose sight of the
need to reward individual effort, and to foster a sense of
personal responsibility, by allowing people to keep and
spend more of what they earn. The characterisation of
tax reductions as "the Chancellor giving money away" is
wholly misconceived. A more accurate description is that

"the State takes less".
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4. Cuts in personal taxes benefit business in other
ways. They raise the demand for industry's products. And
they should help on the cost side too - by reducing the
pressure for unrealistic wage increases and by making it
easier for firms to recruit labour at wages that can be

afforded.

5. Any reduction in tax will to some extent help some
overseas suppliers, who have captured a large share of
some parts of the domestic market. But many of the
figures quoted are greatly exaggerated, and companies
too buy from overseas. [There is no reason to think that
reductions going to persons are more likely to increase
imports than those going to companies; or vice versa.]
The remedy is for industry to rise to the challenge, and to
provide the goods people and companies want to buy, at
prices they can afford. The key to sustained recovery is
better performance on the part of individuals and
busineses alike. That is what this Budget is designed to

secure.

6. In judging the right balance to strike in this Budget I
have taken into account the measures I announced in the
Autumn which will directly help to reduce the growth in
industrial costs. I have also taken into account recent
movements in the exchange rate. As I said in my Budget
Speech two years ago, exchange rate changes have the
effect of altering the distribution of incomes between

companies and persons. A higher exchange rate boosts

e e T e T




personal spending power, but it squeezes the profits of
companies exposed to international competition. In my
1981 Budget, personal income tax thresholds had to
remain unchanged in order in part to be able to offer

some help to companies.

7. This year, with a lower exchange rate, the same
arguments point in the opposite direction. But thanks to
our success in controlling public spending, the choices are
less stark than they were two years ago. I am able to
combine the significant measures of direct tax relief to
industry and enterprise which I have just announced with a
substantial measure of direct tax relief to persons, to
which I now turn. Both are equally needed for economic

recovery.
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BUDGET SECRET

BLOCK V: POVERTY AND UNEMPLOYMENT TRAPS

Could be merged with 1. As I have made plain, throughout this speech, this

block U . " :
Government has sought to improve incentives. We have

made considerable progress despite the difficult fiscal

constraints imposed by the world recession.

2. I have no doubt that more is needed to improve
incentives at all levels. One aspect of this is the
unemployment trap and the poverty trap. The
unemployment trap can mean people are little or no
better off in work than on social security. The poverty
trap affects those in work and can mean that an increase
in earnings results in very little increase in spending

power.

3. These problems are not unique to Britain and have
been growing for many years. They arise as a result of

the overlap of the tax and social security systems.

4. The way forward is to reverse the trends that got us
here. This will not be possible unless we are willing to
reduce the tax burden. And that means reducing the
sheer size of public spending in GDP. Any government
would be driven, sooner or later, to the same conclusion.

It is the policy of this Government. We are restraining






public spending. We have laid the foundations for
sustaina_ble-long term growth. And the benefits are now
being seen. Today, as in my last Budget, I have proposed
reductions in the tax burden carried by industry. I have
proposed a substantial increase in Child Benefit which will
improve work incentives f"or the low paid. My proposals
on personal taxation will be a further significant move in

the right direction.
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BLOCK W: PERSONAL TAX

1. We have already reduced the basic rate from 33 per
cent to 30 per cent and cut the top rates of tax. That was
one of the first, and by no means the last, radical change
of the many that have found a place in the five Budgets
which I have introduced. This year I do not propose any
further reductions in rates. Thresholds and allowances

must take priority at present.

2. Two years ago income tax allowances were not
raised at all. A rise of 15 per cent was needed merely to
keep in line.with prices. That was a difficult decision but
it was necessary. The firmness of the 1981 Budget was a
foundation for the progress on inflation and interest rates
we have seen. It was an essential part of the process of

putting the public finances in order.

3. It is right that the benefit of that restraint should
now be enjoyed in particular by those who had to make
sacrifices at that time. But increases must still be held

to what can be afforded.

4. [Last year I increased tax thresholds and bands by
14 per cent. That was 2 per cent more than the amount

necessary to compensate for inflation. This year 1






propose to do the same. I propose an increase of 14 per
cent. The difference is that this is now 8% per cent, not
2 per cent, more than is necessary to compensate for

inflation in the past year.]

5. I propose that income tax thresholds be increased
for the single person from £1565 to [ ] and, for the
married person from £2455 to [ ]. The additional
personal allowance paid to single parents will be
increased in consequence from £880 to [ ].
Corresponding increases will be made in the age
allowance, the higher rate thresholds and bands and the

threshold for the investment income surcharge.

6. Effect will be given to these changes under PAYE as
from the first pay day after [ ]. For a married man on
the basic rate they will be worth £2 a week. They will
cost [£2 billion] in 1983-84 and [£2% billion] in a full

year. Some [ ] people will be taken out of the tax net.

7. For the vast majority of people the income tax
reductions will more than offset the NIC increases that
take effect from April. I am sure they will be widely

welcomed.
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BUDGET CONFIDENTIAL
BLOCK X: CONCLUSION

1. At the start of my speech I referred to the
objectives this Government adopted in 1979. These
remain. This country has great need of coninuity and
consistency of policy. The lack of continuity and
consistency have contributed substantially to our
economic problems and the present tragic level of
unemployment. Only by maintaining sound policies can
we assure the recovery on a sustainable basis. But such
policies are not inconsistent with real reductions in
taxation, as I have shown today and in my Budget last
year. Indeed such reductions stem from such policies;
without such policies they would not be possible, or

sustainable.

2. But while emphasising continuity of policies and the
development of the themes which we have emphasised for
the past four years, we must not overlook the ultimate
aims of policy. For a lower PSBR, a money supply under
control, and indeed reductions in taxes are all means to an

end.

3. The ultimate aim must be the restoration of
individual prosperity, and individual freedom. This

Budget, by sustaining and carrying forward the recovery,

is a further step in that direction. I commend it to the

House.
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Mr Fraser (C&E)

BUDGET SPEECE - FIFTH DRAYXT
Attached is the fifth draft of the Budget Speech.

2. As you will imagine we had a very large number of comments on the -fourth
draft and suggestions for inclusion in this draft. We were simply not able
to reflect all of these, either because they added to the length, or because
in many cases they were inconsistent one with the other, or because in some
cases. they seem misconceived. I hope contributors whose comments are not
reflected will understand this. The only suggestion not adopted which I
should like to mention is the Financial Secretary's idea of including a
quotation from Abraham Lincola; he had suggested this might go into the
"Fiscal Justice' section though he thought this might not be the ideal
position. I have to agree with him on that, but we could not find anywhere

else which was particularly suitable either.

— --------1







4, With this draft we pass responsibility for the handling of the Speech

E P KEMP

BUDGET SECRET
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uuam E
i@}:xg Board Room
Fhn Ty ' H M Customs and Excise
‘E;ﬁ-] .'Ti - King's Bsam House
;’j n(nin| Mark Lane London EC3R 7HE

From: ] P Bone @

Date: 4 March 1983
ECONOMIC SECRETARY

cc: Chancellor of the Exchequer
Chief Secretary

% !M/H LA Financial Secretary

Minister of State{C)
0 T e W ) Minister of State(R)
a,("‘"/ 5 W . | p Mr Moore
' o : Mr Kemp
= At . Mr Griffiths
e Mr Norgrove
PR Mr Ridley
A ot Mr French

BUDGET SPEECH: BLOCK N

Paragraph 6 of your minute of 2 March to the Chancellor suggests
that it might be worthwhile to repeat the 'tactics of last year -
le drawing attention to our Squeamishness with whisky (and also

possibly petrol, though it's a thin case here) in response to the
urgent representations of the Scottish Tories etc. Ditto possibly
for pipe tobacco..." The Chief Secretary has also suggested
(Mr Gieve's minute of 3 March) that Block N, paragraph 3 (drinks)
should make it clear where revalorisation is not being applied in
full,

“We would advise against providing an explanation about whisky
on last year's lines, or indeed being too specific about those cases
where revalorisation is not quite being applied in full. Last year
the increase for spirits was only 6.5% compared with the revalori-
sation 'norm" of 12%, and this represented easily the lowest
percentage increase among the main specific duties. This year
strict revalorisation amounts to 5.4%, and the proposed percentage

increases for the main specific duties are as follows:—

Internal distribution: Mr Treedman
Mr lloward
CPS

BUDCET SECRET
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Beer 5.9%
Wine 5.8%
Spirits 5.0%
Cigarettes 4.8%
Petrol 4.9%
Derv 4.3%

VED on cars 6.25%

Thus, while the percentage increase for spirits is slightly below
that required for revalorisation (and in price terms 25p compared
with 27p), it is higher than those for cigarettes, petrol and derv.
The only sensible alternative rounded price change would have been
30p (6.0%). The Budget decision represents a very much more
modest shading .in view of the spirits industry's concerns than was

provided last year.

We are also doubtful about the advisability of dwelling too much

on the nil increase for pipe tobacco.

Any explanation that this decision had been taken on employment
grounds might be provocative to the spirits industry, which has
drawn attention to the 22% fall in employment in Scotch whisky over
the past three years, and possibly to the brewers. On the other
hand, if you thought it worthwhile, it would probably do no harm
if the speech mentioned that pipe tobacco was of particular

significance to pensioners.

] P Bone
Private Secretary

BUDGET SECRET
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FROM: G W MONGER
DATE: 4 March 1983

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
_ 8ir D Wass
- a Sir A Rawlinson
. / Mr H P Evans
L/ Mr Kemp
: : Y Mr Mountfield
> SRR B = o Ms Seammen

2

hown heogtl e ;
BUDGET SPEECH AND SOCTAIL SECURITY j;b1 , "

A number of difficult questions arise on the presentation of the
recent decisions on social security. I have had a preliminary talk
with DHSS about them.

What should be said about the size of the uprating?

2 As soon as the change of uprating method is announced, there

will be great pressure to know the likely size of the 1983 uprating.

It is iQEQHSible to imagine the legislation going through without

a statement aﬁhut this. T would suggest anticipating this by giving *
a figure in the Budget speech rathef‘%hah having it extracted from

the Government later. Lty L

-~

3. The difficulty is to decide what figure to give in view of the
uncertainty about the outturn. It would be damaging to give a figure
which turned out to be too high. There might then be accusations that
the legislation had been taken through on a false basis. But to avoid
this risk by using a wide Tange means giving, as the bottom of the
range, a figure which would be embarrassingly low. (The range of
possibilities is still 31-5%).

4. Buch considerations argue against use of the inner range of 4-41%
which seems the obvious choice. It would put into circulation a figure
of 41% which may well not be reached and, more important, there is

a real possibility that the outturn would be below 49%.

5. I suggest that the least bad formulation would be "in the region v/
of 4%". It does not arouse false hopes of an uprating of 44%, and it
would be consistent with an outturn a little under 4%. T doubt
whether it would be politically practical to have an uprating
BUDGET SECRET
1
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substantially below 4%.

6. You could also say that the uprating would be significantly 7
ab ve the upratlng which would have been produced by the forecast
method less full recovery of last year's overshoot. This means that
it will Dbe significantly above %3.%%. This statement is positive in
itself but would also help to blur a little further the other

statement of "around 4%".

7 DHSS have a simple solution to these problems, which is to
announce that the uprating will not be reduced below 4%, whatever
the May RPI figure. This certainly has presentational advantages,
~but I imagine that you would prefer not to give up the possibility L
of reducing expenditure if the May RPI is a little below 4%,

The Public Expenditure Arithmetic

8. The important points for 1982-84, apart from the effects of
the estimating changes, are:

a. The saving of £180m referred to in the Autumn Ptatement
can be said to be achieved by uprating benefits by 41% rather
than the 6% which would have resulted without any change at all.

b. But these savings are offset by sweeteners including
Child Benefit costing £100m.* The net effect of the policy
changes is therefore only to save £80m.

Sl The difficulty with using the figure of £180m is that it assumes
an uprating of 44%. On the argument in the preceding paragraphs we
would not want tn state thig assumption in case the outturn is lower.
You may also think that to stress the "sav1ngs" from the change in )
the uprating method ‘nuld give The mr“ng f]avour, and encearage L

criticism that the Government was aklng “the change to save money.

10. In a difficult situation, I suggest that the least bad solution
would be:

*CB and One Parent Benefit £74m; restoration of 5% abatement in UB, £2°m;
caring package £4m (including 1nvalldlty trap £3m).

BUDGET SECRET
2
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X
a. To say nothing in_the Budget speech about the £180m. There
would be gbo muchffzgk and complication., We shall nééd to work
gyt separately an answer to the question: l.”‘--do you still expect A\

to save £180m on the social security programme?"

b. To say that the benefit improvements will cost £100m, but
that they will be met out of the Reserve. These statements will L
demonstrate simultaneously the Government's caring nature and

its control over expenditure.

1. I attach as a further cockshy another draft of the social security
section of the Budget speech accordingly.

(0

G W MONGER

BUDGET SECRET
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FROM SIR ANTHONY RAWLINSON
DATE 7 MARCH 1983

PS/CHANCELLOR
PS/Chief Secretary
Sir Douglas Wass
Middleton
Bailey
Cassell
Mountfield
Mr Pestell
Monger
Kemp

Ridley
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THE BUDGET SPEECH: FIFTH DRAFT

A few minor points on the fifth draft circulated with Mr Kemp's
minute of 4 March.

2. The first is a slightly pedantic point which the Chancellor
may feel does not matter. But attention should be drawn to it.
Several sentences refer to public expenditure being under control.
There is a danger in this phrase. The large provision for shortfall
now incorporated in the forecast and FSBR (which we are discussing
separately) may be argued as indicating some lack of control, less
reprehensible than excesses, but still a lack of control. The point
could be met by saying in D 2 "Government spending is being restrained",
and substituting "restraint" for "control" in G1 and\ﬁl (twice).

s I 7, last sentence: T would keep this where it is.

4, J 2-4: I favour deleting.

5. L 7, second sentence: delete "to ensure that all necessary costs
can be met",

6. L 12: delete the first sentence, except the first word. We shall
be discussing this question of capital separately, but the Budget
arithmetic requires the under-spending.

A K RAWLINSON
CONFIDENTTIAL







BUDGET SPEECH FIFTH DRAFT

The Minister of State (C) questio
in baragraph 5 of Block C.

FRCM: J.G.LITTLER
DATE: 8 MARCH, 1563

cc PS/Minister of State
Mr. Kemp

ned the phrase "an unmixed blessing"

2. An alternative formulation of the whole short paragraph might be:

"Oil prices have weakened,

It is an advantage for the Un

This should help worldwide both

ncourage increased activity,
ited Kingdom too, with these

ly marginal losses of Government

revenue and balance of bayments receipts,"

7

/

W
d. G. LITTLER)
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BUDGET BLOCKS

Block Subject

A Opening

B Look Back to 1979

C World economy

D The home economy

E Inflation

F Monetary Policy

G Public sector borrowing
H Public expenditure

I Social security

J Child Benefit

K Caring and Charities

L Home Ownership, Housing and Construction
M Indirect Taxes . '

N North Sea 0Oi] Regiﬁie

6] Business taxation

p Enterprise etc

Q Fiscal Justice

R People and Business

S Personal Tax

T

Conclusion
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BUDGET SPEECH: FIFTH DRAFT
BLOCK A: OPENING

I begin, as I began last year, by making it clear that I shall

today be proposing further significant cuts in thijtaxes

paid both by businesses and by individuals. Thege
N\A}

Proposals will be | consistent with our Medium Term

Strategy for progressive moderate reductions in the

money supply, for lower public borrowing, and for further

Progress on inflation.

2, My proposals will develop and build on the themes
which have been the foundaiion of this Government's
approach to the eéconomy since we took office in 1979,
These are the basis of this Budget, as of my previous

Budgets.

3. The requirement we saw in 1979 was for purpose and
continuity. My proposals this afternoon are all part of
continuing policies. These are designed to sustain and
advance the recovery and further the living standards of

all of us in this country,
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BLOCK B: LOOK BACK TO 1979

1. By 1979 it was already clear that the long-term
decline of Britain's relative position in the world economy

called for a fresh start, for a new strategy. And it soon

unhelpful,

2. In my first Budgét I stressed four Principles that
were fundamental if we were to check and then reverse
the long decline: betteg incentives, greater freedom of
choice, a smaller and more efficient public sector and
commonsense and responsibility in collective bargaining.
At the same time, T emphés-ised thvat these principles
would not by themselves be eﬁough unless they were °
accompanijed by sustained success in squeezing inflation
out of our economic system. In 1980 1 published for the
first time a Medium Term Financial Strategy which
established the framework within which to achieve that

objective,

3. These basic Principles offered a radical new

industry and commerce. As we embarked on what was
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BLOCK C: WORLD ECONOMY

1. Last year we saw output in the major industrial
economies fall by one half per cent. World trade in
manufactures was weli below most forecasts.
Unemployment in industrial countries has risen to more

than 30 million.

2. At the same time the financial difficulties of
developing countries continued to grow. They have
struggled to cope with high oil import costs. The markets
for their products have been weak. Interest rates have
been high, and many developing countries have seen a
sharp rise in their short-term dgbt. They have had to cut
their imports, which has contributed to the sharp fall in
world trade, and added to the effects of the sharp run

down in stocks in the industrial countries.

3. But although world markets for UK manufactures
last year shrank by over 3 per cent, it is some
encouragement that British manufacturers achieved an

increase in their share of those markets.

4. In the world economy as a whole, there are signs
now that the worst of the problems we have faced in the
three years since the second oil price shock are beginning

to abate.






5. Oil prices have weakened. For the United Kingdom
this is not an unmixed blessing. But for the world as a
whole - and so for ourselves - lower oil prices should help
both to reduce inflation and to encourage increased

activity.

6. More important still, there are clear signs that the
world is breaking the inflationary habits of the 1970s. In
the past year the rate of increase in prices has fallen in

many countries more steeply than expected.

7. At the same time, interest rates have declined
substantially in almost every country, including, of
course, here. In the United States, 3-month interest rates
have almost halved compared to last summer's peaks,

though real interest rates remain high.

8. Looking ahead, 1983 should see recovery in the
major economies gathering pace as the year goes on. This

should be accompanied by a recovery of world trade.

9. However we cannot expect a year of trouble-free
progress. The international community as a whole will
need to guard against threats to the recovery. Valuable
steps have been taken, by the IMF, by governments and by
the international financial community, to secure and

assist adjustment by major debtor countries. But there

remain major problems which will continue to require

careful handling and international cooperation. The






differences in performance by individual industrial
countries remain wide and create tensions which are
reflected in foreign exchange markets and in concern
about trade. The efforts of the US Administration to cut
back its daunting structural deficit are crucial to the
prospects for interest rates and future inflation, and

hence recovery prospects, for us all.

10. Lower inflation and interest rates are the right
foundations for economic recovery - a recovery which will
be gradual, but will also be healthy and sustainable. They
reduce costs and provide room and encouragement, within
prudent fiscal and monetary objectives, for greater real

growth of activity.

11. This is the heart of the strategy agreed at last
year's Versailles Summit and .;\ea_ffirmed most recently at
the IMF Interim Committee meé;ing which I chaired last-
month in Washington. It will need persistence and

political will to carry through: but it is backed by a broad

measure of international commitment.
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BLOCK D: THE DOMESTIC ECONOMY

1. At home, the financial soundness of the economy is

more and more evident.

2. Government spending is under control. The public
sector deficit, as a percentage of our domestic product, is
now one of the smallest in the industrialised world.
Monetary growth is towards the middle of the 8-12 per

cent target range. .-

3. Last year we had a surplus on our balance of
payments current account of £4% billion. Our share of
world expc;rt markets rose even when oil is left out of
account. Though smaller ‘than last year, we expect
another significant surplus on current account in 1983,
rather lax_-ger than that seen at the time of the Autumn
Statement. Total official external debt now stands at
around $12 billion, compared with $22 billion when we
took office. Britain's oufstanding public sector debt is
smaller in relation to its trade than at any time since the

second World War.

4. In our own economy overall demand has been
growing - at some 2-3 per cent a year in real terms since

the spring of 1981. This is a stronger growth in demand






than in most other industrial countries. Indeed, as I said a
moment ago, external demand has fallen. With this
weakness in overseas demand and some further rise in
imports, total output in this country increased last year
by only % per cent. Manufacturing recorded another
slight fall. But in some sectors, such as construction, and
some service and consumer goods industries, the picture is

already brighter.

5. The latest CBI enquiry suggests that order books
have improved and that some modest rise in
manufacturing output is in prospect over the next few
months. We expect domestic demand to grow by 3 per
cent or more this year, and output to rise by some 2 per .
cent. This is in line with, or a little faster than, the

projected growth in world output.

6. Unemployment, however, remains tragically high. It
has indeed continued rising. But the rise has been less
rapid than in 1980 or 1981. Unemployment has indeed
been rising faster in man;r other countries than it has
here; in the last year for example by a quarter in the
United States, by a third in Germany, and nearly 40 per
cent in the Netherlands compared with just over 10 per
cent here. This underlines the point that although we
went into recession rather earlier than most other
‘countries so too we have begun to emerge ahead of the

rest.
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7. But we must help those who suffer from

——— e ——

unemploymenﬁ. O;r special employment and training
measures next year will- total around £2 billion, almost
five times as much as in 1978-79. More than 650
thousand people are benefitting directly from these

measures.

8. While unemployment is high, it is right to look for
ways of encouraging those close to retirement to leave
the labour market. In the first place, some 75,000 men
between the ages of 60 and 65 are now required to
register at an unemployment benefit office, when all they
want is contribution credits to protect their entitlement
to pension when they reach 65. From April, they will no
longer be required to do this.\\ There will be a loss of
£2 million in contribution revenue from the 9,000 men
who will no longer need to pay voluntary contributions to
maintain their insurance records. This will be a useful
way of helping men over 60 who would prefer not to work
to ease their way into retirement. Even if they take up
lower-paid or port-time work or participate in job-sharing
and their earnings fall below the lower earning limit for

contributions, their pension entitlement will be

safeguarded.






9. Next, Fhere are some 42,000 men over 60 who are
registered as unemployed and are on supplementary
benefit, but have to wait a year, or until they reach 65,
before qualifying for the higher long-term rate of benefit.
From 1 June they will qualify for the higher rate as soon
as they come onto supplementary benefit which means in
effect treating them as if they had reached Pension age.
They will thus have higher benefits, and will no longer be

expected to be available for work,

10. [We have extended the scope of the Job Release
Scheme, until March 1984, to allow men over 62 and
women over 59 to retire early, making room for
employing someone from the register, if they so choose. I
€an now announce a new scheme for part-time job
release, for the same categorigs éf older people who are
willing to give up at least half their standard working
hours so that someone else can be taken on for at least 15
hours a week. The allowances will be paid at half the
full-time rate. The scheme will take effect ‘from 1
October, and should build up to a register effect of
47,000. The gross cost is e;timated at £5 million in 1983-

84 and £50 million in 1984-85.]
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11.  There is one other measure I am glad to announce.
As the House will recall, the November 1980 uprating of
unemployment benefit was abated by 5 per cent. We said
then we would review t_he position once it was brought
into tax. That happened in July last year. Hon Members
on both sides of the House have made clear their concern
about the continuing abatement. As my rt hon Friend the
Secretary of State for Social Services said when the
House last considered the issue, the Government accepted
in principle the case for restoration of the abatement. It
is now right to redeem that pledge. The 5 per cent
abatement of unemployment benefit will be restored from

this November's uprating.

12.  Our aim must be sustainable lower unemployment.
For that we must look for a larger share of rising demand
- demand in Britain as well as overseas ~ to be translated
into British output and British jobs. It is vital too that a
larger proportion of the rise in demand should be
translated more into output and less into prices. There
are some encouraging signs. Labour productivity in
manufacturing has increased sharply - by some 13-14 per
cent over the last two years. Average pay settlements
have continued to fall - though not as fast as price
inflation - and cost competitiveness has improved. In the
less easily measured areas of design, reliability, speed of
delivery and after-sales service, British firms are also
-improving their performance. Industrial profitability -
though still by historic standards very 1<;w - has also begun

to recover.






13. We still have to reverse years of relative decline.
But our firms are now more competitive and better placed

to make inroads into home and overseas markets than for

many years.






W\Am 23]

Re 12

m\"b\;\
CtD o

S ol Mo )
T

BUDGET SECRET

BLOCK E: IN FLATION

1. Progress on retail Price inflation is the most
important brecondition for higher output and lower
unemployment. It was on a rising trend when we came to

office. On most measures, it peaked at around 20 per

——

cent in 1980. The reduction since then has been dramatic,
especially in retail price inflation which is now down to
5 per cent. All the main indicators suggest that inflation

is now running well into single figures. This achievement
R

has been brought ébout because of the consistency of the
policies we-have pursued in the past four years. The 1981
Budget was the test and the‘proof of our determination.
[In some ways it was the ke};\tc_) the rapid Progress we

have seen.]

2. With the fall in the exchange rate some check in our
Progress now is unavoidable. Inflation in retail prices may
be running in the fourth quarter of ‘this year at about
6 per cent, a little above what it is now, but still
substantially below its level of a Year ago. Even so it
seems likely that the GDP deflator - which is a measure
of prices across the whole eéconomy - will show g
continuing fall from 7 per cent in 1982-83 to 5% per cent

next year.






135 The rise in retail price inflation should be
temporary. Our policies will maintain the downward
pressure on inflation just as they did after the exchange

rate fall in 1981,

4. Lower inflation is not just good in itself - though it
is. Tt also underpines a return to lasting growth and new
jobs in this country as in the world economy as a whole.

It is a stimulus to real demand and to production.

5. Lower inflation expands real demand in several
ways. As inflation falls consumer spending tends to rise.
Savers, it appears, no longer have to pﬁt aside so much
just to maintain the purchasing power of their savings.
Over the past two years the savings ratio has fallen from
16 per cent to 9 per cent and contributed to the recent

increase in consumer spending.

6. Lower inflation will lead to higher spending in
companies, both on stocks and on investment. By
contributing to lower interest rates, better profitability
and improved cash flow, the financial position of
companies is strengthened, encouraging new investment

and the creation of new jobs.

7. Lower inflation and interest rates also eases the
burden of mortgage interest. This helps house buyers and

.in turn house building.






8. The announced cash programmes of the public
sector buy more real goods and services with lower
inflation. @ More generally, lower inflation within the
framework of the MTFS leaves more room for output to

rise and without the threat of higher inflation later.

9. These are all factors contributing to increased
demand. They are evident in our own performance over
the past year when domestic demand has been strong but
overseas markets have been weak. Now that world
inflation is much lower the level of world demand should
rise over the next year. With inflation remaining under
control, we should see a revival of markets abroad as well

as continued growth of markets at home.

10. But lower inflation not ‘gnly helps with real demand.
It improves efficiency. It remo;res the uncertainty of high
and fluctuating prices, incomes and interest rates which
have bedévilled our supply performance in the 1970s.
Long range decisions about investment are so much more
difficult against the background of high and variable rates
of inflation and interest. This is.reinforced by the
distortions that high inflation rates bring to the tax
system. The efficient working of markets depends on a
reasonable stability of prices. High inflation blurs the
price signals in the economy and means that managers

have to spend time on coping with inflation that can

better be spent on other more productive tasks.






11.  Inflation and uncertainty are also the enemies of
good sense in pay bargaining and the enemies of jobs. The
understanding that the Government will not finance
higher inflation, has - in most cases - brqught
commonsense back into wage bargaining. The relationship
between excessive wage increases and loss of jobs is now
much more widely recognised. Still lower wage
settlements and still higher productivity remain vital to

our competitive position.

12. Today's tragically high level of unemployment was
fostered by long years of high inflation. And by failure to
tackle it soon enough. And by failure to keep up the

fight. We shall not make those mistakesg ka'*\.\
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BLOCK F: MONETARY POLICY

1. There can no longer be any dispute that monetary
policy has a key part to play in the fight against inflation.
This is recognised by the markets, by governments in
other countries and it was of course a pillar of the last

Government's counter-inflation policy.

2. In judging whether monetary conditions are
maintaining downward pressure on inflation we look at the
measures of money supply and at other financial
indicators such as the exchange rate, real interest rates,
and of course progress in reducing inflation itself. The
Red Book, now in a new format in line with the Autumn

~

Statement, includes a full discussion of these matters.

3. During the course of 1982-83, financial conditions
have developed much as envisaged. In the year to
February, the growth of all three target aggregates was
within the target range of 8-12 per ce'nt. Other financial
indicators also pointed to moderately restrictive
monetary conditions. As in other industrial countries,

real interest rates remained positive throughout the year.

4. But with the satisfactory development of financial

conditions and rapid progress in reducing inflation a






substantial fall in interest rates was possible. By mid
November, short term rates had fallen to 9 per cent.
They subsequently rose to around 11 per cent, still very

substantially below the 16 per cent of November 1981.

5. For most of the year the exchange rate was strong.
The weakening in November and December can be
attributed to external factors such as concern about oil
prices and sharp movements in the world's other major
currencies; there was no laxity of financial policy at
home. Opposition statements and election uncertainties

have also played a part, not only in the UK.

6. The fall in sterling that has taken place in the last
four months has to be seen against the background of
success in meeting our monetary and fiscal objectives.
Indeed it makes the objectives'\and continued success in
meeting them all the more important. This will ensure
that there is no surge in inflation. Meanwhile the lower
exchange rate will give industry an opportunity to
improve its competitiveness - but only if other costs are
tightly restrained. That means moderation in pay above
all. Otherwise, the fall in the exchange rate will bring
only a temporary improvement to the measures that are
often and rather misleadingly referred to as measures of
"competitiveness”, and will not help in providing a
sustainable basis for an improvement in output and

employment.






7. Devaluation brought about by monetary and fiscal
laxity and sought as a deliberate act of policy is sheer
folly. It is a signal to the world of a willingness to
accommodate rising inflation - an inflation that would
undoubtedly be fuelled l;y demands for higher wages to
offset its effects. Confidence would collapse. And jobs

would be destroyed.

8. Last year's MTFS set out a declining path for
monetary growth. Given the satisfactory developments of
the past year - monetary aggregates in the middle of the
range, with continued success on inflation - no change in
the monetary ranges seems to be called for. .Accordingl&
I am setting the target for 1983-84 at 7-11 per cent as
foreshadowed a year ago. Again this will apply to both
broad and narrow measures of money, though, as I said
last year, M1 may for a tiu;e grow rather faster than
indicated by the range. Given the prospect for continued
low inflation this range gives scope for the rise in output

which we expect.

9. The establishment of the Medium Term Financial
Strategy has been more than justified by its value as a
framework of fiscal and monetary discipline. One other
innovation has similarly proved its worth: namely our
decision to diversify our funding policy by securing a
larger contribution from the personal sector in the form
_of National Savings and by making indexed as well as
conventional assets available. I intend to continue this

policy.






10. The Department of National Savings is close to
achieving this year's target of £3 billion. For the coming
year, I am again setting a target of £3 billion. Nearly
£2 billion worth of indexed gilts have been issued over the
past year. It has been possible to dispense almost
completely with long term fixed interest stocks, which
has helped bring long rates down very nearly as much as

short rates.






BUDGET SECRET
BLOCK G: PUBLIC SECTOR BORROWING

1. Control of money needs to be supported by firm
control of public sector borrowing. Otherwise the result
is to push up interest rates, and create strains that are
likely to prove intolerable. Other countries understand
this. All too many have had to learn the hard way. This

country is not an exception.

2. A substantial reduction in public sector borrowing
over the medit;un Iterm is a necessary part of the process
of reducing inflation. We have made good progress.
During the latter half of the 1970s, public borrowing took
up, on average, nearly 6 ijer centv of Gross Domestic
Product. In 1975 the figure was as high as 10 per cent.
By 1981-82 it had fallen to 3% per cent of GDP or
£9 billion. For 1982-83 1 budgeted for a public sector
borrowing requirement of £9% billion. The latest estimate
is for an outturn of [£8] billion, equivalent to about
[3] per cent of GDP. 6il revenues in particular have

been substantially larger than expected.

3. For 1983-84 last year's Budget Statement suggested
a figure for the PSBR of 2% per cent GDP, equivalent to
£8 billion at the level of money GDP now forecast. In

‘judging whether that figure is still appropriate, I have

-






taken account of developments over the past year, and of
the main uncertainties which now confront us. On
interest rate grounds, there is a clear case for continued
fiscal restraint. Interest rates, though lower than they
were, are still undesirably high both in nominal and in real
terms. The fact that the exchange rate has now moved to
a lower level eases financial pressures, particularly on
companies. At the same time it is important not to offset
the easing of fiscal and monetary conditions that lower
inflation produces within the financial framework we have

set.

4. I have also had to consider the implications of the
recent fall in oil prices and the continuing uncertainty
about future oil prices. In. the last few weeks the price of
North Sea oil and the official ferm prices of OPEC crudes
have both fallen. These falls;‘are to be welcomed. In
1979-80 the world price of oil rose i:)y more than 2% times.
Coming in the aftermath of the 1973 surge in oil prices, it
triggered off the deepest economic recession the world
has experienced sir;ce the war.

5. The recent reductions in o0il prices will be
beneficial, particularly if they are followed by a period of
relative stability in the oil market. They will reduce
world inflation and stimulate the growth of world output
and trade. Of course they will also reduce the value of
our oil production, but oil accounts for only 5 per cent of

our National Income. The health of a much larger part of






our natjonal economy depends on the state of the world
economy. Lower oil prices and lower inflation abroad
means lower prices here. A more prosperous world will in

time mean more output and jobs in Britain.

6. I must, of course, be mindful of the risk that oil
prices may fall further during this financial year and
cause public borrowing to be higher than I have planned.
Up to a point it would be right to let the public sector
deficit absorb the effects of the lower prices. The wider
effects of the lower oil price shquld enable a bigger PSBR
to be accommodated without upward pressures on interest
rates or m;ney supply. It would plainly be wrong, as well
as impractical, tolrea-lct to every change in the oil market
by changing taxes. Nonetheless, if the reduction in oil
prices seemed likely to compromise the success of our
economic strategy, I would be ;-é‘ady to take appropriate

corrective action.

7. Taking these factors into account, I have decided to
provide for a PSBR of £8 billion or 2 per cent of GDP, as
indicated in the Autumn Statement published for the first
time last year. At that time I announced a reduction in
the public sector burden on industry and commerce during
the year ahead of £ billion. After allowing for that and
for the other changes announced in November the latest
forecasts suggest that there will be room, within a
borowing requirement of £8 billion, for further real tax

cuts with a cost to the PSBR in 1983-84 of some



-




£11 billion. This is consistent with a further reduction in
public sector borrowing-in relation to the size of the

economy.

8. The Red Book gives revenue and expenditure
projections for the period up to 1985-86. These allow for
a further decline in public sector borrowing over the
medium term. There is, of course, no certainty about the
precise figures. But they illustrate how lower borrowing
can be combined with lower taxes, within the framework
of policies designed to secure a further reduction in

inflation and interest rates.

[Possible discussion of a balanced budget to be added if

agreed.]






e

5.22

Rt

BUDGET SECRET

BLOCK H: PUBLIC EXPENDITURE

1. Central to the restraint of borrowing is the restraint
of public expenditure. And the key to effective control of
public expenditure is that finance must determine

expenditure, not expenditure finance.

2. The House debated last week the public expenditure
White Paper which set out our plans for the years to
1985-86. Public expenditure is being held within the
levels set in earlier plans. The ratio of public expenditure
to GDP has been reduced from 44% per cent in 1981-82 to
a planned 431 per cent in 1983-84. This ratio is the
measure of the burden;wliichl p‘iablic expenditure places on

the rest of the economy. That burden is now being

reduced.

3. In working to get and keep public spending down we
have been helped by another important institutional
innovation which we have introduced: cash planning.
Improved control of expenditure has been an essential
factor in making possible the tax reductions I am

announcing today.

4, I shall also be announcing additions to certain publi¢

spending programmes; but they will all be met from the






Contingency Reserve; and so will not add to the planned

total of expenditure.

5. We have also maintained a strict control over the
running costs of Government itself, in particular,
manpower. By the end of this month we shall -have

reduced the numbers of the Civil Service to 652,000 - a

fall of 80,000 since 1979. [This represents a saving this
M ,"'N year of@rcm‘rd—ﬁ‘s-‘iﬂmillion in the Civil Service pay bill.]
W
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BUDGET SECRET

BLOCK H: PUBLIC EXPENDITURE

1. Central to the control of borrowing is the control of
public expenditure. On 1 February, we published the
public expenditure White Paper setting out our plans for

the years to 1985-86 which the House debated last week.

2, It remains our view, as I said in my first Budget
speech, that finance must determine expenditure, not
expenditure finance. The White Paper has been prepared
with that principle well in mind. Public expenditure is
being held within the levels set in earlier plans. In this we

P i shioro Ay (N )
were helped by an, innovation \introduced! “during—the

“lifetime of this Gowernment: = cash planning. The
P RN e

L) e sl 4y

improvement in control of expenditure,\has been an
essential factor making possible the tax reductions I am
announcing today. The cost of the adjustments and
additions to certain public spending programmes which I
am announcing this afternoon will i)e met from the
Contingency Reserve: it will thus not add to the planned

total of expenditure.

3. In keeping a firm grip on expenditure generally we
have maintained a strict control over the running costs of
Government itself, in particular, manpower. By the end

of this month we shall have reduced the numbers of the



~



Civil Service to 652,000 - a fall of 80,000 since 1979.
This represents a saving this year of around £590 million
in the Civil Service pay bill. We are on target for a

further reduction to 630,000 by April 1984.
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BUDGET CONFIDENTIAL

BLOCK I: SOCIAL SECURITY

1. The biggest single element in public expenditure is
of course social security and to that I now turn. Social
security involves sums which even Chancellors find
staggering. During the coming year, expenditure is
expected to amount to over £34 billion. This is over a
quarter of all public expenditure. To raise the money

costs every household in the country £34 per week.

2. It is traditional for Chancellors to announce at
Budget time the Government's intentions for the social
security uprating in the next November. I propose to
follow this tradition, but with\a difference. With one

exception, which I shall come“to later, I shall not

announce particular rates for any benefits. This is why.

3. As the House knows, since 1975 upratings have been
based on what is known as. the foFecast method of
uprating. That is, they are based on our forecast of what
the rate of inflation will be at the time the uprating takes
place. This method has certain advantages. At times of
accelerating inflation, it should - if it works properly -
help to ensure that benefit rates are more nearly in line

with the rate of inflation at the time of the uprating.






4. But the method has not worked properly. Forecasts
of inflation -are by their nature uncertain. This leads to
increases larger or smaller than intended. In 1981 there
was an under-provision of 2 per cent. Last year's uprating
included an over-provision of about 2.7 per cent because
inflation fell faster than expected. The result Iis
confusing and uncertain for all concerned, and there have
been many representations from pensioners that it would
be better to return to th-e historic method, under which

upratings were based on actual past inflation.

5. We have therefore decided that we shall, from this
November, return-to the historic method. The November
1983 uprating will be based on inflation in the year to May
1983, and subsequent years treated similarly. The -
necessary legislation will be introduced immediately.
,\ .

6. Clearly we cannot give f)recise figures for. n‘ext _
Novembér's uprating until the May inflation figure .is
known, in June. But it is expected to be in the region of
4 per cent. Benefits which are regularly uprated iﬂcluding
linked public service pensions will be increased by
whatever the figure act;ally is, and no less. For
unemployment benefit this amount will be in addition to
the restoration of the 5 per cent abatement which I have

already mentioned. I shall come to child benefit in a

moment.






See alsoii4- Would this
point (if retained) look
better there?

7. The effect will be that our pledge to maintain the
value of the pension over this Parliament's lifetime will
be maintained. As compared with a continuation of the
previous method, it seems likely - depending on the
precise figure for inflation in May ~ that benefits affected
will be increased by significantly more than would have
been the case had the old system remained and an
adjustment made for the full amount of the over-provision
in November 1982. [At the same time I have decided to
propose a number of benefit improvements which will cost
an aditional £100m in 1983-84. This extra cost will be

met out of the Contingency Reserve.]
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BUDGET SECRET

BLOCK J: CHILD BENEFIT

1. The social security provision which is most
ferts cantorly Hlote

important to working fam111es&v1th Iow incomes, is Child
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Benefit. It plays a—vrt-aleart in a LMateLthe

unemployment trap and so in our strategy of improving

incentives for everyone.

2. For this reason I am glad to be able to tell the

House that from November 1983 the rate will be
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increased to £6.50. One parent benefit will
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BUDGET SECRET

BLOCK J: SOCIAL SECURITY

1. It is traditional for Chancellors to announce
at Budget time the Government's intentions for
the social security uprating in the next
November. I propose to follow this tradition,
but with a difference. With one exception, which
I shall come to later, I shall not announce

particular rates for any benefits. This is why.

2. As the House knows, since 1975 upratings
have been based on what is known as the forecast
method of uprating. That is, they are based on
our forecast of what the rate of inflation will
be at the time the uprating takes place. This
method has certain advantages. At times of
accelerating inflation, it should - if it works
properly - help to ensure that benefit rates are
more nearly in line with the rate of inflation

at the time of the uprating.

18 But the method has not worked properly.
Forecasts of inflation are by their nature
uncertain. This leads to increases larger

or smaller than intended. In 1981 there was

an under-provision of 2%. ZLast year's uprating
included an over-provision of about 2.7 per cent

because inflation fell faster than expected.

BUDGET SECRET
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BUDGET SECRET

The result is confusing and uncertain for all
concerned, and there have been many representations
from pensioners that it would be better to return
to the historic method, under which uprating

were based on actual past inflation.

4, We have therefore decided that we shall, from
this November, return to the historic method.

The November 1983 uprating will be based on
inflation in the year to May 1983, and subsequent
years treated similarly. The necessary legislation

will be introduced immediately.

e Clearly we cannot give precise figures for
next November uprating until the May inflation
figure is known,oin June. But it is expected to be
in the region of%f.Benefits which are regularly
uprated including linked public service pensions
will be increased by whatever the figure actually
is, and no less. TFor unemployment benefit this
amount will be in addition to the restoration of
the 5 per cent abatement which I have already

mentioned. I shall come to child benefit in

a moment.

6. The effect will be that our pledge to
maintain the value of the pension over thisg
Parliament's life time will be maintained.

As compared with a continuation of the previous

BUDGET SECRET
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method, it seems likely - depending on the precise
figure for inflation in May - that benefits
affected will be increased by significantly more
than would have been the case had the old system
remained and an adjustment been made for the full
amount of the over-provision in November 1982.

At the same time I have decided to propose a
number of benefit improvements which will cost

an additional £100m in 1983-84., This extra

cost will be met out of the Contingency Reserve.

7 I now come to the first of these benefit

improvements. It concerns Child Benefit .....

BUDGET SECRET
3
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BUDGET SECRET

BLOCK J: CHILD BENEFIT

1. The Government is proud of its record on child
benefit. We know how vital it is to millions of mothers
and particularly to working families with low incomes. As
such, it plays a vital part in action to alleviate the
unemployment trap and thus in our strategy of improving

incentives for all sectors of the population.

2. Thus I' am glad to anlnou_xlu;e‘ tbat fr?m
November _1983 the_ rate will bé in;:reased by '.l_l Ipe.x: .cent'
to £6.50. On the basis of my inflation forécast of éper
cent in November, this will make its real value higher

than it has ever been. One parent benefit will be

increased correspondingly to £4.05.

3.  [Decision-making is all about priorities. And in the
case of social security benefits the decision-making is
particularly difficult. Not only are the sums of money at
stake very large, but any one of us could make a case for

preferring one benefit to another.]

‘ 4. [But the total we can afford is, and always will be,
CST against ideas in 3-4. '
But needs to be considered limited. The improvement in child benefit and the
withﬁb, q.v. :
i restoration of the 5 per cent unemployment benefit are
T Wriftone S B likely to cost an additional £100 million in 1983-84 over

H‘\A — L.--..' k B—‘ IN ‘\*
2 and above what has already been provided for. The






Government felt that in this case it was right to put the
needs of the unemployed, and of those with children,
above the desirability of giving benefits generally a

greater increase in real terms.)
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BLOCK K: OTHER BENEFITS, AND CHARITIES
‘z | Pore olin rdoi gl K& Mf Lo "‘H_ys.,_ ) ae’L.JI ’kﬁ' fle Lﬁ.Mu.o».fV(—&‘MdLﬂ{‘

bo okt Ermni 14 sl o ohg okt fonailich s

@ ‘l—-—%ﬂrﬁiGovernment also gives special priority to
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A akled
,/help for the sick and #hre—wddenly, and for widows. I am

proposing further measures to increase that help.

2. In my first Budget I exempted from tax war widow's
pensions and widow's child dependency allowances. In
1980 I introduced a bereavement allowance to benefit
widows in the tax year of their husband's death. However,
because their income in that year is already covered by
3. .
other allowances, about fewr—eomt—ef~Hwe newly widowed

women receive no financial benefit from that allowance.

Accordingly, it will now be extended to cover the year

after the husband's death as well’ @t a cost of some

£30 million in a full year. Wh@—‘ﬁf widows
e

TThA chuge  whtl wewg of mhyle” Mo owligiy
benefiting from the bereavement allowance_ Wib—rone.

thetou bl o,
3. We also intend to provide significant new help for

S - 35~
SR about )Q’,OOO invalidity pensioners. Until now this

vulnerable section of our society has, fhrough the.

SR \/

so-called "1nva11d1ty trap", been excluded from receiving

oumnsovaniest st Hos He. tmm e [=—" 0

ou bo Loux oA Are g . the long term rate of supplementary benefit.®I am glad to
P b o ina fote e MM“A"“@ alse

MﬁAiKJJ«de. ok o, ablt av 60O, be able to tell the House that weﬁntend to amend the
| /,\ aphel q' Fo b W 60

sR regulations so that people }zho have been on incapacity






SK  benefits for a year will qualify for the long term rate.

This will get rid of the so-called invalidity trap. And

quite right too.
4, __.-"'There will also be an increase from £20 to £22.50 in

/ the amount which disabled and chronically sick people can
SR \ —
\ \ejrn before thelr benefit is reduced. \ Azﬁé—-w-e-—sb.a-ll
l’MLJ&MLﬂ‘ lso“rww{"/'(p.k \ -
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Heov e Sl tol Aok ol Loy, :{ J savings disqualify people for supplementary benefit.
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Y There will be an additional disregard of £1500 for the
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surrender value of life assurance policies. And we shall
also increase to £500 the corresponding limit for single
payments of supplementary benefits to help with

exceptional expenditure.

5 We also propose to replace the vehicle scheme for
war pensioners with a cash allowance at a rate which will
continue their traditional - preference over civilian

benefits.

6. These measures, taken together with the increase in

At 1 A,
child benefit and one parent benefit)\the relaxation of the

7
S abatement of unemployment beneflt, and—4he-extERSION Of
£iot |

long-term supplementary benefit will add £423 million to -

the social security programme in 1983-84 and
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£305 million in 1984-85, s-w::rf":u be met
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But caring means more than cash. Many of the key
needs, for example, of the elderly, are met by voluntary
groups and charities. If they are to do all they can, we

must help the helpers.

8. Once again we have been pressed to reimburse
charities for VAT on their taxable purchases.  But,
however exhaustively and sympathetically we examine
this proposal, the difficulties remain and cannot

| N g
aside. We have of course been able,\to extend VAT reliefs

be swept
{€atS

for the disabled and charities servicing them. But a VAT
refund scheme would be expensive to operate and
indiscriminate in its effects, benefiting not only those
charities who do valuable work in the community but also
- and sometimes dispsportionately so - many other bodies
with very limited or controversial aims which do not
command public support. So, as before, I have been
forced to conclude that we are right to channel our help

in other ways.

9. And we do intend to give charities all the help we
can. In 1980 I introduced substantial new tax relief for
covenanted donations to charities, by allowing relief
against higher rates of income tax up to a ceiling of’
£3,000 a year; and last year I increased the limit on
exemption from capital transfer tax for gifts made within
a year of death from £200,000 to £250,000. I propose now
to carry these 2 measures further by raising to £5,000 the

ceiling on higher rate relief for gifts made by deed of
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covenant and by abolishing «ewtedsirt the ceiling on
exemption from capital transfer tax for charitable
bequests. All outright gifts and bequests to charities will

now be entirely free from CTT.

10. I have had representations about the position of
companies who would like to second their staff with pay,
to charities. At present the employee's salary is not
allowable for tax because it is not an expense incurred by
the company wholly and exclusively for the purpose of its
business. For normal business expenses we must continue
to stick to that general principle. But I am satisfied that
it is right to make an exception in this limited case, so
that the tax rules do not hinder valuable gifts of skills and
experience. Companies which lend staff to work for
charities and continue to pay their salaries will now be
able to treat the cost as an allowable expense for tax

purposes.
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BUDGET SECRET
BLOCK K: CARING AND CHARITIES

1. There are other groups in our society to which any
* Government must give a high priority. The measures I am
about to announce will be a very real help to widows, to

the sick, and to the elderly.

2. At present widows are entitled to a bereavement
allowance in the ‘tax year of théif husband's -death.® But
because their income is AlreadY‘ coveted -"by “other
allowances about four out of five newly widowed women
receive no financial bénefit from the -bereavement
allowance. The allowance will now be extended to cover
the year after the husband's déhth as well. The cost lel
be some £25 million a year. This Ais money well spent to. :
assist widows with the problems of establishing their new

pattern of life.

3. We have also decided on a number of other

improvements to benefits.

4. We are able to announce today significant help for
about 70,000 invalidity pensioners. Until now this
vulnerable section of our society has been excluded from
receiving the long term rate of supplementary benefit.

This is part of the so-called "invalidity trap". I am glad






to say that My Rt Hon Friend Secretary of State for
Social Services intends to amend the regulations so that
people who have been on incapacity benefits for a year

will qualify for the long term rate.

5. There will be an increase from £20 to £22.50 in the
amount which disabled and chronically sick people can
earn before their benefit is reduced. We propose to
replace the vehicle scheme for war pensioners with a cash
allowance at a-rate. which will continue their existing
preference over-the civilian-severely disabled. We shall
increase to £3,000 the limit above which savings
_disqualify people for supplementary benefit. -~ There will
be an additional disregard of £1500 for the surrender
value of life assurance policies. And lastly we shall
increase to £500 the cog?esponding limit for single

payments of - supplementaryp' Jbenefits to help with

exceptional expenditure.

6. This cash assistance will be of real benefit. But
caring means more. than cash. Many of the needs (for
example) of the elderly are met by ;roluntary groups and
charities. If they are to do all they can, we must help the

helpers.

7. In 1980 I introduced substantial new tax relief for
covenanted donations to charities, by allowing relief
_against higher rates of income tax up to a ceiling of

£3,000 a year; and last year I increased the limit on






exemption from capital transfer tax for gifts made within
a year of death from £200,000 to £250,000. I propose now
to carry these 2 measures further by raising to £5,000 the
ceiling on higher rate relief for gifts made by deed of
covenant and by abolishing entirely the ceiling on

exemption from capital transfer tax for charitable

bequests. All outright gifts and bequests to charities will

now be free from CTT.

8. I have had representations about the position of
companies who are wiliing to second their staff with pay,
to charities. At present the employeé's salary is not
allowable for tax because it is not an expense incurred by
the company wholly and exclusively for the purpose of its
business. I wish to make it clear that we shall adhere to
this general principle for business expenses. But I am
satisfied that it is right to rx;a{ke a limited exception, so
that the tax rules do not hinder v;.luable gifts of skills and .

experience.
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BUDGET SECRET
BLOCK L: HOME OWNERSHIP, HOUSING AND CONSTRUCTION

1. I come now to housing and the construction industry.
The whole House is, I know, anxious to see more done_a in
this direction. Within the public expenditure plans there
is provision for expenditure on construction in 1983-84 of
over £10 billion, a 10 per cent increase on the previous
year's expected outturn. We want this money used for
the purpose for which it is intended. To help with this we

shall be making certain changes in the rules.

2. One of our highest priorities has always been the
extension of home-ownership. This Government has done
more than any other to encourage this. Since we came to
office almost # million public sector tenants have bought
their homes; and the fall in mortgage rates over the past
year has made it easier for first time buyers to meet the

costs of a mortgage.

3. But it is now clear that the £25,000 limit on
mortgage interest tax relief is beginning to hinder a
growing number of families who want to buy their first

home. I have therefore decided to increase the limit to

\/ £30,000. This will cost some £50 million in 1983-84 -ang=
SR (futn yyees L0 ngiie@oim —a—full—3yesr: it will help potential
Cost Mo e "Ef)

homeowners and the construction industry alike. At the
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same time I intend to remove an anomaly whereby a
borrower may get tax relief in excess of the ceiling for
both an ordinary mortgage and an interest free loan from

his employer.

4. I also propose to extend mortgage interest relief. of
the kind already enjoyed by many employees, whose duties
prevent them living in their own homes, to self employed
people, like tenant farmers and tenant licensees, who
have a contractual requirement to live in accommodation
provided for them but who are also buying their own
homes. This will be accompanied by a similar extension
of the capital gains tax relief applying to a private

residence.

5. [Let me explain that I am not, by this relief to
tenant licensees, widening the scope of Government
policy to transfer public housing to private ownership.
Some Public Houses have their attractions. My aim is
simply to help tenant inn-keepers buying their own homes

elsewhere.]

6. We want to help people not only to own their own
homes but also to keep them in good repair. Last year I
announced a major attack on disrepair by increasing the
rates of repairs grant. This has proved very successful
indeed. Expenditure in 1982-83 will be twice that in

1981-82 and a further increase is expected this year.






7. We have already announced that the higher rates are
to continue until the end of 1983-84. And local
authorities have already been told they may spend without
limit on all improvement grants next year. To ensure that
we get the greatest impact from this initiative, the limits
on expenditure eligible for grant will be increased by

20 per cent.

8. Our main aim, of course, is to help people to help
themselves. But there are some areas, particularly in the
Inner Cities, where decay in the private housing stock is
so bad that concerted action is needed. We are
encouraging local authorities to tackle such areas by the
process known as enveloping - where the authority repairs
the external fabric of whole terraces or streets of houses
on behalf of the owners. This has proved a cost-effective
L dhe U altaud s ot
e, o Jevrolem g gl P g SR,
£50 m-ill—;-on__addltlonal resources—available—to—loeal—

authorities for..all. approved enveloping “schemes to be

undertaken-during 1983-84.

9. These two measures are likely to lead to additional
expenditure of some £60 million in 1983-84. In addition
my RHF the Secretary of State for the Environment is
today announcing further measures to encourage local
authorities to make full use of the resources available to

them for capital investment.

10. I myself can announce three further steps to help

the construction industry.






11. First, in 1981 I -introduced a scheme to defer
Development Land Tax on developments for the owners'
own use. The scheme, which is due to end in April 1984,
has proved valuable. I propose, therefore, to extend it to

HA. \/April 1986, at a cost of<semre £4 million in a full year.

12, Secondly, stock relief will from today be available
for houses accepted by builders in part exchange on the
sale of a new house for the personal use of an individual
or his family. This reflects current developments in the

industry and will cost £5 million in a full year.

13. Third, I propose to increase from 10 per cent to

25 per cent the proportion of office space in buildings
n akba Dot

qualifying for the industrial buildings allowance -Ayhich I

L. increased in 1981. T cosh el be aboust {2( Ao~

NN ﬁuudw
14. Coming on top of measures in my last three Budgets
providing help, - including substantial relief on Stamp Duty —Ve

sworth Fome £350 million jn—a—full-ypear-tre—cumulative—

effect of the new measures I have announced should give

a substantial boost to the construction industry‘lgcme of

them, on their own, might seem small beer, though-net-to-

-

inn-keepers.
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BUDGET SECRET
BLOCK L: HOME OWNERSHIP, HOUSING AND CONSTRUCTION

Home ownership has always been one of our highest
priorities., This Government has done more than any other
to home ownership. Since we came to office almost
# million public sector tenants have bought their homes;
and the fall in mortgage rates over the past year has
made it easier for first time buyers to meet the costs of a

mortgage.

2. But it is now clear that the £25,000 limit on tax
relief is beginning to hinder many who want to own their .
own house. This limit was fixed in 1974 and its value has
been eroded by inflation. An ins:rease in the limit has also
been urged upon me by many of the bodies concerned with
housing construction. I have therefore decided to
increase the figure to £30,000. This will cost some -
[£50] million in 1983-84 and [£85] million in a full year,
and will help potential houseowners and the construction

industry alike.

3. I also propose to extend mortgage interest relief to
self employed people like tenant licensees who have a
contractual requirement to live in  provided

accommodation, but who are also buying their own homes.






4, [1t may be appropriate here to mention that from
April mortgage borrowers will see the effects of the move
to interest relief at source, known as MIRAS. This
follows legislation under last year's Finance Act. Under
MIRAS people will no longer get their tax relief in the
form of reductions in the tax that is taken from their pay
packet. Instead it will take the form of reduced payments

to the building society or bank.

5. This is an  important simplification  of
administration. It will ensure prompt relief at the right
level. The net effect on individual borrowers may differ
according to their circumstances but there will be no

change in the amount of tax relief.]

6. We want to help people to own their own houses.
We are also committed to helping t‘hem to keep them in
good repair. Last year I annf)unced a major attack on
disrepair by increasing the rates of repairs grant. This
has proved very successful indeed and is making a real
impact on the problem. The initiative is therefore to be

continued until the end of 1983-84.

7. Local authorities have already been told they may
spend without limit on these and other improvement
grants this year. I now propose to increase the expense
limits for repa\irs grants to ensure that all necessary costs
can be met. The limits will be increased from £5000 to
£5500 in London and from £4000 to £4500 elsewhere. The

cost will be £10 million per annum.






8. Our main aim, of course, is to help people to help
themselves. But there are some areas, particularly in the
Inner Cities, where decay in the private housing stock is
so bad that concerted action is needed. We are
encouraging local authorities to tackle such areas by the
process known as enveloping - where the authority repairs
the external fabric of whole terraces or streets of houses
on behalf of the owners. This has proved a cost-effective
way of improving an area, and I propose now to make
£50 million additional resources available to authorities
for approved enveloping schemes to be undertaken during

1983-84.

9. All these measures will help the ‘construction-

industry. Inow announce [three] further steps.

10. First, I propose certain cixanges to stock relief to
help the house building industry. From today stock relief
will be available for houses accepted by builders in part
exchange on the sale of a new house for personal use of an
individual or his family. This reflects current

developments in the industry.

11. In 1981 I introduced a scheme to defer DLT on
developments for the owner's own use. The scheme ends

in April 1984. I propose to extend it to April 1986. This






will be a bonus and longer time in which to make their
development plans. The cost will amount to £5 million in

a full year.

12. Finally, I am concerned that we should do what we
can to avoid major underspending on capital by both local
authorities and by nationalised industries. Within the
public expenditure plans there is provision for expenditure
on construction in 1983-84 of over £10 billion, a 10 per
cent increase on the previous year. We want this money
used for the purpose for which it is intended. Accordingly

we shall be making certain changes in the rules to help

with this. [My Rt Hon\l":iend the Chief Secretary will

say more on this during ou debates.]

[Deroofing])
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BUDGET SECRET

BLOCK M: INDIRECT TAXES

1. Which brings me, of course, to the excise duties and

other indirect taxes.

2. I propose no change in the present rate of VAT.

3. In successive Budgets I have sought to establish the
sensible presumption that the excise duties should be
adjusted broadly in line with the movement of prices from
one year to the next. This is essential if we are to
maintain the right balance between direct and indirect

taxes.

4. This year too I intend to follow the same approach.
But our success in reducing inflation means that the
increases I shall be announcing will be much smaller than
in recent years. The additional revenue I shall be seeking
from duty changes this year is about half of the
comparable figure in 1980 and 1982 and about a quarter of

that in 1981.

5. I start with the duties on alcoholic drinks. 1
propose to increase the duties from midnight tonight by
amounts which represent, including VAT, about 25 pence

on a bottle of spirits, 5 pence on a bottle of table wine, 7






L ke,

pence on a bottle of sherry and one penny on the price of
a typical pint of beer. On cider, which is increasingly
competing with beer, I propose a similar increase of one

penny a pint.

6. As for tobacco, I propose to increase the duty by the
equivalent, including VAT, of 3 pence on the price of a
packet of 20 cigarettes. There will be consequential
increases for cigars and hand-rolling tobacco, but no
increase for pipe tobacco which is of particular interest
to pensioners. These changes will take effect from

midnight, Thursday.

7. Next, the oil duties. I am conscious of the concern
felt by a number of my hon Friends about the effects of
increases in the duties on petrol and derv. But at a time
when world oil prices are falling it would not be right to
allow the real value of the duties to be eroded
significantly. I propose therefore to increase the duty on
petrol by about 4p a gallon er-[0:9p-a-Htre;} including
VAT. In the case of derv I propose an increase, including
VAT, of about 3p a gallon {or under 0.7p-a-titret. These
changes will take effect for oil delivered from refineries

and warehouses from 6 pm tonight.

8. As in the last two years, I propose no change in the
rate of duty on heavy fuel oil. The real burden of this
duty will thus have been reduced since 1980 by some
20 per cent. This will be of considerable continuing

\
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assistance to industry, since it will help to hold down its

energy costs.

9. I also propose a number of changes in the rates of
vehicle excise duty. For cars and light vans the duty will
be increased by £5, from £80 to £85. On goods vehicles,
the new duty structure introduced last year allow.s me to
spread the burden more fairly. In order to bring the rates
of duty more nearly into line with the costs the various
categories of lorry impose on the road system I propose to
increase the duty on some 190,000 heavy vehicles. This
means that I shall, on the same lines, be able to reduce by
approximately 10 per cent the rates of duty on some
315,000 lighter commercial vehicles. These changes will

take effect from tomorrow.

10. The total effect of all the changes in excise duties
will be to raise additional revenue of some £600 million a
year. But let me emphasise again that this implies
virtually no change in the real burden of indirect taxes in
1983-84. The immediate effect will be to add about
0.4 per cent to the overall level of prices. This has, of
course, been fully taken into account in the price

forecasts which I have given to the House.
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BUDGET SECRET

BLOCK M: INDIRECT TAXES

1. I come now to the indirect taxes. First, VAT. 1

propose no change in the present rate.

2. In successive Budgets I have sought to establish the
sensible presumption that the excise duties should be
adjusted broadly in line with the movement of prices from
one year to the next. This is essential if we are to
maintain an appropriate balance between the direct and
the indirect taxes. This year too I intend to follow the
same approach. But our success in reducing inflation
means that the increases I shall be announcing will be

smaller than in recent years.

3. I start with the duties on alcoholic drinks. 1
propose to increase the duties from midnight tonight by
amounts which represent, including VAT, about 25 pence
on a bottle of spirits 5 pence on a bottle of table wine, 7
pence on a bottle of sherry and one penny on the price of
a typical pint of beer. Cider is increasingly competing
with beer and I propose a similar increase of one penny a

pint.

4, Next, tobacco. I propose to increase the duty by the

equivalent, including VAT, of 3 pence on the price of a






packet of 20 cigarettes. There will be conseguential
increases for cigars and hand-rolling tobacco, but no
increase for pipe tobacco. These changes will take effect

from midnight, Thursday.

5. Next, the oil duties. I am conscious of the concern
felt by a number of my hon Friends about the effects of
increases in the duties on petrol and derv. But it would
not be right to allow the real value of the duties to be
eroded significantly, particularly when oil prices are
falling. The continuing need for conservation of our
energy resources must also be taken into account. I
propose therefore to increase the duty on petrol by about
4p a gallon or 0.9p a litre, including VAT. In the case of
derv I propose an increase, including VAT, of about 3p a
gallon or ul:xder 0.7p a litre. These changes will take
effect for oil delivered from\"refineries and warehouses

from 6 pm tonight.

6. As in the last two years, I propose no change in the
rate of duty on heavy fuel oil. This will represent a
reduction in real terms of some 20 per cent in the duty
burden since it was last inclreased in 1980 and will assist

industry by holding down its energy costs.

7. I also propose a number of changes in the rates of
vehicle excise duty. For cars and light vans the duty will
be increased by £5, from £80 to £85. On goods vehicles,

the new duty structure introduced last year allows me to
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spread the burden more fairly. In order to bring the rates
of duty more nearly into line with the costs the various
categories of lorry impose on the road system I propose to
increase the duty on some 190,000 heavy vehicles. This
means that I shall, on the same lines, be able to reduce,
by approximately 10 per cent the rates of duty on some
315,000 lighter commercial vehicles. These changes will

take effect from tomorrow.

8. The total effect of all the changes in excise duties
will be to raise an additional £590 million in 1983-84 and
£600 million in a full year. This implies a virtually
unchanged real burden of indirect taxes in 1983-84. The
immediate effect will be to add about 0.4 per cent to the

overall level of prices.






7-22

N

BUDGET SECRET
BLOCK N: NORTH SEA OIL REGIME

1. I come now to North Sea tax. The development of
the North Sea is an achievement of private enterprise.'and
the result of a huge co-operative effort involving
hundreds of companies and thousands of people. We want
this to continue, despite changes in oilfield economics.
Tax is not the only factor. Steps taken by the industry to
cut costs, and the future level of oil prices, will be at
least as important. But the fiscal regime must adapt as

well.

2. I am therefore proposing a substantially more

favourable regime to assist the companies as th.ey move

on to develop new fields, together with a package of
ox vk "

relief on current fields to help finance new dexsieopments

which will be worth more than £800 million over the next

4 years, starting with £115 million in 1983-84.

3. To encourage further exploration and appraisal, I
propose immediate relief against Petroleum Revenue Tax
for expenditure incurred after today in searching for oil

and appraising discovered reserves.

4. For future fields I propose two important new

incentives. First, the oil allowance will be doubled for

NLW






them. Second, my rt hon Friend the Secretary of State
for Energy will be taking steps to abolish royalties for
such fields. These changes will apply to future fields
where development consent has been given on or after
1 April 1982, with the exception of the relatively more
profitable Southern Basin and onshore fields. I am ready
to discuss with the industry whether there is a nee;i. to
extend these incentives to the Southern Basin fields. If I
were to be persuaded of the need, any extension would be

backdated to development consents issued after today.

5. Most existing fields make good profits. But to
improve current cash flow, I have decided progressively to
phase out Advance Petroleum Revenue Tax. As a start,
the 20 per cent rate will be reduced to 15 per cent from
1 July, and APRT will disappear completely by the end of

1986.

6. An Inland Revenue press release will give further
details, and also describe other proposed changes in oil
taxation. They include, following the Consultative
Document published last May, proposals on PRT reliefs
for expenditure on shared assets such as pipelines, and for
charging related receipts. The proposals will give
significant additional relief on expenditure and will
exempt tariffs on half a million tonnes of oil a year from
each field using a pipeline. This will encourage the shared

use of these assets.






7. I believe that my proposals will provide the industry
Tha i

, /

with the right fiscal incentives for/qurther p}‘%w&

successful development of the country's North Sea

resources.






BUDGET SECRET
BLOCK O: BUSINESS - NIS, CT, INTERNATIONAL BUSINESS

1. From one key industry I turn now to business and
industry as a whole. Our living standards and jobs depend
on our ability to sell and compete, producing the right
goods and services at the right time and the right price.
The main responsibility for achieving this lies with
industry and commerce. But Government can help by

reducing the burdens it places on business.

2. These can be twofold. High inflation and excessive
public borrowing has in the past kept interest rates and

We have
business costs higher than they need have been. That-iras

made prgras oM putbny Pt f-?‘gl..f
beevr—ptﬂ-—fgt.}\But Government also imposes direct
burdens on business, and here too we have acted to help
cut costs. I have given high priority to reducing the
National Insurance Surcharge (NIS), the tax on jobs first

introduced and then increased by our Labour predecessors.

3. [I suppose that, to be scrupulously fair, I ought in
fact to point out that WL@ pact
of 1977. A child of unmarried parents, in short - so I'm
not sure what I should call it. What is clear is that,
though there have since been some changes of partners,
none of the parties on the benches opposite can deny

responsibility for it.]






4. In last year's Budget I cut NIS from 3% per cent to
21 per cent. In November I announced that, for 1983-84,
the rate would be further cut to 14 per cent. On top of
this I made special arrangements to enable half of that

cut of 1 per cent to be brought forward into 1982-83.

5. I now propose that the rate be reduced from 14 per

cent to 1 per cent from August 1983. As before, the

benefits will be confined to the private sector. This cut is
; ) \5‘

worth another %:lt‘ illion in 1983-84 and nearly

£400 million in a full year.

6. The surcharge was 33 per cent when this
government took office. We are now well on the way to
abolishing it. The reduction from 3% per cent to one per
cent will be worth nearly £2 billion to private business in

a full year.

7. On Corporation Tax, a Green Paper was issued over
a year ago. I am grateful for the many thoughtful
responses. They raise a wide range of issues which eel~
We h ave VT uath QAGMm fwed Cordoully -

fer—caraeful—enamination——Seme—would —benefit Irom
Duether consultetion. But there is one impression that

stands out.

8. This is the overwhelming desire on the part of
industry for stability in the Corporation Tax regime. I
recognise the force in this. Change is not costless. I have

therefore concluded that there should be no change in the






broad structure of the present arrangements. As regards
the taxation of inflationary profits, I await the outcome

of the accountancy profession's further considerations.

Thart ar. Aeweny Some Wapduol chawgey o whinl

9. SOWWMW i : 7
CRC o of Com malke o Shadt h)'o(ugﬁ
however-need-to-ba-consideredtodays

10. At present, advance corporation tax can be carried
back two years to be set against corporation tax. I
propose to extend this over a period to six years. I also
propose that the incidental business costs of issuing
acceptance credits and of issuing certain convertible loan
stocks should be allowable expenses for corporation tax
purposes. There are other areas where we need to make

#more progress, including the tax treatment of groups and

At sod Ly dhied Fiom oo dvees,

capital allowances for thek-_ul:xuug -i’ndustr‘y.L I am
authorising the Inland Revenue to look further at these

issues, and to consult on them where necessary.

11.  On the taxation of international business, I have
considered carefully the responses to the latest round of
consultation. I have decided not to proceed this year with
measures concerning company residence and upstream

loans. Both need further consideration.

12. On tax havens, however, I propose to move clauses
which take account of the recent consultations. These

will not come into effect until April 1984.
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13.  This change should be considered alongside one
other proposal that flows from the Corporation Tax Green
Paper. At present credit for foreign tax on overseas
income is only allowed against such part of a company's
corporation tax liability as remains after deduction of
ACT. As a result of representations received in response
to the Green Paper, I propose that from April 1984 this
double tax relief should be allowed against the full

corporation tax liability before ACT is deducted.

14. As I have said, my proposals on tax havens and t¥fs@.-
—prey@sed-changas on ACT and double tax relief have to be
seen together. Between them they will not involve any
increase in the total burden of tax on international
business. But they do mean a switch in the tax burden
away from those who remit profits home and towards
those who accumulate surplus cash balances in tax havens
overseas. I am sure the House will agree that this is
right.
To hon ton Aefiustons avcan,

15. L\gaizil__yea_tfl announce/the future scale rates for
measuring the benefits from company cars whieh-are-still

substantial. Recent increases have been at a rate of

2'?__8?__?_??1:}‘ This year Wﬁs&
April 1984;‘]’the -scales—for-both—ecar-and car-fuel

;vifh effect from

“should-be inereased-by 15 per cent.
.rlf
[16. 1 have also decided to legislate to bring into tax

from—tpe——rtroxt—academic 363y the benefit from
iy §

——
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scholarships provided by employers for the children of

their higher paid employees.A® [

Ao s Neanhl b thove 1o o(.o\,-:},

17. I propose too to remove an anomaly by which some
Ry
highoa—pai‘hamq.ﬂnwsﬂhave their tax bills artificially

reduced because their employers do not account for PAYE
at the right time and then pay over too little. I also
propose with effect from April 1984 to increase
Nl 2y S
substantially the estimate=Sor tax purpeses of the benefit
gained by an employee who occupies rent-free or at a
e 1

very low rentkaxpensive accommodation owned by his

employer.

18. The House will be aware of instances of tax
avoidance through the exploitation of group relief, and
through the exploitation of so-called second hand bonds. I
propose legislation to deal with these abuses and also to
improve the arrangements for collecting DLT on disposals

by non-residents.

19. And now a word about banks. I said last year that
we would be giving further thought to the problem of how
best to ensure a sufficient contribution to tax revenues by
the banking sector. I have examined the position with
great care Emd I am still not convinced that it is entirely
satisfactory. But the conclusions to which this might

normally have led have to be tempered by the

international and domestic pressures on the banking






system. UK banks are certainly in a stronger position to
deal with these pressures than are banks in some other
countries. But it would still not be sensible to take action
which might now weaken them.j I have therefore
concluded that there should ‘lﬂnc Lha;gesthls year &Ci,’the

tax regime for banks.

20. Finally for the company sector, I propose some

changes that will bring real help to small companies. At

present the small companies rate of corporation tax is
40 per cent and applies to taxable profits up to £90,000.
The 52 per cent rate is payable at £225,000. Between
these two figures, profits are subject to a marginal rate
of 60 per cent. I propose to reduce the 40 per cent rate
to 38 per cent, to raise the lower limit of £90,000 to
£100,000 and to raise the upper limit from £225,000 to

£500,000.

21. When this Government came into office the
marginal rate stood at just over 66 per cent. The changes
that I am proposing today will bring it down to 55% per
cent - only a little above the main 52 per cent rate.
These changes will concentrate the help that I can give on
the many small and medium-sized enterprises with

taxable profits of up to £% million.

Hon Qq SMJ::V .
22. The cost of *th'isLCorporation Tax changslzill be

£40 million in 1983-84 and £70 million ir+984=8s, -~ (.0« i
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BUDGET SECRET
BLOCK O: BUSINESS - NIS AND CT

1. Our living standards and jobs depend on our ability
to sell and compete. The main responsibility for
containing costs and improving competitiveness lies with
industry and commerce. What Government can do is to
reduce the burden it places on business. Lower inflation
and control of public borrowing help towards lower

interest rates and lower business costs.

2. But Government imposes direct burdens on business,
and here too we have acted to help cut costs. I have _
given high priority to reducing the National Insurance
Surcharge (NIS), the tax on jobs introduced and increased

-

by our Labour predecessors.

3. In last year's Budget I cut NIS from 3% per cent éo
21 per cent. In November I announced that, for 1983-84,
the rate would be further cut to 1% per cent. On top of
this I made special arrangements to enable half of this cut

of 1 per cent to be brought forward into 1982-83.

4. I now propose to take a further step towards
abolition of NIS. The rate will be reduced from 1% per
cent to 1 per cent from August 1983. As before, the

benefits will be confined to the private sector. This cut is
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Could look derisory
" response to Green Paper:
for the debates?

worth yet another £220 million in 1983-84 and nearly
£400 million in a full year. NIS was 3% per cent when this
government took office. I propose that it should be 1 per
cent from August. Overall this reduction is worth nearly

£2 billion to private business in a full year.

5. Turning to Corporation Tax, we issued a Green
Paper over a year ago. I am grateful for the many
thoughtful responses. These raise a wide range of issues
which call for careful examination. Some would benefit
from further consultation. But there is one that stands

out.

6. This is the overwhelming desire on the part of
industry for stability. 1 recognise the force in this.
Change is.not costless. I have therefore concluded that
there should be no change in .the broad structure of the
present arrangements. As regax:ds inflation and profits, I
await the outcome of the accountancy profession's further

considerations.

7. [However in the light of responses to the Green
Paper, I am able to propose two small developments.
First I propose that the incidental costs of issuing
acceptance credits and of issuing certain convertible loan
stock should be allowable expenses for corporation tax
purposes. Secondly I am authorising the Inland Revenue

to undertake further study, with consultation as

necessary, of areas where we need make more progress,






including the tax treatment of groups, and capital

allowances for the mining industry.]

8. Finally 1 propose some changes to help small
companies. At present the small companies rate of
corporation tax is at 40 per cent and applies to taxable
profits up to £90,000. The 52 per cent rate is payable at
£225,000. Between these two figures, profits are subject
to a transitional marginal rate of 60 per cent. I propose
to reduce the 40 per cent rate to 38 per cent, to raise the
lower limit of £90,000 to £100,000 and to raise the upper

limit from £225,000 to £500,000.

9. This will reduce the transitional marginal rate to
55% per cent - only a little above the main 52 per cent
rate. These changes will giv.e heip to the many small and
medium-sized enterprises wi.tl;’ taxable profits of up. to

~

£% million.

11. The cost of these changes will be £40 million in

1983-84 and £70 million in 1984-85.
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BUDGET SECRET

BLOCK P: ENTERPRISE AND BUSINESS

1. The tax system used to work against enterprise and

small business. It now works increasingly in their favour.

2. The results are already evident. Some say Britain

now offers a more attractive tax environment for venture

capital and for the micro-electronics revolution than

Germany. This was not so five years ago.

3. I now propose further action in a number of areas.

4. First, wider share ownership. It is important that

people should be able to ident\ify closely with the success
of the businesses in which the; g:ork. The measures we
have already introduced have encouraged a quarter of a
million employees to become shareholders. But it would
be right to make the profit sharing schemes more
attractive. 1 therefore propose that companies may
either give shares to employees to the.value ofE}SO or
to the value of_lOAwar cent of their salary, up to a
maximum of £5000 per annum.
N\

5. Share options for senior managers also provide an
important incentive. Last year I introduced arrangements
to spread the income tax burden that can arise when an

option is exercised. I propose this year to increase the






instalment period from 3 years to 5 years. I also propose
to increase the monthly limit on Save As You Earn linked
share option schemes from £50 to £75. These schemes
already cover 100,000 employees. This will further
encourage their growth. The total cost of these measures
will be £20 million in 1983-84 and some £40 million in a

full year.

6. 1 also want to ease the difficulties when the
employees of a company seek to buy the business for
which they work. The transformation that followed the
employee buy out of the National Freight Company shows
how valuable this can be. Where an employee controlled
company is being set up I propose that the employees
should benefit from interest relief on loans they take out '
to buy shares in it. The House might 1ike to know that
under our privatisation \I-)rogramme [1 thousand
employees have now acquire(‘i-' shares in their own.

companies.

7. Capital taxes can suffocate enterprise. Last year
we took the major step o_f indexing capital gains. It is
clearly appropriate to provide a period of stability to let
the new structure settle in. We have already announced
that administrative measures will be introduced to help
large institutional investors. I now propose that, as the
legislation provides, the annual exempt amounts for
individuals and for trustees should be increased in line

with inflation. I also propose to increase from [] to






£20,000 the limits on the relief for small part disposals of

land and for residential letting.

8. 1 propose to double the present retirement relief
from £50,000 to £100,000. This will further encourage
entrepreneurs to keep money in their business where it
can work to best effect. Areas of this relief are not
satisfactory and we shall be consulting on this in a longer

time scale.

9. The cost of all these CGT measures will be
£15 million in a full year. There will be no cost in

1983-84.

[10. On capital transfer tax, I am concerned that, except
at the bottom of the scale, the tax is st_ill more onerous in
real terms than when it Was\ introduced by the Rt Hon
Member for Leeds East. Unfortu;;ately I can make little

real reduction this year.]

11. T propose to ‘increase the threshold and rate bands
broadly in line with indexation. As a result the threshold

will rise from £55,000 to £60,000.

12. I am particularly concerned about the impact of the
tax on businesses. It can damage their continuity and act
as a disincentive to entrepreneurs. In farming, it seems
to be contributing to a reduction in the farms available

for letting and so inhibiting new entrants into the






industry. T therefore propose to increase relief for
minority shareholders in unquoted companies and for let

agricultural land from 20 per cent to 40 per cent.

13. The cost of these changes in capital transfer tax
will be £20 million in 1983-84 and £55 million in a full

year.

14. I propose a number of other measures to help small
firms. 1 propose to increase the VAT registration
threshold with effect from midnight tonight from £17,000
to £18,000 in line with inflation. I have alrady discussed

the small companies rate of Corporation Tax.

15. I propose to increase from £200 to £1,000 the de '
minimis limit for assessment of investment income
apportioned to the members o‘f.*a}‘ close company.

k\
16. The cost of these measures will be £5 million in

1983-84 and £10 million in 1984-85.

17. Now, innovation and technology. I propose to
increase from 10 per cent to 25 per cent the permissible
proportion of office space in buildings qualifying for the
industrial buildings allowance. This additional flexibility
will be of particular value in the high technology
industries as these often need relatively large amounts of
space for design and computer based activitires. It will

cost about £25 million in a full year. I also propose to






extend the 100 per cent first year allowance for rented
teletext receivers until June 1984 and for British films
until March 1987. The cost of these last two measures

will be £100 million in the period up to 1988.

18. I now come to public expenditure measures for the
encouragement of industry and enterprise that will be

worth £185 million over the next three years.

19. The West Midlands have been particularly hard-hit
by the current recession. Small engineering firms are
even more important in that region than in other parts of
the economy. They need help to modernise and re-build
their strength. I propose, therefore, to make available an
extra £100 million over the next 3 years to enable my
RHF the Secretary of State for Industry to re-open the
Small Engineering Firms Invest;ngnt Scheme. The scheme
is open to qualifying firms in any area, but, as one would
expect, a high proportion of the first allocation went to
firms in the West Midlands. The new, and much larger,
allocation will I hope be of substantial further help to the
region, as well as to ‘the small. engineering firms

generally.

20. A new range of grants will be provided to enable

firms to buy computer systems to improve productivity.

21. At the moment grants are available for research and

development but not for bringing new products into






production. A new grant will be introduced to support the

initial investment required for this.

22. There will also be an increase in expenditure on
DOI's manufacturing & design advisory services. These
provide small firms with a free introduction to private
sector consultancy services, and have proved highly

successful.

23. If My Rt Hon Friend the Secretary of State for
Industry is lucky enougﬁ‘ to catch your eye, Mr Speaker, at
a later stage in this debate, he will describe these

measures in more detail.

24. Last year I extended the small workshop scheme by
two years for very small industrial units. This year I want
to encourage the conversion of m.or;e old buildings into
thriving workshops: 1 propose to E‘a‘llow all such units; in a _
single coﬁverted building to qualify for 100 per cent firgt

year allowances if on average they meet the size

requirements.
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26. Now I come to the important matter of finance for

business.

27. The revival of the corporate bond market would help
both companies and monetary policy. Lower long term
interest rates are the key to this. But there are also a
number of \.;vays of giving companies greater flexibility in

the nature and timing of the bonds they issue.

28. A consultative document on deep discount stock was
jssued on 12 January. It set out a range of options,
including an accruals basis of taxation as in the United

States. I am grateful to those who responded.

29. There was considerable support for an arrangement
under which the borrower would get relief on an accruals
basis while the investor would only pay tax at redemption
or on sale. I propose to legislate to this effect. [Capital

option]






30. Companies will still be able to issue conventional or
indexed bonds. My proposal will extend the range of
options. In addition, the Bank of England's management
of the new issues queue will continue to give companies
flexibility in coming to the markets of the kind the recent
introduction of shelf registration has provided in the

United States.

31. I also propose certain reliefs to enable companies to
issue Eurobonds in this country and to ensure that full tax
relief is available for discounts paid on acceptance
credits. We will be issuing a ’consultative document on

the possibilities for streamlining stamp duty.

32. The Loan Guarantee Scheme is another important
innovation. My Hon Friend the Parliamentary Under-
Secretary of State for Industr}; has cor;ducted a thorough
review of the scheme with the help of outside consulta'nté.
He will be-making a full statement tomorrow. It is clear
that the scheme has been a great success. Indeed over
£260 million has been lent to some 8000 companies 'and it
is close to its £300 million ceiling. I am pleased to say
that this ceiling will be raised to £540 million to enable

the scheme to run its full three year course to May 1984.

33, On 3 March I announced to the House the
publication of the report of the working party on
freeports under the Chairmanship of my hon friend, the

Economic Secretary to the Treasury. I can now inform






the House that the Government accepts the report and
will implement its recommendations. Legislation will
therefore be introduced in the Finance Bill to enable
selected freeport sites to be designated. Freeports are a
new trading concept for the United Kingdom and I regard
it as essential to make a careful test of the facilities they
offer. As the report recommended, therefore, freeports
will be established in two or three locations on an
experimental basis. Widspread consultation will be

needed before the sites are chosen.

34, Lastly, I come to a matter of the greatest

importance, the Business Start-up Scheme. This scheme,
announced in my 1981 Budget Statement, is without equal
anywhere in the world. It offers uniquely generous tax
incentivesv to outside investors in small companies. When
I introduced the scheme I th\ought it right to give priority
to investment in business start-ups, where there is often

greatest difficulty in raising outside equity finance.

35. I now propose a major extension of the scheme. It is
due to end in April 1984. _ The life of the scheme will be
extended to April 1987. The coverage will be greatly
widened. From 6 April next the scheme will apply, not
just to new companies, but to all qualifying established
unquoted trading companies as well. I propose also to
double the allowable maximum investment in any year
from £20,000 to £40,000. A number of other changes will

" be made to improve the scheme. In particular the 50 per
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cent limit on qualifying shares will be dropped. The cost
of these changes is difficult to estimate but could be

£75 million in a full year.

36. These proposals will transform the position of
unquoted trading companies seeking outside equity. It is a
further move towards removing the bias in the tax system
against the personal shareholder, and will encourage wider
share ownership. By concentrating help on those
companies which do not have ready access to outside
capital the scheme will assist many more small companies
to realise their undoubted potential for growth. The
extended scheme will be known as the Business Expansion

Scheme.

37. Our constant concern as a government has been to
improve the competitive envirohment for businesses and

people who work in them. These proposals mark a further

stage in this direction.
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BYUDGET SECRET
BLOCK P: ENTERPRISE

1. Small and medium sized enterprises are indeed a
major source of new wealth for the nation and, above .all,
of new jobs. I shall, therefore, propose today a series of
measures which will foster their growth, greatly
extending the measures I have already introduced, and
whose results are already evident. Britain is now said to
offer a more attractive tax environment than Germany
for venture capital and for the micro-electronics

revolution. This was not so five years ago.
2. I now propose further action in a number of areas.

3. I want more people to share in the ownership of the
companies for which they work. It is both a good
incentive and a good way for people to build up a capital
stake. The measures so far intlroduced have already

brought us to the position where& quarter of a million

employees receive shares each year.

4. We must do better still. I want to make the
Employee Profit Sharing Scheme more attractive and
more flexible, while still open to all employees. I
therefore propose that companies may give shares each
year to employees to the val’ue of £1250, or to the value
of 10 per cent of their MLt?p to a maximum of £5000.
This new freedom will provide still further encouragement

to management, upon whom so much depends.
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5. Share options for senior managers also provide an
important incentive. Last year I introduced arrangements
to spread the income tax burden that can arise when an
option is exercised. I propose this year to increase the

instalment period from three years to five years.

6. Save As You Earn linked share option schemes
aves

already coverLlO0,000 employees. The monthly limit on

contributions with tax relief now stands at £50. In order

to encourage further growth I propose increasing it to

£75. The total cost of all these share incentive measures

will be £20 million in 1983~-84 and some £35 million in a

full year.

7. I also want to ease the difficulties when the
employees of a company seek to buy the business for
which they work. The transformation that followed the
employee buy out of the National Freight Company shows
how valuable this can be. In order fto help those who

fodit part i~ H b g~
borrowed to WﬁWt

Compagy and{ to encourage similar success’I propose that
where an employee«controlled company is being set up the
employees should benefit from interest relief on loans

they take out to buy shares in it.

8. Capital taxes can suffocate enterprise. Last year
we took the major step of indexing capital gaims. It is
clearly appropriate to provide a period of stability to let

the new structure settle in. We have already announced






that administrative measures will be introduced to help
large institutional investors. I now propose that, as the
legislation provides, the annual exempt amounts for
individuals and for trustees should be increased in line
with inflation. The small gifts exemption, which is now of
little practical significance, will be withdrawn. And 1
propose to increase to £20,000 the limits on the relief for

small part disposals of land and for residential letting.

9. I propose to double the present retirement relief,
ralsing it to £100,000. This will further encourage
entrepreneurs to keep money in their business where it
can work to best effect. There are, however, features of
this relief which are unsatisfactory, and I am therefore
authorising the Inland Revenue to consult about these

wider aspects over a longer timescale.

10. The cost of all these CGT measures will be
€15 million in a full year. There will be no cost in

1983-84.

11. On capital transfer tax, I propose to increase the
threshold and rate bands broadly in line with indexation.
As a result the threshold will rise from £55,000 to

£60,000.

12. 1 am particularly concerned that the prospect of
capital transfer tax may still discourage those who are

contemplating investing capital in small businesses. It
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may also be one of the factors reducing the number of
farms available for letting. I therefore propose to
increase relief for minority shareholders in unquoted
companies and for let agricultural land from 20 per cent

to 30 per cent.

13. The cost of these changes in capital transfer tax
will be £20 million in 1983-84 and £55 million in a full
year. Other minor changes to CTT and CGT are set out in

V/ Pk ﬁ Inland Revenue press notice§

14. I propose two other measures to help small firms.
The VAT registration threshold will be increased with

effect from midnight tonight from £17,000 to £18,000
7

15. And I propose to increase from £200 to £1,000 the
de minimis limit for assessment of investment income

apportioned to the members of a close company.

o
of o
16. %Lcost of these—memsures—witt—ke £5 million in a

full year.

17. Now, innovation and technology. I have already
announced an increase in the proportion of office space in
buildings qualifying for the industrial buildings allowance.
This additional flexibility will be of particular value in the
high technology industries, which often need relatively
large amounts of space for design and computer based

activities. It will cost about £25 million in a full year.
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On the tax side I also propose to extend the 100 per cent
first year allowance for rented teletext receivers until

May 1984, and for British films until March 1987. The
£30

“cost of these two measures will be!l @Lmillion in a full

year.

18, On the public expenditure side, I propose a range of
measures for the encouragement of industry and

enterprise worth £185 million over the next three years.

19. The West Midlands have been particularly hard-hit
by the current recession. Small engineering firms are
even more important in that region than in other parts of
the economy. They need help to modernise and re-build
their strength. I propose, therefore, to make available an
extra £100 million over the next 3 years to enable my
RHF the Secretary of State for Industry to re-open the

Small Engineering Firms Investment Scheme.

20, The Scheme is already a proven success: 1750
applications were received last year and more than 1400
offers of assistance have been made. It is open to
qualifying firms in any area; but, as one would expect, a
high proportion of the first allocation went to firms in the
West Midlands. The new, and much larger, allocation will
I hope be of substantial further help to the region, as well

as to small engineering firms generally.






21. In the field of information technology, further
assistance will be available to enable firms to evaluate

the benefits of computer aids for production management,

and for the development of innovative software products.

P K

Fr DK
1 fx: | 22. At the moment grants are available for research and
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23. There will also be an increase in expenditure on
Mh Department of Industry's manufacturing & design advisory
services. These provide small firms with a free

introduction to private sector consultancy services, and

have proved highly successful.

24. My Rt Hon Friend the Secretary of State for
Industry may have an opportunity, at a later stage in this
debate, to describe these measures in more detail. Taken
together with measures previously announced, they will

mean that government assistance on new technology and

o PN f_ Y-
/ M~ K innovation will have ﬁ:m—bm

tonrgs since the Government took office.

25. Last year I extended the small workshop scheme by

two years for very small industrial units. The scheme is
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proving very effective in promoting the provision of
premises for new businesses. This year I want to
encourage the conversion of more old buildings into
thriving workshops: I propose to allow all such units in a
single converted building to qualify for 100 per cent first
year allowances if on average they meet the size

requirements.

26. Now I come to the important matter of finance for

business, on which I have major improvements to propose.

27. Companies and monetary policy alike would both
benefit from a revival of the corporate bond market.
Lower long term interest rates are the key to this. But
there are also a number of ways of giving companies
greater flexibility in the nature and timing of the bonds

they issue.

28. A consultative document on deep discount stock was
issued on 12 January. It set out a range of options,
including an accruals basis of taxation as in the United

States. I am grateful to those who responded.

29. There was considerable support for an arrangement
under which the borrower would get relief on an accruals
basis while the investor would only pay tax at redemption

or on sale. I propose to legislate to this effect.
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30. Companies will still be able to issue conventional or

indexed bonds. My proposal will extend the range of
options. In addition, the Bank of England's management
of the new issues queue will continue to give companies
flexibility in coming to the markets of the kind the recent
introduction of shelf registration has provided in the

United States.

31. I also propose certain reliefs to enable companies to
issue Eurobonds in this country and to ensure that full tax
relief is available for discounts paid on acceptance

credits.

32. We will be issuing on 21 March a consultative

document on the possibilities for streamlining stamp duty.

33. The Loan Guarantee Scheme is another important
innovation. My Hon Friend the Parliamentary Under-
Secretary of State for Industry has conducted a thorough
review of the scheme with the help of outside consultants.
He will be making a full statement tomorrow. It is clear
that the scheme has usefully encouraged lending to the
small firms sector. Nearly £300 million has been lent to
some 9,000 companieWew businesses. As a
result, the scheme is now close to its present ceiling of
£300 million. This ceiling will therefore be raised to
£600 million to enable the scheme to run its full three
year course to May 1984, fand we may need to seek the

House's approval for an increase in the statutory limit for

this purpose.Z(






34. On 3 March I informed the House about the
publication of the report of the working party on
freeports, under the Chairmanship of my hon friend, the
Economic Secretary to the Treasury. I can now tell the
House that the Government accepts the report and will
implement its recommendations. Legislation will
therefore be introduced in the Finance Bill to enable

selected freeport sites to be designated.

35. Freeports are a new trading concept for the United
Kingdom and I regard it as essential to make a careful
test of the facilities they offer. As the report
recommended, therefore, the first step is to establish
freeports on an experimental basis in two or three
locations. Widspread consultation will be needed before

the sites are chosen.

36. Last, but far from least, the Business Start-up

Scheme. This scheme, announced in my 1981 Budget
Statement, offers uniquely generous tax incentives to
outside investors in small companies. It is not bettered

anywhere in the world. But I now intend to better it.

37. When I introduced the scheme I thought it right to
give priority to investment in business start-ups, where
there is often greatest difficulty in raising outside equity

finance.






38. I now propose a major extension of -the scheme. It
was due to end in April 1984. The life of the new,
extended scheme will run to April 1987. From 6 April the

coverage will be greatly widened, to include net-enly—mew
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com?afuie‘s,-ﬂétft*a'i;l' qualifying established unquoted trading
companies as well. I propose also to double the allowable
maximum investment in any year from £20,000 to
£40,000. A number of other changes will be made to
improve the scheme. In particular the 50 per cent limit
on qualifying shares will be dropped. The cost of these

changes is difficult to estimate, but could be £75 million

in a full year.

39. These proposals will transform the position of
unquoted trading companies seeking outside equity. It is a
further move towards removing the bias in the tax system
against the personal shareholder, and is another measure
in this Budget that will encourage wider share ownership.
By concentrating help on those companies which do not
have ready access to outside capital the scheme will
assist many more small and medium companies to realise
their undoubted potential for growth. The new, extended

scheme will be known as the Business Expansion Scheme.

40. Our constant concern as a government has been to
improve the competitive environment for businesses and
people who work in them. These proposals mark a further

major step in that direction.






BUDGET SECRET
BLOCK Q: FISCAL JUSTICE

1. Taxation is all about balance - between industry and
persons, lenders and borrowers, rich and poor. All
Chancellors try to take account of these in their positive
proposals. But they also have to take account of them
negatively, where the system develops injustices on one
side or another. I have a number of proposals to make

which I think are needed to righit some such imbalances.

2. I propose to introduce legislation to tackle
avoidance through the exploitation of group relief, and
through the exploitation of so-‘cqjlled sécond hand bonds. I
propose to improve the arrangeménts' for collecting DLT

on disposais by non-residents.

3. On the taxation of international business, I have
considered carefully the responses to the latest round of
consultation. I have decidedinot to proceed this year with
measures concerning company residence and upstream

loans. Both need further consideration.

4. However on tax havens I propose to move clauses
will be laid, which take account of the recent
consultations. These will come into effect from

April 1984.






555 Credit for foreign tax on overseas income is only
allowed against such part of a company's corporation tax
liability as remains after deduction of ACT. 1 propose
that from April 1984 this double tax relief be allowed
against the full corporation tax liability before ACT is

deducted.

6. My proposals on tax havens and changes on ACT and
double tax relief have to be seen together. Between them
they do not represent any increase in the total burden of
tax on international business. But they do mean a switch
in the burden towards those who accumulate surplus cash
balances in tax havens overseas, and away from those who
remit profits hlome. I am sure the House will agree that

this is right.

7. Each year 1 announce the fufure scale rates for
measuring the benefits from company cars. Recent
increases‘have been at a rate of 20 per cent. This year to
reflect our success in reducing the inflation rate, I
propose that with effect from April 1984 the scales for
both car and car fuel benefits should be increased by

s
t

15 per cent.

8. I have also decided to legislate to bring into tax
from the next academic year the benefit from
scholarships provided by employers for the children of

their higher paid employees.
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9. 1 propose to remove an anomaly by which some
higher paid employees have their tax bills artificially
reduced because their employers do not account for PAYE
at the right time and then pay over too little. 1 also
propose with effect from April 1984 to increase
substantially the measure of the benefit gained by an
employee who occupies rent-free or at a very low rent

expensive accommodation owned by his employer.

10. Finally, banks. I said last year we would be giving
further thought to the problem of how best to ensure a
sufficient contribution to tax revenues by the banking
sector. I have examined the position with great care.

[What I have seen has not convinced me that it is

satisfactory. But the conclusions this might normally

have led to have had to be tempered by the international

and domestic pressures on the banking system. I believe

UK banks are in a stronger position to deal with these

pressures than banks in some other countries. But] it
would still not be sensible to take action which might now
weaken British banks. I have therefore conclud;ed that
there should be no changes ‘this year in the tax regime for

banks.

[Other points to mention:

- relief from CGT from non-resident trust

beneficiaries

- non-residents domiciled here's CGT on bank

accounts overseas

- double charge to tax when husband and wife

have company cars]

e






BUDGET SECRET
BLOCK R: PERSONAL TAX

1. In 1979 I reduced the basic rate of income tax from
33 per cent to 30 per cent, and cut the top rates. That
was one of the first, and most radical, of the many
changes that found a place in my first four Budgets. This
year we can cut personal taxation again. But I do not
propose any further reductions in rates. For the reasons I
have just given it is thresholds and allowances that must

take priority.

2. Two years ago, in order to curb inflation and allow
lower interest rates, income tax allowances were not
raised at all. That was a difficult decision, but necessary
in the circumstances. And it has since brought great

benefits. It was the firmness of that 1981 Budget, whielk

has—sinee—aHowed—nre—ir—twe—subsegquent—budgets—i0
R) %1

?zopase;ubsxanﬁzl—tau-redﬁeﬁuﬂm—k-ehol‘paved the way

towards the lower inflation and lower interest rates,
which today offer the prospect of lasting economic

recovery.

3. It is right that the benefit of the sacrifices of 1981

should be enjoyed now by those who made them then.






4. Last year I increased tax thresholds and bands by
14 per cent. That was 2 per cent more than the amount
necessary to compensate for inflation. This year I also
propose a similar increase - not 2 per cent over inflation,
but 14 per cent in all. And because inflation is so much
lower that now represents a real increase of not 2 per

cent, but 8% per cent.

5. My proposal means that income tax thresholds
should be increased for the single person from £1565 to
£1785 and, for the married person from £2445 to £2795.
The additional personal allowance paid to single parents,
and the widows' bereavement allowance, will be increased
in consequence from £880 to £1010. Corresponding
increases will be made in the age allowance, the higher
rate thresholds and bands and the threshold for the

investment income surcharge.

6. Effect will be given to these changes under PAYE as
from the first pay day after 10 May. For a married man
on the basic rate they will be worth £2 a week. The cost
to the PSBR, above indexation, will be over £1 billion
which is accommodated within plans for a PSBR of
£8 billion next year. Including indexation, the total
revenue foregone will amount to some £2 billion in
1983-84 and £2% billion in a full year. Some 1% million
fewer people will pay tax in 1983-84 than if thresholds

had remained at their present levels.

7. This is entirely right, and will be widely welcomed.






BUDGET SECRET
BLOCK R: PEOPLE AND BUSINESSES

1. The measures I have announced so far go largely to
help businesses in the first instance. I estimate that they
will provide relief and help in a full year amounting to
over £% billion. This comes in addition to the help to
business worth another £% billion which I announced in the

autumn.

2. Any Chancellor, whether he is proposing increases in
tax or, as now, tax reductions, faces a difficult choice
between the claims of different groups. But this dilemma
is less acute than it is sometimes represented. Any
reduction in the level of taxes helps to ease a burden on

~

the economy.

3. Reductions in personal taxation themselves help
businesses and employment. Indeed, it is those who work
in business who mainly determine business success. For
years in Britain the tax éystem and tax burden have
discouraged individual effort, commitment and enterprise.
By strengthening incentives through lower personal taxes,
Government can help increase the commitment to
business success at every level. And if the State takes
less of what people earn,wm

ﬁ-’ S‘W .
Suggest omit: if so, _moderation-in pay demands and settlements. [Like lower
then why not more; also ’

sounds reflationist.






The same considerations led me to direct over two thirds
of the real tax reductions in my 1982 Budget towards
industry to help cash flow and rebuild profits. In this
Budget, the balance can rightly swing a little in the

opposite direction.

6. However, because of our success in controlling
public spending, the choice is less stark now. I am able to
combine the significant measures of direct tax relief to
industry and enterprise which I have just announced with a

substantial measure of direct.tax relief to people.

7. The unfairnesses and absurdities in the tax and
social security systems give further compelling reasons to
move in that direction. i‘hose who claim to have found a'
quick, cheap way to put thgm right .deceive themselves.
The so-called unemploymen?ngnd poverty traps -have
— e
grown up because Governments for 30 years or more have-
increased benefits in line with earnings but raised
personal tax thresholds only in line with prices. In 1950
the tax threshold for a married man with two children was
set at average earnings. ,It is now hardly more than a
third of average earnings. And he finds himself paying
tax at a marginal rate of 39 per cent at [ ] a week. At
the same time, to limit the rising burden of the social

security budget, means-testing was applied to some

[40] benefits.
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inflation, personal tax cuts stimulate demaﬁd for
industry's products. And, again like lower inflation, and
unlike policies for higher Government spending and
borrowing, they improve the prospect of meeting that
demand successfully, In these ways,] Tax cuts for people
themselves provide a vital stimulus for lasting growth and

jobs.

4. Any reduction in tax will to some extent help
overseas suppliers, who have captured a large share of
some parts of the domestic market. But many of the

figures quoted are greatly exaggerated, and we should not

T
e T T

forget that com'i?a'gieé, not jus:t individuals, buy from
overseas. To tilt tax cuts entirely to business is no
solution to our propensity to buy from abroad. That has
to be found in better competitiveness. ~

5. In judging the right balance to strike in this Budget I
have taken into account the measures I announced in the
Autumn which will directly help to reduce the growth in
business costs. I have also taken into gccount the lower
level of the exchange rate. As Isaid in my Budget Speech
two years ago, exchange rate changes have the effect of
altering the distribution of incomes between companies
and persons. A higher exchange rate boosts personal
spending power, but it squeezes the profits of companies
exposed to international compétition. In my 1981 Budget,
personal income tax thresholds remaingd unchanged in

order in part to be able to offer some help to companies.
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8. The result is that in the unemployment trap people
are little or no better off in work than they are on social
security. And in the poverty trap those in work find their
increase in earnings results in very little or no increase in
their spending power. The effects are seen above all in
weakened incentives and the growth of the black

economy.

9. What has occurred over 30 years cannot be put right
in one Budget or one Parliament. These problems have
not arisen, moreover, because Government spends too
little, but because it has sp'ent and taxed too much.
Higher public spending is not an answer because it leads
sooner or later to higher taxation. The substantial
increase which I have proposed in Child Benefit will
improve work incentives for the low paid. But it is only
by limiting public spending and.§o mak‘ing scope for higher
personal tax thresholds that the problem can be tackled.

This is what I now propose.






BUDGET SECRET
BLOCK S: PERSONAL TAX

1. In my first Budget I reduced the basic rate from
33 per cent to 30 per cent and cut the top rates. That
was one of the first, and h:y—-nomean?%he—least radical
change of the many that found a place in the first of my
four Budgets. This year I do not propose any further
reductions in rates. For the reasons I have just given

thresholds and allowances must take priority.

2. Two years. ago in order to curb inflation and allow
lower interest rates, I decided that income tax allownces
could not be raised at all. That was a difficult but
necessary decision in the ciréumstanc;as. And it was the
firmness of that 1981 Budget which has since allowed me
to propose substantial tax reductions in two subsequent
budgets a; well. It also allowed the lower inflation and
interest rates which today offer the best prospect of

lasting economic recovery.

3. It is right that the benefit of that restraint should
now be enjoyed in particular by those who had to make
sacrifices then. But of course increases must still be held

to what can be afforded.






4. Last year I increased tax thresholds and bands by
14 per cent. That was 2 per cent more than the amount
necessary to compensate for inflation. This year I also
propose an increase of 14 per cent. But because inflation
is so much lower that now represents 8% per cent, not
2 per cent, more than is necessary to compensate for

inflation in the past year.

5. I propose that income tax thresholds be increased
for the single person from £1565 to £1785 and, for the
married person from £2455 to £2795. The additional
personal allowance paid to single parents will be
increased in consequence from £880 to £1010.
Corresponding increases will be made in the age
allowance, the higher rafe thresholds and bands and the

threshold for the investment income surcharge.

6. Effect will be given to thesé changes under PAYE as .
from the first pay day after 5 May. For a married man on
the basic rate they will be worth £2 a week. They will
cost some £2 billion in 1983-84 and £2% billion in a full
year. Some 11 million people will be taken out of the tax

net.

7. For the vast majority of people the income tax
reductions will more than offset the NIC increases that
take effect from April. I am sure they will be widely

welcomed.
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BUDGET CONFIDENTIAL
BLOCK T: CONCLUSION

1, At the start of my speech I referred to the

objectives this Government adopted in 1979. These

remain. This_country-had-great need of contimuity—amnd
\

-sansistency—ef—policy. H—is«a Jack of continuity and

consistencl}&‘ in the past whick—has, contributed -so

substantially to our economic problems and the present

tragic level of unemploymenf. —ﬁ—-" CIJ‘*\"JQ 2 c‘\’\‘“““\,
2. Only by maintaining sound policies can we assure
the recovery on a sustainable basis. Such policies are
consistent. with real reductions in taxation, as I have
shown today and in my Budget last year. Indeed such

reductions stem from such policies; without such policies

they would not be possible, or sustainable.

3. But policies are only a means to an end. It is the

ultimate aim we must keep in view. And this ultimate '
e A e ) s vanu
- aim must be the sestorationef i individuzal
- -~ ‘-._‘_-—_—-——'-'_—._._._'-_--‘\
AT W U PRV e A e .
’ ‘ T ~— prosperitw. —By__sustairmifg and tarrying forward—he
b% . rosper J

—
—recovesy qlis Budget is a further step in that direction. I

commend it to the house.
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BUDGET CONFIDENTIAL

BLOCK S: CONCLUSION

1. At the start of my speech I referred to the
objectives this Government adopted in 1979, to which we
have held, and still hold. Lack of continuity and
consistency of policy has contributed substantially to
Britain's post-war history of economic difficulty and
rising unemployment. That continuity and consistency has

now been provided.

2. It has created, and will continue to create, the

foundation for sustainable recovery.

3. Sound policies are fully consistent with real
reductions in taxation, as last year's Budget, and today's
demonstrates. Indeed such reductions flow precisely from
such policies; without such policies they would not be

possible, or sustainable.

4. Provided the country continues to recognise the
need for sound policies - provided it continues to resist
irresponsible prescriptions and proferred panaceas,
national economic recovery and the reduction of
unemployment are now attainable. This Budget is a

further step in that direction. I commend it to the House.
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for lasti g/g;owth and jobs.
Buite @ beone ams 65t
%. ' In judging the right balance to strike in this Budget I
have taken into account the measures I announced in the
Autumn which will directlyEnel-ﬂ%reduce E}mﬂtﬂr}]
business costs. I have also taken into account the lower
level of the exchange rate. As I said in my Budget Speech
two vyears ago, exchange rate changes alter the
distribution of incomes between companies and persons.
A higher exchange rate boosts personal spending power,
but it squeezes the profits of companies exposed to
international competition. Consequently, in my 1981
Budget, personal income tax thresholds remained
unchanged in order in part to be able to offer some help
to companies. //T-}?e‘same considerations led me to direct

over two thirds of the real tax reductions in my 1982
Budget towards industr}:, Eo help cash flow and rebuild

profits. E_%n.this.ﬁudget,---the -balancecan rightly swing—a

little-in-the opposite-direction.
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/ A‘»—A’\A—Wv;ﬂl‘a“u
3. ;kanji? if business the same share of ELJ

total taxes in 1983-84 as it paid in 1978-79 ~

< <4in NTS NICand—€F= then it would be paying Sum @
£32 bl [
f.#ﬂn more than ﬁuiforecas‘t for the coming year.

RVWN —has-been-don %n.regponﬁehto—thé'obvious
heas Lo A
diffi-eutties—0f , business which hese been Lwrged Ry

L ot At VI T2 st
en‘ihehﬁgvernmené in debate after debate and

3
from all quarters ﬁa—the House. I don't believe
any hon member would suggest business and industry
can pay more tax.

LIVl

S?% 4. But I have had to recoup that o I have

this bolh Jomt A& d deaw
had to do/against the need[to .
bm"“cﬂ —nd least Mo Keluce bushesh coalt | Bl cuel o Jedfal finvac

o public expenditure. Although spending is

" Land basny pabuned 1t s woed
’ NOW UITeF—aRtiroda and will fall slowly, again

" ndh'ng agal. hat
Lthere are few hon members who have not urged
e increases, rather than cuts, upon the Government.

0 L Y st MDY
.ﬁ&_ So-we-have—-asrived-at a point where the burden

ﬁvaNV 4
uﬂJﬂ —tax on-people-has—increased substantialiy

Tha HoOvae moust
|A4‘H~k¢;:::HJ~ E ?\face te—Lfase—with th&h
vwﬁA reality: spending at current levels, which many
vﬂmiufﬂﬂﬂw L / regard as too low, together with current levels

of tax on business, which many regard as too
in
high, have taken.as;to a position where there

.,
q{%o alternative[to hlgh levels of tax on

—y

people. (; - i A
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BUDGET SECRET / 3

BLOCK Q: PEOPLE AND BUSINESSES

)
1. The measures I have announced so far go largely to
help businesses in the first instance. I estimate that they
will provide relief and help in a full year amounting to
over £% billion. This comes in addition to the help to
business worth another £3 billion which I announced in the

autumn.

2. Any Chancellor, whether he is proposing increases in
tax or, as now, tax reductions, faces a difficult choice
between the claims of different groups. But this dilemma
is less acute than it is sometimes represented. Any
reduction n the level of taxes helps to ease a burden on
the ecm’hﬁmy.

(3

1.%eductions in personal taxation themselves help
businesses and employment. Indeed, it is those who work
in business who mainly determine business success/LFor
years in Britain the tax system and feax burden have
discouraged individual effort, commitment and enterprise.
By strengthening incentives through lower personal taxes,
Government can help increase the commitment to
business success at every level. Not least because when
the State takes less of what people earn, there is less

justification for excessive pay demands and settlements.
A 7V Ly s C fpant Tor v
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And of course cuts in personal tax provide a vital stimulu

for lasting growth and jobs.

4. In judging the right balance to strike in this Budget I
have taken into account the measures I announcged in the
Autumn which will directly help to reduce th¢ growth in
business costs. I have also taken into accoynt the lower
level of the exchange rate. As I said in my Budget Speech
two years ago, exchange rate chaAnges al;erll, the
distribution of incomes between companies and persons.
A higher exchange rate boosts peréonal spending power,
but it squeezes the profits of/ companies exposed to
international competition. nsequently, in my 1981
Budget, personal income /tax thresholds remained
unchanged in order in part/to be able to offer some help
to companies. The samg considerations led me to direct
over two thirds of thle real tax reductions in my 1982
Budget towards inddstry to help cash flow and rebuild
profits. In this

dget, the balance can rig}';tl;{ s;;ving a

little in the oppgsite direction.

5. Happily, because of our success in controlling public
spending/ the choice is less stark now than in the past. I
am able to combine the significant measures of direct tax
reliéf to industry and enterprise which I have just

nounced with a substantial measure of direct tax relief

to people.

Pkl i
6. Acknowledged unfairnesses and abewsdjdégs produced

by the overlap between tax and social security systems

give further compelling reasons to move in that direction.
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It makes no sense that people on low incomes should be
paying such large amounts of tax. And low tax thresholds
are of course an important part of the so-called poverty
and unemployment trap. These traps mean that some of
those out of work who could find a job, and some of those
in work who could find a better one, do not do so because
they would end up no better off, with all or more of t1-1eir
increase in income taken in tax and national insurance

contributions, or lost in benefits foregone.

7. This is a situation that demands reform. But those
who claim to have found a quick, cheap way to dispose of
the poverty and unemployment traps deceive themselves.
1 J U JA The problem has grown up almost entirely because
a/ Governments for thirty years or more have increased
benefits in line with earnings, but raised personal tax

Whith have @owm Much §insly oo e qees .

thresholds only in line with pricesf [In 1950 the tax

threshold-—-for a married man /was—about-two—thirds—of

1. average earnings. Today ilt*is-bmto'l’y more than a third of

average earnings,, At the same time, to limit the risin
g £S5 g

burden of the social security budget, means-testing has

been applied to a wide range of benefits..

8. A situation that has built up over thirty years

cannot be put right in one Budget or one Parliament.

These problems have arisen, moreover, not because
Government spends too little, but because successive
Governments have spent and taxed too much. The
substantial increase which I have proposed in Child

Benefit will improve work incentives for the low paid.
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And several of the measures we have taken since 1979
have reduced the unemployment trap. But it is only by
limiting public spending’}-‘and so making scope for higher

personal tax thresholds that we can make a start on

tackling the problem at its roots, as I now propose.

At Lo o 44
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BUDGET SECRET

PS/Minister of State (C)
8 March 1983

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
Financial Secretary

i g tuste nl.  Economic Secretary

Minister of State (R)
W u/M HH - e Sir D Wass
. Sir A Rawlinson
&L“" A Q-*” g of Mr Kemp
Cp\(*a ' L™ N Mr Ridley
5 Aj,-?____._\,—"v - M Mr Harris
. \w{ VT Len Mr Norgrove

RUNDGET SPRECH FIFTH DRAFT

You asked the Minister of State (C) to look again at Block I
(Social Security) of the Budget Speech, particularly the reference
to public service pensions in paragraph 6. The Minister has no
detailed amendments to suggest.

However, the Minister remains profoundly disturbed at the basic
change in determining pensions increases - it will be seen as a
devise to reduce pensions and to "claw back" or adjust for the 1982
overshoot. The Minister fears that it will damage the whole Budget
and the Government's whole politicalvstance in the run up to the
Election. Almost certainly it will be repudiated by all the other
Parties and by some of Government's own backbenchers.

Even at this late stage the Minister wishes that the decision could
be recon81dered But if not, he supports Adam Ridley's view that
it should not be allowed to break upon an unsuspecting House; much
better that warning be given by "leaks" this weekend. And these
could be accompanied by efforts to reduce expectations - perhaps
using oil price decreases as the reason.

%%%v\

MRS R M DUNN
BUDGET SECRET
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BUDGET SECRET

Inland Revenue Sradt
CENTRAL DIVISION l
Somerset House

London

WC2R 1LB

. g

Telephone 01-438 /221

J O Kerr Esq
Chancellor's Office
HM Treasury

Dear Jeha Me alg — w N,

BUDGET SPEECH - FIFTH DRAFT

I attach our comments on the fifth draft of the Speech (put to the
Chancellor on 4 March but not seen by us until Monday afternoon).
Some of these are amendments I had already given to Margartet O'Mara
by phone, but some are new. I realise that it may now be too late

to get these incorporated in the sixth draft, but perhaps they can be
picked up next time round?

I am copying this to Steve Robson and David Norgrove.
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Suggest omit: if so,
then why not more; also
sounds reflationist.

BUDGET SECRET

BLOCK R: PEOPLE AND BUSINESSES

1. The measures I have announc.ed so far go largely fo
help businesses in the first instance. 1 estimate that-they
will provide relief and help in a full year amounting to
oire_r €1 billion. This comes in addition to the help’ to
business worth another £1 billion which I announced in the

autumn.

2.  Any Chancellof, whether he is proposing increases in
tax or, as now,.ta:i: reductions, faces a difficult choice
between the claims of different groups. But this dilemma
is less acute than it is sometimes represented. Any
reduction in the level of taxes helps to ease a burden on

the economy.

3. Redt;ctions in personal taxation themselves help
businesses and employment. Indeed, it is those who work
in business who mainly determine 'bus?ness success. For
years in Britain the tax system and tax burden have
discoux;aged individual effort, commitment and enterprise.
By strengthening incentives through lower personal taxes,
Government can help increase the commitment. to
business suécess at every level. - And if the ététe takes’

less of what people earn, that should encourage furtbe}

moderation in pay demands and'settlements. [Like lower
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inflation, personal "tax cuts “stimulate demand for
industry's products. And, again like lower inflation, and
unlike policies for higher Government spending and
borrowing, they improve_the prospect of meeting that
demand successfully. In these ways,] Tax cuts for people
themselves provide a vital stimulus for lasting growth and

jobs.

4, Any reduction in tax will to some extent help
overseas suppliers, who have captured a large share of

some parts of the domestic market. But many of the

fiéurés quoted are gre;tly exaggerated, and we should not
forget that companies, not just individuals, buy from
overseas. T9 til_t_ tax cuts entirely to business is no
solution to our propensity to buy from abroad. That has

to be found in better competitiveness.

5. In judging the right balance to strike in this Budget I
have taken into aécgunt the measures I announce& in the
Autumn which will directly help to reduce the growth in
business costs. I have also taken into account the lower
level of the exchange rate. AsIsaid in .my ‘Budget Speech
two years ago, exchange rate changes have the effect of

altering the distribution of incomes between companies

and persons. A higher exchange rate boosts personal-

spending power, but it squeezes the profits of companies
exposed to international competition. In my 1981 Budget,
personal income tax thresholds remained unchanged in

order in part to be able to offer some help to companies.
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The same considerations led me to direct over two thirds
of the real' tax reductions in my 1982 Budget towards
industry to help cash flow and rebuild profits. In this
Budget, the balance can rightly swing a little in the

opposite direction.

6. However, because of our success in controlling

public spending, the choice is less stark now. I am able to

_combine the significant measures of direct tax relief to

industry and enterprise which I have just announced with a
substantial measure of direct tax relief to people.

. the tax and

7. The[ f
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social security systems give further compelling reasons to
move in that direction. Those who claim to have found a
quick, cheap way to put them right deceive themselves.
The so-called unemployment and poverty traps, have
grown up because Governments for 30 years or more have’
increased benefits in line with earnings but raised

- 1949
personal tax thresholds only in line with prices. In 1950°

the tax threshold for a married man m was
b pwe-Himds of,

set aT[\average earnings. It is now hardly more than a

third of average earnings. -And~he-finds-himself-paying
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[40] benefits.

-
R



—
—_—

¥




TAs ' shads, da deald
Pa(‘b\m:‘hi ﬂ*‘sms. _
| ‘RT \ inmc&&g nrecs

, sorel)
8. The result is that HmmphwkpeOPIe

are little or no better off in work than they are on social

—Ha sb-col\g g, n\?
securityd And in the poverty p those in work/find their

increase in earnings results in very little or no increase in

their spending power.

‘economys~

9. ° What has occurred over 30 years cannot be put right
in one Budget or one Parliament. These problems have
not arisen, moreover, ‘becau;e Government spends too
little,” but -Bécauséa“r if “has spent "and “taxéd: too much.
Higher public spending is not an answer because it leads
sooner or later to higher taxation. The substantial
increase which I have proposed in Child Benefit will . -
. M

i
_improve work incentives for the low paid. Butllt is only
& Sushaing

by limiting public spending and so making scope for
11\ [V W U ) :
‘ﬁpersonal tax thresholds that the/probl an be tackled. -

Thisvis ‘&mt I now proposeg s a G\JL&W EEP -
W sthod direchon.
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BUDGET CONFIDENTIAL

BLOCK T: CONCLUSION

1. At the start of my spelech I referred to the
objectives this Government adopted in 1979. These
remain. This country had great need of continuity and
consistency of policy. It is a lack of continuity and
consistency in the past which has contributed so
substantially to our economic problems and the present

tragic level of unemployment.

2. Only by 'maintaining'sound policies can we assure
the reéovery on a sustainable basis. Such policies are
consistent- with real reductions in taxation, as I have
shown today and in my Budget last year. Indeed such

reductions stem from such policies; without such policies

they would not be possible, or sustainable.

3. - But policies are only a means to an end. It is the
ultimate aim we must keep in view. And this ultimate
aim must be the restoration of our national and individual
prosperity. By sustaining and carrying forward the
recovery this Budget is a further step in that direction. I

" commend it to the house.






