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BUDGET SPEECH - SIXTH DRAFT

The Chancellor was grateful for the fifth draft of the Budget
speech, which you submitted on 4 March, and for the comments

on it which have subsequently been received. I now attach the
sixth draft, which incorporates his own week-end changes, énd

his provisional reactions to the various comments.

2. The main structural change is that blocks B - 1979
retrospective - and Q - fiscal justice - have been eliminated,

and a new block - B2 - on unemployment-created.

3. The text contains a number of markers, where additional
material is sought. This has been commissioned separately,
at working level. But the Chancellor would be grateful if you,
together with Mr Harris, could provide three or four new
paragraphs to follow main "measures" sections, summarising

/the effect of these and
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the effect of these and analogous measures over the five
Budgets of this Government. I should also be grateful if
Mr Allen could provide, for insertion in section D, and as
appropriate in the "measures" sections, one or two examples
of new "rays of hope" from recent statistics and surveys -
eg housing starts, car output figures, CBI survey etc.

4. Perhaps the Central Unit would check the text, and let
the Chancellor have a list of the measures not mentioned.

My impression is that the omissions are deliberate, but it
would be as well to check that nothing major has been missed.

5. The Chancellor has asked that the Minister of State (R)
should take another look at block N - the North Sea - with

a view to making it a little shorter and crisper. The
Chancellor agrees that the four key points are those which
were identified in para 4 of PS/MST(R)'s minute of 3 March,
and they are indeed reflected in para 7 of block N; yet they
could perhaps with advantage find an earlier place in the
section, which might permit some subsequent deletions.

6. I should be most grateful if you and copy addessces could
ensure that comments on this sixth draft reach me by 3.00pm

on 9 March.

Mo ™

@y J O KERR
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BUDGET SPEECH: SIXTH DRAFT

BLOCK A: OPENING

I begin, as last year, by making it clear that I shall today
be proposing further significant cuts in the taxes paid
both by businesses and by individuals. These proposals
will be consistent with our Medium Term Strategy for
effective control of the money supply, for lower public

borrowing, and for further progress on inflation.

2. This Budget will develop and build on the themes
which have been the foundation of this Government's

approach to the economy since we took office in 1979.

3. The requirement we then saw, and the country
accepted, was for resolve, for purpose and for continuity.
My proposals this afternoon are rooted in that same
resolve, and will maintain that purpose, and that
continuity. They are designed to sustain and advance
economic recovery, and to further the living standards

and employment opportunities of all our people.
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BUDGET SECRET
BLOCK B/C: WORLD ECONOMY

1. Already by 1979 it was clear that the long-term
decline of Britain's relative position in the world economy
called for a fresh start, for a radical new beginning. :l\nd
it soon became apparent that that fresh start would have
to be made in an international setting that was profoundly

and increasingly unhelpful, as the effects of the second oil

price shock hit home.

2. In each of the last three years, world trade has
fallen well below the most cautious of forecasts. Last
year in the major industrial economies output fell. And

more than 30 million of their people were unemployed.

3. Developing countries have faced similar difficulties.
Weak markets for their products, high oil import costs and
high interest rates have led to a sharp rise in their short-
term debt. They have had to cut their imports. And that

has amplified the fall in world trade.

4. Now, however, there are signs that the worst of the

problems of the world economy 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 will help to

reduce inflation and so to encourage increased activity.

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

prices has fallen more steeply than expected.

7. At the same time, interest rates have declined
substantially almost everywhere, including, of course,
here. In the United States, 3-month interest rates have
almost halved from 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. Transition from a period of high inflation is

bound to be uncomfortable, internationally as well as

nationally. The process of adjustment by major debtor
<

countries hgd/ to be encouraged, and world recovery

nurtured and sustained.

10. There is a major task here for the international
financial institutions, which deserve - indeed require - our
full support. The need is not for blue-prints for new
institutions, but for increased commitment - political and

financial - to the existing ones.






11. That is why as Chairman of the Interim Committee I
decided this winter to accelerate the process of
agreement on an increase in the resources available to the
IMF for lending to countries in difficulty. And why I
pressed for a major increase. The decisions:reached in
the Interim Committee in February require ratificatiop by
national Parliaments - including this House . But their
effect should be almost to double the usable resources at
the Fund's disposal; and I hope that the House will share

my view that this is a wholly welcome development.

12. The agenda for international discussion remains a
full one. Differences in performance by individual
industrial countries remain wide and create tensions
which are reflected in the foreign exchange markets. The
threat of protectionism, which in the long run benefits no-
one, continues to grow. 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.

13. It is sometimes suggested that countries which have
made most progress against inflation should speed the
recovery process by a resort to reflation. A paradox
indeed: and in truth nothing could be more dangerous for
recovery. The days when Governments by borrowing more
could g&arantee to boost activity are far behind us - as
the RI?Z for Cardiff (South-East) pointed out five years

ago.
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14. Lower inflation and lower interest rates are
themselves the right foundations for economic recovery, a
recovery which will be healthy and sustainable. They
reduce costs and provide room and encouragement, within
prudent fiscal and monetary objectives, for greater real

growth of activity.

15. And the prospect now is for just such a recovery. It
will be gradual, but it should be steady, provided that
anti-inflationary gains are not thrown away. And the
international consensus is that they must not be thrown

away.

16. This is the heart of the strategy agreed at last
year's Versailles Summit and recently reaffirmed by the
Interim Committee. Carrying it‘ through will need
persistence and political will: but it is backed by a broad

measure of international commitment.
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BLOCK D: THE DOMESTIC ECONOMY

1. At home as abroad, the need is for steadiness and
resolve.
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. And inflation, at 5 per cent, is lower

than at any time since 1976.

3. Last year we saw a surplus on our balance of
payments current account of £4 billion. In 1983 too we
now expect a significant surplus. Total official external
debt now stands at around $12 billion, compared with
$22 billion when we took office. Britain's outstanding
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 of
demand than in most other industrial countries. Indeed,
as I explained a moment ago, in the industrial world as a

whole demand has fallen. With this weakness in overseas






demand and some further rise in imports, *t-o'tal output in
this country increased last year by only % per cent. But,
while we expect domestic demand to grow again by some
3 per cent this year, output is forecast to rise by some
2 per cent, which is likely to be in line with or a little

faster than, the projected growth in world output. B

5. I have spoken so far of output in the whole economy.
For manufacturing industry too the prospects look better.
After a slight fall last year, the current evidence suggests

that a modest rise is likely over the next few months.
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BLOCK D2: UNEMPLOYMENT

1. Unemployment, however, remains intractably high,
even although it has been rising more slowly than in 1980
or 1981. In many other countries it has recently been
rising faster than here; in the last year, for example, it
went up by a quarter in the United States, by a third in
Germany, and by nearly 40 per cent in the Netherlands,

compared with just over 10 per cent here. [This

2. Defeating inflation is the key to lasting growth, and
jobs. One cannot create growth - one would only recreate
inflation - by going all out to create jobs. So we must
face the fact that unemployment is likely to remain high
for some time to come. This is why we have established a
full range of programmes to help those without jobs who
are bearing the sharpest pains of the recession. These
special employment and training measures will next year
bring direct help to more than 650 thousand people, at a

cost of about £2 billion.

3. There are four ways in which we now propose to

extend this help.

4, 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, simplj . to secure
contribution credits to protect their right to a full pension
when they reach 65. From April, they will no longer be
required to do this. This will ease the path into
retirement. Even if those concerned subsequently take up
part-time or low-paid work, on earnings which fall below
the lower earning limit for contributions, their pension

entitlement will be fully safeguarded.

5. Next, there are some 42,000 men over 60 who are
registered as unemployed and on supplementary benefit,
but who have to wait a year, or until they reach 65,
before they qualify 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. They
will in effect be treated as if they had already reached

retirement age.

6. Then, the Job Release Scheme. As the House
knows, this Scheme allows men over 62 and women over
59 who so choose to retire early, and so to make room for
employing someone else from the register. I can now
announce a new scheme for part-time job release. It will
apply to the same categories of 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 [l
October] and should provide part-time job opportunities
for up to 47,000 more people who are at present

registering as unemployed.






7. Fourth, enterprise allowances. These encourage
unemployed people to set up in business, by paying £40 a
week for their first year to offset their loss of
unemployment benefit. Pilot schemes were set'up in five
local areas in [ ], and I can now announce that from 1
August to end-March 1984 enterprise allowances will be
available throughout the country, within an overall cash
limit of £25 million in 1984-84. Individual allowances will
run on for a full year, so that the scheme will cost a
further £29 million in the next financial year. The net
public expenditure cost is about two-thirds of this gross
cost. It should help some 25,000 unemployed people to set
up in business. We shall be monitoring the scheme closely
and I hope it will show a continuing benefit to the

individuals and to the whole economy.

8. The gross cost of these four measures is estimated

at £[ ] million in 1983~-84 and £[ ] million in 1984-85.

9. Finally there is one other matter which has, I know,
been a cause of concern to Honourable Members on both
sides of the House. As the House will recall, the
November 1980 uprating of unemployment benefit was
abated by 5 per cent. We said then that we would review
the position once the benefit was brought into tax. That
happened in July last year. 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 right now to redeem that pledge. In the uprating that
takes place in November this year the 5 per cent
abatement of unemployment benefit will be restored in

full.
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BLOCK E: INFLATION

1. But it is not enough simply to mitigate fhe effects
of unemployment. It is our purpose as well to secure a
sustainable growth in job opportunities. For that to
happen we must look for a larger share of rising demand -
demand that is rising in Britain as well as overseas - to be

translated into British output and British jobs.

2 This is why progress on retail price inflation is
crucial to the prospects of higher output and lower
unemployment. Inflation was on a rising trend when we
came to office. It peaked at some 22 per cent in 1980.
The reduction since then has been dramatic, with retail
price inflation now down to 5 per cent. The benefits of
this transformation are felt throughout the country; and
it is widely recognised that it results from the consistency

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

3. We shall not change course. Downward pressure on
inflation will be maintained. With the fall in the
exchange rate some check in our progress now is
unavoidable. In the fourth quarter of this year inflation in
retail prices may temporarily be running at about 6 per
cent, a little above what it is now, but still substantially

below its level of a year ago. And it seems likely that the






i

GDP deflator - which is a measure of prices across the
whole economy - will show a continuing fall from 7 per

cent in 1982-83 to 5% per cent next year.

4. High inflation is a canker in society, undermining
stability and eroding savings. So lower inflation is good in
itself. But it also underpins a return to lasting growth and
new jobs in this country, as in the world economy as a
whole. It provides a stimulus to real demand and so to

production.

5. It expands real demand in several ways. As inflation
falls consumer spending tends to rise. Savers no longer
have to put aside so much simply to maintain the

purchasing power of their savings.

6. Lower inflation leads to higher spending by
companies, both on stocks and on investment. For lower
inflation means lower interest rates, and improved cash
flow. This is why industrial profitability, though still by
historic standards very low, has begun to recover. This
too is encouragil;g new investment and the creation of

new jobs.

7. Lower inflation and interest rates also eases the
burden of mortgage interest, helping house buyers and in

turn house building.






8. With lower inflation the announced cash’
programmes of the public sector buy more real goods and

services.

9. These are some of the reasonsEand they bear
repetiticﬂwhy demand in our own economy has been
rising 6ver the past year, while demand in overseas
markets has remained weak. Now that world inflation is
much lower the level of world demand too should rise over
the next year. With continued success against inflation
we should see a revival of markets abroad as well as

continued growth of markets at home.

10. Finally, of course, inflation has long been the enemy
of good sense in pay bargaining and so too the enemy of
jobs. The understanding that the Government will not
finance higher inflation, has done much - though still not
enough[:to bring commonsense back into wage bargaining.
The way in which excessive pay increases destroy jobs is
now much more widely understood. So too is the case for

higher productivity, which over the last two years, has
improved in manufacturing industry by som cent.

11. These are some of the reasons why last year, in a
shrinking world market, British manufacturers succeeded,
for the first time in [ ] years, in enlarging their market
share. We still have to reverse years of relative decline.
Still lower pay settlements and still higher productivity

remain vital to our competitive position. Provided they






come though, British business is now bwe,ttebr -placed than
for many years to make inroads into markets at home and

overseas.

12. And provided we go on achieving success against
inflation. Today's 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.

13. A trend that appeared inexorable in the post-war
years - the trend of rising inflation -has now been
decisively broken. We are now certain to be the first
Government for [30] years to achieve a lower average
level of inflation than did its predecessor. Given the

chance, as I believe we shall be, we shall not be the last.
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BLOCK F: MONETARY POLICY

1. One weapon we shall certainly continue to uge is
effective monetary policy. That monetary policy has a
key part to play in the fight against inflation is recognised
by the markets and by governments abroad; and it was, of
course, and rightly so, a pillar of the last Government's
counter-inflation policy, however much they may deny it

now.

2. In judging monetary conditions we look at the
measures of money supply and at other financial
indicators such as the exchange rate, real interest rates,
and of course at progress in reducing inflation itself. The
Red Book, - always an alluring document, but now in even
more readable format to match the Autumn Statement -
includes a full discussion of these matters. I shall

summarise it only briefly now.

3. Since the last Budget, 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 cent. 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 d_evelopmgeht 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 move up to around 11 per cent, but
they are 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. Opposition statements and election
uncertainties Emay havjalso played a part. Certainly

there was no laxity in the Government's financial policy.

6. The fall in sterling that has taken place in the last
four months has to be seen against the background of our
success in meeting our monetary and fiscal objectives.
Provided we continue to meet them - and we shall - there
is no reason to expect sterling to fall further; and no
reason to expect an inflationary surge from the fall that

has taken place.

7. The lower exchange rate will give industry an

opportunity to improve its competitiveness; but only if
7 PRl Ladper 003, -

other costsLare tightly restrained.} Once again it must be

said that means above all still greater moderation in pay

bargainin/gj Without that the fall in the exchange rate
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would bring only a temporary improvement to ‘the

Cmeasures that are often, and rather misleadingly, referred

g
to as measures of "competitiveness", an} would offer no
long-term help in providing a sustainable basis for the
improvement in output and employment that is now within

-

our grasp.

8. That is why I cannot emphasise too strongly our
view that devaluation brought about by monetary and
fiscal laxity and sought as a deliberate act of policy is
sheer folly. It would be a signal to the world of a
willingness to accommodate rising inflation - an inflation
that would undoubtedly be fuelled by demands for higher
wages to offset its effects. Confidence would collapse.

And jobs would be destroyed.

9. That is not the way we intend to go. That is why, by
contrast, last year's Medium Term Financial Strategy
again set out a declining path for monetary growth in
future years. After growth of 8-12 per cent in 1982-83, a
target of 7-11 per cent was suggested for 1983-84. I
confirm now that the 1983-84 target will indeed be
7-11 per cent. Once again it will apply to both broad and
narrow measures of money, though, as I said last year, M1
may for a time grow rather faster than indicated by the
range. Given the prospect for inflation this range gives

scope for the rise in output which we expect.

s






10. The establishment of the Medium Term Financial
Strategy has been more than justified by its value as a
framework of fiscal and monetary discipline. Another
innovation has similarly proved its worth: namely our
decision to diversify our funding policy making indexed as
well as conventional assets available. I intend to contil.me

this policy.

11. I also intend once again to secure a significant
contribution from the personal sector in the form of
National Savings. 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 and 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 rabtes, fand begun to reopen the door to

long term corporate borrowing for the first time for over

a decade.}
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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. Ehis

C—

country has been no exception;J

2. A substantial reduction in public sector borrowing
over the medium term 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 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 cer.lt of GDP. For the
year now ending I budgeted for a public sector borrowing
requirement of £9% billion. The latest estimate suggests
that the outturn may be as low as [£8] billion - not least
because oil revenues have been substantially larger than

expected.

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

judging whether that figure is still appropriate, I have

.
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taken account of developments over the paét'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 the financial pressures 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 term prices of OPEC crudes
have both fallen. These falls are to be welcomed. Fln
1979-80 the world price of oil rose by more than 2% times.
Coming in the aftermath of the 1973 surge in oil prices,
that triggered off the deepest economic recession the

world has experienced since the warj

5. Of course a fall in the oil price reduces the value of
our own oil production. But oil accounts for only 5 per
cent of our National Income; and 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 will in time mean more output and jobs

in Britain.
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6. But, on the strictly budgetary front, a f‘urther cut in
oil prices could affect the balance of revenue and
expenditure, and I have to take this into account. Up to a
point it would be right to let the public sector deficit
absorb the effects of the lower prices. Enhanced
international demand, and reduced costs at home, should
reduce corporate borrowing; which should make it
possible to accommodate a larger PSBR without upward
pressure on interest rates or money supply. It would
plainly be wrong, as well as impractical, to react to every
change in the oil market by changing taxes. Nonetheless,
if any further reduction in oil prices seemed likely to

compromise the success of our economic strategy, I would

be ready to take appropriate corrective action.

7. Taking these factors into account, I have decided to
hold to the previous plan, and provide for a PSBR in
1983-84 of 2% per cent of GDP, that is £8 billion. This
will mean a further reduction in the real burden of

Government borrowing.

8. Last autur;m, I announced a cut in the National
Insurance Surcharge and so a reduction of £ billion in the
burden on private industry and commerce during the year
ahead. After allowing for that and for the other changes
announced in November, the latest forecasts suggest that
a borrowing requirement of £8 billion permits further real
tax cuts with a cost to the PSBR in 1983-84 of some
£1% billion. That is therefore the scale of my proposals

this afternoon.






9. The Red Book gives revenue and’ expenditure
projections for the period up to 1985-86. These[allow for] Show
a s}ifn/further reduction in public sector borrowing over
the medium term. There is, of course, no certainty about
the precise figures. But they ii-}ua-t-ra-\;!e how lower
borrowing can be combined with lower taxes, and
reductions in inflation and interest rates. As was indeed

illustrated by my last Budget, and its practical effects.
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BLOCK H: PUBLIC EXPENDITURE

1. Central to the control of borrowing is the control of
public expenditure. And the key to effective control of
public expenditure 1is 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. Next year, as this year, public

expenditure as a proportion of GDP should fall.

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. The
[resultant] improvement in the 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 public

spending programmes; but they will all be met from the
S0

Contingency Reserve; a.ndeill }ns/ 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 -
year of around £590 million in the Civil Service pay bill.
We are on course for a further reduction to 630,000 by
April 1984 - the target we set ourselves on taking office,

and which some thought unattainable.

6. I might add that we shall be helped towards that
objective by the tax and other proposals which T am
announcing today. Their net effect will be a reduction of

[ ] in the requirement for Civil Service Manpower.
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BLOCK I: SOCIAL SECURITY

1. Much the biggest single element in public
expenditure [ - more than one quarter of the total -] is"of

course social security, to which I now turn.

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 today

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 forecast method of
uprating. That is, they are based on a forecast made at
Budget time of what the rate of inflation will be at the
time the uprating takes place in the following November.
welk

4. But this method has not worked plyerly. 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 is

confusing and uncertain for all concerned, and‘ﬁ:@
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% Favut A M 5. We have therefore decided that we shall, from- this

a .. November, return to that actual method. The November
(Jodae) cptrmun Uk Grueoneck s ’
) & e M one. A 1983 uprating will be based on the figure for inflation in

.

-,w,a & M h-ef.udt(q. the year to May 1983, which will be available on [ ] June.

That month has been chosen because it is the latest}ha‘t/
Mssible }é if the necessary Parliamentary and
administrative steps are to be completed in time for all
beneficiaries to receive the increase in November.
Subsequent years will be treated in the same way. The

necessary legislation will be introduced immediately.

6. Clearly we cannot give precise figures for next
November's uprating until the May inflation figure is
published. But it is expected to be in the region of 4 per
cent. Benefits which are regularly uprated on the same
basis will be increased by whatever the figure actually is,
and no less. Those public service pensions that have
traditionally been linked with these benefits will be
increased in November by the same percentage. For
unemployment benefit this increase will of course 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.






7. As compared with a c¢ fiuation of. the previous

method, it seems li - depending on the precise

for inflati in May - that benefits ected will be

incredsed by significantly more tifan would have been the

case had an adjustmenttieen made to take account of the

full amount e over-provision in November

wo have happened under the old s tem. Lec
- [5] years since this Government was elected prices

[will] have risen by [ ] per cent. Over the same period

pensions [will] have risen by no less than [ ] per cent.
£ Our pledge to maintain the value of pension over this
Parliament's lifetime will t}uﬂmve been more than

fulfilled.
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BUDGET SECRET

BLOCK J: CHILD BENEFIT

1. The social security provision which is perliaps the

most important of-all-and-particularly to working families

with low incomes, is Child Benefit. It plays a vital part in

so
action to alleviate the unemployment trap and thfis in our

e el
strategy of improving incentives for -eH—sectors—of—the—

pepulation.

2. For this reason I am glad to be able to tell the
House that from November 1983 the rate will be
increased [by 11 per cent] to £6.50. One parent benefit
will be correspondingly increased to £4.05. On the basis
of the inflation forecast for November, this will take the
real value of Child Benefit above its level in April 1979.

It will t srbe worth more than ever before.
ok :

[3. Round-up paragraph on costs of Benefit Increases.]
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BUDGET SECRET

BLOCK K: OTHER BENEFITS, AND CHARITIES

1. There are other groups in ;.dé:ie

Government must give a

which any

priority. And we give

particular priority to help for widows, to the sick, and to
t eiderly.
2. 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 about four out of five newly widowed women
receive no financial benefit from the bereavement
allowance. The allowance will now be extended to cover
the year after the husband's death as well. The cost will
be some £25 million a year.&his will greatly help widows

in establishing their new pattern of life. _“ j

3. We have also decided on a number of other

improvements to benefits.

4. We intend to provide significant new help for about
70,000 invalidity pensioners. Until now this vulnerable
section of our society has, through the so-called
"invalidity trap", been excluded from receiving the long
term rate of supplementary benefit. I am glad to be able

to tell the House that My Rt Hon Friend Secretary of

N






State for Social Services intends to amend the regulations _
so that people who have been on invalidity benefits for a

year will qualify for the long term rate.

5. This in itself is not enough to eliminate the
invalidity trap. But there will also be an increase from
£20 to £22.50 in the amount which disabled and
chronically sick people can earn before their benefit is
reduced. And 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 we shall
also increase to £500 the corresponding limit for single
payments of supplementary benefits to help with

exceptional expenditure.

6. Taken together these measures do get rid of the
so-called trap. And quite right too. We also,
incidentally, 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.

7. The cash assistance which I have described will be
of real benefit. But caring means more than cash. Many
of the 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. [New paragraph explaining why no action on VAT

and charities.]

9. But 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 from
[€£3,000] to £5,000 the ceiling on higher rate relief for
gifts made by deed of covenant and by abolishing outright
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 wh‘olly and exclusively for the purpose of its
business. For normal business expenses we must continue
to stick to that general principle. But I am lmme 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. From now on companies who lend staff
to work for charities will be able to treat the salaries of
seconded staff exactly as though they were business

expenses.






11. [Round-up paragraph on help to charities over -5

Budgets, value of total help in 1983-84 (including grants.]






7-35

_ 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 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. We want this money used for the purpose for which

it is intended. Accordingly we shall be making certain

changes in the rules tohelp~with-this.

2. One of our -high*?;t 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. This limit was fixed in 1974 and, as many of the
bodies concerned with housing have pointed out, its value
has been substantially eroded by inflation. I have

therefore decided to increase the limit to £30,000. This






will cost some [£50] million in 1983-84 and [£85] million
in a full year: it will help potential howseowners and the

construction industry alike.

4. I also propose to extend mortgage interest relief of
the kind already enjoyed by many employees, whose duties
o )
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.

5. We want to help people not only to own their own
wes . .

houses 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 and is making a real impact on the problem.

[Figures for take-up] The initiative is therefore to be

O
ceatinwed until the end of 1983-84.

6. Local authorities have already been told they may
spend without iimit on these and other improvement
grants this year. I now propose to increase the expense
limits for repairs grants from £5000 to £5500 in London
and from £4000 to £4500 elsewhere. The cost will be

£10 million per annum.

7. 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.

8. In addition, I propose two further steps to help the

construction industry.

9. 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

April 1986, at a cost of some £5 million in a full year.

10. Secondly, stock relief will from today be available
for houses acce'pted 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.

11. The cumulative effect of these measures should give

a substantial boost to the construction industry, -thSUgh

.

WA, (s9meof them, on their-ewn, might seem small-beer.
~ N . . . ) )
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BUDGET SECRET
BLOCK M: INDIRECT TAXES
1. Which brings me, of course, to the 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

(I r\'au
maintain en—appropriate balance between ;}e/direct and

j,h{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
much smaller than in recent years. [Figures for 1980, '81,

'82]

4. I start with the duties on alcoholic drinks. 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. On cider, which is increasingly
competing with beer, I propose a similar increase of one

penny a pint.






5. As for tobacco, I propose to increase tl?e 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.

6. 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, ﬁparticularly as the real prices of both
petrol and derv are little different from what they were
[20] years ago.]}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 under 0.7p a litre]. These
changes will take effect for oil delivered from refineries

and warehouses from 6 pm tonight.

7. As in the last two years, I propose no change in the
rate of duty on heavy fuel oil. There will thus be a
reduction in real terms of some 20 per cent in the duty
burden since it~waslastdncreased in 1980. This will be of
considerable continuing assistance to industry, since it

will help to hold down its energy costs.

X






8. 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 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.

9. The total effect of all the changes in excise duties
will be to raise additional revenue of some £590 million in
1983-84 and £600 million in a full 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 N: NORTH SEA OIL REGIME

1. I come now to North Sea tax. The develppment of
the North Sea is an achievement of private enterprise a-nd
¥ the result of 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 affecting 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, importance. But the fiscal regime needs
to take account of changing oilfield economics. My

proposals therefore focus on future development.

3. Most existirlxg 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 progressively. 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.

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. For future fields I propose two important new
incentives. First, the oil allowance will be doubled for
them. 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 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 need 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.

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 to

encourage sensible sharing arrangements with smaller less






profitable future fields, pipeline tariffs on ¥m tomnes of
oil throughput a year from any field will be exempted
from PRT. There will be transitional relief for old

agreementS

7. Taken together, these proposals should provide <the
industry with some [£800m] extra over the next four
years. There will be significantly lower taxes for future
fields with a simpler and entirely profit-related tax
regime. Exploration and appraisal will be encouraged.
And the companies' cash flow will start to benefit by

some [ ] in 1983-84.

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 0O/Q: 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 r.ight
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
business costs higher than they need have been. That has
been put right. 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,

[with the support of their Liberal partners in the then

- — = -

6

M marriage of convenience which has since been solemnised
/

¢ | in aslightly different form].
. ]

o
w emy'

‘?\_ 3. 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 that

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






i

&?3 oo A
4. I now propose that the rate be z_fe,_d_ucfed[_f‘rpm 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 another €220 million in 1983-84 and nearly
£400 million in a full year.
5. The surcharge was 3% 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. [This will I am sure be welcomed by the
whole House, including those whose mis-alliance gave

birth to the surcharge.]

6. 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 call
for careful examination. Some would benefit from
further consultation. But there is one impression that

stands out.

7. 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.

7(
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8. Some other issues, however, need to be considered
today. 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.

9. 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.

10. 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.

11. This change should be considered alongside one
other proposal. At present credit for foreign tax on
overseas income is only allowed against such part of a
company's corp'oration 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.






12. As I have said, my proposals on tax havens and these
proposed changes 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.

13. Each year I announce the future scale rates for
measuring the benefits from company cars which are still
substantial. Recent increases have been at a rate of
20 per cent. This year I propose that with effect from
April 1984 the scales for both car and car fuel benefits

should be increased by the lower figure of 15 per cent.

14. [I have also decided to legislate to bring into tax
from the next academic vyear the benefit from
scholarships provided by employers for the children of

their higher paid employees.]

15. I propose too 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. I 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.






16. 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 and 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. I have therefore
concluded that there should be no changes [this year] in

the tax regime for banks.

17. 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.

18. 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 £4 million.

19. The cost of these two Corporation Tax 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. 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 now offers 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 introduced have already
brought us to the position where a quarter of a million
employees have become shareholders.

v A gk:*)s
4. We c;aﬁ/(lp/mac’h/better thentiat. I want to make
the Employee Share Ownership Scheme sttt more
attractive and more flexible, while still open to all
employees. I therefore propose that companies may
either give shares to employees to the value of £1250, or

to the value of 10 per cent of their salary, up to a






maximum of £5000 per annum. [This new freedom will
provide still further encouragement to management, upon

whom so much depends.]

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
already cover 100,000 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 these measures will be £20 million

in 1983-84 and some £40 million in a full year.

Ts 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 to encourage similar
success I propose that where an employee controlléd
company is being set up the employees should benefit
from interest relief on loans they take out to buy shares
in it. &he House might like to know that under our
privatisation programme [ ] thousand employees have so

far acquired shares in the companies for which they work. \

S






8. 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. [The small gifts exemption, which is now
of little practical significance, will be withdrawn.] And I
propose fo increase to £20,000 the limits on the relief for

small part disposals of land and for residential lettiﬁg.

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

can work to best effect.

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. 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 is one of
the factors that is tending to keep new entrants out of the
industry. I therefore propose to increase relief for
minority shareholders in unquoted companies and for let

agricultural land from 30 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. The VAT registration threshold will be increased
with effect from midnight tonight from £17,000 to

£18,000.

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.

16. The cost of these measures will be [£5] million in

1983-84 and [£10] million in 1984-85.

17. Now, innovation and technology.

) 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. 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 a range of public expenditure
measures for the encouragement of industry and
enterprise. They will be worth £185 million over the next

three years.

19, The West Midlands have been particularly 'flard-hit
by the current recession. Small engineering firms are
even more importa.nj: 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. The Scheme
is already a proven success: [insert number of companies
helped last year.] 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 T hope be of
substantial further help to the region, as well as to 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
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.

23. If My Rt Hon Friend the Secretary of S.;‘.ate 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.

24. Last year I extended the small workshop scheme by

two years for very small industrial units. [Insert sentence

\(a; l on effects of extension - ?number of units produced.]

Mh\%v’&‘ This year I want to encourage the conversion of more old

ol buildings into thriving workshops: I propose to allow all
avirlo WA

‘such units in a single converted building to qualify for

h ol W 100 per cent first year allowances if on average they

a7 meet the size requirements.

WWU@NM
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v WA oY 25. Now I come to the important matter of finance for

business, on which I have major improvements to propose.

26. 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.

27. [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.]

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

option] ]

29. [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.]

30. [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.]
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31. 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 been a great success. Indeed over

£260 million has been lent to some 8000 companigs:tmd it

 —

is closé tc; its £300 million ceiling. This ceiling will
therefore be raised to £540 million to enable the scheme
to run its full three year course to May 1984.

32, On 3 March I informed the House abou;‘. 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.

33. 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
Jwstk a
freeports on an experimental basis ine ve:ir’](few

locations. Widspread consultation will be needed before

the sites are chosen.
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34, Lastlg,LI come to a—matter of the pgreatest—

Jmportanee, 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.

35. 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.

36. 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 not only new
companies, but 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.

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 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.

38. 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.
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BLOCK R: PEOPLE AND BUSINESSES [Q deleted]

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 £1 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 inc;eases 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 system 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. Not least because when
the State takes less of what people earn, there is less

justification for excessive pay demands and settlements.






And of course cuts in personal tax provide a vital stimulus

for lasting growth and jobs.

4. [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 account the lower
level of the exchange rate. As I said in my Budget Speech
two years 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. 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.]

5. Hown;er, because of our success in controlling
Y e

public spending, the choice is less stark nowﬁ 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.

6. Acknowledged unfairnesses and absurdities in the

tax and social security systems give further compelling
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reasons to move in that direction. It makes no sense that
people on low incomes should be paying tax at all. And
the consequences of a low tax threshold are of course the
so-called poverty trap and unemployment trap. They
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 their increase in income taken in tax.

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 therﬁselves.
They have grown up almost entirely because Governments
for thirty 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 about in line with average
earnings. Today it is barely more than a third of average
earnings. And he now finds himself paying tax and
National Insurance at a marginal rate of 39 per cent at
[ 1 a week. At the same time, to limit the rising burden
of the social security budget, means-testing has been

applied to some [40] 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.
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 tackle the problem at

its roots, as I now propose.
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BLOCK S: 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 thresholds and allowances must take

priority.

2. Two years ago, in order to curb inflation and allow
lower interest rates, income tax allownces 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, which
has since allowed me in two subsequent budgets to
propose substantial tax reductions. It also paved the way

towards the lower inflation and lower interest rates,

e
which today offer a—deez 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 £2455 to £2795.
The additional personal allowance paid to single ;arents
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 5 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. The total revenue foregone will amount to
some £2 billion in 1983-84 and £21% billion in a full year.

Some 11 million people will be taken out of the tax net.

7. This is entirely right, and 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, 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.

W
3. Soundeolicies 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 COV recognise the
need for sound pbvlicies - provi it continues to resist

and proferred panaceas,

irresponsible

national economic and the reduction in

unemployment This Budget is a

further 7

in that direction. I commrend it to the House.
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BUDGET SPEECH - SIXTH DRAFT

The Chancellor was grateful for the fifth draft of the Budget
speech, which you submitted on 4 March, and for the comments

on it which have subsequently been received. I now attach the
sixth draft, which incorporates his own week-end changes, and

his provisional reactions to the various comments.

2. The main structural change is that blocks B - 1979
retrospective - and Q - fiscal justice - have been eliminated,

and a new block - B2 - on unemployment-created.

3. The text contains a number of markers, where additional
material is sought. This has been commissioned separately,
at working level. But the Chancellor would be grateful if you,
together with Mr Harris, could provide three or four new
paragraphs to follow main "measures" sections, summarising

/the effect of these and
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the effect of these and analogous measures over the five
Budgets of this Government. I should also be gratefﬁl if
Mr Allen could provide, for insertion in section D, and as
appropriate in the "measures" sections, one or two examples
of new "rays of hope" from recent statistics and surveys -
eg housing starts, car output figures, CBI survey etc.

4. Perhaps the Central Unit would check the text, and let
the Chancellor have a list of the measures not mentioned.
My impression is that the omissions are deliberate, but it

would be as well to check that nothing major has been missed.

5. The Chancellor has asked that the Minister of State (R)
should take another look at block N - the North Sea - with

a view to making it a little shorter and crisper. The
Chancellor agrees that the four key points are those which
were identified in para 4 of PS/MST(R)'s minute of 3 March,
and they are indeed reflected in para 7 of block N; yet they
could perhaps with advantage find an earlier place in the

. section, which might permit some subsequent deletions.

6. I should be most grateful if you and copy addiessees could
ensure that comments on this sixth draft reach me by 3.00pm
on 9 March.

Mo

@JJJOKERR
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BUDGET SPEECH: SIXTH DRAFT

BLOCK A: OPENING

I begin, as last year, by making it clear that I shall today
be proposing further significant cuts in the taxes paid
both by businesses and by individuals. These proposals
will be consistent with our Medium Term Strategy for
effective control of the money supply, for lower public

borrowing, and for further progress on inflation.

2. This Budget will develop and build on the themes
which have been the foundation of this Government's

approach to the economy since we took office in 1979.

3. The requirement we then saw, and the country
accepted, was for resolve, for purpose and for continuity.
My proposals this afternoon are rooted in that same
resolve, and will maintain that purpose, and that
continuity. They are designed to sustain and advance
economic recovery, and to further the living standards

and employment opportunities of all our people.






1.1
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BLOCK B/C: WORLD ECONOMY

1. Already by 1979 it was clear that the. long-term
decline of Britain's relative position in the world economy
called for a fresh start, for a radical new beginning. tAnd
it soon became apparent that that fresh start would have
to be made in an international setting that was profoundly

and increasingly unhelpful, as the effects of the second oil

price shock hit home.

2. In each of the last three years, world trade has
fallen well below the most cautious of forecasts. Last
year in the major industrial economies output fell. And

more than 30 million of their people were unemployed.

3. Developing countries have faced similar difficulties.
Weak markets for their products, high oil import costs and
high interest rates have led to a sharp rise in their short-
term debt. They have had to cut their imports. And that

has amplified the fall in world trade.

4. Now, however, there are signs that the worst of the

problems of the world economy 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 will help to

reduce inflation and so to encourage increased activity.

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

prices has fallen more steeply than expected.

7. At the same time, interest rates have declined
substantially almost everywhere, including, of course,
here. In the United States, 3-month interest rates have
almost halved from 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. Transition from a period of high inflation is
bound to be uncomfortable, internationally as well as
nationally. The ‘process of adjustment by major debtor
countries had to be encouraged, and world recovery

nurtured and sustained.

10. There is a major task here for the international
financial institutions, which deserve ~ indeed require - our
full support. The need is not for blue-prints for new
institutions, but for increased commitment - political and

financial - to the existing ones.
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11. /That is why as Chairman of the Interim Committed(!

decided this winter to accelerate the process of
agreement on an increase in the resources available to the
-AMF for lending to countries in difficulty. And why I
pressed for a major increase. The decisions.reached in
the Interim Committee in February require ratification by
national Parliaments - including this House . But their
effect should be almost to double the usable resources at
the Fund's disposal; and I hope that the House will share

my view that this is a wholly welcome development.

12. The agenda for international discussion remains a
full one. Differences in performance by individual
industrial countries remain wide and create tensions
which are reflected in the foreign exchange markets. The
threat of protectionism, which in the long run benefits no-
one, continues to grow. 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.

13. It is sometimes suggested that countries which have
made most progress against inflation should speed the
recovery process by a resort to reflation. A paradox
indeed: and in truth nothing could be more dangerous for
recovery. The days when Governments by borrowing more
could guarantee to boost activity are far behind us - as
the RHG for Cardiff (South-East) pointed out five years

ago.
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14. Lower inflation and lower interest rates are
themselves the right foundations for economic recovery, a
recovery which will be healthy and sustainable. They
reduce costs and provide room and encouragement, within
prudent fiscal and monetary objectives, for greater real

growth of activity.

15. And the prospect now is for just such a recovery. It
will be gradual, but it should be steady, provided that
anti-inflationary gains are not thrown away. And the
international consensus is that they must not be thrown

away.

16. This is the heart of the strategy agreed at last
year's Versailles Summit and recently reaffirmed by the
Interim Committee. Carrying it through will need
persistence and political will: but it is backed by a broad

measure of international commitment.
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BLOCK D: THE DOMESTIC ECONOMY

1. At home as abroad, the need is for steadiness and

resolve.

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. And inflation, at 5 per cent, is lower

than at any time since 1976.

3. Last year we saw a surplus on our balance of
payments current account of £4 billion. In 1983 too we
now expect a significant surplus. Total official external
debt now stands at around $12 billion, compared with
$22 billion when we took office. Britain's outstanding
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 of
demand than in most other industrial countries. Indeed,
as I explained a moment ago, in the industrial world as a

whole demand has fallen. With this weakness in overseas






demand and some further rise in imports, tlotal output in
this country increased last year by only % per cent. But,
while we expect domestic demand to grow again by some
3 per cent this year, output is forecast to rise by some
2 per cent, which is likely to be in line with or a little

faster than, the projected growth in world output. -

5. I have spoken so far of output in the whole economy.
For manufacturing industry too the prospects look better.
After a slight fall last year, the current evidence suggests

that a modest rise is likely over the next few months.
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BLOCK D2: UNEMPLOYMENT

1. Unemployment, however, remains intracfably high,
even although it has been rising more slowly than in 1980
or 1981. In many other countries it has recently been
rising faster than here; in the last year, for example, it
went up by a quarter in the United States, by a third in
Germany, and by 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 we now are
beginning to emerge ahead of the rest.]

2. Defeating inflation i3 the key to lasting growth, and

jobs. One cannot create growth - one would only recreate
inflation - by going all out to\create jobs. So we must
face the fact that unemployment\is likely to remain high
for some time to come. This is why\we have established a
full range of programmes to help thoge without jobs who
are bearing the sharpest pains of the Yecession. These
special employment and training measures will next year
bring direct help to more than 650 thousand people, at a

cost of about £2 billion.

3. There are four ways in which we now propose to

extend this help.

4, 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, simpl}; - to secure
contribution credits to protect their right to a full pension
when they reach 65. From April, they will no longer be
required to do this. This will ease the path into
retirement. Even if those concerned subsequently take up
part-time or low-paid work, on earnings which fall below
the lower earning limit for contributions, their pension

entitlement will be fully safeguarded.

5. Next, there are some 42,000 men over 60 who are
registered as unemployed and on supplementary benefit,
but who have to wait a year, or until they reach 65,
before they qualify 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. They
will in effect be treated as if they had already reached

retirement age.

6. Then, the Job Release Scheme. As the House
knows, this Scheme allows men over 62 and women over
59 who so choose to retire early, and so to make room for
employing someone else from the register. I can now
announce a new scheme for part-time job release. It will
apply to the same categories of 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 [l
October] and should provide part-time job opportunities
for up to 47,000 more people who are at present

registering as unemployed.






7. Fourth, enterprise allowances. These encourage
unemployed people to set up in business, by paying £40 a
week for their first year to offset their loss of
unemployment benefit. Pilot schemes were set'up in five

local areas in [ ], and I can now announce that from 1

to end-March 1984 enterprise allowances will be
avdilable throughout the country, within an overall cash
mit of £25 million in 198}-84. Individual allowances will
run on for a full year, so that the scheme will cost a
further £29 million in the next financial year. The net
public expenditure cost is about two-thirds of this gross
cost. It should help some 25,000 unemployed people to set
up in business. We shall be monitoring the scheme closely
and I hope it will show a continuing benefit to the

individuals and to the whole economy.

8. The gross cost of these four measures is estimated

at £[ ] million in 1983-84 and £[ ] million in 1984-85.

9. Finally there is one other matter which has, I know,
been a cause of concern to Honourable Members on both
sides of the House. As the House will recall, the
November 1980 uprating of unemployment benefit was
abated by 5 per cent. We said then that we would review
the position once the benefit was brought into tax. That
happened in July last year. 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 right now to redeem that pledge. In the uprating that
takes place in November this year the 5 per cent
abatement of unemployment benefit will be restored in

full.
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BLOCK E: INFLATION

1, But it is not enough simply to mitigate the effects
of unemployment. It is our purpose as well to secure a
sustainable growth in job opportunities. For that to
happen we must look for a larger share of rising demand -
demand that is rising in Britain as well as overseas - to be

translated into British output and British jobs.

2 This is why progress on retail price inflation is
crucial to the prospects of higher output and lower
unemployment. Inflation was on a rising trend when we
came to office. It peaked at some 22 per cent in 1980.
The reduction since then has been dramatic, with retail
price inflation now down to 5 per cent. The benefits of
this transformation are felt throughout the country; and
it is widely recognised that it results from the consistency

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

3. We shall not change course. DownWard pressure on
inflation will be maintained. With the fall in the
exchange rate some check in our progress now is
unavoidable. In the fourth quarter of this year inflation in
retail prices may temporarily be running at about 6 per
cent, a little above what it is now, but still substantially

below its level of a year ago. And it seems likely that the






GDP deflator - which is a measure of prices across the
whole economy - will show a continuing fall from 7 per

cent in 1982-83 to 5% per cent next year.

4. High inflation is a canker in society, undermining
stability and eroding savings. So lower inflation is gooq in
itself. But it also underpins a return to lasting growth and
new jobs in this country, as in the world economy as a
whole. It provides a stimulus to real demand and so to

production.

5. It expands real demand in several ways. As inflation
falls consumer spending tends to rise. Savers no longer
have to put aside so much simply to maintain the

purchasing power of their savings.

6. Lower inflation leads to higher spending by
companies, both on stocks and on investment. For lower
inflation means lower interest rates, and improved cash
flow. This is why industrial profitability, though still by
historic standards very low, has begun to recover. This
too is encouragil;g new investment and the creation of

new jobs.

7. Lower inflation and interest rates also eases the
burden of mortgage interest, helping house buyers and in

turn house building.






8. With lower inflation the ~ ammewmmeed cash
programmes of the public sector buy more real goods and

services.

9. These are some of the reasons - and they bear
repetition - why demand in our own economy has been
rising over the past year, while demand in overseas
markets has remained weak. Now that world inflation is
much lower the level of world demand too should rise over
the next year. With continued success against inflation
we should see a revival of markets abroad as well as

continued growth of markets at home.

10. Finally, of course, inflation has long been the enemy
of good sense in pay bargaining and so too the enemy of
jobs. The understanding that the Government will not
finance higher inflation, has done much - though still not
enough -to bring commonsense back into wage bargaining.
The way in which excessive pay increases destroy jobs is
now much more widely understood. So too is the case for
higher productivity, which over the last two years, has

improved in manufacturing industry by some 14 per cent.

11. These are some of the reasons why last year, in a
shrinking world market, British manufacturers succeeded,
for the first time in [ ] years, in enlarging their market
share. We still have to reverse years of relative decline.
Still lower pay settlements and still higher productivity

remain vital to our competitive position. Provided they
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come theugh, British business is now better -placed than _
for many years to make inroads into markets at home and

overseas.

12.  And provided we go on achieving success against
inflation. Today's unemployment was fostered by long
years of high inflation. And by failure to tackle it soon

Tha's Cj‘.vwmm/ wmii
enough. And by failure to keep up the fight. %e“shall not

make those mistakeség;,—..é-

13. A trend that appeared inexorable in the post-war
years - the trend of rising inflation -has now been
decisively broken. We are now certain to be the first

Government for [30] years to achieve a lower average
level of inflation than did its predecessor. Giyén the
chance, as I believe we shall be, we shall nMast.
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BLOCK F: MONETARY POLICY

1. One weapon we shall certainly continue to uge is
effective monetary policy. That monetary policy has a
key part to play in the fight against inflation is recognised
by the markets and by governments abroad; and it was, of
course, and rightly so, a pillar of the last Government's
counter-inflation policy, however much they may deny it

now.

2. In judging monetary conditions we look at the
measures of money supply and at other financial
indicators such as the exchange rate, real interest rates,
and of course at progress in reducing inflation itself. The
Red Book, - always an alluring document, but now in even
more readable format to match the Autumn Statement -
includes a full discussion of these matters. I shall

summarise it only briefly now.

3. Since the last Budget, 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 cent. Other financial indicators
also pointed to moderately restrictive monetary
conditions. As in other industrial countries, real interest

rates remained positive throughout the year.
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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 movedup to around 11 per cent, but
they are 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. Opposition  statements and  election
uncertainties may have also played a part. Certainly

there was no laxity in the Government's financial policy.

6. The fall in sterling that has taken place in the last
four months has to be seen against the background of our
success in meeting our monetary and fiscal objectives.
Provided we continue to meet them - and we shall - there
is no reason to expect sterling to fall further; and no
reason to expec‘t an inflationary surge from the fall that

has taken place.

7. The lower exchange rate will give industry an
opportunity to improve its competitiveness; but only if
other costs are tightly restrained. Once again it must be
said that means above all still greater moderation in pay

bargaining. Without that the fall in the exchange rate






would bring -only a- temporary improvement to the
measures that are often, and rather misleadingly, referred
to as measures of "competitiveness", and would offer no
long-term help in providing a sustainable basis for the
improvement in output and employment that is now within

our grasp. -

8. That is why I cannot emphasise too strongly our
view that devaluation brought about by monetary and
fiscal laxity and sought as a deliberate act of policy is
sheer folly. It would be a signal to the world of a
willingness to accommodate rising inflation - an inflation
that would undoubtedly be fuelled by demands for higher
wages to offset its effects. Confidence would collapse.

And jobs would be destroyed.

9. That is not the way we intend to go. That is why, by
contrast, last year's Medium Term Financial Strategy
again set out a declining path for monetary growth in
future years. After growth of 8~12 per cent in 1982-83, a
target of 7-11 per cent was suggested for 1983-84. I
confirm now that the 1983-84 target will indeed be
7-11 per cent. Once again it will apply to both broad and
narrow measures of money, though, as I said last year, M1
may for a time grow rather faster than indicated by the
range. Given the prospect for inflation this range gives

scope for the rise in output which we expect.






10. The establishment of the Medium Term Financial
Strategy has been more than justified by its value as a
framework of fiscal and monetary discipline. Another
innovation has similarly proved its worth: namely our
decision to diversify our funding policy making jndexed as
well as conventional assets available. I intend to continue

this policy.

11. I also intend once again to secure a significant
contribution from the personal sector in the form of
National Savings. 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 and 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, [and begun to reopen the door to
long term corporate borrowing for the first time for over

a decade.]
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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 has been no exception.

2. A substantial reduction in public sector borrowing
over the medium term 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 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. For the
year now ending I budgeted for a public sector borrowing
requirement of £9% billion. The latest estimate suggests
that the outturn may be as low as [£8] billion - not least
because o0il revenues have been substantially larger than

expected.

3. For 1983-84 last year's Budget Statement suggested
a PSBR of 2% per cent of GDP. That is 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 paét'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 the financial pressures 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 term prices of OPEC crudes
have both fallen. These falls are to be welcomed. In
1979-80 the world price of oil rose by more than 2% times.
Coming in the aftermath of the 1973 surge in oil prices,
that triggered off the deepest economic recession the

world has experienced since the war.

5. Of course a fall in the oil price reduces the value of
our own oil production. But oil accounts for only 5 per
cent of our National Income; and 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 will in time mean more output and jobs

in Britain.






6. But, on the strictly budgetary front, a further cut in
oil prices could affect the balance of revenue and
expenditure, and I have to take this into account. Up to a
point it would be right to let the public sector deficit
absorb the effects of the lower prices. . Enhanced
international demand, and reduced costs at home, should
reduce corporate borrowing;  which should make- it
possible to accommodate a larger PSBR without upward
pressure on interest rates or money supply. It would
plainly be wrong, as well as impractical, to react to every
change in the oil market by changing taxes. Nonetheless,
if any further reduction in oil prices seemed likely to
compromise the success of our economic strategy, I would

be ready to take appropriate corrective action.

7. Taking these factors into account, I have decided to
hold to the previous plan, and provide for a PSBR in
1983-84 of 21 per cent of GDP, that is £8 billion. This
will mean a further reduction in the real burden of

Government borrowing.

8. Last autur;ln, I announced a cut in the National
Insurance Surcharge and so a reduction of £ billion in the
burden on private industry and commerce during the year
ahead. After allowing for that and for the other changes
announced in November, the latest forecasts suggest that
a borrowing requirement of £8 billion permits further real
tax cuts with a cost to the PSBR in 1983-84 of some
£1% billion. That is therefore the scale of my proposals

this afternoon.






9. The Red_ Book ngves» revenue and expenditure
projections for the period up to 1985-86. These allow for
a still further reduction 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, and
reductions in inflation and interest rates. As was indeed

illustrated by my last Budget, and its practical effects.
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BUDGET SECRET

BLOCK H: PUBLIC EXPENDITURE

1. Central to the control of borrowing is the control 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. Next year, as this year, public

expenditure as a proportion of GDP should fall.

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. The
[resultant] improvement in the 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 public
spending programmes; but they will all be met from the
Contingency Reserve; and will thus 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
year of around £590 million in the Civil Service pay bill.
We are on course for a further reduction to 630,000 by
April 1984 - the target we set ourselves on taking office,

and which some thought unattainable.

6. I might add that we shall be helped towards that
objective by the tax and other proposals which I am
announcing today. Their net effect will be a reduction of

[ ] in the requirement for Civil Service Manpower.
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BUDGET CONFIDENTIAL

BLOCK I: SOCIAL SECURITY

1. Much the biggest single element in public
expenditure [ - more than one quarter of the total -] is"of

course social security, to which I now turn.

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 today

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 forecast method of
uprating. That is, they are based on a forecast made at
Budget time of what the rate of inflation will be at the

time the uprating takes place in the following November.

4. But this 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 is

confusing and uncertain for all concerned, and there have






been many representations from pensioners 'that it would
be better to return to the [more certain] historic or
actual method, under which upratings were based on

actual past inflation.

5. We have therefore decided that we shall, from- this
November, return to that actual method. The November
1983 uprating will be based on the figure for inflation in
the year to May 1983, which will be available on [ ] June.
That month has been chosen because it is the latest that
it is possible to take if the necessary Parliamentary and
administrative steps are to be completed in time for all
beneficiaries to receive the increase in November.
Subsequent years will be treated in the same way. The

necessary legislation will be introduced immediately.

6. Clearly we cannot give precise figures for next
November's uprating until the May inflation figure is
published. But it is expected to be in the region of 4 per
cent. Benefits which are regularly uprated on the same
basis will be increased by whatever the figure actually is,
and no less. Those public service pensions that have
traditionally been linked with these benefits will be
increased in November by the same percentage. For
unemployment benefit this increase will of course 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.






7. 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 an adjustment been made to take account of the
full amount of the over-provision in November 1982 as
would have happened under the old system. In the
[5] years since this Government was elected prices
[will] have risen by [ ] per cent. Over the same period
pensions [will] have risen by no less than [ ] per cent.
Our pledge to maintain the value of pension over this
Parliament's lifetime will thus have been more than

fulfilled.
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BUDGET SECRET

BLOCK J: CHILD BENEFIT

1, The social security provision which is perhaps the
most important of all and particularly to working families
with low incomes, is Child Benefit. 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. For this reason I am glad to be able to tell the
House that from November 1983 the rate will be
increased [by 11 per cent] to £6.50. One parent benefit
will be correspondingly increased to £4.05. On the basis
of the inflation forecast for November, this will take the
real value of Child Benefit above its level in April 1979.

It will thus be worth more than ever before.

[3. Round-up paragraph on costs of Benefit Increases.]
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BUDGET SECRET

BLOCK K: OTHER BENEFITS, AND CHARITIES

1. There are other groups in our society to which any
Government must give a high priority. And we give
particular priority to help for widows, to the sick, and to

the elderly.

2. 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 about four out of five newly widowed women
receive no financial benefit from the bereavement
allowance. The allowance will now be extended to cover
the year after the husband's death as well. The cost will
be some £25 million a year. This will greatly help widows

in establishing their new pattern of life.

3. We have also decided on a number of other

improvements to benefits.

4. We intend to provide significant new help for about
70,000 invalidity pensioners. Until now this vulnerable
section of our society has, through the so-called
"invalidity trap", been excluded from receiving the long
term rate of supplementary benefit. I am glad to be able

to tell the House that My Rt Hon Friend Secretary of






State for Social Services intends to amend the regulations
so that people who have been on invalidity benefits for a

year will qualify for the long term rate.

5. This in itself is not enough to eliminate the
invalidity trap. But there will also be an increase from
£20 to £22.50 in the amount which disabled and
chronically sick people can earn before their benefit is
reduced. And 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 we shall
also increase to £500 the corresponding limit for single
payments of supplementary benefits to help with

exceptional expenditure.

6. Taken together these measures do get rid of the
so-called trap. And quite right too. We also,
incidentally, 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.

7. The cash assistance which I have described will be
of real benefit. But caring means more than cash. Many
of the 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. [New paragraph explaining why no action on VAT

and charities.]

9. But 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 from
[£3,000] to £5,000 the ceiling on higher rate relief for
gifts made by deed of covenant and by abolishing outright
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 wh'olly and exclusively for the purpose of its
business. For normal business expenses we must continue
to stick to that general principle. But I am lmee 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. From now on companies who lend staff
to work for charities will be able to treat the salaries of
seconded staff exactly as though they were business

expenses.
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11.. [Round-up paragraph on help to charities over-5

Budgets, value of total help in 1983-84 (including grants.]
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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 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. 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.

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. This limit was fixed in 1974 and, as many of the
bodies concerned with housing have pointed out, its value
has been substantially eroded by inflation. I have

therefore decided to increase the limit to £30,000. This






will cost some [£50] million in 1983-84 and_[E85] million
in a full year: it will help potential houseowners and the

construction industry alike.

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.

5. We want to help people not only to own their own
houses 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 and is making a real impact on the problem.
[Figures for take-up] The initiative is therefore to be

continued until the end of 1983-84.

6. Local authorities have already been told they may
spend without iimit on these and other improvement
grants this year. I now propose to increase the expense
limits for repairs grants from £5000 to £5500 in London
and from £4000 to £4500 elsewhere. The cost will be

£10 million per annum.

7. 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-effec_:tive
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.

8. In addition, I propose two further steps to help the

construction industry.

9. 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

April 1986, at a cost of some £5 million in a full year.

10. Secondly, stock relief will from today be available
for houses acce'pted 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.

11. The cumulative effecy of these measures should give

a substantial boost to t}ife construction industry, though

some of them, on theif own, might seem small beer.
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BUDGET SECRET

BLOCK M: INDIRECT TAXES

1. Which brings me, of course, to the 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 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
much smaller than in recent years. [Figures for 1980, '81,

'82]

4. I start with the duties on alcoholic drinks. 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. On cider, which is increasingly
competing with beer, I propose a similar increase of one

penny a pint.






5. As for tobacco, I propose to increase tl?e 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 willltake effect

from midnight, Thursday.

6. 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, [particularly as the real prices of both
petrol and derv are little different from what they were
[20] years ago.] 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 under 0.7p a litre]. These
changes will take effect for oil delivered from refineries

and warehouses from 6 pm tonight.

7. As in the last two years, I propose no change in the
rate of duty on heavy fuel oil. There will thus be a
reduction in real terms of some 20 per cent in the duty
burden since it was last increased in 1980. This will be of
considerable continuing assistance to industry, since it

will help to hold down its energy costs.






8. 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 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.

9. The total effect of all the changes in excise duties
will be to raise additional revenue of some £590 million in
1983-84 and £600 million in a full 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 N: NORTH SEA OIL REGIME

1. I come now to North Sea tax. The development of
den

the North Sea is a}{ chievement of private enterprise and

W the result of 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 bhe smaller, and
proportionately more expensive, than existing fields. Tax
is only one element affecting 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, importance. But the fiscal regime needs
to take account of changing oilfield economics. My

proposals therefore focus on future development.

3. Most existi;lg 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 progressively. 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.

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. For future fields I propose two important new
incentives. First, the oil allowance will be doubled for
them. 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 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 need 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.

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 to

encourage sensible sharing arrangements with smaller less






profitable future fields, pipeline tariffs on ¥m tonnes of -
oil throughput a year from any field will be exempted
from PRT. There will be transitional relief for old

agreement§

7. Taken together, these proposals should provide -the
industry with some [£800m] extra over the next four
years. There will be significantly lower taxes for future
fields with a simpler and entirely profit-related tax
regime. Exploration and appraisal will be encouraged.
And the companies' cash flow will start to benefit by

some [ ] in 1983-84.

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.






BUDGET SECRET
BLOCK 0O/Q: 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 r.ight
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
business costs higher than they need have been. That has
been put right. 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,
[with the support of their Liberal partners in the then
marriage of convenience which has since beensetemmised

) _ ) ka v
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3. 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 1% 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.






4. I now propose that the rate 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 another £220 million in 1983-84 and nearly
£400 million in a full year.

5. The surcharge was 3% 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. [This will I am sure be welcomed by the
whole House, including those whose mis-alliance gave

birth to the surcharge.]

6. 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 call
for careful examination. Some would benefit from
further consultation. But there is one impression that

stands out.

7. 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. Ihave
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.






8. Some other issues, however, need to l:?e considered
today. 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.

9. 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.

10. 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.

11. This change should be considered alongside one
other proposal. At present credit for foreign tax on
overseas income is only allowed against such part of a
company's corp,oration 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.






12. As I have said, my proposals on tax havens and these
proposed changes 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. [ am sure the House will agree that this is

right.

13. Each year I announce the futurc scale rates for
measuring the benefits from company cars which are still
substantial. Recent increases have been at a rate of
20 per cent. This year I propose that with effect from
April 1984 the scales for both car and car fuel benefits

should be increased by the lower figure of 15 per cent.

14. [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.]

15. I propose too 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. I also
propose with effect from April 1984 to increase

1
substantially the measure of the benefit gained by an

e

employee who occupies rent-free or at a very low rent

expensive accommodation owned by his employer.
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16. 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 and 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. I have therefore
concluded that there should be no changes [this year] in

the tax regime for banks.

17. 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 figurgs, 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.

18. 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.

19. The cost of these two Corporation Tax 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. 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 now offers 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 introduced have already
brought us to the position where a quarter of a million

employees have become shareholders.

4. We can do much better than that. I want to maké
the Employee Share Ownership Scheme still more
attractive and more flexible, while still open to all
employees. I therefore propose that companies may
/ either give shares to employees to the value of £1250, or

to the value of 10 per cent of their salary, up to a

Vs akesy 'JMTWQ Pt 1 Qﬁa:‘:h
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maximum of £5000 per annum. [This new freedom will
provide still further encouragement to management, upon

whom so much depends.]

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
already cover 100,000 employees. The monthly.llimit 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 these measures will be £20 million

in 1983-84 and some £40 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 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. The House might like to know that under our
privatisation programme [ ] thousand employees have so

far acquired shares in the companies for which they work.






8. 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. [The small gifts exemption, which is now
of little practical significance, will be withdrawn.] And I
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,
raising it to £100,000. This will further encourage
entrepreneurs to keep money in their business where it

can work to best effect.

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. T 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 is one of
the factors that is tending to keep new entrants out of the
industry. I therefore propose to increase relief for
minority shareholders in unquoted companies and for let

agricultural land from 30 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. The VAT registration threshold will be increased
with effect from midnight tonight from £17,000 to

£18,000.

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.

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 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. 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 a range of public expenditure
measures for the encouragement of industry and
enterprise. They 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 importan@ 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. The Scheme
is already a proven success: [insert number of companies
helped last year.] 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 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
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.

23, If My Rt Hon Friend the Secretary of S;tate 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.

24. Last year I extended the small workshop scheme by
two years for very small industrial units. [Insert sentence
on effects of extension - ?number of units produced.]
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.

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

business, on which I have major improvements to propose.

26. 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.

27. [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.]

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

option] ]

29. [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.]

30. [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.]






31. 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 been a great success. Indeed over
£260 million has been lent to some 8000 companies and it
is close to its £300 million ceiling. This ceiling will
therefore be raised to £540 million to enable the scheme
to run its full three year course to May 1984,

32. On 3 March I informed the House abou;: 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.

33. 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 a very few
locations. Wi?'épread 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 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.

35. 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.

36. 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 not only new
companies, but 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.

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 is another measure
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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.

38. 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.
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BUDGET SECRET
BLOCK R: PEOPLE AND BUSINESSES [Q deleted]

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 inc;eases 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 system and tax burden have
discouraged individual effort, commitment and enterpris;a.
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.






And of course cuts in personal tax provide a vital stimulus

for lasting growth and jobs.

4. [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 account the lower
level of the exchange rate. As I said in my Budget Speech
two years 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. 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.]

5. 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.

6. Acknowledged unfairnesses and absurdities in the

tax and social security systems give further compelling






reasons to move in that direction. It makes no sense that
people on low incomes should be paying tax at all. And
the consequences of a low tax threshold are of course the
so-called poverty trap and unemployment trap. They
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 their increase in income taken in tax.

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 therr;selves.
Thare Frups

Frey have grown up almost entirely because Governments
for thirty 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 about in line with average
earnings. Today it is barely more than a third of average
earnings. And he now finds himself paying tax and
National Insurance 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 has been

applied to some [40] 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.
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 tackle the problem at

its roots, as I now propose.
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BUDGET SECRET
BLOCK S: 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

chgnges 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
. i

have just given’lthresholds and allowances )must take

priority.

2. Two years ago, in order to curb inflation and allow
lower interest rates, income tax allownces 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, which
has since allowed me in two subsequent budgets to
propose substantial tax reductions. It also paved the way
towards the lower inflation and lower interest rates,
which today offer a clear 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 anci, for the married person from £2455 to £2795.
The additional personal allowance paid to single };arents
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 5 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. The total revenue foregone will amount to
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. This is entirely right, and 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, 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 in
unemployment are now attainable. This Budget is a

further step in that direction. I commend it to the House.
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BUDGET SECRET
BLOCK D: THE DOMESTIC ECONOMY

1. At home as abroad, the need is for steadiness and

resolve.

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. And inflation, at 5 per cent, is lower

than at any time since 1976.

e

L]
« “ “Cuﬂ"——ﬂ‘a MLL.J(«I«} 3. Last year we saw a surplus on our balance of

s O

payments current account of££4 billion. In 1983 too we
now expect a significant surplus. Total official external
debt now stands at around $12 billion, compared with

1
(4

$22 billion when we took office, [Britain's—eutstanding—

Famﬁ- W/"’“ ‘ﬁ“‘ Qi puhlic—&ee—ter—éebtﬁsmaller in relation to its trade than
sl e M"‘.{ﬁr “""“‘U’n(l" - =

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 of
demand than in most other industrial countries. Indeed,
as I explained a moment ago, in the industrial world as a

whole demand has fallen. With this weakness in overseas






demand and some further rise in imports, t.o‘tal output in -
this country increased last year by only } per cent. But,
while we expect domestic demand to grow again by some
3 per cent this year, output is forecast to rise by some
2 per cent, which is likely to be in line with' or a little

faster than, the projected growth in world output. -

5. I have spoken so far of output in the whole economy.
For manufacturing industry too the prospects look better.
After a slight fall last year, the current evidence suggests

that a modest rise is likely over the next few months.
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BUDGET SECRET
BLOCK D: THE DOMESTIC ECONOMY

1. At home as abroad, the need is for steadiness and

resolve.

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. And inflation, at 5 per cent, is lower

>( than at any time since 1974. O

3. Last year we saw a surplus on our balance of
payments current account of £4 billion. In 1983 too we
now expect a significant surplus. Total official external
/H/?‘ debt now stands at around $12 billion, compared with
$22 billion when we took office. Britain's outstanding

public sector debt is smaller in relation to its trade than

o

at any time since the second World War.
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BUDGET SECRET -

BLOCK D2: UNEMPLOYMENT

1. Unemployment, however, remains intractably high,
even although it has been rising more slowly than in 1980
or 1981. In many other countries it has recently been
rising faster than here; in the last year, for example, it
went up by a quarter in the United States, by a third in
Germany, and by 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 we now are

beginning to emerge ahead of the rest.]

2. Defeating inflation is the key to lasting growth, and
jobs. One cannot create growth - one would only recreate
inflation - by going all out to create jobs. So we must
face the fact that unemployment is likely to remain high
for some time to come. This is why we have established a
full range of programmes to help those without jobs who
are bearing the sharpest pains of the récession. These
special employment and training measures will next year
bring direct help to more than 650 thousand people, at a

cost of about £2 billion.

3. There are four ways in which we now propose to

extend this help.

4. In the first place, some 75,000 men between the

ages of 60 and 65 are now required to register at an
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unemployment benefit office, sim_ply; + to secure
contribution credits to protect their right to a full pension
when they reach 65. From April, they will no longer be
required to do this. This will ease the path into
retirement. Even if those concerned subsequently take up
part-time or low-paid work, on earnings which fall below
the lower earning limit for contributions, their pension

entitlement will be fully safeguarded.

5. Next, there are some 42,000 men over 60 who are
registered as unemployed and on supplementary benefit,
but who have to wait a year, or until they reach 65,
before they qualify 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. They
will in effect be treated as if they had already reached

retirement age.

6. Then, the Job Release Scheme. As the House
knows, this Scheme allows men over 62 and women over
59 who so choose to retire early, and so to make room for
) ' Whe s L(_n-&l«.PlG?
employing someone elseLﬁlnm—ﬂn—regmt.ar an now
announce a new scheme for part-time job release. It will

apply to the same categories of older people who are

willing to give up at least half their standard working

w et
heuse so that someone else can be taken on forLa-b-luat-!-E

rm The allowances will be paid at half the

full-time rate. The scheme will take effect from @l
Octoberf and should provide part-time job opportunities

o
for up to 4]’,000 more people who are at present

registering-aa unemployed.






7. Fourth, enterprise allowances. These encourage
unemployed people to set up in business, by paying £40 a
week for their first year to offset their loss of
unemployment benefit. Pilot schemes were set up in five
local areas in [ ], and I can now announce that from 1
August to end-March 1984 enterprise allowances will be
available throughout the country, within an overall cash
limit of £25 million in 1984-84. Individual allowances will
run on for a full year, so that the scheme will cost a
further £29 million in the next financial year. The net
public expenditure cost is about two-thirds of this gross
cost. It should help some 25,000 unemployed people to set
up in business. We shall be monitoring the scheme closely
and I hope it will show a continuing benefit to the

individuals and to the whole economy.

8. The gross cost of these four measures is estimated

at £[ ] million in 1983-84 and £[ ] million in 1984-85.

9. Finally there is one other matter which has, I know,
been a cause of concern to Honourable Members on both
sides of the House. As the House will recall, the
November 1980 uprating of unemployment benefit was
abated by 5 per cent. We said then that we would review
the position once the benefit was brought into tax. That
happened in July last year. 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 right now to redeem that pledge. In the uprating that
takes place in November this year the 5 per cent
abatement of unemployment benefit will be restored in

full.
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BUDGET SPEECH : SIXTH DRAFT

1. The Minister of State (R) has prepared the attached

redraft of Block N of the Budget Speech on the North Sea,
with ofticials’ help., This is certainly shorter than
the version in the sixth draft : at a rough estimate,

32 words, compared to 512.

A P HUDSON
Private Secretary
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FROM: M C Mercer
DATE: 9 March 1983

cc: Mr Bailey
Ms Seammen
Mr Allen

MR KERR

BUDGET SPEE@H: SIXTH DRAFT: SECTION D2

2. Four otheg.points:

i. Seégnd sentence of paragraph 6 Technically the
register® no longer exists. The last 3 words of the

sentence could instead read: "who is unemployed".

ii. I think it might be wise to omit the reference to "at

least 15 hours a week" in the fourth sentence of

paragraph 6. This is a potentially controversial

aspect of the new scheme, and as it is the only detailed
point which is mentioned it could represent an unnecessary
red rag to the bulls. A suggested re-draft of this

sentence is:

"It will apply to the same categories of older
people who are willing to give up at least half
their standard working week so that someone

else can be taken on for the remaining half."

i%i//Paragraph 6, penultimate line "47,000" should be "40,000%.

iv{//;aragraph 6, final line Omit "registering as",for the

reason given at i. above.

3. I presume that Ms Seammen will comment if necessary on paragraphs

4, 5 and 9.

0\~’.C—,b\~ﬁl~n_ﬂn

M C MERCER

BUDGET SECRET



r'— SR i Ry e R - TEATe- Ty [T

o L

] 3 8

B yom) meme e — _'1.
prl o - .

- - el

BN PSRN el Reeaand

1 mEeEy g Ill'_li—l.l‘--hl-l » _'l
st e kel T -“I%I

— ——— -
= g oyt e

' ha
Sl | mk s I ™ e m vt oy ] g hﬁ.l_-

# 5 my pEpeamie pa e @ w2 o0 BaR Bf Ea=D oL L2
e N ilagms S Gf FEESw BRESa = B

et s IO S R NN R RN T

et g mlges Rl el B e Timm o mmior w a p egns
R L COE R R R RSN MR L S VR PRSS SN SR
phee im rhppecw) amm - ccllow Wi W) man s
jul v
ey = m xmboepiras el W aF plom iz 20t
B Bhmis B e BR el R TR we g iy
R R I R L T
"ep B0 g R s om Al o Ba el

e wa® B e el ot s el St

- e S e ETONSRERSSSEE - B e SRR )
- i R s e -

| . 1 i e ma ! N T = a—g = - PR R







stering for credits may not qualify for "a full
pgnsion" at 65. The earlier draft said "their
entitlement to pension", but if you want to shorten

this, we suggest "their pension rights", to read in full:

"... contribution credits to protect their pension
rights when they reach 65."

(ii) In para 6, line 10, the square brackets round "1 October"
\/// can be removed.

(iii) In para 7, line 5, the date to replace the square brackets
\ should be "January 1982" (and three lines further on,
V" the year should of course read "1983-84"),
(iv) 1In para 8, the Chief Secretary is keen on displaying
the net public expenditure costs of these measures
(1e deducting estimated benefit savings). With rounded
f gures for gross and net costs, the whole paragraph
ight read:

"8, The gross cost of these four measures is
\ estimated at £55 million in 1983-84 and £100 million
in 1984-85. The net public expenditure cost will be
much less than this - about £40 million in 1983-84
and £55 million in 1984-85.,"

/In



BUDGET - SECRET/CONFIDENTIAL

In Block P, Enterprise and Business, there are a couple more

points:

(ﬁ) In para 19, line 9, the number of firms already helped
' by SEFIS is "about 1,400",

(vi) In para 31, on the Loan Guarantee Scheme, line 6 says the
scheme has been "a great success", which could be a
hostage to fortune given that Treasury Ministers aim to
bring it to an end next year (also there could still be
embarrassing numbers of bankruptcies and losses).

There is also a DOI point on the need to inform the
ouse about raising the statutory limit. We suggest
the last three sentences (from line 5) should read:

"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
companies, so that the scheme is 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, and we may need to seek the House's
approval for an increase in the statutory limit

for this purpose.”
A

A. M. BAILEY
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MR MERCER

BUDGET SPEECH: SIXTH DRAFT: SECTION D2

I attach a copy of this section of the latest draft of the Budget Speech. I should be grateful

if you could co-ordinate its checking for factual accuracy, and the filling of any blanks, and
return it to me by 4.00 p.m. on 9 March.

2. A copy of this section goes to Ms Seammen and Mr Allen. Mr Bailey has a copy of the
complete speech.
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BUDGET SECRET

BLOCK D2: UNEMPLOYMENT

1, Unemployment, however, remains intractably high,
even although it has been rising more slowly than in 1980
or 1981. In many other countries it has recently been
rising faster than here; in the last year, for example, it
went up by a quarter in the United States, by a third in
Germany, and by 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 we now are

beginning to emerge ahead of the rest.]

2. Defeating inflation is the key to lasting growth, and
jobs. One cannot create growth - one would only recreate
inflation - by going all out to create jobs. So we must
face the fact that unemployment is likely to remain high
for some time to come. This is why we have established a
full range of programmes to help those without jobs who
are bearing the sharpest pains of the récession. These
special employment and training measures will next year
bring direct help to more than 650 thousand people, at a

cost of about £2 billion.

3. There are four ways in which we now propose to

extend this help.

4. 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, simpl};-. to secure

Ok LoV
contribution credits to protect thei rightStoa Al pengion

when they reach 65. From April, they will no longer be
required to do this. This will ease the path into
retirement. Even if those concerned subsequently take up
part-time or low-paid work, on earnings which fall below
the lower earning limit for contributions, their pension

entitlement will be fully safeguarded.

5. Next, there are some 42,000 men over 60 who are
registered as unemployed and on supplementary benefit,
but who have to wait a year, or until they reach 65,
before they qualify 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. They
will in effect be treated as if they had already reached

retirement age.

6. Then, the Job Release Scheme. As the House
knows, this Scheme allows men over 62 and women over
59 who so choose to retire early, and so to make room for
employing soméone else from the register. I can now
announce a new scheme for part-time job release. It will
apply to the same categories of 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 [l
October] and should provide part-time job opportunities
for up to 47,000 more people who are at present

registering as unemployed.






7. Fourth, enterprise allowances. These encourage
unemployed people to set up in business, by paying £40 a
week for their first vyear to offset their loss of
unemployment benefit. Pilot schemes were set up in five
local areas in [ ], and I can now announce that from 1
August to end-March 1984 enterprise allowances will be
available throughout the country, within an overall cash
limit of £25 million in 1984-84. Individual allowances will
run on for a full year, so that the scheme will cost a
further £29 million in the next financial year. The net
public expenditure cost is about two-thirds of this gross
cost. It should help some 25,000 unemployed people to set
up in business. We shall be monitoring the scheme closely
and I hope it will show a continuing benefit to the

individuals and to the whole economy.

8. The gross cost of these four measures is estimated

at £[ ] million in 1983-84 and £[ ] million in 1984-85.

9. Finally there is one other matter which has, I know,
been a cause of concern to Honourable Members on both
sides of the House. As the House will recall, the
November 1980 uprating of unemployment benefit was
abated by 5 per cent. We said then that we would review
the position once the benefit was brought into tax. That
happened in July last year. 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 right now to redeem that pledge. In the uprating that

takes place in November this year the E/ﬁ@;/\e;&

abatement oU@_p_lg@em/gé@ﬁt will be restored ‘ka (et:
skt -

——
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i. Paragraph 1, /t’hird sentence. Presumably, higher output and more jobs is not

dependent on us tdking a larger share of markets, but simply that those markets should

grow. So the third sentence is a non sequitur that might begin: "And we must look for
a larger s\ls{ar woa

ii. Paragraph 2. Again, the opening of this paragraph is a bit of a non sequitur.
Perhﬁﬁé you could say something like: "Further progress on reducing retail price

v in.{’f:a.tion is crucial..." Towards the end of this paragraph you might say "firmness and

/onsist ency".

iii,{": Paragraph 4, final sentence. Independently of its effects on demand and hence

utput, lower inflation provides a direct stimulus to production by improving
\/ confidence, incentives, and so on. Either delete "so" or expand the sentence to make

the point clearer.

iv. Paragraph 5. The first sentence might be recast to read: "It encourages real
demand to grow in various ways." And at the end of the sentence the important notion
/df the real balance effect might be got across by inserting the words "the real value of

v their capital" after "maintain".

v. Paragraph 6. In the first sentence "encourages" might be safer than "leads to"

and },m the next sentence you might say "for lower inflation contributes to lower

intérest rates...”"; the third sentence might begin "This is one reason why industrial

profitability..." (there are others). And industrial investment, particularly in
manufacturing, remains very depressed so that "will encourage new investment" might

be safer than "is encouraging new investment".



BUDGET SECRET

vi.  Paragraph 9. Other factors - eg the abolition of HP controls - have contributed
to rising consumer demand over the last year. And other countries too have made
rapid progres against inflation - our own inflation rate is still only around the average
of the other major 7 countries. So it might be safer to open this paragraph along the
follo ‘ing lines: "Lower inflation and interest rates have contributed to the fairly

styong growth in demand in our own economy over the past two years - most recently

eflecting higher consumer spending. Of course, demand in overseas markets has
remained weak. But now that world inflation is much lower, the level of world

demand..."

vii. Paragraph 10. With memories of the water workers' settlement, should not the
point about bringing commonsense back into wage bargaining be qualified somewhat? I
would also be inclined to drop the final sentence. Its juxtaposition with the previous
point about excessive pay increases destroying jobs seéms a little insensitive; after all,
higher manufacturing productivity over the last two years is very largely the
qahsequence of job destruction! Instead you might open the following paragraph by
\\._ /"'/saying: "More moderate pay settlements, combined with improved productivity are two
of the reasons why last year, in a shrinking world market, British manufacturers
succeeded in slightly enlarging their market share." (I would be inclined to delete the
reference in square brackets here; it is only five years ago that this was last achieved,

and the increase in 1982 was not very large, and only comes about if one measures

market share in volume terms).

viii. Paragaph 13. The figure should be 25 not 30 years. And the Chancellor should
be aware that this calculation only works if we define "Government" very broadly, to
i include periods (eg 1951-64) in which a single Party was in power but which covered

several general elections and changes of Prime Minister.

ix.  Paragraph 13, final sentence. The grammar seems to have gone askew.

2. A mc»e/general point is that the draft now concentrates almost entirely on the
"demand" effects of lower inflation, and seems a little unbalanced as a result. Unlike the
earlier drafts there is no mention of the benefits of lower inflation in the broader context of

the MTFS. Could something along these ines be reinstated?

(21}

RIG ALLEN
EB
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FROM: J O KERR
DATE: 8 March 1983
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MR TURNBULL

BUDGET SPEECH: SIXTH DRAFT: SECTION F
I attach a copy of this section of the latest draft of the Budget Speech. I should be grateful
if you could co-ordinate its checking for factual accuracy, and the filling of any blanks, and

return it to me by 4.00 p.m. on 9 March.

2. A copy of this section goes to Mrs Lomax, Mr Peretz and Mr Pirie. Mr Middleton has a

S

J O KERR

copy of the complete speech.



N




{
\AQL‘

QL.

BUDGET SECRET
BLOCK F: MONETARY POLICY

1. One weapon we shall certainly continue to use is
effective monetary policy. That monetary policy has a
key part to play in the fight against inflation is recognised
by the markets and by governments abroad; and it was, of
course, and rightly so, a pillar of the last Government's
counter-inflation policy, however much they may deny it

nows.

2.  In judging monetary conditions we look at the
measures of money supply and at other financial
indicators such as the exchange rate, real interest rates,
and of course at progress in reducing inflation itself. The
Red Book,Elalways an alluring document, but now in even
more readable format to match the Autumn Statement :]
includes a full discussion of these matters. I shall

summarise it only briefly now.

3. Since the last Budget, 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 cent. 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
{ vk o adhrtardred oy T g Cont

DA oA e — o B0 AL substantial fall in interest rates was possible. By mid
wr A bet o)

November, short term rates had fallen to 9 per cent. =
9 They subsequently mové,\ up to around 11 per cent, but
they are still very substantially below the 16 per cent of

November 1981.

5. For most of the year the exchange rate was strong.

j‘"“u're of

The weakening in November and December ean—be
WW‘JH & u.«e“.;;t,\-

o ¥ed attributed=te external factors such as concern about oil

prices and sharp movements in the world's other major

currencies. Opposition statements and  election
L Cumty vontne s R0 d ehrpad
? De uncertainties may have also played a part, Certainly

there was no laxity in the Government's financial policy.

6. The fall in sterling that has taken place in the last
four months has to be seen against the background of our
success in meeting our monetary and fiscal objectives.

o g e | dinag 20
Provided we continue to meet them - and we shail - there—

O Al bt grnne )
( ---- ?{L\ ™ s no reason to expect sterling to fall further; and no
o C e ‘»W VAR i-..p\-r‘“""k&.
reason to expect an-inflationary-surge from the fall that
Dp

I
has taken place. \-\ (? S b oaoge
o ak Lot « Wr) )
7. The lower exchange rate will give industry an
opportunity to improve its competitiveness; but only if
other costs are tightly restrained. Once again it must be

said that means above all still greater moderation in pay

bargaining. Without that the fall in the exchange rate






RL

would bring only a temporary improvement to the
measures that are often, and rather misleadingly, referred
to as measures of "competitiveness", and would offer no
long-term help in providing a sustainable basis for the
improvement in output and employment that is now within

our grasp. b

8. That is why I cannot emphasise too strongly our
view that devaluation brought about by monetary and
fiscal laxity and sought as a deliberate act of policy is
sheer folly. It would be a signal to the world of a
willingness to accommodate rising inflation - an inflation
that would undoubtedly be fuelled by demands for higher
wages to offset its effects. Confidence would collapse.

And jobs would be destroyed.

9. That is not the way we intend to go. That is why, by
contrast, last year's Medium Term Financial Strategy
again set out a declining path for monetary growth in
future years. After growth of 8-12 per cent in 1982-83, a
target of 7-11 per cent was suggested for 1983-84. 1
confirm now that the 1983-84 target will indeed be
7-11 per cent. Once again it will apply to both broad and
narrow measures of money, though, as I said last year, M1
may for a time grow rather faster than indicated by the
range. Given the prospect for inflation this range gives

2 batids,

scope for th® rise in output which we expect.






10. The establishment of the Medium Term Financial
Strategy has been more than justified by its value as a
framework of fiscal and monetary discipline. Another
innovation has similarly proved its worth: namely our
decision to diversify our funding policy:e%m

. I intend to continue

! this policy.
( Wik ki ge voede (.tvtuutu-w wdsxod G A e Cop g Erak ame
e it o cutd @ K@W,

11. Baaksord

$hat  contribut ian_from:the;perienﬁa:secggr—_irm—%hg—fprm;—of

Syt National Savings. 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 and 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, [and begun-to-reopen the-doer to

w OLULU{(\ o long-term-corporate borrowing for-the first time fof over
Ao HA~A ogoas a.decades}-
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BUDGET SPEECH: SIXTH DRAFT: SECTION I

I attach a copy of this section of the latest draft of the Budget Speech. I should be grateful
if you could co-ordinate its checking for factual accuracy, and the filling of any blanks, and

return it to me by 4.00 p.m. on 9 March.

2. A copy of this section goes to Mr Monger. Sir A Rawlinson has a copy of the complete
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speech.
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BUDGET CONFIDENTIAL

BLOCK I: SOCIAL SECURITY

1. Much the biggest single element in b}ybl'c

expenditure ( more than one quarter of the total -() is"of

course social security, to which I now turn.

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 today

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 forecast method of
uprating. That is, they are based on a forecast made at
Budget time of what the rate of inflation will be at the

time the uprating takes place in the following November.

4. But this method has not worked propérly. 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 is

confusing and uncertain for all concerned, and there have






been many representations from pensioners-that it would
be better to return to the \(more certainﬁstoric ok
M method, under which upratings were based on

actual past inflation.

5. We have therefore decided Ehat we shall, from, this
November, return to that _a..sfol-‘?nhethod. The November
1983 uprating will be based on the figure for infl'lation in
the year to May 1983, which will be available on % June.
That month has been chosen because it is the latest that
it is possible to take if the necessary Parliamentary and
administrative steps are to be completed in time for all
beneficiaries to receive the increase in November.

u ext a be trgaded i the s The

necessary legislation will be introduced immediately.

6. Clearly we cannot give precise figures for next
November's uprating until the May inflation figure is
published. But it is expected to be in the region of 4 per

&w@m
cent. B i upr sathe
hasis will be increased by whatever the figure actually is,
and no less. Thﬁpublic service pensions that—have
traditi link i will be
increased in November by the same percentage. For
unemployment benefit this increase will of course 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.



.

-
-



7. As compared with a continuation of  the previous
method, it seems likely - depending on the precﬁ' e figure
for inflation in May - that benefitsq}uezid will be
increased by significantly more than would have been the
case had an adjustment been made to take account of the
full amount of the over-provision in November 1982 as
would have happened under the old system. W\
[wHL] have risenby [ ] per-cent~Qver the sam&period
penions. [will}<have. risen by~nq_less—thaislIpeacent\
Our pledge to maintain the value okf.&g:ﬁsion over this
Parliament's lifetime will thus have been more than

fulfilled.






BE3IVI& oy
BUDGET SECRET

MS SEAMMEN —
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I attach a copy of this section of the latest draft of the Budget Speech. I should be grateful
if you could co-ordinate its checking for factual accuracy, and the filling of any blanks, and

return it to me by 4.00 p.m. on 9 March.

2. A copy of this section goes to Mr Monger. Sir A Rawlinson has a copy of the complete
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BUDGET SECRET

BLOCK J: CHILD BENEFIT

1. The social security provision which is perhaps the
most important of all and particularly to working families
with low incomes, is Child Benefit. 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. For this reason I am glad to be able to tell the

House that from November 1983 the rate will be

increased {fby 11 per cent(]{to £6.50. One parent benefit

will be correspondingly increased to £4.05. On the basis
oS

of tze inflation forecast Wm, this will take the

real value of Child Benefit above its level in April 1979.

It will thus be worth more than ever before.
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BUDGET SECRET
BLOCK K: OTHER BENEFITS, AND CHARITIES

1. There are other groups in our society to which any

Government must give a high priority. And we give
®a

particular priority to help for widows, to the sick, and to

the elderly.

2. 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 about four out of five newly widowed women
receive no financial benefit from the bereavement
allowance. The allowance will now be extended to cover
the year after the husband's death as well. The cost will
be some £25 million a year. This will greatly help widows

in establishing their new pattern of life.

3. We have also decided on a number of other

improvements to benefits.

4, We intend to provide significant new help for about
70,000 invalidity pensioners. Until now this vulnerable
section of our society has, through the so-called
"invalidity trap", been excluded from receiving the long
term rate of supplementary benefit. I am glad to be able

to tell the House that My Rt Hon Friend Secretary of






State for Social Services intends to amend the regulations
so that people who have been on invalidity benefits for a

year will qualify for the long term rate.

5. This in itself is not enough to eliminate the

n

invalidity trap. But there will also be an increase from
£20 to €£22.50 in the amount which disabled ;nd
chronically sick people can earn before their benefit is
reduced. And 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 we shall
also increase to £500 the corresponding limit for single

payments of supplementary benefits to help with

exceptional expenditure.

6. Taken together these measures do get rid of the
so-called trap. And quite right too. We also,
incidentally, 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.

7. The cash assistance which I have described will be
of real benefit. But caring means more than cash. Many
of the 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.



aw



8. [New paragraph explaining why no action on VAT
and charities.] |

9. .g‘utklwe 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 from
[£3,000] to £5,000 the ceiling on higher rate relief for
gifts made by deed of covenant and by abolishing outright
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 wh'olly and exclusively for the purpose of its
business. For normal business expenses we must continue
to stick to that general principle. But I am hmmze 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. From now on companies who lend staff
to work for charities will be able to treat the salaries of
seconded staff exactly as though they were business

expenses.






11. [Round-up paragraph on help to chadrities over 5

Budgets, value of total help in 1983-84 (including grants.])






- BUDGLL drL 1L L

$3 13
(, €, ! 6
r.Q MAR 198
MR ROBSON

BUDGET SPEECH: SIXTH DRAFT: SECTION K

DATE: 8 Marc

I attach a copy of this section of the latest draft of the Budget'Speech. I should be grateful

if you could co-ordinate its checking for factual accuracy,

return it to me by 4.00 p.m. on 9 March.

s

and the filling of any blanks, and

i A/copy of this section goes to Ms Seammen, Mr Painter (IR), Mr Griffiths and Mr

= -~~namic Secretary has a copy of the complete speech.







BUDGET SECRET

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

e«XPW;w * VAT refund scheme would be 9%
to operate and indiscriminate in its
effects, benefitting not only those

charities whg do valuable work in the

0 — amd e iy ﬁwﬁufauu2é
aff community but&many other bodies with
¥
. -fb”‘e*‘ - very limited or controversial aims

‘ . -
0‘}"7“"75’%"% 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.

BUDGET SECRET

T T g ey e i






8. [New paragraph explaining why no action on VAT
and charities.] |

9. .Qu‘t\‘xwe 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 from
[£3,000] to £5,000 the ceiling on higher rate relief for
gifts made by deed of covenant and by abolishing outright
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 wh'olly and exclusively for the purpose of its
business. For normal business expenses we must continue
to stick to that general principle. But I am le=zme 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. From now on companies who lend staff
to work for charities will be able to treat the salaries of

seconded staff exactly as though they were business

expenses.
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11. [Round-up paragraph on help to charities over 5

Budgets, value of total help in 1983-84 (including grants.]
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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 be swept aside. A
VAT ré}und scheme would be uneconomic
to operate and indiscriminate in its
effects, benefitting not only those
charities who do valuable work in the
community but 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.
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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 in
this direction. Within the public expenditure plans there

is provision for expenditure on construction in 1983-84 of

a.\i‘:k"g‘«ld\l’u"\-l over £10 billion, a 10 per cent increase on the previous
ok ———___Ookirey
' ><_~ yeart/ 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.

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 1 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.

Tacieons «» ,kncﬁkt sora home. This-limit was fixed 74—-andy-as-many-of -t
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tially—eroded—by—inflati

therefore decided to increase the limit to £30,000. This






will cost some f£504 million in 1983-84 and_[£85}-million _

in—a—full-year: it will help potential houseowners and the
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4 I also propose to extend mortgage interest relief of
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mﬂw

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

’ﬂu}\ w AN Ve gy qiﬂ\m-f.\u
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provided for them but who are also buying their own
i 7 ( 4

homes.
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\/ 5. We want to help people not only to own their own
houses 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

G (@nend Jonet vie QL1573 o———c
Wl o ke ook v GEL-R 2 lndeeca_ and—is—making a real impact on the problem.
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7. Our main aim, of course, is to help people to help

themselves. But there are some areas, particularly in the






\f) L

TNrse o el aw\\ff\ (N\L\\-'K“—L‘\
6 Sso S G oddwlarald Q:'F-\Q?{“S‘M\‘*
' (‘{\ Sows £ 6O ﬂf‘--“’“‘b\ij _ /

o (B o (el (e Sevahawviq ~

: b (s Enduenk
E‘_\\u\_ T A d(— g 2 }
\ SUTTYN

(LR)hsn  CVVAOGWNREN O \w
e — e BUAS

Ry, & —IRsOWA 3

Qv oudbewd Nin (o ot

Dol e o Ure gpdMININ
Q\i‘\.li.\:\-kd‘}v?(d. Ll {.A{‘QJ}'\'\ &',-'U
m»Q Sl v T TVA LA

L.l.,-x \Q. 2 I\.'lt {}"\l‘u‘k,a:\j\.—gl
Wl Ssared(ea s

ol Gew VAT P

ol
e ._\u:u\ :
d\ pov-a (T ‘
t/\ CY0%S - 1‘\'-\(;\&%@ ANV R kM
- hu_ﬁ_&,ﬂ"\ - \ '\ 2

A e
- Q‘{‘Q\r’ Y<o)

ko

caUon ca\

RS T TN

\/)3 U.'-\-D. LOWnWsE \I\I\J’- &.;\J\J{)V\ Uy \k!-‘\-}\}“ .V&;vb \ ll'.
' _some-of-them, on-their-own, might.seem-small-beer.

>(

D 0ddWDG

7

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 mzw to make
£50-million additional resources available to(ca‘.\;:iilg'rities
oSl '
for Elpproved enveloping schemes to be undertaken during
1983-84.

(/{.-\ -

8. _In-additien, I propose t

(e;-g NGNS

further ste.ps(to help the
construction industry.

9. 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

April 1986, at a cost of some £5 million in a full year.

10. Secondly, stock relief will from today be available
for houses acce'pted 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.

7.

a substantial boost to the construction industry, -though—

The cumulative effect of these measures should give
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The Board Room
Iinland Revenue
New Wing
Somerset House
London WC2R 1LB

Telephone: 01-438 6444

9 March 1983

J Moore Esq
Treasury

Dear (Jassd

BUDGET SPEECH - SIXTH DRAFT BLOCK O

D L
HM

We were asked (John Kerr's letter of 8 March) to coordinate
the checking of this Block. I tried to have a word with you
yesterday and am trying to reach you again this afternoon,
but I know you are extremely tied up. In case I am not able
to reach you on the telephone T am putting in writing some
suggested amendments we have to Block O, If you are content
perhaps you could let John Kerr, to whom I am copying this
letter, have the all clear.

Now that a (phased) extension of the ACT carry back is to be

reference to convertible loans and the incidental costs of

. _ includediwe need a reference to this. There should also be a
uA bhﬁ BMA}dv A

acceptance credits, for both of which industry have been
pressing and which are surely as much worth a mention as the
secondment of staff to charities (which gets 12 lines).

inally, we do think it is important to say a little more about
the Corporation Tax Green Paper,by announcing that we are
proposing to study certain areas such as the treatment of
groups and capital allowances for the mining industry. I
attach an expansion of paragraph 8 to cover these points.

The references to secondhand bonds and to collecting DLT on
disposals by non-residents do not fit in very well at this point
and I suggest might be transferred to a new short paragraph

15A reading "In slightly different vein I also intend to deal
~with exploitation of so-called secondhand bonds and to improve
the arrangements for collecting DLT on disposals by non-
“residents."

We/suggest that paragraph 19 would be clearer if it read "The
dost of this corporation tax change will be A’

Finally, it might be better to entitle Block O "Business and
Investment” and Block P simply "Enterprise",

o






CENTRAL DIVISION
Somerset House
London

WC2R 1LB

Tolephone 01 - 438 /221

J O Kerr Esqg
Private Secretary to the
Chancellor of the Exchequer
HM Treasury
Parliament Street 9 March 1983
LONDON SWl

Dear Toha

BUDGET SPEECH : SIXTH DRAFT : BLOCK P

On Terry Painter's behalf, I am enclosing this section, incorporating
the Revenue Departments' comments, and also amendments from Kit Chivers
and Steve Robson.

We only received your note at 2.00 pm, and I agreed with Margaret O'Mara
that we would get this to you by close tonight and not by 4.00 pm.

I am copying this to Kit Chivers, Steve Robson and David Howard.

‘/ax.rg &\



*_- - L} o mmagetal =L - 7~ - 1 — - :~?-'_',*i
-
'-u-l-.-ll Fpe PN PA—— |
' wedal M RRTINED 4,
e et Seemen |
. b |
- N Hfm
L) e i iy -
I'in I I
- phfl g ™ ] I _-]l'l
=y ___Irl oy jr-
e gy
R T A0t VreeEn e
L N
-1-- — —— —

f = o TP B0 B = m R ek s

sl JesSildEn il nds s = 4 Y E ATt YreeT - 1
i s & ecille=Tal N e B eYaidssss "TEmaliTthesl sairsewial Sl
- et o o f
] o m ] 2 - e o = e e s lem Al
) , A vy beplesr wmenlls oy ompy B pand e winee g e
- = ] r | == RErE —=|I‘1 :3. = 1l m- |-,.'| r am 1




BUDGET SECRET K &> L rot

FRO_M: J O KERR fB i a‘b

TE: 8 March 1983

MR/ROBSON _~

BUDGET SPEECH: SIXTH DRAFT: SECTION R

I attach a copy of this section of the latest draft of the Budget Speech. I should be grateful
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return it to me by 4.00 p.m. on 9 March.
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BUDGET SECRET

BLOCK R: PEOPLE AND BUSINESSES [Q deleted]

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 inc;eases 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 system 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. Not least because when

the State takes less of what people earn, there is less

justification for excessive pay demands and settlements.






And of course cuts in personal tax provide a vital stimulus

for lasting growth and jobs.

4. [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 account the lower
level of the exchange rate. As I said in my Budget Speech
two years 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. 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.]

5. 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.

(MDJ\L-WQ \oakw 2 6. Acknowledged unfairnesses and absurditiesu)-irt the

(mﬁwwk \‘W\IBULQ e ————

tax and social security systems give further compelling
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reasons to move in that directién. It makes no sense that
people on low incomes should be paying tax at all. And
) {k:e—;é;;seéﬁ;n;e;-eéanlow tax threshold_gal;e of course)fche
so-called poverty trap and unemployment tra;[; ‘I‘he)r’ lru/q)i
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

QreeA, _
all or more of their increase in income taken in ta.xé PPS TN

snai e coindwloniins & Y Upe Lo o
vpeovne velolioh aeLwk SRR WAL \\'*U\“ Jy

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 thetr.aselves.
They have grown up almost entirely because Governménts
for thirtf 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
b Wane s «
man with—twe—children was about in—line—with average
earnings. Today it is barely more than a third of average
earnings. [;nd he now finds himself paying tax and
Nwﬁurance at a marginal rate of 39 per cent at
] a wegl'rc At the same time, to limit the rising burden
of the social security budget, means-testing has been

TSV VTS
applied to some-f46] 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
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substantial increase which I have proposed in Child
Benefit will improve work incentives for the low paid.
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 tackle the problém at

its roots, as I now propose.
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return it to me by 4.00 p.m. on 9 March.

/7

I/

2. A copy of this section goes to Mr Painter (IR). Sir L Airey has a copy of the complete

S

-

speech.

J O KERR

s 237
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BLOCK S: 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 thresholds and allowances must take

priority.

2. Two years ago, in order to curb inflation and allow
lower interest rates, income tax allownces 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 Budgef, which
has since allowed me in two subsequent budgets to
propose substantial tax reductions. It also paved the way
towards the lower inflation and lower interest rates,
which today offer a clear 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 comr;ensate 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 represer.lts 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

5 . Z.({ Q ".3
,> £1785 and, for the married person from £2455 to £2795.
oD K NLBQNQ \ The additional personal allowance paid to single ﬁarents /
o covawern s oS LA
Y (e 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{é'oMay. 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. The total revenue foregone will amount to

some £2 billion in 1983-84 and £21% billion in a full year.
i At e/ \34*-5‘~QL10 Va LARR-K(
¢ Some 1% million/people will be-taken-out-of-the-tax-net.
tham o Ui reondad@ds o TR0UMS. Qd o Uax

(-_\] VE- R AL \-\'.R-L.J:\F ANS .

7. This is entirely right, and will be widely welcomed.
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BUDGET SPEECH: RAYS OF HOPE ETC.

In §3 of Mr Kerr's minute of March 8 covering the Sixth
draft of the speech there wég a reference to the need for more
material about "rays of hope" etc. for Section D. It is worth
noting, possibly for this section and, if not, for use on other
occasions, that industrial intentions surveys here and in the
EC show up our performance in anwunexpebtlj‘good light. The
EC produce monthly reporfs‘§n'ﬁhéir‘é%aﬁdarised Community-wide
surveys, which include averaged-out estimates for changes in
sentiment in the Community as a whole, which can be compared
with identical indicators for the UK. 1981 was, pace what
some say and write, the trough of the recession for Jjust about
every member. The changes in balances recorded between the
average levels for that year and 1982 Q.IV consistently show
either a lesser deterioriation for the UK than the Community or,
for order books, a positive UK trend where the Community has
shown a negative one. The contrast is a quote striking
phenomenon, as the following figures show:

EC
INDUSTRIAL OPINION SURVEY: Change in Balances 1981 to '82 Q.T

|

All industries |Intermediate | Consumer | Investment
Goods Goods Goods
Production £C10 UK _ EC 10| X £C10| UK EC 10 1T

Expectation -10.7 | -4.6 -14 -5 |=3.2| +2.2] -14.3| -10.1

Order Books . 4 1 +7.8 - 7 +4.%3 | +6.5(+10.1 =-10.5 + 8.9







RESTRICTED

Source: EURO STATISTICS:Ipata for short-term economic
analysis 1983 No 1 pp.37-40.

2. This is pnot only good news, but further evidence, however
tentative, that the last few years have seen some reversal of
the factors making for our long-term economic decline.

A .

A N RIDLEY
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FROM: C D HARRISON
DATE: 9 MARCH 1983

PRINCIPAL PRIVATE SECRE TARY cc PS/Chief Secretary

PS/Financial Secretary
PS/Minister of State (C)
PS/Minister of State (R)
Sir D Wass
Sir A Rawlinson
Mr Kemp
Mr Norgrove
Mr Ridley

Mr Harris

BUDGET SPEECH - 6TH DRAFT

The Economic Secretary has made the following comments on the 6th
draft of the Budget speech.

2. Firstly, he would reiterate his view that unless the decision
to revert to a historical basis for uprating is trailed in advance,
it could yreck the entire reception of the Budget. He hopes there

will be a further opportunity to discuss this,

3. Secondly, the Economic Secretary would warn strongly against
the third and fourth lines of bparagraph 2 in block D2, Instead,

he would suggest some thing like:

"..?fecreate inflation - by trying to give a boost to

jo /s with massive applications of borrowed money. Indeéed
tHere's no way in which a rapid fall in the tragic toll

f unemployment can be brought about by the actions of
government, and those who claim it can are seeking to
delude not just themselves, which may not matter, but

the unemployed as well, which does."

4, The Economic Secretary is also not very keen on Paragraphs
F5 and F6. He does not think that it is helpful to "see" (F6)
the fall in sterling in terms of monetary rectitude. And since

movements in the exchange rate in the short-term reflect, and are




- - )
vl ' -
- - # -
S -
- -
¥
- -
- - -
-
i -
- s -—
a
.
-
-
-
-




BUDGET SECRET

likely to go on reflecting, 0il prices and election uncertainty,
it seems unwiga'to the Economic Secretary to say that because of

the monetary/performance there is no reason to expect sterling to

fall furt
F6 from

r. He would suggest deleting the words in F5 and
certainly" to "objectives", and replacing them by

is
'but what /certain is that laxity in the government's
financial policy played no part in it. On the contrary

our monetary and fiscal objectives were ach ieved."

He would then suggest deleting the words "no reason to expect

sterling to fall further; and" in F6.

o))

C D HARRISON
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Copy No 1 of 2 copies
KERR

BUDGET SPEECH - SIXTH DRAFT

some quick largely presentational and stylistic comments on the

latest draft of the Speech. 1In no order of importance -

B/C 13: For "5 years ago" read "7 years ago"

D2 paragraph 1: I am not sure that the sentence in sgquare

b;ackets will stand scrutiny. I suspect that both the
United States and the FRG are picking up ahead of us at

/

\
¢#present. The strength of their recoveries looks to be

petter than ours at any rate.

D2 paragraph 4: Is this likely to be greeted by cries of

"another fiddle"? The Opposition were very steamed up
about the change in the counting of unemployment when

/}% was made two or three months ago. We need to be sure

Vthat the change in penefit procedure does not also involve

a change in the numbers counted. This is more a briefing

point than a drafting point.

E3: I do not think that the description of the GDP deflator
is quite right. The GDP deflator does not include the price

/ of imports which might be thought to affect the whole economy.

\/r I prefer a description as follows:-

"which is a measure of cost increases generated at home"

E4: The number of Cchancellors of the Exchequer who have
described inflation as a canker in our society is legion.

/T myself put it into about four previous Budget Speeches,

3f and I now tire of the phrase. Can we not say "disease"?

E6: I am not sure that I am awfully happy with the soundness
of this paragraph. The statement that low inflation leads

to higher spending on stocks and investment is a pretty

BUDGET SECRET

BUDGET SECRET From: Sir Douglas Wass






BUDGET SECRET

unproved one. What we can say for certain is that it does
lead to improved business cash flow. We cannot even say
that it improves profitability. A safer formulation of

paragraph 6 would read as follows:-

"Tower inflation leads to improved business cash flow
and this encourages new investment and the creation
of new jobs."

T do not think that anyone could fault us with that.

E10 and 11: I would myself take out the last sentence of

paragraph 10 and put it after the first sentence of
aragraph 11. The question of improved productivity is
rather extraneous to a section on inflation, and it is
better to bring it in as a supporting argument rather
than as a principal one. You will need to make some

small consequential changes.

E13: I do not like the last sentence. As drafted it implies
that succeeding governments will do better than this
/ one on inflation. I should delete "we shall not be the
\/ 1last" and substitute "we shall do even better in our

second term of office”.

I4: Rephrase the fourth sentence to read:-

\/ "In 1981 there was an under-provision, which was made

good the following year, of 2%".

0/02: A slightly harder hitting formulation of the square
bracketed end of this paragraph would be:-

/f "Who, with characteristic promiscuity, have now formed
"

another squalid liaison".

I would not belabour this point however and would drop the

square bracketed bit in paragraph 5 of the same section.

BUDGET. SECRET
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23: I thought that this was a bit coy.

R6: At the risk of being a heretic I confess to disliking
the sentence "it makes no sense that people on low incomes
should be paying tax at all". First of all they pay tax
when they buy any goods, given the widespread incidence

of VAT. Secondly I do not see why even people on low
incomes should not make some contribution to the cost of
basic services like defence, law and order etc from which
they benefit like the rest of us. Intellectually I would

much prefer the sentence to read:-

/"It makes no sense that people on low incomes should

/r be paying significant amounts of tax".

V}? DOUGLAS WASS

BUDGET SECRET
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FROM: JOHN GIEVE
DATE: 9 March 1983

Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir Douglas Wass

Sir Anthony Rawlinson
Mr Burns

Mr Littler

Mr Middleton

Mr Bailey

Mr Kemp

Mr Cassell

Mr Hall

Mr Moore

Mr Allen

Mr Norgrove

Mr Ridley

Mr Harris

Mr French

Sir Lawrence Airey - IR
Mr Fraser - C&E

The Chief Secretary has seen the Sixth Draft of the Speech. ~

recommended in Mr “art's minute of 8 March.

He would favour the inclusion in Block H of Epe sentences (

He thinks also

that paragraph 6 and 7 of Block I should be more forthcoming

and admit that the change of method will secure at least some

adjustment for overshoot.

other aspects of the Budget.

of the savings that we have previously intended to secure by
This could then be defended by
reference to other competing demands including - on the social
security side - child benefit and caring package as well as

He has commented that the Opposition

are ‘bound to present the change of uprating method as a devious

trick to deprive pensioners of their money and it is important

that the Govermment should be seen to be quite open about its

prbposals and their effects.

JOHN GIEVE
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FROM: M A HALL
9 March 1983

MR KERR

BUDGET SPEECH - SIXTH DRAFT

The following are the few comments I have onthis draft:-

G16  You might 1like to trai)’  the Williamsburg
Conference here, e.g,/ by adding to the final
sentence "which we Mope to build on in a series
of international etings leading up to the
Williamsburg %3_ it in May.

s p

D3 The balance of paymefits current account figure
needs revising}\

1 The correct title is the Department for National
. # =
Savings.
G9 Last line. I suggest "showed" for "jllustrated”

(avoids repetition of ni1lubtrate").

H3 I think this paragraph is a‘hostage to fortune.
"Control" implies keeping close to target, whilst
the figures accompanying this Budget suggest that
cash planning is better;at keeping down expenditure
than keeping it to tafééts.

I - generally. I agree with vey&lmuch with the advice
from the Chief Secretary in John Gieve's minute of
9 March.

R8 First sentence (see also S2) T/ am uneasy about

this. Some of those 30 yearé have been under this
Government, and it seems a bit tortuous to claim credit(in £
for firmness in the 1981 Bud et as illustrativerestoration
of only part of what was taken away in that year.

/iy

M A TTATT
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MR KERR cc Mr Moore
Mr Griffiths
Mr Harrison

BUDGET SPEECH: SIXTH DRAFT: SECTION M

I return my copy of Section M with suggested amendments.
May I draw your attention to two points.

Paragraph 3. We should prefer to avoid the addition proposed
at the end of the paragraph. It weakens the explanation of
the sensible presumption earlier in the paragraph by drawing

atteqtion to the 1981 Budget, when despite an inflation rate
of 45% in the previous calendar year it was necessary to
imé;ease the main excise duties by amounts ranging from 30%
\ (tobacco) to 38% (beer, petrol and, temporarily, derv). If
the Chancellor would nevertheless prefer to include a comparison,
we have suggested a form of words based on the additional

revenue target in each year.

Paragraph 6. We have suggested deletion of the passage

in gsquare brackets. Real prices are higher now than in any

yefr in the period 1958-1973% inclusive. They are virtually
iflentical to post-Budget 1974, but price controls were then

in operation. In more recent years real prices have been decidely

)

9 March 1983 D J HOWARD

volatile.

Internals: CPS
Mr Knox
Mr Freedman

BUDGET SECRET
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BUDGET SECRET

BLOCK M: INDIRECT TAXES

1. Which brings me, of course, to the 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 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

much smaller than in recent yearsﬁ{-l-‘-i-gupes—ia—]-%ﬂ,—'&l,

el

82}

4. 1 start with the duties on alcoholic drinks. 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. On cider, which is increasingly
competing with beer, I propose a similar increase of one

penny a pint.






w\.u-.l » °§~
E
. Yeave—arm

i

5. As for tobacco, I propose to increase t}?e 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 tobaccop These changes will take effect

Feras

from midnight, Thursday.

6. 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, {pasrticularly as the real prices of both

{20} —rears-agovl—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 under 0.7p a litre]. These
changes will take effect for oil delivered from refineries

and warehouses from 6 pm tonight.

7. As in the last two years, I propose.no change in the
rate of duty on heavy fuel oil. There will thus be a
reduction in real terms of some 20 per cent in the duty
burden since it was last increased in 1980. This will be-of
considerable continuing assistance to industry, since it

will help to hold down its energy costs.






8. 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 vafious
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.

9. The total effect of all the changes in excise duties
will be to raise additional revenue of some £590 million in
1983-84 and £600 million in a full 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.












PS/CHANCELLOR OF THE EXCHEQUER

BUDGET SPEECH - SIXTH DRAFT

ccC

PS/Minister of State (C)
9 March 1983

PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
PS/Minister of State (R)
Sir D Wass

Sir A Rawlinson

Mr Norgrove

Mr Ridley

Mr Harris

Mr French

The Minister of State (C) has seen the sixth draft of the Budget

speech.

The Minister thinks that Block H, paragraph 6 is not worth including
as the number of manpower reductions generated by the Budget is

quite small.

BUDGET SECRET
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MRS R M DUNN
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E.3 FROM: ADAM RIDLEY
) \ 9 March 1983

CHANCELIOR
BUDGET SPEECH - 6TH DRAFT

I attach some general comments on the speech, and a copy
of the text with a number of more detailed drafting proposals,
most of them rather small. To some extent these comments pick
up points which I drew to your attention earlier. But there
are one or two areas where the sequence of the argument is
illogical or likely not to be understood by the many laymen
in your radio audience.

2. At the level of detailed drafting, the incomprehensible

word "fiscal" still occurs occasionally, and it can surely

always better be replaced with either "tax" or "public borrowing".
One also frequently finds reference to "expenditure" where
"spending" would be far better.

3. T shall offer some thoughts a@bout Section I on Social
Security separately and as soon as possible.

N'rags i} hope

[
-

K

A N RIDLEY
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FROM: E P KEMP
9 March 1983

PRINCIPAL PRIVATE SECRETARY cc PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Mr Middleton
Mr Bailey
Mr Moore
Mr Allen
Mr Chivers
Mr Hart
Mr Robson
Miss Seammen
Mr Wicks
Mr Mercer
Mr Norgrove
Mr Harris

BUDGET SPEECH ~ SIXTH DRAFT

Paragraph 3 of your minute of yesterday asked if we could provide some
paragraphs to follow the main 'measures" sections summarising the effect

of these and analogous measures over the five Budgets of this Government.

2. Sets of paragraphs are below in respect of;- Innovation and Technology,
Construction, Business Taxation, Enterprise, Caring and Charities and
Unemployment measures. We considered whether there should be paragraphs
on the oil taxation side, but Mr Wicks advises, and I agree, that this is
a slightly different area where the thrust of policy has not been quite so
straightforward as in the other areas, and so we thought it best to leave

it.

3« As you will see, the paragraphs are more about what has been done over

the past five Budgets than about the "effect" of where we have got to. This
is because it is really very difficult to measure effect, and all one can do,
if one is going to do anything at all, is to simply add more words. You will
want to consider whether this is the sort of thing you need, or, if not, what

further is wanted.

4. We are letting you have separately a reply to paragraph 4 of your minute

of yesterday.
AV

E P KEMP

BUDGET SECRET
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E.3 FROM: ADAM RIDLEY
¢ 9 March 1983%

CHANCELIOR cc CST
FST
EST
MST(C)
MST(R)
Mr Burns
Mr Middleton
Mr Monger
Mr Kemp
Mr Hall
Mr Harris

BUDGET SPEECH: SIXTH DRAFT. SOCIAL SECURITY

Iike others, I am totally convinced that the exposition in
this section must be frank and totally immune from any whiff
of deviousness. Indeed it is essential that you "lead with your
chin", thereby disarm critics in some degree, and chalk up brownie
points for unusual frankness. I attach a hurried re-working of
the section from 83 on to illustrate the kind of approach which
seems to be required. The key points are:

(1) to separate very clearly the issue of dealing with
the overshoot from the question of the uprating
method;

(2) to tackle the overshoot point first, so that the
? change of method is logically no part of the overshoot
"4 decision;
’ (3) to take as much credit as possible for the very
Skt kgt ' -
over PH &“M“"'Z substantial "bonus'z- £270m on a full year basis -
which would emerge if the May RPI figure were to be

4%, The sheer size of that figure is quite
impressive, and could help you a lot. Unfortunately
it is uncertain. Provided the wording is suitably
qualified, the outlook is just clear enough for you
to use the point vigorously nonetheless;

(4) to appeal openly to peoples' commonsense to get them
behind the change in method as far as possible.

M

A N RIDLEY
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BUDGET SECRET

BLOCK-TT SOCMAL swﬁﬂr\VmERNAT_;VE TNTRODUCTEON :
~ Neocemen_£6% 835, — |\

//3. There are two central issues with which I wish to deal now.

// @ The first is the treatment of the so-called overshoot in last 14
year's uprating of soci%& Eecurity benefits. Because aE?%Ei%%%fE&j

[

- - —

ime, In H 82 we assumedtﬁ}ices would by November rise some 2%
more than they did, the present level of benefits is that amount
higher. It smounts to an unplanned "bonus" to beneficiaries of
some £[80%m in a full year.

4., To leewe—akl this overpayment‘fiﬁ—p%aee%—éin$act0 in future
ol

£
years,Lwould be very costlysandl;nvolve yet higher increases
and levels in social security contributions hereafter. These

consxibuti s—is—well
illustrated by the great concern—expressed—in—this—House=and
el i £ gt
i i ; 0 lea Tai3 Wl byle ouf o

number of smaller but extremely important improvements which need
to be made now in the social security system, whese—debfails

I ssheti—comet6 I due—couxrse. There would be no money left for
them.

(So mesre
2. = Write—these can be no qggitionkpf 1eavin%thanhE e of the
. . ave Cwcly
@800m¥[overshoot lf] place, 1tuwoufd cl‘éarﬁr" not "be r'{ght to take
Tme oo be |

+ . . . A
it all back T%% measures 1 am about to propose will involve

a continuing "bonus",or excess of spending above the price-
protected levels,to which we are committed, which could amount to
some &280]m a year or more. S ynae—and—the

country at large will agree that this-4s—& reasonable sum (and

6. The second central issue is the method by which upratings of
social security are made.

7. As the House knows, since ’1976 upratings have been
based on what is known as the forecast method of uprating.

That is, they are based on a forecast made at Budget time of
what the rate of inflation will be at the time the uprating

takes place in the following November.

-
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8. But this 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 the
over-provision of about 2.7 per cent because inflation fell
faster than expected. The result is confusing and uncertain

for all concerned, and will in all probability be a source of
continuing criticism and controversy even as inflation returns

to more modest levels.

0. There have been many representations from pensioners, Hs
and others that it would be better to return to the reliable

bistoric or actual method under which upratings ar%;based on
T, We witrtded Pa (ush Beluwty Aty hn

Mmoot ho e guic PALTl o . bde Pk wut

; lq]_ ny fo M ‘il Vo Cln
é pensioner and other social security

actual past inflation,
mmeeko;a.-a‘um o Save mua

] g iraleie
we recreate the certalnty

beneficiaries seek about future benefit levels, and banish the
controversy which now comes to surround every up-rating.

Ihb lways preferred tﬁ;eﬁiﬁygﬁi:/egrhOE&:;E§;£\h:fg’%§ffP§e
that e vast HEEF of the ulati - pensiofiers a otheéTs

will efer to go back to it.

[Contirte with existing 85.-et seq.]
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been many representations from pensi 'that it would

- /
Db be better to return to the [mo rtain] historic -or

—

=
actual method, under whic

actual past inflation._]

upratings were based on

at we shall, from. this
10
The November

&

5. We have therefore decide

lknﬂﬁm
1983 uprating willll::e ased on the figure for inflation in

F
:DS the year to May 1983, which will be available oné)ﬂ._]une.

-

: That month has been chosen because it is the lateséﬂt

-. U i.tdﬂpossibleéﬂ'ﬂg if the necessary Parliamentary and
administrative steps are to be completed in time for all

beneficiaries to receive the increase in November.

: Q- _\ ! - - -
DN E;bsequent—years-w;ﬂ,be.-treated-m-uthe-same-w:{.zmj The

necessary legislation will be introduced immediately.

i 4 l(‘ Clearly we cannot give precise figures for next

November's uprating until the May inflation figure is

DN ~4lfp v

published. But it is expected to be in the region of 4/per
TIECE R TP oA e g R g A, |_/'I

G S e — e
unemployment benefit this increase will of course be in

addition to the restoration of the 5 per cent abatement

If[ Re. - which I have already mentioned. I shall come to child
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BUDGET CONFIDENTIAL

FROM: M E DONNELLY
DATE: 9 March 1983

CHANCELLOR —72__ cc Mr Kemp

BUDGET SPEECH - 6th DRAFT

The Financial Secretary has the following comments on this draft
of the Speech. He wishes to stress that the list aof bad jokes

are very much suggestions - but nothing ventured nothing gained.
Also attached separately are several small detailed comments on

b/;he substance of the Speech.
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M E DONNELLY






ANNEX 1: JOKES

END OF D5

"T have hestitated for a long time to say that the recovery
is dawning - because last year there was a false dawn.
But if I were to ignore the evidence now, I might be

accused of blindness" (then Mr Allen's "rays of hope").

SUBSTITUTE IN F2

v

"The red book - always an alluring document - but now even Mo
gripping in its new spring format to mdﬁh the Autumn Statment-
takes the reader blow by blow through these fasinating events.
I will leave the House to guess, who emerges in the

final chapter as the villain, and who as_the hero."

F8 LINE 4

Add "Mr Speaker, in many respects the party opposite

is a thing of the past. But the Rt Hon Member for Stepney
still has a lingering influence in one respect. His
speeches do tend to knock the value of our currency. Indeed
the Shadow Chancellor's words do not refresh so much as
depress those parts of the financial markets that other,

more sensibleJChancellors cannot reach."

Insert at end "Inn Keepers are one of the few groups to e

whom this Government cannot extend the right to buy their <}/k -
- T

public house. So it seems fair to help them buy their own A

house instead." VAN

W an i

Substitute for last 3 lines '"this ill - begotten tax was
the child of the Lib/Lab pact of 1977. It was the child of

unmarried parents, so we all know what to call it. Although

M"A"“"ﬁﬁ/\df (A/‘)‘l\r-p/\\wl
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there has been some wife - swoging since then, the parties opposite

cannot deny thejr responsibility for it'".
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BUDGET SECRET

FROM: D R NORGROVE /

&

DATE: 9 MARCH 1983 /

cc  Chief Secretary fi
Sir Douglas Was
Sir Anthony Réwlinson

Mr Burns
Mr M t’o/n

iddl
Mr c:‘s;z
Mr Mf re

y.

V4
’ 4

&

Y

2. CHANCELLOR

BUDGET SPEECH - SIXTH DRAFT y.
/
Following are Mr Kemp's and my comments on the six}tﬁ.draft.
.\'./v
Block D2, paragraph 9: note that the cost Bf restoring the 5 per cent abatement

n unemployment benefit is not mentioned hiné. To be covered in Block J, paragraph

3? ,

3. Block E, paragraph 2, line 1: omit the words "retail price". The point is more

\/general than this.

4. Block F, paragraph 6: it/seems unwise to say "there is no reason to expect
sterling to fall further". I suggest:"....there is no domestic reason ..." or "no reason

arising from the course of policy".

G, paragrapﬁ 8, first sentence: this is an incomplete description of the
measures. Suggest: "Last autumn, I announced measures costing around
illion on the PSBR in 1983-84. Three-quarters of this was directed to reducing the
burden on P ivateé industry and commerce, including a reduction in the National

Insurancg’ Surcharge."

/
Block I, paragraph 6: "In the region of 4 per cent" seems perhaps either too

vague or in some ways too precise. Suggest "4-4} per cent”.

7. Block J, paragraph 3: is there a case here for mentioning the total cost of the
ings, which would amount to £13-2 billion?
/
/
8. /B{ock K, paragraph 6: the word "Incidentally" makes this a rather throw-away
\%qo/uncement. Suggest omit.






9. In paragraph 10 of Block L you might like toAnention the cost (£5 million in a full

year).

10. Block M, paragraph 9: the difference between 19§3-84 and a full year is

minimal; why not say "some £600 million a year".

11.  Block O/Q, paragraphs 13 and 14: these seem to be in quite the wrong place.

They really belong in the income tax section, but I ¢an see the reasons for not putting

them there. ’ /

/

12. Block S, paragraph 6, penultimate sentence jé slightly ambiguous: suggest:

"Including indexation, the total revenue foregone ...\

13. There are two items which need further consideration: first, industrial rates and
deroofing and whether anything is said in the speech about that; and secondly, the
British Telecom EFL. There is nothing positive to say about the former. The Chief
Secretary may be trailing the latter in the Public Expenditure Debate this afternoon.
But there is the question of how and when any reduction is to be announced and how it

is handled in the FSBR and the arithmetic.

14. Attached is a list of the items which appear in the FSBR but not in the speech.
At first sight item (c) seems to be the only candidate which might be worth

considering for the speech.

15.  Also attached (not for all) are changes to figures.
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BUDGET SECRET

Changes to figures

Block
K2 Cost of £30 milliog in a fyffl year
L3 Full year cost of £60 million <‘ M ¢ Pla-
L9 Cost of £4 n\;i]llijoﬁ ..in a full year
Pé6 Cost of somel;l3 million in a"full year
M9 Excise dutigs total of some £595 million M

£605¥nilligh

These will be consistent with the FSBR.






Spﬁlaa'fo Joho Gieug ‘ P Ps

GOVERNMENT MOTION

The Prime Minister

Mr Secretary Whitelaw

Mr Chancellor of the Exchequer
Mr Secretary Pym

Secretary Sir Keith Joseph

Mr Leon Brittan

. I ¥ - 3
Lol g o L4 Ll Lt 78 fix

el '*-‘gn!!;e—'{ . ‘»ié‘. L VP
uw,‘} f~n"‘.‘4 oy o y
That this House takes not of the/White Paper on the Government S
Expenditure Plans 1983-84 to 1985-86 (Cmnd 8789).

(The Treasury and Civil Servige Committee have reported on the (fﬁmb
Government's Expenditure Plans 1983-84 to 1984-85 in their Third "
Report, HC 204 of 1982-83)

QPPOSITION AMENDMENT ' /

Michael Foot ol ’ ( £ ) ’)
Denis Healy No. FBT o L
Peter Shore o= 4 L“4J
Robert Sheldon s gqoeg v LAA hen ¢
Robin Cooke L’;(ND_

Jack Straw

Leave out all afteﬁ "House!" and add

1
"declines to apprdve the White Paper, Government Expenditure

SREERE

Plans (Cmnd 8789), which, while increasing defence expenditure
imposes furthegfcuts on social and community services; attacks
the standard of living of retirement pensioners; and which, far
from using publlc expenditure to help reduce unemployment, allows

its further growth towards the four million mark."
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CHIEF SECRETARY

Attached are some suggested building blocks for your speech on the second day of the
Budget debates, as set out in Mr Gieve's minute to me of 4 March. Mr Harris will be

letting you have the last four sections of the outline.

2. The usual warnings apply.

speech and other checking as necessary. Changes may also need to be made in the

light of responses to the Budget. We must hope that OPEC does not require changes to

it.

BUDGET SECRET

FROM:

DATE:

The material attached will need further work after

ccC

D R NORGROVE
9 MARCH 1983

Mr Kerr

Mr Kemp

Mr Cassell
Mr Moore
Mr Monck
Mr Mountfield
Mr Monger
Ms Seammen
Mr Robson
Mr Allen

Mr Hall

Mr Ridley
Mr Harris

SPEECH ON THE SECOND DAY OF THE BUDGET DEBATES

AP

D R NORGROVE

M

you have looked at it, in order to bring it into line with the final version of the Budget






Section 1: Objectives of the Budget

Budget proposals described by the Chancellor yesterday include measures -
substantial measures - to help people and to help business. Come to those

later.

2. But above all the proposals have to be seen in their proper context.
And that context is the continuity of monetary and fiscal policy. The
detailed proposals have great value in themselves. Yet they are rightly

subsidiary to the overall direction. The two objectives:
- first, the defeat of inflation and inflationary expectations;

- secondly, creating the framework and the conditions for sound

recovery.

3. The two objectives cannot be separated. Have consistently
emphasised that defeat of inflation is a precondition for sound recovery. It

is not a sufficient condition, but it is a necessary condition.

4, Inflation is not compatible with sound recovery. For recovery is not
sustainable if inflation is accelerating. The result is rising interest rates,
pay pressures and the other barriers to continued growth we have seen in

the past.

5. So the Budget maintains the monetary and fiscal policies which have

been so successful in bringing down inflation and interest rates.

6. Combined with this are measurs to encourage recovery more directly:

tax cuts for people to help incentives and reduce the deadening effects of

\






the tax burden; tax cuts for business to help costs and competitiveness,
and other measures, adding substantially to the help given in the 1982

Budget and in the autumn.






Sections 2 and 3: Criticisms of the Budget, and opposition arguments

Opposition want to have their cake and eat it. They say

= pre election give-away; yet also

= Chancellor has not given enough away.

Implication is that they would have given more away.

2. Explore that a little further. But first say that talk of Chancellor
"giving money away" is misconceived. Truth is that it is the State taking

less. Tax reductions are in some ways the purest form of privatisation.

3. Opposition want it all ways: tax cuts, higher spending, higher
borrowing, the lot. If there are pre-election give-aways around they are it.
And now we read that they are not even trying to put figures for the costs
of their proposals. No wonder: for the attempt to reconcile conflicting

priorities and objectives would tear the party apart.

-4, . Indiscriminate state hand-outs would fail now as they did in the past.

5. Government cannot shirk difficult choices. This Government did not
in 1981. The cost was a higher tax burden. The benefit was that the
framework was maintained. This is coming through in lower inflation and
lower interest rates and in the past two Budgets in a lower tax burden as

well. i

6. Government set its priorities and has stuck to them. Clarity of its

purpose contrasts with confusion opposite.






Sections 4 and 5: The monetary and fiscal framework

This Budget cannot and should not be seen as an isolated event. Needs to
be seen in the context of Chancellor's four previous Budgets. And Budgets

still to come.

2. Connecting thread is political. The need for changes in attitudes and
expectations towards work and towards change, whether economic or

social. (One reason indeed which lies behind the need for a lower tax

burden on people.)

S But the political purpose is expressed in the economic framework.
4. The strength of purpose of the policies has been shown in their

continuity. First MTFS published in 1980. The monetary ranges and PSBR
path illustrated there have changed and adapted as circumstances have
changed. I freely acknowledge that our understanding and ahility to
operate monetary policy effectively has developed in the past four years.
The knowledge we have gained has been taken into account in the

evolutionary changes in monetary policy which have taken place.

5. All policies operate in a world of imperfect information. Often
policy changes affect the margin of huge financial flows. With the PSBR
the flows either side approach £200 billion. We have to try to look through

these uncertainties to come to the key decisions.






6. Aim has been to keep the growth of money and public borrowing on a
downward trend. That has not been possible from one year to next. But

the trend itself has been there, and will be continued.

e PSBR was set in 1980 on its downward trend. This is being

maintained. There is no pre-Election easing up.
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Sections 6 and 7: Role of Government

So Government is setting a strategy, a framework.

2. Results are coming through.

Inflation. RPI peaked at 22 per cent in 1981. Now 5 per cent.

Interest rates. Also peaked in 1981, at 16 per cent. Now 11 per cent.

3. Prospects. The forecasts are worth as much as forecasts ever are.
But for what they are worth, as Red Book sets out, we are expecting some
rise in inflation this year: 6 per cent RPI in fourth quarter compared to

5 per cent now.

4. A number of reasons for this. Fall in the exchange rate of course a
major factor. But also:
(i) speed of progress last year makes it almost as a matter of
arithmetic more difficult to continue at same rate this year;
(ii) some temporary, once for all factors in fall in RPI - seasonal

food prices, mortgage interest.

5. This second factor of course is not reflected in GDP deflator - a
measure of prices across the whole economy. There expecting a fall from

7 per cent this financial year to 5% per cent next.

6. Effects of 1981 fall in the exchange rate proved to be temporary.
Contained by monetary and fiscal policies. Makes it all the more

important to be successful in meeting monetary and fiscal objectives now.






7. Continued success on inflation, money and borrowing cannot
guarantee propsects for interest rates. Cannot isolate ourselves from the
rest of the world. But can be certain that interest rates will be higher

without such success.

Role of people

8. Purpose of the framework and success on inflation and interest rates
is to remove barriers to growth. People are the driving force of growth.
Economists have been remarkably unsuccessful in explaining why countries
grow. The answer, I believe, lies in the character and motivation of a

country's people.
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BUDGET CONFIDENTIAL
Section 8

Lower inflation and interest rates are already creating
the conditions for lasting growth of output and jobs - by
easing financial pressures as perceived by consumers and
businesses, increasing confidence, reducing uncertainty
and encouraging more spending and production. And, of
course, within my own province, the announced cash
programmes for public spending buy more real goods and
services with lower inflation. More generally, lower
inflation, within the framework of the medium term
financial strategy, leaves more room for output to rise

without the threat of higher inflation later.

This is much more than unsubstantiated theory. We can
already see the benefits of lower inflation and interest
rates ~ particularly on the demand side. Over the past
eighteen months or so, though overseas markets have been
weak, domestic demand has been growing quite strongly -
by over 2 per cent a year - most recently because of
rising consumer spending. Now that world inflation .is
much lower, we should see a revival of markets abroad as
well as continued growth of markets at home. The Budget
forecast sees both a continued rise in consumer spending,
increased exports and higher spending on fixed investment
and stocks. Other indicators - for example, increased
housing starts and new construction orders, the improved
outlook for manufacturing indicated by the latest CEBI
Trends Enquiry - also point in the direction of modest

recovery.






Section 9: The Budget decisions

Within given PSBR the main decisions concern taxes. But must not

exaggerate the scope for decision.

(i) Rooker-Wise for personal allowances: clearly right to maintain
if we can the real value of allowances;

(ii)  the "sensible presumption" for the excise duties.

Both are a desirable form of indexation, and, just as they are now the

starting point for most forecasts, they also provide the base line for Budget

decisions.
2. Beyond that too the choices are not as stark as they are presented.
3. In a technical sense, the person who receives a tax cut may not be

the person who finally benefits. Tax burdens are shifted through prices and

in other ways.

4. In very practical ways there can be no clear distinction between tax
cuts for people and tax cuts for business.
- cuts in taxes on business can in some circumstances be passed
on to people in higher wages;

- or, they can be passed to people in lower prices.

Not making judgments here; simply stating facts. These effects may be

good or bad: it depends on the circumstances.

5. Tax cuts for people help business by:






(i)

(iii)

Increasing incentives. All businessmen would agree that
motivation of the people in a business is probably the single
most important factor in business success. With that other
problems begin to look manageable. Without it they look
insuperable.

It is - or should be - a help in promoting lower pay settlements.
It increases the demand for the products of business. But do
not want to make too much of that. British problem is not lack
of demand, but lack of supply. Tax cuts for people are aimed at

that.
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Section 10: Budget and Business

Substantial tax cuts for people in this Budget. But also action to help

business which is considerable.
2. Look back.

(i)  Business protected in 1981 Budget. Burden of holding down
borrowing and thus interest rates fell on persons.

(ii) 1982 Budget cut NIS. Part of measures for business costing
some £1 billion.

(iii) Autumn another cut in NIS. Measures for business costing

£2 billion.

3. Now a further cut in NIS, combined with other measures. Cost

around £32 billion.

4. NIS will have been reduced from 3% per cent to 1 per cent. Tax on
jobs and on exports. [Don't overdo the evil of the tax - otherwise why not
abolish it now?] Aim is to abolish it. Making substantial progress within

the limits of what can be afforded.

5. Vast range of other measures, building on and expanding action
announced in earlier Budgets. Part of the constant thorough search to find

ways to help business. Actions include:

s reductions in corporation tax costing £70 million in a full year
= action to help technology and innovation costing £240 million

over three years
\



Y.




action to help small firms and enterprise costing £165 million in
a full year, which includes the greatly improved Business Start-

up Scheme, now to be known as the Business Expansion Scheme.

Plus the changes which will further promote recovery in the construction

industry:

- raising the mortgage interest relief
enveloping and repairs grants

- action on DLT.

[Details of measures could be given to taste.]
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Section 11: Business prospects

But no one should look solely on the changes in tax as the benefits of
the Budget to business. Have also to take into account the help

brought about by lower inflation and lower interest rates.

2. Though unquantifiable they are worth far more than the direct

measures a Chancellor can take.

3. And equally important is the assurance of continuing stability in
the framework of policy. Should be a major help in planning for the

future, particularly investment.

4. Assurance about government policy is one thing - important,
but only part of the story. Lower inflation and lower interest rates
have helped business. On top of that have had lower oil prices and a

lower exchange rate.

5. All of these things shift the balance between persons and
business. In 1981 the higher exchange rate was putting pressure on
business and helping the personal sector. Now the pressures are

tending in the opposite direction.
6. Not saying that the position of business is easy. And the help
given in the Budget recognises this. But it is right now to give some

help to persons. And thresholds not basic rate.

e The balance of the Budget is right.
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CONFIDENTIAL
SECLION 1% ! ucenkivin sk
A major concern of this Government has been to improve
incentives - incentives to create wealth, incentives to take
risks, incentives to develop skills, incentives to work.
We have made considerable progress. We reduced the higher
rates of income tax from absured levels to something like the
European average. We have reduced capital taxation which
had been suffocating enterprise. We have encouraged employees
to téke equity stakes in the companies they work for.
We have introduced a range of measures to encourage small

businessese.

2. We have done all this despite the very difficult fiscal
constraints imposed on us by the world recession. It is
these constraints that have prevented us from doing more, for

I am in no doubt that more needs to be done.

3. 1 am particularly conscious of the disincentives created

by the unemployment trap and the poverty trap. The unemployment
trap can mean that 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.

L. As is well known, these problems are not unique to Britain
and have been with us for many years. The traps arise from
well intentioned attempts to alleviate hardship and poverty
while keeping the costs of social security within tolerable
burdens. Over the past 25 or 30 years levels of entitlement
to the main social security benefits have grown in line with
earnings. Over the same period income tax thresholds have -
beén increased/fﬁofgﬁg with prices and, as a result, have,

fallen sharply in relation to average earnings. This has

compressed the gap between benefits and thresholds for tax.

5. In 1950 a married man starting paying tax if he was earning
63 per cent of average earnings; 100 per cent if he had two
children. By 1980 he started to pay at 34 per cent of average
earnings.

]
1
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CONIFIDENTIAL

6. This fall in tax thresholds has reflected the needs of
successive Governments to raise the revenue needed to pay for
ever rising levels of public spending. Public expenditure rose
from 32 per cent of GDP in the late 1950s to 44 per cent in
1980.

7. The social security programme account for a substantial

part of this increase. In attempts to contain this expenditure

and to concentrate help where need was greatest, successive

Governments used means tested social security benefits. But,

the compression of the gap between benefit levels and tax

thresholds means that people can be paying tax at the same

time a Jgiﬁgugg%ted benefits which are withdrawn as income rises.
/result a person can lose 70 per cent, 80 per cent or even

100 per cent of an extra &1 of earnings through taxation and

through lcss of benefits.

8. This plays havoc with work incentives for those involved.
The affect spreads more widely into attitudes and wage

bargaining.

9. It is one thing to identify the problem. It is another
to remove it. There are no easy answers. Those who claim
there are can only be fooling themselves or seeking to fool

others.

10. We need to open up a gap between income levels at which
benefits are received and income levels at which tax is paid.
To do so, we need to reverse the trends that got us into the
the present position. This means reducing the share of public
spending in GDP.This is the Government's policy. We are
restraining public spending. We are laying the foundation for

sustainable long term growth.

11. The increases in income tax thresholds announced by the
Chancellor are the fruits of our success. They represent

a step in the direction of opening up the gap between tax
and social security. 14 million people will as a result not
be paying tax in 1983-84. 2 million people who paid tax in
1982-83 will not be paying in 1983-84.
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12. I am well aware that the real increases in thresholds in
this budget and in last year's budget do not fully compensate
for the fact that thresholds were not increased at all two years

ago.

i3« That decision was not easy but it reflected our deter-
mination that fiscal and monetary discipline had to take prioritye.
The proposals in this budget were drawn up on an equally

prudent basis. Now that the benefits of our prudence are

coming though it is right that they should be enjoyed in

particular by those who need to make the sacrifices in 1981.

14. The Rt Hon Gentleman tried to argue that this was a rich
man's budget. This is so far from the truth that I assume

he wrote the speech before the Chancellor's statement.

5. The facts are as follows.
In percentage thers,

the reductions in income tax are greatest
for those at the lower end of the income scale and for those
at the upper end. These are the people who did least well in
1981. The same pattern emerges when national insurance
contributions are brought into the picture. The large increase
in child benefit has been particularly sought by those representing

the poor and families.

16. It is instructive to look at likely changes in real net
disposable income - take home pay. Much depends on earnings and
prices and the details of the expenditure of particular individuals
Taking for illustrative purposes a 63 per cent rise in earnings an
a 4i§7 per cent rise in prices, everyone would have highe}

real net earnings in 1983-84 than in 1982-83. The low paid

would be amongst those gaining most.
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Section 13 puLAK(,SthJLpLﬁ «»44\*T~qaﬁi¢;‘

I have emphasised the prime importance we attach to fiscal and
monetary prudence. It is the combination of this prudence

and of the impact of the recession on public spending that

has prevented us from sutting taxes further. I have no doubt

that further cuts are needed.

2. The Opposition will no doubt seek to highlight the overall
increase in the tax burden since 1978-79. 1 do not seek to
disguise it. Total taxation as a percentage of GDP rose from
Zh.4 per cent in 1978-79 to 40.4 per cent in 1981-82. We had

to finance.. public spending. We had to be prudent.

3. What would the Opposition have done? I need no telling.
They would indulge in a ERake's Progress. Soaring expenditure.
Huge financial deficits. They would have learnt again the

lessons of 1974 to 1979 - at great cost to the nation ,:

4, We are now making steedy progress in the right direction.
From the figure of 40.k4 per cent in 1981-82, total taxation
is estimated to have been 40.1 per cent of GDP in 1982-83 and
is forecast to be 3%9.5 per cent in 1983-84.

5. Within this total there are two points to emphasise.
First, we have sought to mederate the burden on industry.
Employers national insurance contributions and NIS have fallen
from over 14 per cent of total taxation in 1978-79 to an ‘
expécted 103 per cent in 1983-84. Corporation tax, outside the
North Sea, has also fallen from over 6 per cent in 1978—79.

to a forecast of under 5 per cent in 1983-84.

6. Second, income tax has fallen from almost 33 per cent of
;total taxation in 1978-79 to a forecast of under 27 per cent
in 1983-84. The combined share of income tax and employees

national insurance contributions has also fallen éignificantly.

-1 -






CONFIDENTIAL

7« The point is this. The overall burden of tax has risen
for inescapable reasons. We are now starting to make prudent
progress in the right direction. We have also taken steps

to alter the way the tax burden is shared out in order. to
help business, enterprise and incentives and so to encourage

employment.

8. There is one final point here that the Rt Hon Gentlemen
needs to take on board. Real take home pay will be higher in
1983-84 than in 1978-79 at all levels of earnings. This fact

will not escape the electorate.






1-26a

Child Benefit. In my experience, this is a universally popular benefit.

Shortly before the Budget, received a deputation from the all party
Parliamentary Group for children who sought a substantial increase in child
benefit, and as I told them then, if there are those who doubt the value of
child benefit I am not one of them. Child benefit alone, or with the
additional one-parent benefit, is paid in respect of over 12 million children.
In this way, the state contributes about £4 billion a year to family income

via benefit paid directly to the mother.

2. This Government has a good record on child benefit and even more so
on one-parent benefit. Since we came into office, child benefit has been
increased from £4 to £5.85 and one-parent benefit from £2 to £3.65. The
increases which we now propose will more than restore child benefit to its
real value at April 1979, when the switch from family allowances and child
tax allowances was fully operational, while one-parent benefit will have
increased in real terms by no less than 30 per cent. I should perhaps
emphasise that the increases in the next uprating to £6.50 for child benefit
and £4.05 for one-parent benefit, which represent increases of over 11 per
cent, will not be affected in any way by the change to the uprating method

for benefits generally which was announced yesterday by the Chancellor.

3. The necessary legislation has been intr(.)duction today, and the House
will have an opportunity to debate it shortly. The House is well aware of
the difficulties which attend the forecast method. Since its introduction,
it has led to recurrent problems of shortfall and overshoot in the uprating.

Indeed, last year's uprating combined the two: it made provision for






previous shortfall of 2 per cent but also turned out to contain overshoot of
2.7 per cent for most benefits. While the system may have a certain logic,
it hardly meets the criteria of simplicity and comprehensibility which
benefit recipients look for. The historic method by contrast is simple and
straightforward. Pensioners and others will know exactly where they
stand. The uprating will be based on the outturn for inflation in the month
as near as is operationally possible to the uprating date. Current
operational constraints mean that the uprating will be based on the May
RFPI figure, which is known in the middle of June. Consequently, the

Secretary of State’s uprating statement will be delayed until then.

4. Effect on pensioners and others. Stress that the change to the
uprating method in no way detracts from our pledge to full price protection
of the pension and linked long term benefits. Over the life time of this
Government, up to the last upratings, pensions have gone up by 68 per cent
in comparison with the rise in the retail price index of 61 per cent. In
other words, pensioners have seen a significant increase in their living
standards. There is no question of clawing back any of this. The pension
increase this November will be based on the full 12 months increase in the

RPI over the year to May 1983, thus ensuring full price protection.

5. Defensive. It is true that - although we cannot say with precision yet
what the uprating will be - it is likely to be lower than the RPI increase in
the year to November. But in other years the situation could be different -
inflation in May might be higher than our forecasts for November. And of
course, just the same situation can arise under the forecast method. But
unlike the Labour Government in 1975, who deliberatéy deprived pensioners
and others £500 million ~ equivalent today to more than £1 billion - we are

ensuring full price protection of the pension. There will be no missing
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months in our calculation. Inflation between May 1983 and November 1983

will be reflected in the 1984 uprating.

6. Defensive -still saving £180 million? We cannot yet tell what the
uprating will be so that it is not possible to put a firm figure on its cost.
Had we used the old method and made full adjustment for the overshoot,
the saving would have been over £250 million. Under our new method,
pensioners will be substantially better off than with full adjustment. In
addition, we have found room for important benefit improvements, notably
restoration of the 5 per cent abatement of unemployment and ending of the
invalidity trap, as well as the significant real increase in child benecfits to
which T just referred. Altogether these add up to about £100 million. The
Government has always made clear that the balance between the general
uprating and specific benefit improvements would need to be decided at
the time of the Budget. This we have done, and the cost of the

improvements will be met out of the Contingency Reserve.

7. If pressed. If, for illustration, the general uprating were about 4} per
cent as compared with our November RPI forecast of 6 per (;ent, then this
would produce a saving on the social security programme of about
£180 million. On this basis, there would haver been no room within the
programme for benefit improvements. But as I have said, we are proposing
very significant improvements costing about £100 million. If the uprating
were about 4 per cent, then some of the cost of these improvements would '
be offset. The net effect of all these changes on the social security

programme can only be known when the actual uprating is known.

8. If pressed even harder: the Budget arithmetic assumes for purely
illustrative purposes, an uprating of about 4% per cent. But the eventual

cost depends entirely on the May RPI figure.
\






9. Of course we all want to protect the vulnerable groups in our society.
But this Government has no reason to be defensive about its record. We
are taking the honest approach of protecting pensioners and other benefit
recipients while always having in mind the burden on the wealth creating
working population. Hon Gentlemen opposite seemed to think that money
for benefits can be conjured out of thin air. The pensioners of this country
recognise hon gentleman's bribes for what they are - the irresponsible
promises of a party which knows it will never be in Office to have to carry

them out.

10. If pressed on future pledges - not about tRe reveal manifesto for next

election to hon member - wait and see.
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CONSTRUCTION AND INNOVATION., CAPITAL SPENDING

The Budget also included new measures on industrial innnovation and housing

improvement, both building further on initiatives last year.

2. Additional expenditure to encourage innovation and advanced technology

will amount to £185 million over the next three years, £39 million in 1983-84.

The main component is the revival of the Small Engineering Firms Investment

Scheme, The first allocation of £20 million (subsequently increased to £30 million)
arnounced in the 1982 Budget was quickly exhausted. The re-opening of the scheme

is expected to be of particular benefit to the West Midlands,

3, Two of the other meapures announced yeoterday had implications for housing
isprovement and construction. First, the expenses limits for répairs .

gieats 1s to be raised from £5,000 to £5500 in London and £400 to £4500 elsewhere
at a cost of £10 million per anmum, This is on top of the increase in the

rates of repairs grant announced last year, which has proved extrencly svecessful,
Local authorities heve already been told that they will be permnitted to increase

expenditure on these granis as necessary,

4, Second, local suthorities nre to be given additional capital spending
allocations for use on the improvement of run-down private sector housing through
approved "enveloping" schenmes, Under these schemes lceeal suthorities take
concerted action to repair the external fabric of whole terraces or sirects

of houses on behialf of the owners and at no cost to them.
5. A1l the public expenditure messures included in the budget will
be vimrged to the Contingency Reserve, They will not therefore a2dd to plemnned

experniiture,

Cepital expenditure

6. In total, planned public sector capital expenditure in 1983-84, as shown

in the White Paper amounts to about £11% billion, an increase of 12 per cent

over the estimated outturn for 1982-83, Expenditure on fixed assets by nationalised
industries in 1983-84 as planned amountsto £6.8 billion.
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SUCCESS IN PUBLIC SPENDING CONTROL

[As my right Hon, Friend said yesterday], our success in bringing public
expenditvure under control has been an essential factor making possible the
tax reductions announced yesterday. The ratio of public expenditure to GDP
has been reduced from 44% per cent in 1981-82 to a planned 4%% per cent in
1982-84 and 41 per cent in 1985-86,

Note
The run of figures as as follows: Those up to 1983-84 were published in the

White Paper. That for 1985-86 is in the FSBR, The figure for 1984-85 was
deliberately not given in the FSBR, but is implicit in it.

1979-80 1980-81 1981-82 1882-83 108%2-84 1984-85 1985-86
40% 43 44% 44 43% 42 41
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FROM: ADAM RIDLEY

E.3 9 March 1983
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Littler
Middleton
Bailey
Cassell
Kemp
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Moore
RIGAllen
Norgrove
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BUDGET SPEECH: RAYS OF HOPE ETC.

In §5 of Mr Kerr's minute of March 8 covering the Sixth
draft of the speech there was a reference to the need for more
material about "rays of hope" etc. for Section D. It is worth
noting, possibly for this section and, if not, for use on other
occasions, that industrial intentions surveys here and in the
EC show up our performance in an unexpectly good light. The
EC produce monthly reports on their standarised Community-wide
surveys, which include averaged-out estimates for changes in
sentiment in the Community as a whole, which can be compared
with identical indicators for the UK. 1981 was, pace what
some say and write, the trough of the recession for just about
every member. The changes in balances recorded between the
average levels for that year and 1982 Q.IV consistently show
either a lesser deterioriation for the UK than the Community or,
for order books, a positive UK trend where the Community has
shown a negative one. The contrast is a quote striking
phenomenon, as the following figures show:

EC
INDUSTRIAL OPINION SURVEY: Change in Balances 1981 to '82 Q.I\

A1l industries |Intermediate Consumerr Investment

Goods Goods Go*ds
Production @ £C10 UK _ EC 10| UK EC 10 _Ul{.; EC 10 UK
Expectation -10,7 | -4.6 14 -5 |=-3.2| +2.7 _44.% -10.1

Order Books _ 4.1 | +7.8 -7 +4.3 | +6.5|+10.1 =10.5| + 8.9
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RESTRICTED

Source: EURO STATISTICS: Data for short-term economic
analysis 1983 No 1 pp.37-40.

2. This is not only good news, but further evidence, however
tentative, that the last few years have seen some reversal of
the factors meking for our long-term economic decline.

M

A N RIDLEY






PRINCIPAL

BUDGET SPEECH -

PRIVATE SECRETARY

SIXTH DRAFT

BUDGET SECRET

C D HARRISON
10 March, 1983

FROM:
DATE :

cc PS/Chief Secretary
PS/Financial Secretary
Mr Middleton
Mr Bailey
Mr Moore
Mr Kemp
Mr Allen
Mr Chivers
Mr Hart
Mr Robson
Ms Seammen
Mr Wicks
Mr Mercer
Mr Norgrove
Mr Harris
PS/Customs and Excise

The Economic Secretary has seen Mr Kemp's minute of 9 March to which

were attached some paragraphs on various measures implemented by

the Government in past budgets.

In his opinion,

these should be used only ra%ﬁZ:/:paringly; perhaps

half of them at the most (perhaps construction, and unemployment.

And on paragraph 2 of the

'unemployment'’

section, he would have thought

;%*bdkfhat the final 2 sentences would merely invite the riposte 'but who's

AWM i charge?').

a3 23D 10

The Economic Secretary would also like to put in a plea for sticking

N‘k“"to the phrase '2 or 3' free ports rather than 'a few' in P33. I

mentioned this to Miss O'Mara yesterday.

Any form of
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BUDGET SECRET

selection of freeports is bound to be invidious. It is not going

to be any easier to choose 'a few' than '2 or 3'. Nor will the

unsuccessful applicants go quietly if Scotland, Wales, Northern
Ireland and England are all granted one freeport. If the words

'a few' are used rather than '2 or 3', people will notice the
contrast with the working group's report, and conclude that anything

will go if the Government is pushed hard enough.

ol

C D HARRISON

BUDGET SECRET
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BUDGET SECRET

FROM: GIEVE
DATE: 10 March 1983

rﬂfﬂ,ﬂ#PRENeiPAL PRIVATE SECRETARY cc Financial Secretary
Economic Secretary

Mr Middleton

Mr Bailey
Mr Moore Lol

Mr Allen

Mr Chivers
Mr Hart

Mr Robson
Miss Seammen
Mr Wicks

Mr Mercer
Mr Norgrove
Mr Harris

BUDGET SPEECH - SIXTH DRAFT

The Chief Secretary has seen Mr Kemp's minute of 9 March setting

out sections summarising the effect of the measures over the last

five Budgets.

b//gi He has some reservations about this approach. Logically, he
thinks all public expenditure and tax measures since 1979 should
be put into the reckoning. He can see the case for collecting
up innovations - such as Business Start-ugcuv but feels that the
use of a selective collection of tax and spending measures could

rebound on us.

—

JUL

JOHN GIEVE

BUDGET SECRET
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BUDGET SECRET

FROM JOHN GIEVE
DATE 10 MARCH 1983
)‘!I/ . »
(F"_JFJPRTNCIPAL PRIVATE SECRETARY cc. Financial Secretary
\_3 Economic Secretary
o’ Minister of State (C)
Minister of State (R)
Mr Burns
Mr Middleton
Mr Monger
Mr Kemp
Mr Hall
Mr Ridley
Mr Harris
BUDGET SPEECH: SIXTH DRAFT. SOCIAL SECURITY
The Chief Secretary has seen Mr Ridley's minutes of 9 March.
He very much prefers the presentation that Mr Ridley proposes
and agrees with the reasoniggugéhind it. He notes that the
"ponus" referred to at para 3 in Mr Ridley's minute might be
~ even higher if the measures in the caring package were included
", - as he thinks they should be.
ho suys
ANR wMW(‘;_
et
JU
JOHN GIEVE

10 March 1983

BUDGET SECRET
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BUDGET SECRET

FROM: ADAM RIDLEY
9 March 1983

BUDGET SPEECH: 6TH DRAFT: DETAILED COMMENTS

BLOCK A: Opening paragraphs 9 and 10. They are neither clear

nor logically ordered. Part of the argument is too implicit.
T would suggest redrafting them on the following lines:

"However we cannot now expect years of trouble-free progress.
There are bound to be pitfalls as we emerge from a period
of crisis and high inflation, not all of which can be
foreseen now. It is always easy to imagine that there is
some panacae, some new system or institution which will be
the answer to all these problems. In truth the need is not
for blueprints and panceas but for increased and ?8ggitutions
effective commitment - political and financial - to those /
we already have. Given the support they deserve, indeed
require,the process of adjustment in the hardest-hit debtor
countries can be smoothed and the international financial
framework secured."

Paragraph 11. The point about accelerating the

Interim Committee meetings won't strike home unless one makes it

< n~clear by just how much the meetings were advanced - 18 months or

Y

whatever. Most people will imagine it was only a matter of a
few weeks!

General Comment on Sections B and C.Likethe EST, I
look in this section for a more explicit response to the "grosser"

arguments for new institutions, grand initiatives, etc. The
redraft suggested above is the minimum needed to at least show
recognition of their arguments. In addition more could be done
to draw attention to your own role.

BLOCK D.2: Paragraph 2 remains unclear and analytically wrong.
The reflationists need to be identified; it must be argued
explicitly that getting the economy right is a slow process.
The fact that reflation does not create jobs does not of itself

imply that there may not be other policies which can do so.

Paragmph.7 Unemployment. Very few people will

know what enterprise allowances are, outside the House of Commons.
This is an example of a place where one needs to explain what the

-1-
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BUDGET SECRET

problem is so that one can take proper credit for the solution.

BLOCK E: Inflation. Paragraph 3. The last sentence continues
?3/ébnfuse the level of prices with their rate of change.

yd Paragraph 8. The significance of cash
planninglii/sfill incomprehensible as drafted.

BLOCK)ﬁ Monetary Policy. Paragraph 6. The remark about not
expgcting sterling to fall further provided monetary and fiscal

obfiectives are met is odd, and contradicts the widespread
xpectation that sterling will continue to be vulnerable to oil
price changes, particularly downwards.

BLOCK G{'Public Sector Borrowing. Paragraphs 3-5. I continue
7
tg find these very obscure, particularly the last sentence of

agraph 3.

BIOCK I: Social Security. The presentation here still worries.

In a nutshéll, I think one has to be frank,not disingenuous.
I willgffy to offer suggestions separately.

(_/
BLOCK K: Other benefits and charities. Paragraph 4. The
invalidity trap is a mysterious concept to nearly everyone,
and a brief explanation is called for. Otherwise how will

peoplelkhow that dealing with it is a virtuous thing?

/

/ Paragraph 5. The
£3,000 savings limit for SB and the £1,500 disregard for
1¥fe assurance and the increase in single payments to SB

ecipients, are all important. But to announce only the new
;Jlevels rather than to indicate by how much they are being
increased or from what lower figure is to throw away much of
the virtue of what is being done. No one will know what the
previous position was, so how can they gauge how significant
is the move now proposed?
Blaﬁg/L: Home Ownership, etc. Paragraph 1. The argument is
\V%ﬁgomplete without a reference to the fact that no all the money
rovided for construction is being spent as it should be.

Paragraph 4. A terrible

=o=
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BUDGET SECRET

mouthful to speak, surely. It could easily be divided into three
short simple sentences.

Paragraph 9. DLT on

"developments for the owner's own use". I still find this
mystifying and incomprehensible: Can't one say a bit about what
this is about?

BLOCK M: Indirect Taxes. Paragraph 3. In looking at the
historical record of the impact of indirect tax and other

changes in budgets which put up prices, one might wish to recall
rather earlier years, such as 1975 (54% up).

BIOCK N: North Sea 0il Regime. I continue to be worried by
the order of paras.2-4. The treatment of existing fields in

para. 3 is sandwiched awkwardly between them, and putting it
before para.2 would improve the flow of exposition.

BLOCK foi Companies etc. Paragraph 17. More than doubling
the ypper limit for the small company corporation tax rate is

ly rather a substantial change, and something which ought to
p¥oduce a warm glow - but it would need more highlighting in
he drafting to achieve that.

BIOCK P : Enterprise and Business. Paragraph 9. The reason
given for doubling the present retirement relief to £100,000

remains pretty odd. It is supposed to encourage entrepreneurs
to keep money in their business'. On the face of it the ordinary
map will assume that it would in fact do the exact opposite, and
encourage the ageing entrepreneur to take his money out with

less hesitation when he retires.
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